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PREFACE

In the course of initiating this project the study director consulted

many educational\yconlomists and other professionals assumed to have know-

ledge, about or some interest in the topic of the economic impact of credit

by examination policies and practices. At the outset such conversations

almost invariably required a statement about the nature of the College

_Board's ioncdrns and the reasons for these concerns. Many, if not most, of

the conversations at the early'stages, while courteous, were cool and lacked

enthusiasm. As the study director elabormirell on the concerns a bit there

was a quick and very perceptible change of tone and response. When the

significance of what we were trying to clarify througLthis project became

apparent, universally the listener's responSe was "That's' A Very Good

Question!". "'Under the circumstances it seems like a very apt title for this

report. .

The purpose of these discussions with educational economists was to

identify three consultants who would bring the perspectives of economics to

credit by examination policies and practices with the view of their offering

'f suggestions and recommendations as to how the College Board might advance

greater understanding of these matters via studies or research. The des-

cription of the assignment provided for each consultant was identical and it

included the following statement: ti

"The Gollege Board, since the early 1950s vit the AdvariCed Placement

Program (APP) and more recently via the College Level Examination Program

.CLEP), has sponsored.the major national programs of credit by,e)samintion.

The APP in 1977 reported results on 108,870 examinations by 82,728 students

to 1;672 colleges. The'CLEP in 1976-77 had over 93,000 candidates who took

approximately 240,000 examinations *. The results of these examinations are

'transmitted to colleges and univeCsi.ies where in turn each institution

makes' its ,own' decisiOns regarding the award of academic credit or advance-

ment placement.

In addition over 145,000 examinations were administered via the Defense

Activity For Nontraditiohal Educational Support to persons in the military.
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An activity of this magnitude raises questions of finance and economics

in higher education.about which relatively little is known. Does granting

credit by examination affect income at a college or university?. If so, in

'what way? If students gain financially by securing academic credit via

examination, who, if anyone pays for these gains? What does a credit by

examination program mean in terms of the cost to an institution to produce

an undergraduate? If students coming out of high school are sufficiently

well taught that they receive college credit by exam-, does it cost the

taxpayers less or more' than conventional educational programs? Should taxes

be used to subsidize credit by examination programs? These questions are

,but a few thatillustrate the array gild kinds economic-financial issues the

College Board would like to explore.

The genera,1 problem is one of identifying the signific(ant issues,

orderingthese" into systematic relationships, developing analytic models

that would permit 'tudies to'be undertaken to help guide institutional

practice and public policy, and finally actually conducting such studies or

providing guid4nce to institutibns and agencies for the tonduct of studies.

As a first phase,, the College Board has aske'd ETSto engage one or more

consultants to:
,

I. Explore the economic'or- rinancial implication of credit by examination

so as to identify the issues, questions and contingencies.

2. Review, briefly annotate, and summarize whatever literature exists

since 1955 regarding the financial impact of credit by examination.

3. Outline a study or an integrated serres of studies to help clarify

issues or provide answers to some of, the key questions surrounding the

economics of credit brexamination.,
.

4. Provide a cost estiMaie(s), a schedule for undertaking and completing

the work, and a statement of the resources required and available to

undertake the study(s) referred to in three above.

This work. is to be undertaken from the perspettive of credit by examination

as At impacts upon individual institutions, on students who:may participate

in such program's, or on the public at large meaning state education sys-'

tems."

The three consultants who undertook this assignment are listed below

together with the titles ofthe papers they prepared. The consultants

worked independently of each other. Fortunately, the consultants gave

titles to their reports which are not identical so' that it is possible to

differentiate their work not only by author's name but also by the titles

assigned to each roporT. They are:

1. Kendis, Kurt L. Project For The Development of Studies Into The

Economic Impact of Credit by Examination. December 15, 1917. 38 pp.
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plus 48 page bibliography and a compilation of referencOs from an ERIC
search.

2. Klees, Steven J. The Economies of Awarding College Credit By Examina-

tion. January 1978. 18 pp.

3. Wagner, Alan P. The Economic Impact of Credit By Examination Policies

a4d Practice: Identification of Tgsues and Implications For Re-
.

search. "December 1977. 43 pp.

This paper Is A synthesis of the three consultants' works. The reader

0ould understand that the author is not 'an economist, much, less ap educa-

tional economist. He brings to the individuAl and collective consultants'

work the perspective of one interested in and reasonably knowledgeable about

credit by examination particularly as this concept has been develOped as a

major programmatic effort by the College Board. The paper is organized into

four major sections: Issues, Prior Research, Consultants' Recommendations',
1

And Conclusions. Throughout the paper, CBE has been adopted as a-convention

to refer to credit by examination.

P.
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I THE ISSUES

The consultants identified and discus4ed different constellations of

issues and they did so at different levels of abStraction. These differ-

ences support the wisdom of the decision to undertake this initial foray

into thLi field by seeking more than a single person's perspective.

Klees dealt with the assignment almost exclusively from a macroeconom-

ics perspective. In this respect his approach was quite different from that

of the other two consultants. In addition Klees assumed that the readers of

his paper, more likely than not, would be people who were not professionally

trained in economics. Therefore, he calls especial attention to two primary

economic paradigms Which for simplicity can he referred to here as (a). the

competitive market economics approach and (b) the Marxist economics ap-

proach. These three aspects of his analysis - macroeconomics, and the two

different economics paradigms-results in his shaping issues quite dissim-

ilarly than Kedis and Wagner.

A macroeconomic perspective puts the focus on the costs of CBE to tke

socity as a whole and on benefits to society as a whole. It may not be

'
clear?mhetherKlees is or is not prepared to recognize the differential

interests and stake of the individual, the institution and the state in CBE.

However we can conclude he is saying that a total social perspective is the

.
-

i

one that should guide any empirical investigation of the problem.

This view causes a peculiar kind of issue to surface, namely, what is

the College Board's responsibility for encouraging, conducting, and sup-

-

porting investigations at the level of abstraction of society as a whole?

Klees also'points out that economic analyses_ do not evaluate a single policy

or practice. Rather the analysis is commonly an evaluation of a policy

..4vis-a-vis.alternativb possjble policies.". In this instance the compar-

ison is probably between CBE and the traditional ways of earning credit via
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claaarooni based course work. Thus we need to he sensitive to n very deli-

cate position in which College Board might find itself. On the one hand

should the College Board use its limited research resources to directly

engage in research which because it is focused on society as a whole tran-

scends Its membership? And en the ot4,rr hand if the College Board finds the

rationale for conducting broad socially oriented research on CBE, it

then must ask how one of its programs competes in terms of social,good with

the central business of its constituent members?

There are alternatives, of course, to the College Board investigating

CBE at:the rwro-level. One possibility is to completely ignore ,these

concerns. However a do-nothing position clearly seems unwise given the

College Board's clear identification with the two major programs of CBE in

the country. On the other hand, the College Board could lend its influence

to the encour:;gement of such research. It could actively bring the problem

to the attention of sources for funding research and coopet-Le in macro-

level research projects if these were undertaken and sponsored by respon-

sible agents. Consideration should also be given to ways to interest

professional economists in this area which to now they have ignored. Thus

we have one perglpective of a "very good question."

However we need to return .o what Klees indicated about the presence of

at least two paradigms in economics. This matter is not disposed of at all

by dealing with CDE as a macroeconomic issue. -Which theoretical orienta-

tions should guise such research is a second issue that Klees brings to our

attention. He ,summarizes his discussion of this matter as follows: "In

sum, the perSpectives that various economists bring to an evaluation of

credit by examination policies pose many questions concerning its social and

private costs, effects and bsiefits. I think it is a mistake to believe
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that any version of economics can resolve and select thr "optimum" conrse of

action to follow. What economics can do hest Is to provide some competing

frameworks from which one can observe And evaluate actual And potential

education practices." Klees' emphaAis on this is!;nr serves to warn un about

studies, previously completed or those yet to he undertaken. It

to ask questions like, from what theoretical orientation was this work

undertaken, how does this affect the kinds of ypentions askod, or why

'doesn't everyone see the problem the way we do?

There is no point in this synthesis to restating or rephrasing in hew

words the issues identified by each consultant. The issues are developed In

the,consultants' reportA which are in the appendix. What follows are the

major kinds of data that the consultants appear to regard as critical to

understanding CBE policies and practices from an economics perspective.

They are listed without elaboration simply because any reader reasonably

attune -I to CRE should easily he able to comprehend how and why these data

would he economically important and relevant. However, as the reader

confronts the following list of closf to three dozen different aspects of

the economics of CRE, his or her sensitivity to the intricacies of the

economics of ,CBE should be increased.

1. Impact of CBE on instructional budgets:

1.1 Does CBE lead to time sjlortening, i.e. lower instructional costs?

1.2 What income is lost through early graduation or CBE generally?

1.3 Does CBE cause desirabile or undesirable shifts In enrollment?

1.40noes CBE improve retention?

1.5 Does CBE require real location of instr tinnal rc .sirees, change

faculty load?

1.6 Does CST: improve instructional quality?



1.7 norm CBE free faculty for reNenrch?

1.8 noes CBE result in more homogeneous groupings of studiont In courses

- impact on lenrning?

1 .9 ikes CBE yield hithgl`n I n h '44' hot) I p rog ramei ?

2. Impact on program budgets:

2.1 What internal administrative costs are generated by CBE?

2.2 Does CBF increase numbers of nontradit loual students who require

special services?

1. Impact on non-instructional costs:

3.1 How does CBE affect the mix of students requiring financial aid?

'L' Does ('RE in-rease coonseline costs?

1.3 floes CBE reduce opportunities for graduate student aid (i.e. teaching

assistants) by reducing size of introductory courses?

3.4 Does CBE change recruitment costs?

4. 1Mpact on students:

4.1 Does CRE lead to time shortening, lower investment costs, faster

returns to student?

4.2 Does CBE influence choice of field of study and returns on investment

in education?

4.3 Does CBE modify academic programs which students pursue?

4.4 Does CBE change the need for student support services, i.e. counsel-
/

ing, records, etc.?

4.5 Does CBE influence student's choice of institution?

4.6 Do different kinds of students respond differently to CBE opportun-

ities?

5. Impact on states:

5.1 How does CBE affect whether a state retains or exports its graduates?

5.2 How does CRE influence access, or choice by categories of Students

with particular attributes?
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.5.3 Relative costs of CBE vs regular classroom instruction?

5.4 Do students use different programs of CBE differently, i.e. enrich-

ment for APP, acceleration via CLEP?

5.5 How does CBE affeci enrollment?

5.6 Does CBE reduce institutional subsidies?

5.7 Does CBE reduce.expenditures for facilities?

5.8 Does CBE lead to faculty unemployment?

5.9 Can CBE be related to human resource redevelopment actj7!ities?

The consultants hae also pointed out that the general issue may be

studied as a cost-benefit analysis or a cost-effectiveness analysis. If the

former, then we need to recognize that costs and benefits shift depending

upon the party of interest. For example, the students' saving of tuition

means income is foregone by the institution. On the other hand, cost-ef-

fectiveness 'analyses may be needed with multiple assessments of effective-

ness. For example, if a student can obtain credit for learning acquired

previoUsly, this may increase motivation, interest, and success in'the

courses the student does take. CBE may increase the student's interest in

and potential for graduate work, lead to enrollment in a graduate program,

its completion and greater earnings following graduation.

In general the consultants' papers do not treat differently the Advanced

Placement Program vs the College-Level Examination Program. (Kendis does

treat the programs separately but he stresses the differences mainly in a

discussion of the recruitment potential of the two programs.) Given some

very fundamental differences between the programs and the likelihood of real

differences in (a) the characteristics of the students who participate in

each, (b) the ways 1.1- which the two programs relate to secondary schools and

(c) the responses of colleges and universities to them, it is surprising
4

that the consultants do riot deal with this matter in their discussions of
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issues. For example, the consultants have indicated that'CBE may influence

the educational programming of students who participate and hence affect

,career fields and ultimately earnings. However, if the students who part

icipate in APP Or CLEP represent different subgroups of the college going

population in terms of previous learning opportunities, richness of educa

tional experience, achievement level and aptpude for further education,

then one may find CBE having differential impacts on the students and

institutions involved in each examination program. Simila'rly we know that

in general the AP Program involves secondary schools in teaching special

college level courses. Conceivably the costeffectiveness of this effort

might be different than presumably in CLEP where, in general; schools do not

engage in special instructional efforts. The author of this paper is not

arguing these matter's as conclusions but he is concerned merely that these

possibilities not be overlooked.

To summarize the consultants' treatment of issues, they have made the

following major points:

1. We need to be aware of the substantial diversity of behavior of CBE

students and aware of the possible varying economic consequences of some of

the more typical responses that students make to CBE opportunities.

2. An adequate economic analysis also implies a long range view that takes

into account more than simply an immediate concern. It would extend to what

happens to CBE students beyond college or university, and would include how

the participants managed their careers or professional development.

3. The economic consequences of CB are not unidimensional across institu

tions. Kendis, for example, asks to consider the obvious classification

of institutions ranging from two year colleges to complex universities, both

public and private, and in addition the fact that CBE programs may be

operated within institutional types as follows:

6
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1. Credit by score

2. Credit by score and additHnal
evaluation

3. Placement only by score

4. Placement only by score plus
additional evaluation

5. Conditional credit if additional
course work is pursued

Use CLEP Use APP Ue Both

6. Credit awarded but early
graduation'not possible ...... . .

4.. In addition to the various subsets of institutions grouped by CBE

practices and policiei', and the varying responses of students to CBE, we

need to maintain an awareness of the individuality of the student partici-

pants. Some may be exceedingly gifted, some may be traditional college age

students, some may be very mature adult students, some may be individuals

with substantial family responsibilities, etc.

5. CBE, whein studied from different economics paradigms, will be found to

not only exhibit different issues, but also the importance of the issues

will vary.

7



II PREVIOUS RESEARCH

The ,one place where all three consultants were agreed was' An their

characterization of previous research on the economics of CBE. In so far as

this author can tell, they are familiar with the previous research and they

do not dismiss it. Instead all three consultants indicate the previous work

is very incomplete and that it has not dealt with the various ramifications

and intricacies of the issues which the consultants have recognized with

special sensitivity. More telling, however, are the consultants' views that

some of the previous work is either inaccurate or that it tends to mislead.

For example, one consultant commented on several studies as follows: "These

estimates, however do not accurately capture the erfects of CBE on the

institutional budgE-t." or "These estimates (of reduced subsidies by states

of educational institutions because of CBE) tend to mislead because they

implicitly assume time shortened degrees."

The reader who is interested in an integration of previous research with

a discussion of issues should give particular attention to, the paper prepar-

ed by Wagner. In that paper, variables important to the formulation of

issues in the economics of CBE are identified and the author proviiITS

commentary on what research to date has to tell us about such variables.

The consultants acknowledge that the deficiences of previous research

are not confined to CBE but they may represent deficiences regarding studies

of the economics of education more generally. Klees writes as follows:

"For example, if CBE policies allow a student to graduate and obtain a job

earlier, then not only are the costs lower, but the benefits-are higher

(e.g., one more year of earnings and production). However, such estimates

are "-not easy to make. It is not at all clear how education affects earnings

and produc ivity, and even with adequate theory, it is difficult to separate

91*



the empirical effects of all the various variables that affect earnings to

arrive at the impact of particular educational experiences."

Sinte the consultants' papers stress that CBE may 'result'in earlier

a
gradnation, it is of interest to note Leveille's* recent statement on this

matter. "Many legislators and other policy makers think that a time-short-

ened degree is necessarily synonymous with a two or three year degree where

1p

at least a student should'be able to complete his or her degree in less than

four years. In many colleges around the country a student's normal length

of time spent in obtaining a baccalaureate 'degree is four years. However

there are notable exceptions. For example, in the California State Univer-

sity and Colleges, the average.trme for completing the degree was recently

approximated to be 6.4 years. Thus, a time shortened degree may, in fact,

take longer than four years but less than many, institutional averages. In

any event, since the large number'of students require substantially longer

than a four year period to complete their degree program, a critical vari-

able in comparing the costs and program effectiveness of time-shortened

degree programs with regular programs is the normal length of time factor."

4

Despite the insufficiencies of previous research, the consultants do

not conclude that the economics of CBE cannot be adequately researched.

.Their reservations about previapds research serves to foretell what one might

expect them to say about research that is needed. It sugge 'sts that their,

position will be to urge studies that will enable one,to tackle a series of

questions in a variety of ways. However, the consultants do not believe we

have a research base from which to go forward.. This position is summarized

by Klees as follows: "From the above review it should be apparent that

existing research has not even scratched the surface in examining what are

*Leveille, David E. "Time-Shortened Degrees: A Return To Nostalgia."

Alternative Higher. Education, Vol. 2, Winter1977. p. 168.
/

/
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the coats, effectiveness, benefit, 'equity, or structural impacts of CBE

policies. The scarcity of related publications in professional journals and

obi unpublished research is indicative of the lack of attention this issue

has received."

1 :J
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III THE CONSULTANTS' RECOMMENDATIONS
i).

As indicated earliek inTthis paper, one of the consultants (Klees) did

not offer suggestions for future research although he did comment at some

length on future research. Klees observed.that economists, even if of

similar perspectives, have studied educational issues other than CBE at

considerable expense and not reached consistant results. However, he goes

on tosay that it would be important to conduct research from different

conceptual and practical perspectives on CBE. He-indicates that such

competing efforts would not necessarily generate much greater expense'if the

competing, groups agreed on the information to be assembled evert: though it

would be analyzed and evaluated separately. He reports that this practice

has been successfully followed in previous, instances.

Kendis and Wagner offer suggestions 'for further research. On a couple

of ideas it seems likely that they may have pretty much the same general

notions although they differ in particulars. Let us turn to Kendis first

and then to Wagner.,
(.

A, follow-up study of CBE program participants. This suggestion is to

mount a data collection effort focused on an adejuate sample of students who

had participated in CBE programs. In addition to basic information-of a

demographic character, data would be collected and then updated annually on

pre-graduation work .perience and earnings, the student's educational path

(credits via course work), details on CBE application,, participation and

outcomes, uses made CBE, method of finan'cing studies, postgraduate

experience, attitudes toward enrollment, choice of school, field of study,

alumni contributicAs. Presumably, although this was not stated explicitly,

data from this survey would be used to make comparisons with non-CBE stu-

-dents.

13



Kendis also proposes a*control group experiment in dissemination. ThiS

would be a project to survey students with varying knowledge. about CBE and.

to relate this information to educational careers, earnings or eventual

,incomes, cosrof education, etc. He also ;ecommends an institutional

survey of the utilization of credit by examination that would concern itself

with _total program costs. of CBE including any added or expanded student

services and administrative costs.

Finally Kendis-proposes the-development of three models. The first is

a' computer based model to help colleges and universities to monitor the

enrollment consequences of CBE for the),institution as a whole and by depart-

ments. The second model would study tR seeds - meaning financial aid and

student services generally of CBE students. The third is an analytic'

model to show the total costs and budgetary impacts of CBE. The purpoie of

model will be to assist institutions of different categories to analyze

optimum CBE policy.

Wagner suggests four major studies. The first titled "Dimensions of

Student Participation and Net Benefits" would seek to develop estimates of

the net monetary benefits of CBE for students, institution and states under

alternate sets of assumpticens. Wagner is referring to a series of simula-

tions. For CBE students, the study would look at tuition savings and

'increased earnings, for institutions and states it would look at lost

revenue, for states it would look at public subsidy savings and student

savings.

Wagner's second suggestion would seek to increase our understanding of

0
student responses, to CBE - i.e. enrollment, choice of institution, choice of

field., acceleration, mix (credit by exam and attendance status) and reten-

tion. He proposes an integrated series of studies to address questions that

now exist regarding how CBE relates to these variables.

14- i )
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Wagner's third suggestion is to focus on data about the differens in

earning between those with Cg who graduate early and those who do not. His

/
fourth suggestion 'is a study of institutional-faculty responses to CBE hich

is based on the observation that instutions vary in "the degree to which

they have "embraced CBE. Therefore, he would like to expand our knowledge

about what attributes are associated with the adoption of CBE at the insti-

tutional and state funding level.

Neither. Kendis nor Wagner provided detailed proposals bor.,were they

asked or expected to do so at this stage. Each has offered a general

outline of several studies and they have done so at levels of generality

that are 'not crystal clear in their approach, intended outcomes, or appli-

cations..

In a sense the consultants are a bit discouraging of further research

efforts: Klees from the viewpoint of saying that there are diverse perspec-

tives in educational economics and as a consequence we can expect to have
a

difficulty getting people to agree on what are the significant questions

regarding CBE, and Kendis who interplays institutional typologies (within

which there may be diverse responses to CBE in terms of institutional

policies and practices) and the student actors in CBE who ticullselves reflect

great diversity and hence fall into numerous categories. He pictures a

research matrix containing literally hundreds of cells on which we could

focus attention. It is of interest to note that while Kendis mentions this

point early in his paper. he doesn't specifically come back to using the

idea in a conceptual framework or as a set of problems to be overcome.

Perhaps he was overwhelmed.

A major point that emerges from the consultants' papers is that of the

meagerness of our current state of knowledge about' student behavior vis-a-

15
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vis CRE coupled with a matching lack of information about the ramifications

of CBE policies and' practices. All of).the.consultants point out ehat'to

aggregate savings in i'ns'titutional -subsidies or to similarly aggregate

losses in instructional, income rests on .the assumption that CBE Students

accelerate. Undoubtedly some do and with those,that do whgt differences

'does it make? We don't know. Undoubtedly many CBE' tudents do not accel-

erate . But what is the course 'of Oleir further educational -and career

development? We don't know.. Given these as welleasioth6r gaps in our

,presentknpwledge what shOuld the College Board do to prOmote greater

understanding? This issue is discugsed-Th the concluding section of this
^,

paper which follows immediatedly.

e

16

41/

4

0

co



IV CONCLUSIONS

There is. nothing in the consultants papers collectively or individually

to suggest that it is possible to arrive at "the" definitive answer regard-

ing the economic impact of CBE. The reasons are quite clear. While CBE is

a well understood educational concept, its implementation by institutions or

how it is-utilized by individuals is quite varied. Obviously the level or

intensity of involvement in CBE varies substantially from one institution to

another and perhaps from one time to another. For individuals CBE can mean

no educational programming changes; educational_ program changes with or

without acceleration; and a number of other possible consequen.7es to the %

point of undergraduate degree completion r,nd beyond. all with different

financial implications.

Moreover, it is not hard to imagine changing the question slightly yet

ever so significantly. Instead of what is the economic impact of credit'by

examination on institution X - could we not ask, what could be the economic
\

impact of credit by examination on institution X? It is conceivable that

the latter version of the question might be the more important one at a time

when colleges and universities are examining all possible strategies for

dealing.with the shrinking traditional college going age group.

We qan he guided toward some conclusions regarding research on the

economics mf credit by examination by considering the College Board's role

vis-a-vis that of Individual instituticins. While there may be several

.
criteria, the folloWing suggest themselves as being particularly pertinent:

. Since CBE policies and practices are determined at the local institu-
p

tional level or in state systems, the College Board should assist insti-

tutions 1-n the development, implementation, and evaluation of such

policies and practices'. Obviously the criterion implies a concern for

the economic impaCt of CBE policies and practices.

a
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b. Since higher educational institutions, policy makers, and the public at,

large identify the College Board as the sponsor of the major prOgrams of

CBE, it is reasonable to anticipate that these groups ill turn to the

College Board to advance their understanding of issues regarding the

economics of CBE even though these issues may he local instit.NLL4-opal

issues. The second criterion concerns how the College Board can fill

this role effectively.

Acceptance of, the first criterion would call intoquestion any College

Board research efforts 2,where the objective would be to Seek a definitive

answer in one institutional setting that could be applicale to other

settings. Civegn the variability of all the considerations that can shape

the economic impact of CBE in institutional settings, it seems unlikely that

it would be possible to conduct case study investigations with the view of

pooling results across institutions or deve.J.oping data that could be ,gen
.

eralized to other cases. However, the first criterion does, suggest that a

very useful and important research role for the College Board would be to

develop analytic models and to make these available to institutions that

wished to undergrid their policy development with local data. Such analytic

models would need to be characterized by sufficient flexibilie so that the,

uniqueness'of institutions could be taken into account. KendiS suggests

three efforts to develop models and his suggestions are repeated here.

I. "A Model Co Measre Internal Enrollment Impacts of APP and CLEP.

As a service to users, a computer based model should be developed to help

colleges and universities monitor the enrollment ramifications of crediting'"'

programs. Components of the model would be:
,

a. Historical pattenis of APP and CLEP awards and department specific

enrollments. ,

b.' Up to date tally of aturrent enrollments and awards by discipline.

c. Projections of admissions pool credit applications.

18
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d.jProjection of under utilization of faculty or sxaff shortages by
department.

For larger universities, measurement of graduate course enrollment would be

part of the model. For smaller schools, an eye on the -local 'competition

would be worth the modeling effort.'"

II. "Model to Measure the Needs of Credit By Examination Students.

1. The financial aid component - since many students in APP and CLEP do not
fit the standard needs analysis pattern, new tools to provide financial
assistance should be developed.

2. Student Services - at what level of enrollment do residential require-
ments of a student body change? Is ,additional parking warranted? Must

counseling' services expand in the future?

By institutional type, aisodel can analyze enrollments to project these

Service needs and their costs. This model need not be computer based, but
merely fit standard analytic tables." `11

III. "A Summary Analytic Model to Show Total Costs and Budgetary Impacts of

Credit By Examination on Institutions.

Inputs Outputs

enrollmenis. physical plant costs

creditine$Olicy net tuition effect
staffing requirements and personnel cost

` allocation policy
administrative cost algorithm ancillary benefits (recruitment model)

aid policy additional services

The object of silh a model is to analyze, for each category of institu-
tion, the optimum crediting policy - not so small as to lose competitive
advantage and incur negative good will, but not so large as to disrupt

faculty allocation and demand excessive services.

Refinements in the model could come with time, but an obvi us goal'is to
stimulate limited or extensive credit policy to study financial impact.
More than a heuristic device this model could serve an institutional plan-

ning role for a college or university."

Of the three modeling exerc. es proposed by Kendis, the third has

probably more universal applicability to the interests of a broader spectrum

of institutions. Therefore, it might be given priority. It would, also seem

helpful in developing this model, if especial attention was given to the

needs of small liberal arts colleges. These institutions are less likely to

have the resources to do the conceptual work implied by this kind of model

building. Further many of these institutions are eyeing carefully the adult
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student pool as one of their areas of future services development. The

problem of crediting previous adult learning therefore,looms as a special.

problem in these institutional settings. It is difficult to sense a general

cost range for this project. Kendis placed it around $19,500 but he presum-

ed data to be available from a survey for.which he cited costs of about

$9000 to $33,500 and several
significant elements of costs were not included

in These figures. By trying to interpolate Kendis figures, the author of

this paper approximates these, costs as falling roughly in the' range of

$'35,000 to $75,000.

Wagner also offers a recommendation that is germaine to the crite-

rion of the College Board assisting institutions in the development,

implementation, and evaluation of CBE policies and practices. Wagner's

Study No. I promises to assist institutions or state planning groups by

simulating participation in CBE and thus being able to report what might be

the anticipated student tuition savings and increased earnings, or the lost

institutio,,a1 revenue, or the public subsidysavings. Thus Wagner offers a

suggestion that attacks the question what could be the economic impact of

credit by examination given certain assumptions and conditions. Wagner also

did not provir!,. a total cost figure. However, the author of this paper

interpreted Wagner descriptions of the study as being roughly in the neigh-

borhood of $10,000 given his assumptions about the professional and support

staff time that might be required for its execution.

Acceptance of the second criterion identifies a somewhat different

packet of research concerns for the College Board. The second criterion

A
raises such questions as how can the College Board help institutions or

'educational systems to identify and clarify the issues they should be

encouraged to probe on their campuses, or within their educational systems?

Further, how can the College Board encourage the development of broad
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societal perspectives on the economics of CBE. The second criterion also

anticipates that the-College Board will be looked to for comment, criticism,

perhaps endorsement under certain circumstances, of findings and conslusions

of research conducted on the economics for CBE.

The research roles suggested for the College Board by thc: second

criterion are two fold. By all means, the College Board should encourage

the interest and involvement of educational economi is in theoretical and

practical concerns for the economics of credit by examination. In this

regard there is a very fortunate byproduct that could be.the resulz: of the

study reported here. That is, the report prepared by consultant Klees

contains the basic ingredients for two papers or articles. In his report

Klees has demonstrated a talent for translating many\of the intricacies of

economic theory into words that convey meaning for those not professionally

schooled in economics. It would be useful to encourage.Klees either to

write for the College Board Review or to be featured at a College Board

National Forum. Another possibility might be the colloquium being planned

by College Board on credit by examination. In this regard he should be

asked to highlight, mainly for educational administrators and policy makers,

the ways that different economic paradigms give rise to different issues

regarding the economics of CBE. The purpose to be served by this paper

would be to increase the awareness of administrators and planners of the

complexiry of economic issues in CBE in the hope that they will become

better informed and more questioning of analyses that are inadequate or

incomplete. The second paper or article that Klees should be encouraged to

write would be one addressed to professional economists with the objective

of encouraging them and their graduate students to investigate various

aspeCts of the economics of CBE. This paper should be publishable in

. journals of American Economics Association or American Educational Research
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Association. Wagner andKendis may also have material for articles in

professional journals. Therefore, if they could like to draw upon the

papers they produced for this report, it is recommended that they be allowed

to do so,

Theasecond criterion suggests a further research role for the College

Board beyond that discussed immediately above. The College Board needs to

set the stage for, and make possible investigations of the economics of CBE

that transcend/the data available to a particular institution. The consul-

tants, for example, commented on the fact that relatively little systematic

information is available regarding the behavior of candidates who partici-

pate in CBE. These gaps in our knowledge run the full gamut of how;CBE does

or does not influence a student's choice of college, how CBE influences the

educational programming of students, how CBE influences the ,time students

spend completing degree requirements, how CBE influences edueational.deci-,

sions and career outcomes beyond the undergraduate degree, whether questions.

such as these are answered differently for participants in the APP or CLEP,

and whether questions such as these are answered differently for different

categories of students such as tra?itional college age youths, mature

adults, women, minorities, etc. The import of data of this sort can be 'seen

in the consultant's observation. about the reported savings in Florida due to

CBE, where the issue turns on whether CBE students do indeed shorten their

degree completion time significantly. Implied here is a need for a data

-base of significant information derived from a longitudinal study of CBE

candidates.

Studies two and three of the Wagner report (1) and the first study (2)

of the Kendis report could be a nucleus for developing the kinds of student

(1) Students Response to CBE Options and Students Outcomes.

(2) Follow-up Study of CBE Students.
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behavior information that would seem to be useful for the College Board to

have available. However, neither consultant was sufficiently explicit for

this author to recommend the development of either set of suggestiol into a

'full proposal. Further discussions and clarifications with Wagner and or

Kendis would be a profitable intermediate step prior to a decision to seek a

full proposal. What should be sought by way of research is a study or a

coordinated set of tudies-that would grovide a broad basis for understand-

ing how CBE candidates differ in their behaviour from non-CBE students in

terms'that are educationally-economically significant.

With. data from such studies in hand the College Board could contribute

materially to advancing...understanding of the economics of CEE. These data

would make it possible to delineate 'specific issues that individual institu-

tions might wish to investigate on their campuses. When published by

College Board, these data would also make it possible for institutions that

conduct local investigations to have some sense of whether they were focused

on typical or very unusual circumstances of CBE. These data would also make

it possible for the College Board to advise institutions on the likely

applicability to their situation or research completed elsewhere.

It is difficult to provide a general indication of the anticipated

cost _of such a study(s). Apparently there are considerable flexibilities

in design. To interpolate the consultant's rough estimates to try to nail

down the end-points on a cost range is difficul' However, it would appear

that expense in the range of $75,000 to $160,000 for work to be conducted

over about a three year poriod is likely.

What to do about the consultants' recommendations which have not been

covered by the above discussion? These include:

From Klees: The general notion of encouraging a diverse group of educa-

tional economists to tie into a common data base for the

conduct of specific studies.

To,
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From Kendis: (a) A study of the effects of an informationrprogramran,

participation in APP and CLEF.

(b) Institutional Surveys conducted at the departmental

level.

From Wagner: Institutional-Faculty responses to CBE.

These recommendations cannot be dismissed completely. Each suggestion

seems to have some merits. However given the two criteria for' identifying

College Board's relationship to research on the economics of CBE, the

suggestions offered by the consultants whthh have not been covered by the

detailed discussion of this section of the report would seem to have a

lower priority claim on the College Board's limited resources for research.

For this reason the author of this report does not suggest that the College

Board, itself, follow-up these suggestions in the near future.

One further conclusion, It.is clear that this first phase of research by

the College Board on the economics of CBE has identified three thoughtful

and interested economists who can Contribute to the College Board. By

design they have operated independently of each other. It is recommended

that an effort be made to harness their talents in a collective effort.

That is, it is recommended that a meeting be arranged of the three consul-

tants, and appropriate College Board and ETS staff. The agenda for this

meetin ould be to develop,a College Board long term research strategy for

the study of the economics of credit by examination. This report, includiAg

the three consultants'.papers would become background materials for such a

meeting. A deliberate effort should be made to make this a working meeting.

It might extend for 1 1/2 days. The first half day would bejocused on
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ackgound and an open discussion of the consultants' papers and this report.

Then the group should be divided dEossibly into two work groups to formulate

specific recommendations. For the last half day, the group would again

function as a committee of the whole to consolidate recommendations into a

single strategy statement.

If this last recommendation is accepted, it would be useful to include

in the group Dr. Douglas Windham, co-director, NIE-Education Finance and

Productivity Center-located at the Unpersity of Chicago. He was approached

to serve as one of the consultants for this project. With regret he de-

clined because the assignment came at a most inopportune time. He was in

the throes of organizing the Center. However, Dr. Windham was quite clear

in expressing his strong interest in the problem and in suggesting that the

resources of the Center mint be useful to the College Board.

Further if this recommendation is accepted, it will be important to

keep the s_ze of the meeting to a small number. The author emphasizes that

this meeting is seen as a working committee not only to generate general

advice and counsel but to advance specific and practical recommendations.

These objectives would be most difficult to attain -in a large meeting.

To summarize, the following recommendations have been offered in this

section of the report:

1. That steps be taken to encourage the comminity of professional educa-

tional economists to .indertake studies of the economics of credit by

examination.

2. That steps be taken to acquaint educational leaders, planners and policy

makers with the complexities of the economic issues in CBE including these

issues that Arise because of a diversity of economic paradigms.

a
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3. That steps be taken to develop analytic models that institutions 'can use

to conduct local investigations of CBE.

4. That data be gathered and published to expand our understanding of the

behavior of CBE students and the institutions they attend in so far as this

behavior has economic implications or ramifications.

5. That a working meeting of the consultants who contributed tc this first

phl-ge study be arranged with the view toward developing a long term strategy

for College Board research on the economics of CBE.

ft
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Suit -,many anJ Conclusion

1. Despite continued and growing use of credit by examination;

quantitative analysis of its effects, costs, and benefits demands

a systematic and comprehensive study or series ofistudies measuring:

a) the behavior of participants in schc-

b) the impact on the institutions

c) the resulting impact 'on the live4 of the student:3

Most discussions and recommendations in this report will refer to

and develcp components' for these follow-up studies.

2.. APP and CLEF, as delivery systems for the concept of credit by

.examination, may require added fjexibi3ity in their utilization both

by students and institutions. Future need or yet another delivery

structure play be apparent as colleges and univer3ities recognize credit

and placement by examination as a powerful policy tool.

3. The institttional costs-and benefits of credit by examination

Are consi.de=ble, yct often bevond the control of those administrators

who foster the coz4.ccnt of greater articulation between a variety of

'educational syL,terls. In .atLehtion to o'quality"" and 'program" con-

siderations demands the devopTent ofinstitutional tools tc aid

:i

adm f.inisrator.s'dn measuring internal financial effects of credit by

examinatioll, as well as controlling these effects._ Likewise, iew

N
tools to ma;:mle the use of APP data to develop new programs must

bE.2 a future consideration.

4. Despi .c early indications thlt public ivOlvement in credit by
)

v
ex:,.mination generaz6J colsiderable sa;o the states, all

invstigato.-7s aAthe caveat that addi.tionel study i s clearly



indicated. They-fear that declining enrollments may deviate these

"boom-period" savings. They also admit to concerns of the acodemic

community in the field of quality control.

56 They long range .needs of the non-traditional learner and diversi-
.>

fled educational systems must be met by credit by &cam:nation as an

articulation devicF. Either the APP .and CLEP systems mukst remain

flexible, or comprehensive ')L-cgrams must be developed with the

knowledgegai.led. through evaluation of the follow-up StUdies

recommended in this report.
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Introduction A Structural Overview

Neither higher education finance nor the implementation

df credit by examination policy.i.s homogenous. Consider, if you

will, the standard deljneation of institutional tilype and control.

(not including proprietary institutions):

University
4 year
2 - year
community based

et

For purposes of discussion one may categorize credit by examination

programs by degree of 'mplementciLion:

1.0

1. Credit by score
2. credit by score and adW,Lional

evaluation
3. Placc!ment only by score
4. Placement only by score plus

additional evaluation
5. Conditional credit it

additional coursework pursued
6. credit awarded but early gradip-'

ation not possible

Use.Ciep_ qse'APP ulg_both

Thus each d:-.1cuL;sion in this report may contain 144 variants,

depending on the institution to which the program applies. To

disaggregate even fur :her one must consider the individuiitv

of the student. A gifted high school student, a returning

from a vear or more awai From ntudy, a transfer student, a foreign.

educated student, and an adult non-traditional stude -iit each have

individual needs for which a credit by examination program will



differ.. Likewise, the financial implicatioas to I), discus!;ed

could considered to have mon: than r)00 variants -- all subsets;

of the topics.tb Le treated.

For p rposo5: of organization, this report will havo tht.

following sect ions:

ArticuLition\O Higher Eklucation
Internal Finiincial Implications

Shifts in Enrollment
Teaching Loads
Additional Student Services
Administrative Support
Alumni Good Will
"Market" Advantage
Finandial Aid

.,--- alecruitment
n /Individuals Financial Concerns

----='1Incomps

Costs
Personril tririchment
Tuition Discount
Policy Effects
Project Proposal

Public Support
Current Practices
Accf!ss and Choice
Employers and Public Policy

Study Proposals
Cost Otaaritification
Delivery Systems
Bibliography
Alpeadix
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Credit by Exominatio and the

Is!me of Articulation

In Higher Education

The literature repetitively declares the need for empirical,

qualitative benchmark;; for the measurement of co9nitive

development throughout higher education. Sub-issues involve:

transitions from secondary to post secondary

- transitions from 2 year institutions to

4 year institutions

- transfer among similar schools

- adult evaluation

foreign study

Tte growth Of AP? and CLEP programs underscores recognition

of the need for articulation, and thus many of the studies cited

focus,on

applying these measures -- efficient delivery of

,e examination programs themselves. The goal of

education withoot -educing the quality of the education. FEiars

cf quality dilution following from the notion of warding of

cheap" degrees, rather than the systematic translation of

exp2rimental ler:,rning into formal credits.

The institutional need for articulation in admission policies,

currieullzm (lvelepment, and guidance and career counseling is now

an issue of 'wno shol)ld establish the structure?' and 'by what way?'

The efficiency of large naticnal testirj programs has been

measured a7airt. th erfectiveness of E-,n institutional examination



program. Thl. gi,a1 ()f the lorimi is t ( reduce e:)st ond thf. lah:r

iS to ew.ur:' quality. This teport does not. riiommend an extension

of this di..ilog!w simp!e e.:_wt consideration.

Control of quality is a goal. The study propo!lal:: will

emphasize meits 111. (P veritHation cf that quality. Since

the focus of thit; report is e'..-c: nomics by nature, the writer

assumes no trade-offs exiiA between quaflty and cost from an

institutional perspective. Academic quality, for purposes of

this discussion, is static And constant, as is the need for

articula+icui.

Nhether (u not various programmatic applications of credit

by r'xaination Fc!Ilema are c(,:lt-effective or cost efficient is a

focus, of thi:-; report.



Yendis Internal-7

Internal,Financial Implications of

Credit by Examination

to College or University

'or purposes of this discussion, one must consider a highly

flexible credit )y examination program -- one which may vary from

year to year and from department to department. This report, intends_

to promote the development of this flexibility as'a policy tool, and

discuss the financial implications which follow.

1. Shifts in Enrollment. Fields of specialization, though

not always known at matriculation, may become overloaded or suffer

too few students if attention isn't afforded the enrollment

implications of awarding credit by examination. The financial

burden of hiring additional academic staff in one -field while

underutilizing tenured faculty in another is certainly measurable.

One may also associate the choice of area of concentration-with

earlier credit by examination eligibility for purposes of:.

a) planning manpower needs

by shifting creating policy

2 Teaching Load and Faculty Tenure. With tenured faculty

as a fixed cost, colleges and universities may find a need to

accelerate eligible students into those courses most suited for

the teaching skills of the older faculty members. This variable

teaching load could either he analysed ex-Eoste, or anticipated

with a policy change. As always, the maintainance of academic

quality would not be the issue, only a college or university's
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recognition of cogniLive skills.

,3. Additional Student Services. With added credit by

examination, the non-traditional learner may indeed comprise

a greater portion of the student body. As rioted at the 1977

ACE annual meetings (address by Susan Rink BVM, President

Mundelein College), the added interest in evening hours

necessitated extending the hours which all student facilities

remain open. Registrar, business office, security, custodians

all were needed as the student population shifted to more and

more non-traditional students.

Career planning and placement services assume an added

dimension with more non-traditional students. Even an ad6itional

service curliculum in learning strategjeS is now a necessity.

4. Support for Credit By Examination Itself. Administration

of student data, evaluative material, test scores, and historical

records will increase directly with an expanded crediting program.

Institutions must anticipate these costs, as well as the time

necessary to ,make thoughtful decisions. In the case where the

AP', and CLEP programs are not adequate for the institutions, one

must then calculate the development and supervising of additional

testing' matetials. This area is most sensitive to disaggregation

by institution type and area of study; for many smaller speciality

schools or department'may eeed to do their own evaluation.

5. Alumni Good Will - As A Benefit With Rewards. One must

state the obvious -- that a good credit by examination program will be

looked upon favorably by graduates.of the instituticn. To qualify
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the positive influence on alumni or even corporate giving to the

institution and then to isolate that share of giving attributable

to a crediting program seems tenuous at best. ,ut alumni giving

studies are few and far between, and with future fiscal pressures

mounting for colleges and universities, they will need the help

of all of their former students.

6. "Market" Advantage in Higher Education. One category

of utilization not enumerated in this introduction includes those

institutions who do not recognize credit by examination at all. If

one were to consider the "market" from which each institution draws

its student body, it -is obvious the eventual comparisons of

institutions who award credit and those who do not will be part of

the acceptance process. Anticipated costs could be reflected in

increased net transrer,loss (by department) or diminished admissions.

yield. An ever - increasing phenomenon is "slippage" in admissions,

or the diminished number of students who actually martriculate each

fall as opposed to those who say they intend to enroll. Since the

summer is the period when credit by examination pccurs4 those

institutions ignoring APP or CLEP will be susceptible to an increase

in "summer slippage".

7. Internal Financial Aid Implicatior' f Credit by

Examination.

Without empirical evidence to either support, or refute

hypotheses concerning the financial needs of credit by examination

participants, one must consider at face value these rather extended

suppositions:
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1. APP participants are, in the majority,

frOm socio/economic backgrounds with greater

available resources for higher education

expenditures, either through personal and,

family assets, or by qualifications for funds

awarded to cognitive skills.

2. CLEP participants are independent and

have above-average means or access to capital

to finance their educational costs.

3. The admissions and recruitment functions

(sic. marketing) in colleges and universities

may find credit by examination candidates a

ready and willing market for their efforts.

4. One subsequent effect of additional APP

and CLEP participants in the student population

should thus be diminished financial need.

That portion of a student aid budget which impacts

iristitutional funds -- either through direct awards or through

administrative costs should diminish with additional credit by

examination students.

Transfer admissions, often a pool of applicants with 100%

of the students needing evaluation, will carry the same financial

aid impact, but to a greater extent.

By targeting efforts toward APP and CLEP students, en

institution can slow the growth of financial need while

continuing pOlicies emphasizing quality and admission without
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consideration of ability to pay.

Internal - 11

8. Credit bit Examination As a Recruitment Device. Credit

by examination as a college and university recruitment device is

undoubtedly the least explored and perhaps the most potentially

profitable dimension of the program. Literature on-the subject is

hon-existent; the utilization of credit by examination in recruit-

ment techniques and publications is rate and limited in scope. It

is clearly virgin andfertile ground for cultivation.

The Advanced Placement Program offers recruitment

opportunities at two levels: the obvidus post-initial contact

enticement and the less apparent use of the program to identify

top students and secondary schools. Any college or university

which participates in the Advanced Placement Program can easily

and inexpensively present information about it in their publications,

noting its relative advantages in such a way as to convert it into

a recruitment de,.'ice. The first step, assuming that the institution

has developed a coerent and comprehensive Advanced Placement

policy, is to investigate the AF policies of competitor schools,

so that it is possible to differentiate it from theirs (without ---

direct reference, of course). The next step would be to develop

an Advanced Placementbrochure-which would he sent to all applidants

or admitted students who are involved in advanced placement programs.

By including a question regarding participation in the program in

the admission application, they ..could eitherebvehand-managed_ or_

computerized (depending upon the size and resources of the

admissions office concerned). Admit letters could als6 he
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personalized to include a paragraph regarding the opportunities

available to AP students at the institution. In order to maximize

the recruitment opportunity presented, a follow -up study should

be undertaken to determine what the short and long range

advantages of involvement in the program have been to the

participating students at the institution concerned.

Another possible approach to ppsteinitial contact recruit-

Ment would be to develop an on campus program for Advanced Placement

students which consists of more than credit award and placeffient

policies. Depending upon the nature of the institution concerned,

the emphasis could be upon early graduation, early entrance into

graduate study at the same institution, enrichment, research oppor-

tunities, or some combination of the precee(ling. At least, the

Advance Placement program could be integrated; to some degree,

into aneexistins7 general honors program, since the student overlap,

in the two programs would undoubtedly be significant.

The key to the approach to Advanced Placement as a post-
_

initial contact, recruitment device is knowing your own and,, your.

competitors' policies well, maximize the possibilities of your, on

campus .program and insuring that your contacts and applicants

share that knowledge. The limitation of this approach is that is

is Ipactive. However, a further use of the AP program could be as

a device to identify ton students and schools. One col,:ld.target

AP high schools for recruitMent by requesting a list of 'either

the 3939 schools. involved in the_program or, say, the 100 schools

producing the largest number of successful score) AP students.
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The recruitment possibilities here are numerous: one'could

correspond with the guidance counselor-And/or AP teachers and

coor(....nator regarding prosp'ective candidates and AP opportunities

at the college concerned; one could seek out AP classes to address

during school visits, one could invite AP classes to campusit/for,

programs, etc. Participation in an AP program could also 1:ecome a

criteria fOr competitive rankings of high schools by colleges,

along with average SAT's.and percentages going on to college..

Although it is not currently possible to do so, if ETS

could make available the names and addresses of students who took

AP Exams in May of the junior year, by score, colleges. and uni-

versities could contact the students in whom they Were interested.

The major problem in using AP as a recruitment deviceis that most

students do not take their AP exams until May of their senior year

in high school, long after both they and respective admissions

offices have completed their deliberations and made their choices

The availability of junior year exam scores, similar to the/CEEB

Search approach, could ameliorate the situation.

The College Level Examination Program presents a similarly

large number of recruitment possibilities. Here, again, there Are

two levels of response - reactive and outreaching. Certainly,

information about participation in the CLEP program, or existing

credit by examination possibilities could be pro\ ded in the

---recruitment-literature. Indeed, the Florida-legislature requires

Flbrida Stale colleges and universities to include information

regarding the CLEP program in all of its publications. Furthermore,
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the use of lists of CLEF exam candidates could be published,

should studiesstudies indic that a signfiicant number of students

took the exams before plying to'college.

//
The largest sin416 group,of CLEP participants are in the

ei'hteen- year old category, not the adult student:., for whom the

program-was developed. Certainly any policy which provides credit

to these students on the basis of CLEP scores or alternate testing

device-SCould be mentioned in the institutional recruitment

publications. The issue of markt segmentation is brought into

focus by this group, however. There is some disagreement about

whether!traditionally educated eighteen year olds should be allowed

to take'CLEF exams, or it additional AP courses and exams should

be developed to cover the newly emerging courses in the high

school 'curriculu-ii. Indeed, we need to study whether the AP and

CLEP programs are-apPaljng to similar or different groups of

students and institutions. It is critical to the whole future of

credit by examination that we separate the programs if that is

how they are perceived, merge them if that is appropriate', or

develop alternative testing devices if that is indicated.

Finally, there is gpe inherc?nt danger in using credit by

examination as a recruitment tool which should be outlined. One

must be cautious not to dilute the quality of an institution's

educational level or to jeopardize its reputation, by succumbing,

to the temptation of "buying" students by "giving" them-credit

for lower scores,(especially in order to better a competitor's

offer. A, possible solution to that problem would 'be to have an



\
office in the institution, separate from the admissions office

and, under faculty supervision,' handle the development of policy

and the awarding of credit. It is important to remember that if

the, credit by examination policies tarnish the college or uni-
,

veritv's reputation, the benefits of using credit by examination

as a recruitment device are more than negated.

4 1
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An Individuai's Financial Effects

Credit by Examination and Returns to

Investment in Human Capital

Returns to investment in human capita , in the standard,
j\

formulations, behave proportionally with some measure.of "qUality"

and inversely with a quantification of "cost". To the individual

student, then, a credit by examination progra, whether an input

of enrichment or accelera -will increase the return of his

investment in himself 'precision in these measurements is a

project for future. consideration,' for "quality" and resulting

income or satisfaction now assumes a new dimension when we

manipulate time and cost. Cognitive development to induce an

individual's income was often assumed to require a rather static

input of 4 or more years at a tuition'flprice" and the opportunity.

A

cost of foregone earnings for that same four or more years. With

an, accelerated study program, these costs components are both
ti

reducod -- price, if less costs are incurred; and foregone earnings,

if the student either accelerated his entrance into the labor

market or avails himself of the opportunity to earn dui.ing his .

studies. Most important is the formulation for the adult or non-

traditional learner, fou whom'the-foregone earnings cost is a

greater impediment to a return to schooling.

1. Effects on Incomes: The author cf this report does not

support the often popular notions concerning diminishing returns

to investments in higher education. Standard. measurement difficulties

cloul the issue in the' current literature, but when isolating the



students participating in credit by examination programs, the

results are quite clear:

- The talented student attaining credit and advanced

placement enriches his or her studies and entrance

.-into.aofessional training. Earlier and greater

advanced training generteSwages and salaries for

thes students, partS'cularly compared to their incomes,,,

without consideration.

- Adult learners in pursuit of a degree often do so

out of an employer- .nduced motivation in the. form

of an income increase.

L- Spouses entering studies may enter the labor market

where they .`gad not participated in the past.

- Retraining or career changes, either to avoid a

declining field or pursue a new endeavor should

certainly-e)Torience greater incomes.

2. Effects on Costs. Absent in the human capital

arguement in the.literature is a discussion of the impact of

education on personal tinances. Whether the student is an

adult who takes a course in consumer practices or a potential

health professional finding the time to Study investments --

the effects of additional education will be an increase in the

individual's ability to handle his own incomes,/ expenses,-assets,

and_debts. Again, the credit by examination student provides

an isolated group of students for whom this behavior is typical.

3.. Personal Enrichment. Job satisfaction,that qualitative
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measurement which has thus far escaped hard empirical measurement,

is Often a motivation for credit by examination students to enter

a

a study.program. The economic effects are tangible, in that a

person who seeks this degree of "satisfaction' may spend funds or

time in its pursuit. Enriched or accelerated programs of study

must, in the larger view, increase the inherent quality of the

individual's life experience.

4. Quantifying the Student's Benefits -- As a Tuition Discount

To transcend the variety of programs and applications of credit by

examination, and to hold academic quality as comparable from one

institution to another ceteris parabis the "discount" awarded

to students is the difference in tuition charges incurred to attain

the degree or complete the program of study. If there is 'a time

component, then living expenses for the period saved due to

accelerated studies must be included. net of travel required or

additional charges.

Disdount to Student = hypothetical cost of studies.

accelerated tuition costs

+ savings in living expenses

additional expenses (child
care, travel)

This is a budget calculation involving alternative choices of

educational programs offering credit or no credit by examination.

5. Dissemination and Credit by Examination Policy. Important

in the analysis is not that a discount exists, but that the

'individual student would do when or if he knew of this discount.
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Again, this writer places greater importance on the entire program

surrounding the credit by examination system. For any given

institution there exists optimum dissemination, recruitment, and

counselihg strategies best suited for students. Successfully

implementing one component of the program awarding of credit --

without counseling students may impact that sthents ability to

take advantage of the program.

Project Proposal

3.. As a component of the follow-up procedures for credit

by examination students, a measurement of costs and incomes of

participants surveyed will yield some standard 1:pternS or Hydels

of the effect of credit by examination.

2. Surveys of institutions will outline standaid digs6mination

policies, and the affect of these policies on the experiences of
A

the students in these institutions.

3. With participation of career planning professionals,

additional models or concepts must be developed to envisonage

all possible uses of credit by examination to enhance a person's.

career path.

4. These concepts can be assembled into three types of

documents:

a. A guide for students to be a part of the

APP and CLEP service. Thiscruide will

focus on the economics of credit by

examination and its practical applications.
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b. Preparation -of analytic tools for

institutions to use when studying or

surveying their own student populations

or potential student markets. These

models would show what educational and

training needs apply to their own programs.

c. Preparation of outline dissemination

materials for the schools themselves

to utilize in a complete "program"

approach to credit by examination.

These guidance materials would, again,

emphasize the economics of enrichment

and acceleration of programs of study.

The above prof

mendationNf tht....r5tort (see section of studies), but follows

not in the scope of the study recom-___

from the discussion of issues.
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Public Support for Credit by Examination

1. Current Practices.

This discussion is predicated on the assumption that the

fundamental aim of government involvement in education, whether

at the city, county, state or national level, is to produce the

best education for the lowest cost: It is the combination of

cmality and economy which shotild guide public support for credit

by examination -- not a concern for maintaining a bureaucracy or

filling classrooms.

Clearly the governmental interest evidenced to date in the

College Level Examination Program has been largely, if not

entirely, by stale governments, and their intent has been uniform --

to reduce costs to taxpayers. Furthermore, in cases where state-

affliated college or university administrators are- discussing the

merits of the CLEP teeogram, they too stress the economy of the

program as compRred to classroom instruction. But, is that the

only measure of the economy of credit by examination?

The State of Florida is by far the leader in public support

for credit by exa7lnation;indeed, a 1973 state statute requires

each university in the state university system to offer CLEP

examinations (or their equivalents) at least once a year and to

give full credit for satisfactory performance. Thomas E. Furlong,

Jr., who just completed a dissertation for which he surveyed

Florida collecj- and university adminir.Lrators, found, among

other things, th;:.r they feel that both the state and the

individual Et_11,finLs were saving money because of their involvement
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in the CLEP program. Furlong questioned the correctness of their

perception, because he fears hidden coots, as well as a tendency

among students not t.;) use the CLEP credits.to graduate early.

He is pleased chat the state is reviewing tha whole issue in

order to develop more sophi:Iticated legislatie ..

Administrators from the-Illinois Community College Board,

the City Colleges of Chicago and the University of Illinois ha,Tc

all presented papers which extol the virtues of credit by exam-

illation as a state tax dollar saving device. However, each of

(\them indicates a need for more definitive research in order to

assess the impact of credit by examination on institutional and

ste-4te finances. Stallings, Meamoni and Heil, of the University

of Illinois, also call foc test validation. Indeed, a hint of

feat for quality dilution j 2eible in every piece.

Based on tl-,e state of -7aurc one can only assume

that some states and state .LLtuLiOnS nave fallen prey to the

lure of a fast buck. Ef_itome7i-,e +-h is Jimmy McCluskey's

description of CLEP at Ar:- lsas State University. He gleefully

exclaims teat because ASU a national test center and is

zhereftere reimbursed by ETS for must of the costs of administer-

ing the program, credit by eamination is quite nearly a

boondoci::le. It is certainly time to question these assumptions,

presumptions and simplistic cost analyses.

New York State has become involved in the most extreme

form oT. credi': by examination in its Regents External Degrees

and Empire State College, neither of which "schools" have campuses:
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graduation can be accomplished solely through credit by

examination and transfer credit. As the furthest extension

of the credit by examination concept,these program: provide

fascinating research opportunities. Another New York program,

Project Advance, adds still another dimension to the articulation

oF. high school and college, as an alternative to the Advanced

Placement Program. Syracuse University and New York State have

developed this special program which permits high school seniors

to take courses in the high school setting but sponsored by the

University. Similar programs have developed in California,

Connecticut and Utah, as well. These high school college

cooperative programs seem to have developed in lieu of public

support for the Advanced Placement Program. Only Pennsylvania

(1963) and Ohio (1964) have dabbled in recommendations regarding

Advanced Placement programs in state secondary schools; nothing

of substance SC2:71: to have resulted from them. It is probable

that one factor in the lack of eublic support of the AP program

that it is perceived, primarily because of necessarily reduced

class si-:c in AP courses, to be more expensive than regular

honors programs. One is unlikely, to unearth a single study

which queE-tions the quality of the Advanced Placement program,

however, and t is well accepted by even the most selective

colleens and urivers:.ties in the country.
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/
( 2. Study Implications.

The question of financial implications at the state level

caused by credit by examination requires a thorough cost analysis

by institutions and by states as wholes, investigated via surveys.

We may .well be surprised by the result. CLEP may not be as

economical as all have assumed, if students are not utilizing it

to graduate early; Advanced Placement Programs at the secondary

'school level may not be as expensive as currently thought. if AP

students go on to state or state aided colleges and universities

and use their AP credit to accelerate their undergraduate degrees.

Furthe.nore, the impact of the declining birth rate must be

factored into the costs /benefits of credit by examination. Under

enrolled community colleges may not be as receptive to CLEF; .

smaller class sizes may make .AF `programs more feasible. A

recession economy and a declining birth rate present both

difficulties and exciting challenges to th educational profession.

Using credit by examination as a catalyst, perhaps we can approach

the futur innovatively and increase the quality of education

while decreasing its cost, not despite but because of fewer

students,

3. Public Policy and The Issues of Access and Choice in

Higher Education.
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Alttiough'to date the states who develop, sponsor, and

promote (but mostly bsidize) credit by examination do so with

large scale, major programs. Often motivation is cost savings =-

sometimes attention to the adult learner, but somehow negated in,

the discufsion is the longstanding public committment to increasing

every individuals access and choiceYpossibIlities in higher

education.

One need not hypothesize cases of individuals (often

labeled "non-traditional "),who feel that they are not eligible

even fog admission: to much less aid for higher education. The

gcals outlined in the PIPSE project Making It Count, of reducing

informational inefficiencies are applicable to credit by exam-

ination whore 'clerlythe existence of these credit programs

enlightens potential students as t their matriculation. and/or

aid elicihility.

4. Study Proposal.

When does credit by examination access and choice, and

by how men? Surely, the follow-up study can include questions

to measure wIlat percentage of credit by examination participants

were enlightened or informed of admissions and aid eligibility.

:,lore importantly, a sample or sample s of non particionnts could

certainly indicate the need for credit by eeamination programs.
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The most obvious public role could be for dissemination

of the concept of credit by examination. Were the general

potential non-traditional population fully aware of credit by

examination, then the public responsibility is met. it is not

within the scope of this report to propose' inquiries' into public

attitudes, but surely a major public program in credit by exam-

ination would include such a survey.

5. The Unemployment Benefit to Higher Education -
Pnd the Role of the Employer And Public Policy.

Public policy notwithstanding, ...ncreased unemr)lovment in

any given economic sector generally induces increaseienrollments

either for those unable to find a job or those unqilling to enter

the labor market without the added "edge" they feel more education

will give (see Steven Dresch "The Unemployment Eenefit To Post-

Seconday Edueatichu I.D.E.S. New Haven 1976).

Employets, likewise, often utilize slack periods to offer

additional training opportunities/to employees. Since transfer

Payments are oftcn borne by employers anyway, one. financial

impact of an economic downturn could be increased enrollments --
i

if the study programs were availae and well known.

Interaction between schools offering credit by examination

and employers to tailor programs to meet professional needs as

well as accelerate studies to abtract students who other wise

would be counted as unemployed should be a goal of public policy.
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An effective use of tax dollars could promote this interaction'

through:

A. A study showing the relative cost to

the employer of laying off and rehiring

(and often retraining replacement)

persona, 1. as opposed to their entering

a program of study while workiny full

or part-time.

B. Public efforts at increasing this type

of interaction betty en schools and employers.

C. Public subsidies o retrain marginal

workers who might take advantage of credit

by examination.

The above discussion certainly considers the project

surplus of elementary and secondary teachers as a prime

carplidate fcr public support for credit by examination.

Although this is a manpower allocation issue, certainly

public education inducements, subsidies, or infOl-me taon

dissemination programs would focus on the use of credit by

examination.
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Study Proposals

A. A Fundamental_ Follow -Up Study of Credit by Examination
StUdents.

The preceeding sections on articulation, public support,

internal institutional effects, and perbonal economics demanded

additional empirical evidence to quantify cost, benefits and

behavioral implications of credit by examination. This section

delineates those areas Qf investigation under, the scope of a

follow -up of previous program participants. The design of the

study is for eventual longitudinal application -- with the basic

core c,17 data cpdated eanually. The saulple size should he determined

as necessary to assure'validity and reliability of. the data

[see cost estimation materiall distinct categories 'of questions

must appear.

1. Socio/ecoomic/demogrphic background. As in the basic

S.D.Q. data, with frequency distribution responses.

2. Pre-grauation work experience, and earnings.

3. Educaicnal Lath, or number of credits obtained thrOugh

coursework over time.

4. Credi,J by examination participation, application, success.

Use of creait awarded - either enrichment or accelelation.-
6. Meth-ids of financing studies.

7. Post gra:luate work experience.

8. Attitudf,. towarc7.s:

enrollment
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- choice of school

- field of study

-, alumni contributions

The methodology would be a well constructed sample of student

fro APP and CLEP aciiieves. Every effort should be made to link

data from ATP, CSS, or GRE programs on APP students for research

purposes. Validity can be assured through a small (200) reliability

study.

B. A Control Group Experiment in Dissemination.

Using current students or potential students, it would be

useful to know the effect of an information program on APP/CLEP

participation or ever eventual educational or 'cognitive attainment.

A project could be developed to survey students with varying

degrees of knowledge about credit by examination generally, and then

financial implic:ations as describe,i above. Then follow-ups could

evaluate ecicational career, and *earnings attainments of students

with varying and quantifiably different knowledge of credit by

examination possibilities.

The military, where DANTES annually tests potential students,

could be fertile ground for controlled experiements in education.

Again -- to measure eventual incomes and costs as a function

the 'knowledge and eventual use of credit by examination.

C. Institutional Survey.

Further precision, disaggregated to the department level and

year by year comparisons musLI be shown in the measurement of
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utilization of credit by examination. With different schools

selected by institution type and program participation, an

annual tally of actual credits and placements resulting from'

CLEP or APP will aid cost analysis.

Studies exist, certainly, surveying institutions. A

standardized, and comprehensive approach would gather data on

all institutional uses and systematically sample costs'incurred

in representative groups of schools.

Cost reporting for those institutions undertaking their own

testing system would provide' additional, analytic perspective.

Total pro9ra.1 costs, including additional student services and

administrative costs will be the target of the in-depth survey.

D. A Mcdel to Measure Internal Enrollment Impacts of APP 'and CLEP.

As a servcie to users, a computer based model should be

developed to heic collecio and universities moniter the enrollment

ramification!; of crediting programs. Components of the model,

would be:

a. Historical patterns of APP and CLEP awards and

departmerYt specific enrollments

b. Up to date tally of current enrollments and

awards', b;,, discipline

c. Projection of admission pool credit applications

d. Projection of undc,r utilization of faculty or

staff shortages by deparment.

For larger universities, measurement of graduate course
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enrollment would be part of the model. For smaller schools, an

eye on the local "competition" would be worth the modeling effort.

E. A Model to Measure the Needs of Credit By Examination Students.

I. The financial aid component -- since many students in

APP and CLEP do not fit the standard needs analysis pattern,

new tools to provide financial assistance should be developed.

2. Student services at what level of CLEP enrollment

do residential requirements of an entire student body

change Is anaelditional parking projections warrented?

Must counseling services expand in the future?

By institutional type, a model can analyze enrollments

to project these service needs and their costs. The model

'need nct be computer based, but merely fit standard analytic

tables.

F. A Summary Analytic Model to Show Total Costs and Budgetary

Impacts of Credit By Examination on Institetion.

INPUTS OUTPUTS

enrollments - physical plant costs

crediting policy - net tuition effect

- staffing requirements personnel costs

and allocation policy

administrative cost - ancillary benefits

algorythm (recruitment model)

- aid pclicy additional services



The object of such a modal is to analyze, for each category of

institution, the optimum crediting policy -- not so small as

to lose competitive advantage and incur negative good will, but

\\,..not so large as to disrupt faculty allocation' and demand excessive

services.

Refinements in the model could come with time, but an

obvious goal is to stimulate limited or extensive credit policy

to study financial impact. More than a positive neuristic device,

this model could serve an institutional planning role for a college

or university.



Cost Estimates For Proposed Studietl

1! The Surveys

For the student follow-up, the control group experiment,

the institutional study, the sample:, size will need to be estin ted

by a) Vie ant:ici2ated return b) the required statistical-confidence

level required c) the critical difference in mean responses between

individuals in the survey. A statistical analysis will be required,

but for purposes of cost estimation we will assume 5000 students to

be surveyed annually, a control group experiment of a000 population,

and 100 institutions in the survey. Questionnaire development would

require he e(juivalent of two ma/weeks and survey design one man

week for each. Verification of responses and a small reliability

study could 6e included, as well as a budgetkitem for telephone

follow-ups . non-respondents.

Actual proce3sing of questionnaires has been calculated using

unit estimaes from subcontractors in this writer's employ (sere

Appendix II). Analytic work and disseminption budget items
(

corresond to previous'work done at the duiversity of Pennsylvania.

A $5000 publication budget assumes a $4 unit cost with break-even

implications.

I
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Survey Cost Estimation Summary
1

Questionnaire development
A

-2-, 500

11

oon

Survey design 1,000 1,500 500

Population si;.e [5,000J [1,000) [100)

Survey administration 0 $3 15,000 3,000 300

vorificati6n 1,500 500 500

Reliability test 1,000 -

Computer file support 2,500 2,000 2,000

Analytic work 5,000 2,500 2,000

Rep6rt preparation and
dissemination ,

Estimated total direct cost

5,000 5,000 2,500

$33,500 $16,000 $8,800

The above table is designed to display approximate budgets

for surveys of fho indicated size' To estimate total project

cost, an addit. ,nal estimate for indirect costs is necessary.

Often research
\

of this nature requires 22% of the direct costs

as a budget aoprc ;imation. These estimates do not include any

travel or possible public dissemination, which would be in the

form of a seminar or conferepce.

2. The Models.

Three models are proposed -- one for enrollment plannin4,

one for institutional cost projections,. and a summary analytic

tool as cost benefit device. For Model D and F, the projets

appear to similar t-_o modularly developed interactive systems
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this writer has worked on in the past.

The enrollment model will contain a module, or separate set

of programs for each deptrtment analyzed. A module involves ten

man days of development @$250/day. If fifteen subgroups were

standard in a college r- university then model D would be:

man days

man days

man days

man days

man days

man days

man days

man days @$250

Project design = 5

Modules for Departments 10

Admissions '10

Transfers 10

Synthesis 10

Historical analysis 10

Data base development 5

60

Repc_t preparation

Estimated total development
cost without including indirect
cost, dissemination or publication

$15,000

5,000

$20,000

The cost synthesis Cmodel F) involves a different approach,

for the computer work is more of an heoristic exercise. Using,

for example, H.E.C.I.S. categories; the model could be a construct

of an interactive input/output table_. to be perturbed for variations

in crediting policy. Typically, a model of this type requires 6

man days, such that the whole project involves.
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8 institutional types x 6 man days = 48 -Ian days

structural programming for interactive use = 10 man days

total 58 man days

x250

$14,500

again, report preparation 5,000

total $19,500

The model F, or a services model for institutional planning,

involves utilization of the results of survey C (above). Each

st.L.nt service will be noted to have a cost corresponding to

enrolli,ent levels of non-traditional students. This writer finds

this project infinitely flexible, such that the costs will vary

with the dimensions of the tasks involved. At a later date, further

specifications could yield hard dollar cost approximations.
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Credit By EkaMination Delivery Systems

Are APP and CLEP Enough?

Demographic phenornina indicated considerable structural

shifts in future college enrollments. Despite certain

predictions of overall declines, .s writes is among those

confident that higher education can replace standard,

curriculum patterns with innovation and flexibility. A key,

to higher education's ability to respond to non-traditional

educational approachs will be fIle evaluative and analytic

tools which areawilable. Credit by examination requires

just such innovative and flexible devices.

Studies of APP and CLEP programs, such as those outlined

n the previous sections, will produce measures of the "success"

with which higher education has used these examinations. Success

can be measurer7 ir cost savings, career advancement, congnitive

development, or overall satisfaction of the student. With results

of this kind, the next phase of any comprehensive discussion of

financial implications of credit by examination should not be

constrained by the limits of the current programs.

Proposal: With empirical evidence in hand, are APP and CLEP

as currently cies4_gned, meets higher education's future needs? Do

the numerical evaluation offer enough distint's_lon for hard and

analytic appli(ations? n APP and CLEP overlap in a meaningful

way. Can a delivery system be developed to permit institutions
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to add their own components to the standard tests in a way

which would maintain national coparabil.J.ty'?

;east of the above questions demand, as a framework for

discussion, some of the evidence which a comprehensive follow-

up study of students and institutions will pr9vide. The

evaluation of alternative delivery systems is not within the

scope of this report, yet is 'an obvious and logical consideration

for the future.

-1
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A

Bibliography For

The Study of Financial Implications of

.Credit by Examination

Part I General Bibliography

Part II Resources in Public Support for
Credit by Examination

Part III - The Issue of Articulation and
Credit by Examination

ti
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I. INTRODUCTION

In this paper I examine the policy related issues and qUestions that

derive from applying an economics perspective to the increasing use Of

awarding college credits by examination (CBE). The intent is to see what
the

issues are, what research has been done relevant to these issues,

of additional research may be useful. Clearly college credits

been awarded by using examinations to test the knowledge gained by

a,, ,t type

411y

)dent

through formal course - enrollments However, in recent years there h1 been

considerable attention devoted to means of rewarding prior formal
or informal

college level learning, often through the use of examinations, and the implications

of this practice for post-secondary education may be substantial.

Over the past two decades economists have been devoting greater atten
ti

to education as an economic activity, since both their theories and

studies have indicated the potential importance of education to the conoMic

well being of the individual and the society as a whole. Much orthi

con

s economics

of education framework and literature is relevant tc looking at CBE, as
we

will

discuss below. However, in order to understand the approach of economists
to

CBE one must understand the way in which economics analyzes social phenomenon

Moreover, economics is not unidimensional--there are different econcuilics
Para-

digms and the different paradigms have different implications for the evaluation

of CBE. Not only may the answers to policy questions be differenx from different

perspectives, but the issues and questions that are raised may be different as

well. Policy issues do not arise in a vacuum, bUt are generated by the

perspective taken by the policy making structure and individuals. Thus it is

important for policy-makers to seek new angles ion in order to improve

their to make wise decisions and even 1. .:sk the most i moortanirquestians.

It is with this objective in mind that this paper has been written.
not

so much that the frameworks of economists raise new issues, although they do

raise some, but that they Provide a means of organizing and evaluating many

of the issues that have been raised with respect to CBE in a more coitlprehenslva

fashion.

In Section II below I first briefly, discuss the primary economies para-

digm that is in use in the Western its approach, shortcomings, and at

least one alternative to it. In Section II.B I look at the oJlicy related
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questions and issues conEerning CBE !hat are raised from these perspectives.

The literature relevant to thei'epolicy questions and issues is then reviewed in

Section III, Finally, in Section IV future research possibilities are explored

that may shed light on unanswered CBE policy questions.

II. ECONOMIC ISSUES

A. General

The main thrust of economics in the Western world over the past two

centuries has been the examination of the operations of social systems based

primarily on competitive markets to allocate scarce resources. Building on

Adam Smith's The Wealth of Natin-is (1776), economics has become a study of how

the privcite and public sectors should allocate their resources in order to

achieve some sort of overall social optimality or efficiency. The basic thesis

ts that the prices of a resource, good, or service, determined in a perfectly

competitive marketplace by the forces of aggregate demand and supply, is a valid

measure of the,value society attaches to that particular resource, good, or

service. If this is true such economists argue that the private sector,

allocating resources according to the criterion of profit maximization, will

operate in the best interest of society, producting the most valued goods and

services at the lowest possible cost.

Of substantial interest to economists and policy-makers, especially over

the past decade, is how to get the public sector to fulfill this conception of

social efficiency in its operations This concern has led to the formulation,

development, and wide-spread appliLation of cost-effectiveness and cost benefit

analytical techniques for determining "socially efficient" public sector courses

of action. Both types of analysis focus on the costs of resource use as a

critical element in decision-making. Cost to an economist is the value placed

on what is given up (i.e., opportunity ost) by devoting resources to one

activist, instead of another, which in a rfectly competitive economy is measured

by the prices of all the resources used. A though costs can be considered from

the perspective of any'particular individual or group, the competitive market

economist's concern is usually with costs to the society as a whole.

,
In order to make sensTgessocial decision. from such an economics perspective,

one must combine this analysis of social costs.with an analysis of the value

society attaches to,the o comes of the activity in question. According to this
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3.

social cost-benefit calculus,. public sector decision makers should,choose those

policies that maximize the social gain, i.e., the difference between social

benefits and costs. Since most public sector activities result in outcomes

that are not sold at the "marketplace," it is often difficult to estimate

benefits in monetary terms, although much economist ingenuity has gone into

trying to do so. If it is impossible to value all the outcomes of an activity

in a monetary metric, such economists turn to cost-effectiveness analyses to

yield a more limited conception of efficiency as a guide to decision choice.

With cost effectiveness analysis, you determine the effects of alternative

courses of action and choose that alternative that gives either the highest

effectiveness for a given cost, or the minumim cost for a given level of

effectiveness. However, since any public sector activity_ usually involves

many different outcomes of social interest, choosing the most efficient course

of action usually involves evaluating the trade-offs between different outcome

dimensions. To discover socially valid measures of the value of these outcomes

is difficult at best. Therefore economists strongly favor monetary cost-benefit

analysis, even when it only partially captures the social value of outcomes, in

order to yield clear-cut estimates of the degree to which.the value attached

to system outputs exceeds the value attached to system inputs.

In education these economics approaches have been applied to evaluating the

costs, effects, and benefits of various types of educational activities.

Monetary benefit measures have been utilized widely, based on the premise that

educated persons are "sold" on the labor market, and thus one can estimate

the social value (or a part of it) attached to some educational practice by

analyzing (usually through regression analysis) its impact on individual earnings.

The wages paid to an individual are assumed from this oerspective to be a valid

measure of the social ,u.ue attached to his or her productivity, similaF to

the price of any other good. Combined with an analysis of social costs (in-

cluding the very important cost of a student's time, which we will discuss below),

this approach can yield quantitative measures of the social rate of return to

particular educational decisions. Economists have also frequent'y applied cost -

effectiveness to educational evaluation to determine the most efficient means

of achieving such out Ages as greater cognitive learning, higher enrollments,

higher graduation rates, or better student transportation.
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4.

Perhaps the most widespread criticism of the competitive market economics

oproach to private and public sector decision-making is its almost complete

disregard of equity issues. S+ economists see equity as a separable concern

from efficiency; for the most part they believe the latter criterion 's the one

about which economics as a science can make Pronouncements. Equity may be

important from this perspective, as something that is,,valued by the society,

but economists have no more right to decide what is equitable than any other

individual. Moreover, even if e,iity is socially valued, such economists argue

that decisions should still be made according to the efficiency criterion (i.e.,

choose the most socially cost-beneficial alternative), and that.the financing of

that activity can be arrangQd so as to make it equitable. (Better yet, many

economists would argue, is to take care of equity concerns through the. general

public sector taxation mechanism, obviating the need to build equity concerns

into every decision.) Nonetheless many economists have concerned themselves with

the impact of various policies on certain dimensions of social .equity (usually

in terms of ;ncome and wealth), both because it is clearly an outcome considered

to be of societal benefit and because the analytical techniques of economics are

conducive to its examination. Thus, in education, some economists have been

concerned with the costs incurred and benefits received by different individuals

and groups. This examination is often used to provide policy suggestions for the

public sector to follow that will lead individuals or groups to act in the

interests of social efficiency (e.g., through subsidies and taxation for education),

as well as to provide information which is relevant to judgements about the

equity of alternative courses of action.

An even more fundamental criticism of the above approach to economic evalu-

ation is its dependence on an unrealistic set of assumptions about how the economy

behaves and, most particularly, its assumption that differences in power and

control do not play a part in resource allocation. To the extent that the

assumptions of a perfectly competitive marketplace do not hold it is not at

all clear that prices serve as any sort of guide to social value. Minimizing

costs or maximizing the difference between benefits and costs may offer no

guide to wise social choices under these circumstances. All decisions then

involve questions of equity, since "social efficiency" becomes an ambiguous

concept. Different groups will favor different alternatives, depending on the

(-:(1-)ts and benefits to them, and there is no overarching criterion which can be
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applied to determine what is in society's interests as a whole.

Perhaps the most well developed alternative to economic analysis based on

competitive market theory is that based on the works of Karl Marx and subsequent

modifications to his theories. Marxist economists focus on the struggle between

groups or classes with competing interests and with substantiilly different

degrees of power. They view our economic system in terms of the historical

systemic forces which both sustain and combat the substantial economic control

exeri-ised by the current array of large, monopolistic capitalist institutions.

Such power relegates many individuals to relatively alienated and impoverished

existences, since decisions are based neither on social efficiency or equity

grounds, but are heavily influenced by capitalist interests. Policies are

analyzed in terms of the historical context within which they are derived and

carried out, and usually valued to the extent they increase the power and

control of the working class relative to the capitalist class.

Marxist economists view educational activities in the context of an institution,'

which for the most part is oriented toward supporting the existing capitalist

structure. Education does this by providing individuals with the requisite

skills and attitudes necessary to functioning in capitalist institutions and

by legitimating a forM of economic authoritarianism under the guise of freedom,

democracy, and mnritoc-acy. .Such economists see a primary task of schooling to

be the formation of iniividual personality attributes and attitudes that allow

him or her to function within a hierarchical authority structure motivated by

re,ards external to the production process itself. Education is seen to follow

class lines, with students from poor fam-ilies given those skills and attitudes

useful for lower income and status occupations.

B.' Credit by Examination

The above exposition is necessary in order to'understand the economic issues

surrounding the practice of awarding'college credit by examination instead,

of coursework. The policy questions raised and how to answer them depends

critically on the economics perspectiv2 taken. In'this section we look first

at the issues raised within the competitive market economist perspective in

terms of costs, cost-effectivenss and costs relative to benefits. We then

discuss those equity related issues, including financing concerns. Finally,

4e ,:.omment on some of the issues raised from other economic perspectives.

CrOT any economic perspective the interest is usually not directed toward the
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evaluation of one isolated course of action, hut the evaluation of that nolicy

vis-a-vis alternative possible policies. The ssues raised below are primarily

concerned with th, credit by examination alts -native compared to the traditional

practice of awarding credit for coursework. Nonetheless most of the questions

examined are equally relevant to the omparison,of CBE and traditional instruction

with other potLiitial alternative post-secondary euicytional policies.

Clearly an important economic question is the costs associated with credit

by examination policies versus credit for coursework. Again, the focu is on

the total costs to the society--we will consider the questions of the costs to

different groups when we discuss equity issues below. It seems likely that the

costs of the resources devoted to awarding credit by examination will be con-

siderably less than those necessary to provide classes for students to attend.

This cost difference will likely be even more substantial if, as economists argue,

one includes the cost of student time, usually measured by the potential income

(and thus social productivity) that is foregone while the student is in school.

Nonetheless, the results of this cost comparison are not clear-cut. There, are

many costs that may be associated with CBE--e.g., the costs of test development,

local validation, test administration and evaluation, and student advising, and

record-keeping. Moreover, the exam failure rate may be higher than

failure rate and thus CBE resources may be needed for more students

to yield the same number of accredited students.

The cost issue is really even more complex since above we wer

the course

in order

assuming that the alternatives being compared were simply means of awarding

credit for any given class. However, the subsequent behavior of a student who

is awarded Credit by examination may be different than if she or he had to take

course work. For example, a student who obtains credit by examination may not

spend less time in school, but may spend the same time and just take more courses

The calculation of the cost of CBE policies vs. traditional policies must include

the )sts of such subsequent effects.

A cost a' lysis along the lines discussed above serves as partial inform-

ation to examine the key economicsevaluation issue--do the relative benefits

of CBE outweigh its relative costs, as compared to traditional accreditation.

As we said above, many economists have looked at tcle earnings of schooling

graduates as a valid monetary measure of the social benefits of schooling, and

thus )ne cou'd look at the difference in employment and earnings related effects
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between the two alternatives. For example, if CBE policies allow a student

to graduate and obtain a job earlier, then not only are the costs lower, but

the benefit', are higher (e.g., one more 'gear of earnings and produaion).

however, rich estimates are not easy to [-Ike

It is not at all clear how education affects earnings and productivity, and

even with an adequat? theory, it is difficult to separate the empirical effects

of all the various variables that affect ea.-nings to arrive at the impact of

particular educational experiences. It may be that the aspects of a university

education that yield a higher paid and more productive worker are not the

same as the cognitive knowledge that CBE tests for. In this case, the earnings

and productivity of a CBE intensive graduate may be less than if the graduate

had taken more coursework. Alternatively, the earnings may be the same (if Firms,

at least initially, respond to the college degree as an indicator of skill and

thus pay for the degree), but the individual's productivity may be lower. Thus

even within the approach of competitive market economics, it is not a simple

matter to estimate the monetary social benefits of an individual's education.

These considerations, and the additional belief that there are many 'socially

valued outcomes of education that can not be easily translated to a monetary

metric, leads to an interest in the cost-effectiveness of CBE policies, with

effectiveness measured on a number dimensions. In the simplest terms, if

one major function of a university is to certify certain competencies, it will

likely be more cost-effective to award some students credit by examination

instead of forcing them to take subjects about which they are already knowledegable.

CH policies may thus yield'a lower cost per credit obtained which may translate,

if CBE intensive students spend less time obtaining a credential, to a lower

cost/graduate. Again, however, the cost-effectiveness of CBE vs, credit for

coursework is 'not easily estimated. The impact of each alternative is likely

to involve more than simply a ci,estion of how course credit is awarded. For

example, the following potential effects of CBE policies may be significant and

.1eed to be considered in a comprehensive cost-effectiveness analysis:.

(a) CBE intensive students may not graduate earlier, but
may instead take additional courses, and thus one
aspect of the benefits of CBE is the value attached
to the increased choice in, and learning from, college
that CBE students gain. In this case, of course,
one must give consideration to the additional costs
ef,CBE policies which-will probably increase enrollments
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in smaller, more specialized courses while decreasing
those in larger, more general courses, most likely
increasing the total costs of obtaining a degree.

(b) Requiring a student to take coursework in which they
already have competence may lower motiviAion and
cons.AcJitly CBE policies may yield Positive effects
in terms of its impact on the student's interest
and success in the college courses he or she does
take.

(c) Extensive use of CBE may result in more homogeneous
groupings of students in many courses. This may
result in either greater or lesser learning among
those students, and such impacts need to be evalu-

ated as well.

(d) CBE policies in universitites may yield changes in,
high school programs and the costs and benefits of
such impacts must also be included.

(e) CBE policies for undergraduates may yield changes
or reactions in terms or graduate school admission

policies and student success in graduate school
and those consequences must be studied as well.

(f) The institution of CBE policies may affect enroll-
ments by attracting more and/or different types
of students to certain universities and again the
social consequences of such changes need to be

evaluated.

(g) CBE policies may lead to a standardization or
homogenization of college. learning competencies
*hat may be viewed as beneficial or detremental.

If the question of whether CBE policies are socially efficient seems complex,

the question of its equity implications is even more so. The costs of CBE are

financed by some groups and individuals, and different benefits accrue to

different groups and individuals. If the world behaved as competitive market

economists theorize then the problem would be simpler. If university education

were a competitive, private, profit-making economic a tivity that only affected

the students themselves, then CBE practices mould be instituted to the extent

that individuals thought them worthwile for the me 2y they cost vis-a-vis

other means of seeking accreditation. However,* universities are subsidized by

the public sector, some are managed by the public sector, and'the education of

one individual may affect others which all increase the complexity of the

social impacts of such educational transactions.
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What is a cost to one individual or group is often a benefit to another,

which makes for conflicting interns'~. in and evaluation of CBE policies.

For example:

(a) a 'tudent's saving of Aitior may be income foregone
,rorn a university's point of

(b) a state's savings inLerms of a lower cost for uni-
vesity education again may be viewed as a cost
('f,come foregone) from the university's Perspective

(c) the benefits to students of skipping ....ourses may be
a colt to their classmates who find the composition
of their class less stimulating

(d) the cost to a student of taking anexaminati3n may
be a benefit to the organization that makes up the
tests.

Economics, as based on competitive market theory, generally
\, ,.vs such conflicts

as obstacles which may be gotten around by appropriate incentives (taxation and

subsidy policies) in order that the most socially efficient alternative be

chosen, i.e., that one which maxim zes net social benefits (social benefits

minus social cuts) as opposed to private benefits to any one group or individual.

In practice of , -arse such conflicts are difficult to resolve; moreover, given

the general theoretical and empirical dif :ulties with competitive market.

economics, and in particular with prices and wages as measures of social values,

it is difficult at best to discover which course of action is most "socially

efficie t," especially since the concept itself maybe somewhat shaky.

`;nme critics of this general approach to the economics of educationrargue

that it is the selection and certification function of university (and other

level) education that yields benefits on the job market, as opposed to what is

learned. Such economists would likely argue that the existence of credit by

examination practices supports their view.. If it were cognitive knoweldge, not

the certificate, that wasbeing rewarded, w -ers would eventually get the benefits

of their knowledge whether or not they obtained college credit (and a diploma)

for it. Alternatively, some Marxist economists, as mentioned earlier, place

heavy emphasis on the non-cognitive effects of schooling, much of which is

seen as informal learning through the structure and process of schooling, and

their influence on productivity and earnings within a capitalist work organization.
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From this perspective CBE polities may be certifying only one type of

education produced competency, and perhaps one of lesser importance, that

employers are looking for. From a Marxist or other perspective critical

of convetional economics is important to evaluate a reform like CBE in its

historical structural context. The general move in education toward corn

oetency based certification (of which CBE and experiential learning are a

part) and the concern with niversity cost reduction can be seen as a

reaction of capitalist interests, to a growing ropulace pressure towards a

democratization of oost-secondary education.

In sum, the perspectives that various economists bring to an evaluation of

CBE policies pose many questions concerning its social and orivate costs,

effects. and benefits. I think it is a mistake to believe that any version

of economic,. can resolve tnese questions and select the "optimum" course of

action to follow. What economics can do best is to provide some competing

frameworks from which one can observe and evaluate actual and potential

educational practices. In the next section we briefly review the research that

has been done relative to the CBE policy related questions discussed above. In

Section IV the focus will be on what additional 'research seems to be needed.

III. REVIEW Or IHE LITERATURE

The reports in the early seventies of the Carnegie Commission on Higher

Education (1971, 1972) were both influential and a sign of the times in calling

for less emphasis on traitional university credentialling, a reduction in the

time necessary to obtain college degrees, and a reduction in university expenditures.

The formation of such groups as the Commission on Non - Traditional Study and the

Cooperative Assessment of Experimental Learning again signalled the growing.

attention to formal certification of competencies gained out of school see

Keeton and Associates, 1976 and Meyer, 1975 for some good general discussions

of these issues).

The expansion of credit by examination interest and opportunities was

presented by advocates as clearly in keeping with this general thrust (see

Kreplin, 1971 for an early look, at some of the issues). For example, O'Hearne

(1972, p. 23) saw CBE as a way "to reward academic accomplishment and at the same

time conserve resources," oresenting mostly some of the possible positive

afiects d'scussed above in terms of benefits to individuals, their families,
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s(hools, and governments, and trying !o counter some of the objections

raised related to academic standards and tuition losses. Despite the

rapid 'xpansion of CBE practices over the subsequent years empirical

rewarch in the area is,scarce, inadequate, and from an economics per-

svctive, almost non-existent.

Some economists have talked generally about economic analysis applied

to variants from traditi3nal post-secondary schooling practices (e.g., see

Jamison and Wolfe, 1976 or Klees, 1975), but no studies particular to CBE have

been undertaken by economists to my knowledge. Most of the little research

existing in the area seems to be done previously by people oriented to

'educational administration, psychology, or psychometrics. Willingham (1974),

in an interesting discussion of many of the pedogogical and placement issues

relevant to CBE, conclude, his book as follows:

Though education]] practices are increasingly rationalized in
financial terms, exceptionally little attention has been
devoted to the cost-benefit character of alternative treatment
models. There has been considerable interest in possible cost
savings in credit by examination, but public analyses have
been mostly superficia1.

This conclusion seems to be as true four years later. Sane researchers, pro-

bably influenced by the growing push towards greater "economic rationality,"

sprinkle their evaluations wth comments about "efficient" or "optimal"

courses of action (e.g., see Caldwell, 1977, p. 402 or Stallings, Aleamoni,

and Heil, 1973, p. 614), but such notions bear little resembla e to the

economic concepts discussed previously. Nonetheless, a number of these

researchers do take at least a cursory look at questions of cost, and futher-

more the issues they are most conceied with are related to the questions

economises would aks about effects and benefits. Below we'briefly review

some 'o` this literature.

A number of studies have discussed the costs of CBE vs. the cost of

coursework for credit, although none.have been thorough comparisons in the

social cost sense of economics. Moughamian (1976, o. 5) comments that the

50,000 credit hours awarded by examination to Illinois community college

students between 1972 anc. 1975 would have cost the state about one million

dollars if obtained through coursework, and the total costs of instruction

would have been even higher. Furlong (1977, p. 31) reports the Florida,

Lciucation 'Thrrmissioner's similar estimate of over 8.5 million dollars saved
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in total instructional costs in Florida during 1974-75 due to CBE.

AcCluskey (19/6) and McCluskey and Richmond (19/5) presents the same

type, of cost analysis for Arkansas State University.

One problem with such analyses is that they generally give the costs of

the CBE alternative. McCluskey ( 1975) orovides the monthly administrative costs

of the CBE program to Arkansas State University but the exclusion of many

coats (such as those of the tests themselves) and the format of the data

presented make comparisons with normal instructional costs difficult.

Stallings, Aleamoni, and Heil (1973) present a somewhat more thorough com-

parison for the University of Illinois' CBE system, showing a cost per

credit hour of $7.09 for CBE vs. $15.18 for classroom instruction. However

again many cost components are neglected, even from the university's point

of view. Furlong (1977) points out the importance of additional counselling,

information provision, and record keeping costs engendered by CBE that are

rarely studied or accounted for.

Perhaps most importantly, all the studies above assume that the com-

parisons is betwen the expenditures for CBE versus those for credit through

classwork in the same subject. This expenditure view of costs neglects the

ixitical opportunity cost of stduent time, which could make CBE seem considerably

more attractive. Moreover, this procedure totally ignores the fact that CBE

policies affect more than whether a particular cburse is taken or not. As

we discussed earlier, students who obtain credits by examination may take

fewer courses and graduate earlier, or they may simply take ether courses,

possibly resulting in even greater total costs incurred than without CBE.

These longer run cost implications of CBE policies have not been studied.

Caldwell (1917) meets meets some of these objections by asking Florida

students how much they saved by obtaining credit through examinations (about
estimated

$1800 was/Tor students getting 36 to 45 credits hours), but again total social

,costs are not considered and it is not clear how valid student responses are,

especially since many of them did not seemhto graduate any earlier. Caldwell's

study probably comes closest to yielding some data that would be of interest to

economists concerned with benefit evaluation, in that he looks at the impact

of CBE on early graduation. He finds that about 25% of CBE intensive students

graduate in three years of study compared to the same rate H r non-CBE

students achieving graduation in four years. Although this may yield some

earlier elrnings and productivity benefits for CBE intensive students, the
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';mall proportion of early graduates diminishes the total benefit advantage

that is often pro,,umpd to exist. Moreover, Caldwell felt that his attempt

13,

to select equal ability non-CBE students ma; have been inadequate and the

only other study on this issue of wh,:h 1 am aware, by Enger and Whitney

(1900) of University of Iowa students, showed that the earlier and higher

graduation rates for CBE students were likely explained by differences in

academic ability more than by the use of CBE.

As we have seen, no work has really been done on the economic benefits

of CBE, although some of the non-monetary effects have been studied such as

those above. Even studies of the effects of CBE are rare, however. Most of

the attention has been focused more on questions of the validity of the tests,

and the norms, cut-offs, and interpretations used (e.g., see Tittle, Weiner,

and Phelps, 1975, and Caldwell, 1973). Sometimes gross follow-ups comparisons

are made between CBE and non-CBE students in terms of the course grade they

liter achieve and the type of subjects they enrolled in (e.g., see McC17tkey

and Richmond, 1975). However there is no real analysis of these results, the

lack of any controls make them suspect, and they are probably not the most

important foci for effectiveness studies. There is some discussion in the

lit&ature of how CBE policies affect college and class enrollments (e.g.,

see Kimmel, 1976 and Moughamian, 1976), but these are generally speculative

without any empirical studies to examine such impacts.

Given the paucity of information available about CBE relative to traditional

economics conceptions of costs, effects, and benefits, it should not be sur-

prising that little dttention is focuy.ed on equity related issues. For

example, no study looks at the different impacts of CBE on students from low

and high SES families. Some equity questions are indirectly raised by

discussions of the different benefits and costs of CBE that accrue to.different

stakeholder groups. However, this is rarely focussed on as an issue involving

social equity, but usually is discussed from an advocacy perspectiveattempting

to support or criticize CBE policies (e.g., most advocates are especially con-

cerned with countering the cost-to-them objection, posed by colleges interested

in surviving in a period of declining enrollments. against instituting a CBE

policy which could cut enrollments).
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given that no conventional economists have evaluated CBE policies,

it is agajn not surprising that no Marxist economists have. However, at

least two' observers make some comments about CBE that can be vieed withn

.uLh d framework. Apstein (1975) discusses some of the Mangers" of CBE

in terms of the likelihood that testing, especially the common use of

Hpitiple choice examinations, will miss the more important aspects of

what is learned in the college classroom. From Apstein's viewpoint college

Cd0 and should be a non-passive experience in which ideas and concepts are

tested and challenged, while heavy reliance on CBE "develops a docile, un

critical reliance on the opinibns of experts" 358). Other observers hdve

raised related questions relative to the structure the generates these tests

(e.q., see Stecher, 1977 and Rein, 1974).

Yamamoto (1975) commenting on Apstein's article, raises even more basic

questions, ;,oth about the importance of CBE as an issue,as well as the means

of judging its efficacy. 'or the most part he dismisses the importanCe of the

CBE issue since he believes our main concern should be to examine thegrowing

certification fever in our society and its implications for the question,

"does schooling have anything fo do with education?" His view of conventional

econoisL/ Management appraoches to the evaluation of such issues is impicit

in his summarization of such a viewpoint:

The process of schpoing is regulated by a closed input-treatment-
output feedback, loop, and the manufacturing operation is judged
for its efficacy in manpower, space, time, and ultimately, cost.
Uncertainty, unpredictability, and uncontrollability are the
anathema to the whole system. notwithstanding the fact that these
qualities are characteristically human. (p. 361)

IV. FUTURE RESEARCH

From the above review is should be apparent that existing research has

hot even scratched the surface in examining what are the,c6st, effective'ness,

benefit, equity, or structural impacts of CBE policies. The scarcity of related

publications j.n professional journals and of even unpublished research is

indicative of the lack of attention this issue has received. To develop adequate

empirical investigations of CBE issues means generating interest among

researchers and sufficient funding to follow through, both of which clearly go

hand in hand.

To yield what social 'science generally regards as a high quality empirical

investigation relative to CBE policy related questions is an expens.ive endeavor,

hd -ay not have a high probabilityof coming up with reliable information on

phi !),Ise policies. For example, economists of'similar pers0-tive, with
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considerable research funds, often come up with very different estimates

of the costs, benefits, and rates of return to additional time spent in

schooling, and have hardly been able to deal with the question of what it

is about this time in school that yields private and social benefits.

Economists (and al other research) studies of the effects of schooling inputs

on outputs have yielded even less consistent results. All the problems

Paced in such research activities will be faced in CBE investigations, since

the same theoretical and empirical considerations apply. Whether the investment-

in such research is worthwjle is not clear from the standpoint of yielding

better decision-making. Nonetheless, most researchers would probably, argue that

the information generated from good research would likely be an improvement

on.the guesswork that must go into present CBE policy-making since hardly any

impact evidence is available.

Several components are necessary to an adequate research effort capable of

yielding generalizable information from a conventional economics perspective

of the casts, effects, and benefits relevant to CBE decision-making. First, at

least a regional or

studied, as opposed

Second a relatively

least 4 to 6 years,

and benefit impacts

national sample of students and institutions need to be

to the. few partial case studies that presently exist.

long -term longitudinal framework is necessary, probably at

in order ta capture the potentially important cost, effect,

discussed in Section JI.B. .Third, it is likely that an

interdisciplinary research effort would be required to dealdwith'the myriad of

pedagogical and strctural

Aljain, it should .be

already commented on the

to this latter issue and

flitting interest groups

it is probably important

effects that-CBE policies likely generate.

clear that such.reserach will be expensive and I have

problems of tie, reliability of the results. Relevant.

the likelihood that conflicting theories and ccin-

would probably, generate very differnt research results,

that several research efforts from different con-

ceptual and practical perspectives on CBE issues be supported, if any is to be

undertaken at 211. Such is not commonly done, but seems the only means of

achieing some balance to the information and argumentation pUt forth as a

basis for policy

does not have to

ininq agency

decisions., This type of compe ing research effort approach

be substantially more expensive than 'one perspective research.

couli require a few competing groups to cooperatively decide

infor.,!ainn is to be collected, and then to undertake separate analysis
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and evaldation of the data collected, an anoroac) that lv,hPon wsPj

a number of tijnes to my knowleqpe.

It is difficult to be any more specific3E4out future research in thi orea.

There are many, many different studies that could be designed at widely

different costs to examine some particular aspect of CBE impact. To exariiihe

what I consider the major impact questions (discussed in'Section II.B) in a

comprehensftcashion would ,take a long Orm effort and a minimum of several

hundred thousand dollars, depending on which specific questions were the

primaryfocus and how much emphasis was given to including different disciplinary,

theoretizaT and stakeholder perspectives. In conclusion,. I would be happy to

discuss any of these issues with you if you wish.

c
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, Although the figure are

individuals annually complete

postsecondary acadpmic credit.

imprecise, perhaps;' as many as one million

examinations that provide some form of

The credit May permit placement beyond

introductory courses (e:g,., the Advanced Placement Program or depart-

mental ".challenge" exams). Acceptable performance on the examsn may

bring actual credit hours toward graduation (e.g., the College -Level

Examination Program) or, in,some cases, directly afford the student

the baccalaureate degree (e.g., the Regents External. ,Degree Program) .

As an alternate means pf assessing individual skills, these examinations

Can greatly inXluence the decisions of individuals, institutions, and

governmental jurisdictions. An understanding of how credit by exam

might influence these' decisions can usefuIlY lead to the assessment

of potential and actual benefits and costs from the'programs.

The purpose of tils report is to identify the potential economic

, , .: k.
.

impacts of credit by examination and to suggest further research which
4

might better illuminate these effects. Sections I through III below

include an evaluation of the potential impacts of credit by examination

on individuals, institutions, and states,,in turn. Each section begins

with the development 'of a general framework appropriate for examining

the possible effects. The discussion draws upon the findings of previous

research in the area, where available.

No attempt is made to evaluate thP quality or content of the exams:

in short, the tests ar96assumed to measure what they are designed to

measure. To the,extent, however, that4certaintubject areas are not

.1, 1 t.../
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Amenable to standardized testing or Faculty in curtain areas or depart-

ments are reluctant to adopt the exams, these differences are incorpor-

ated aseinstItutional costs (and potential disincentives to students).

Throughout, "credit by examination" is intended to be an all- inclusive

'term. Where the discussion focuses on the time-shortening of degree

programs, the reader should recognize that only some of the exams (e.g.,

CLEF but not generally Al') afford this option.

In section IV, I attempt to place the' credit ty.examination option

in the context of the future.demnd for and supply of places in higher

education. I argue that the combined pressures of declining enrollments

of traditional students and the indreasing desire .of students and their

families to minimize the private costs of investment in postsecondary

education might well overcame the reluctance of faculties and institutions

to adopt and emphasize time shortening, credit by examination alternatives..

The report concludes with suggestions for four complementary

research initiatives. The estimated budgets provided there refer only

to direct research costs.- Secretarial, supplies, and overhead costs

are not included. If undertaken, these studies should provide results

which can more specifically pinpoint the nature and extent of the

economic costs and benefits from credit by examination.

I. The Economics of Credit by Examination for the Ind(ivid 1 Student

The initial decision to enroll in pOstsecondary education can

be ,viewed as a household investment decisiOn. By we mean that

the student devotes current money and time resour to the educational

activity in anticipation of realizing greater future income and non-money
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retur s.
1

,, be investment ramowork Hse:blly

the private benefits and eosts.or.collere-attendance. More than just.

a Li eat 1 , is di sti Li on limed lately reveals that the more

4 'il.mportant rotential effects of credit by examirotiOn may 'result from

/N. reduction in the time needed 'to complete a, decree _program. Specif-

'ically, if the tccc is received in less than four years,

the investment cost:; are lower and returns from the investment begin

sooner.

More technically, the relationship between the returns from and

costs of household investm,ents are commonly summarized by a rate of

Jeturn calculation (see, for example, Recker 1975, Psacharapoulos-

1973, and Freeman 1976). This summary measure of the profitability of

or payoff on an investment has been used in two'ways. First rates of

return among; alternative. household investments, including higher

education, can be compareu (see Dunkelberg and Stephenson, for

comparisons of r4tes.of return among household durables). Second,

we can observe and estimate the effects of changes in the returns from

or costs of investment (through, for example, credit by examination

options) on the profitability of'the investment to the individual,

i.e., the rate of return.

In this context, the impact of credit by examination on the

omic payoff to individual students can be examined. ,Table 1

summarizes the discussion which follows.

Investment Costs

The "new" consumer economics views matriculaT7ion as a household.
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N
0

Student Decision

(those with credit)

Same Academic Program,

Advanced Graduation

Different Academic

Program

4

Potential Economlc Impact of Credit by boinatton

for Studentll

Go:;t;;

N
Ifeduced expenditure and

time costs

Examination and recording

fees

- Cireater adjustment problems

lieduced expenditureand time

costs (if date of graduation

advanced)

+ Examination and recording

fees

+ Greater adjustment problems

lieturN 4

1 Earlier earninp returns,,

over a longer period

- Fewer in-tchool consumption

returns

- Uncertainty about validity

of examinations

Ease'of substitiution for

regular credit when transferring

+ Earlier earnings returns, over

, a longer period (if date of

graduation advanced)

- Fewer in .school consumption

returns (if date of graduation

advanced)

- Uncertainty about validity of

examinations

- Ease of substitutiOn for regular

credit when transferring

Advanced, Broader Program

+ Augmented skills rewarded witn

larger earnings

Augmented skills contribute to

non-market productivity

Induced Field of Study

or - Fields with credit by exam

option have larger (smaller

earnings opportunities
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Direct expenditures. Perhaps the easiest -Co visualize, direct

expenditures consist of the cash outlays for tuition and fees, books,

and supplies. Incidental transportation costs can be included as well.

The fees for credit by examination tests, plus recording fees, would

normally fall into this box. Generally, credit obtained through exam-

ination is considerably cheaper

instruction. The CtEP test fee of

to the student than credit_ through

0 for a potential 3 o.17

hours works'out to be much lower than most public sector charges ($30

per credit hour), except in th, no-tuition community colleges of

California..

If students had been required to enroll in and to pay tuition and

fees for the courses for which they received credit, the nationwide

gross "savings" to the students have been estimated to total at least

$6.million (adapted from Darnes 1976).2 Similar calculations suggest

tuition "savings" of $4i i.°5 per successful candidate at one public

university (McCluskey and Richmond,, n.d.) and $85-$100 per successful

candidate in one state where CLEF is widely used (Furlong 1977).

Unfortunately, these figures are grossly misleading. The estimates

require the implicit assumptions that either (a) the student enrolled

for fewer total hours and hence realized direct savings, or (b) the

student would have enrolled in the exempted courses and completed all

tl courses in his "after credit" program had. credit by exam notL been

awarded. The evidence suggests that neither assumption is true. First,

among full-time students, tuition and fee charges tend to be the same

from a .12 credit hour load on up. A student receiving six credit hours

f
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through examination could have registered for twelve hours instead

of eighteen, and incur the same taition and fee charges.3 Second,

most of the studies to date seem to indicate that a-relatively smell

share of students using credit through examination actually shorten

their time on campus (see next section). Third, the studies of similar

students, with and without credit. by exam, indicates that those with

credit tend to take more advanced courses than those who do not

(Caldwell 1977, Kr'eplih 1971).

Earnings foregone. If student time must be used to acquire a

4

degree, the value of the time spent away. from the market place must

be included in the 'costs of investment. T.W. Schultz (1971) has

persuasively argued that earnings foregone constitute the larger share

of private monetary investment costs, perhaps as much as 75 percent.

Most other estimates, although imperfect, are within the 60 to 80

percent range (see Becker 1975, Crary and Leslie 1977)'. Any program

or policy which can reduce the time spent in school can greatly lower

the costs (both in earnings foregone and direct expenditures) and so

enhance the, profitability of the investment.

The evidence on the time-shortening effect of credit by examination

1 :; sketchy. Overall, the available data indicate that the majority of

stud reo,,Iving credit, through examination do not graduate earlier.

First, in very few Instances do successful CLEP candidates a era

more than 8 to 10 hours of awarded credit through examination. For

example, the Florida candidateS in the university system received on

average 16 credit hours, while those in the junior college system
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received an average of 8 hours of credit. (adapted from Furlong 1977).

At Arkansas State University, about one-half Of the test-takers

receiving credit were awarded 9 hours or less (McCluskey and Richmond

n.d.). Stallings, et. al., report that those successfully taking
1,

.

exams for credit at the University of Illinois do graduate somewhat

earlier, but the difference is not very great (1972). Enger and

Whitney (1974) provide data which indicate students with CLEP credit

graduated earlier than those without examination credit, but subse-

quent regression analyses seem to Suggest most of the difference in

accleration is explained by differences in college grades, the ACT

score, and high school rank. Since these variables, and CLEP credit

hourS, tend to be highly collinear, the statistical results need to

be viewed with some skepticism. In Caldwell's study of University of

South Florida CLEP candidates awarded credit on at least 4 out of 5

exalas (only 10 percent of those receiving credit), less than half

(46 percent) estimated they had saved one year of - schooling (1977).

However, a second comparison Indicated that the students with large

amounts of CLEP credit graduated in 3i- years at the same rate as

similarly able studentS. without CLEP credit did in 4* years. The

latter finding does suggest that, at least those with about a year's

worth of CLEP credit do tend to graduate a year earlier.

Benefits

Generally, the returns from investment in postsecondary education

take two forms. First, more highly trained individuals tend to earn

more and to incur fewer and shorter periods of unemployment -- a direct

1 1
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monetary payoff (Blaug 1970; PsaCharopoulos 1973) Second, individuals

with greater level:, of education appear to be more efficient consumers

and to possess better child-rearing skills (Michael 1972; Leibowitz

1975). Both money and non-money returns accrue directly to the student,

There may be additional current satisfactions ("agreeable experiences"

in Bowen's terminology) realized by the student while in school.

Th6 effect of credit by examination on these potential returns

to the student and family depends upon how students respond and upOn

the assumptions about how schooling affects later mak.ket and non-market

returns. Twc patterns are described below..

In the most basic case, students simply elect to advance the

date of their graduation, completing the academic program they would

have taken without the awarded credit through examination. In the

more complex and realistic sceneri, students alter their academic

program. They may or may not advance the date of graduation. The

potential returns from a more rigorous or broader academic program

a newly-chosen field of study may be greater or smaller than the student

anr1 family would have realized without credit by examination,

1) If credit by examination does not alter the academic content

of a student's degree program -- that is, if the credit merely replaces

or substitutes for introductory courses the student would otherwise

have taken -- then the student leaving Lchool earlier realizes the

benefit of earlier earnings returns on the investment. Since rel..urns

30 or 40 years in the_future are hig,hly discounted? the longer earnings

period resulting from early graduation will have a positive but relativly



modest impact.
4 Since, by assumption, the student graduates early,

he loses some of the current consumptiori'returns from attendance as well.

Two further considerations affect the potential returns to credit

by examination. First, individual students might view the examination

option as a risky alternative. That is, even if successful on the

exams, some may believe they will not do as well in subsequent courses

and so be less likely to granite ahead of schedule. This perception

can be accommodated by discounting future benefits for the perceived

level of risk. Very little of the accumulated data relate to student

attitudes toward the option. Caldwell's 1977 study suggests that

few academic Problems actually prise. Since candidates for credit by

examination come from the highest ability groups, this finding should

not be surprising.

A related dimension of the Impact of credit by examination on

benefits is the ease with which these Credits can be transferred along

institutions. If examination credits are not as easily transferred as

regular, instructional credits,,ithe student may be constrained in the

options afforded through credit by exam. Potentially greater learning

opportunities at other institutions may be precluded because the exam

credits will not be honored. Assuming the greater accumulated know-
.

ledge would bring added returns in the work place and in non-market

activities, potential benefits from the investment might well be reduced.

The evidence on the substitution of'difl'erent types of credit is

very limited. Moughamian argues (without evidence) that exam credit
/

more transfers than regular course byedit (1976). On the other
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hand, Caldwell suggests the greater retention of CLEP students at

South Florida implies that fewer do transfer (1977).

2) If the credit by examination option indubes the student to

alter the academic content of the degree program, the impact on paten-

tail returns is'less clear. .

Unarguably, if the student still graduates early, the earlier

receipt of earnings, and its continuation over a longer time period,

generally increases returns, for the reasons just discussed.

The effects of the rigor of the chosen academic program on benefits,

however, are unclear. Successful credit by exam candidates apparently

do take more advanced courses. At Utah, for example, increasing use

of CLEP attended the reduction in freshmen English sections and an

increase in literature sections (Furlong' 1977). The very successful

CLEF students studied by Caldwell enrolled in advanced courses at the

same rate as their simila'rly able peers (1977). Using'an ETS-College'

Board survey of institutions receiving CLEP scores, Grandy and Shea

(1976) report that at over half the institutions, a majority of those

receiving CLEP credit took advanced courses in the same area (except

for social sciences and history).

These results, however, donot speak to the question of potential

future benefits. If the-advanced courses truly augment market skills

and if employers reward these greater.skills with higher'salaries,

then the student has realized added benefits made possible through CLEP.

Similarly, if the advanced courses enhance the future non-market pro-

ductivity of the student, then the student will obtain greater benefits,

117



from the investment in postsecondary education than he otherwise

would have received. The issue of whether, and to what extent, schooling

contributes to learning and acquired knowledge -t,o later earnings and

non-market returx remain the subjects of considerdble:study, (See,

for example, Jencks 1972, Summers and Wolfe 1977, Solmon and Taubman

1973)

Further, if the student -- through the inducement of early grad-

uation -- has selected an area of study where thecearnings are lower
A

than his non-CLEP choice, the gain of earlier earnings might be more

than balanced out. 9-le situation described is analagous to what has

occurred with public financial subsidies' for students. As an example,

the National Direct Student loan program at one point included liberal

provisions that permitted the loian to be cancelled if the student became

a school teacher. No other chosen occupatiOnS qualified the borrower

for full loan' cancellation. The many state teachers' colleges; .with sub-

sidized tuitions, also afforded incentives for students to train for

teaching. Thus, even though salaries for teachers were low (and continue

to be low), the incentives on the cost side encouraged enrollment at

the margin in ,caching fields. As O'Hearne (1972) has suggested, credit

by examination is a form of aid to the student; We just don't know

the effects thi type of aid has on college or field of study choices.

II. The Economics of Credit by Examination, for Postsecondary Institutions

The use and design of credit by examination programs at individual

institutions are conditioned by the likely impahts on institutional

goals and costs. Briefly, postsecondary institutions can be viewed as



attempting to achieve conflicting or overlapping goals, Among these

goals are: developing a supply of trained manpower,vcontributing to

the creation of new knowledge through basic research, and providing

public service through extension programs. Budgetary and other con-

straints limit institutional efforts to achieve these broad objectives.

(See Wagner and Rice 1977, especially Chapter 3, for a more Complete

development of this conceptual framework.)

Credit by examination programs can operate either to directly

enhance the attainment of institutional goals or to ease budgetary

limitations. While the data here are quite limited, the review of

potential impacts presented below suggests the overall economies or

costs for the institution are likely to be modest. If programs need

to be reduced or resources reallocated, short run costs of adjustment

and possible loss of scale economies account for the major financial

loss. If students do not advance graduation, additional faculty

resources will be required to teach a larger number pf advanced colrses.

These potential impacts..are summarized in Table 2,

Institutional Objectives/Goals

Subject to financial solvency, most postsecondary _institutions

exercise considerable discretion in establishing and attaining non-

profit goals. Within the broad mission of teaching, for example,

institutions can attempt to attract and enroll greater numbers of

applidants from the groups of students w 'hich contribute the most toward

enhancing institutional prestige (the most able) or toward meeting equal

eduCational opportunity objectives (the disadvvtaged). Significantly,
//6



Table 2

Poteptial Economic, Impact of Credit by Examination

/ - for Postsecondary Institutions

L

Goals/Objecties

+ attracting most able students

+ enrolling non - traditional. students

+ improving quality of instruction (through smaller- S'sine)"

+ encouraging faculty research through-fteed up time

Costs/Constraints

Instructional Budget

- fewer classes taught (if students graduate earlier)

+ more advanced courses taught

+ reduced revenue (if students graduae earlier)

- new enrollments

improved\retention

+ reallocation within, among fields of study

Program Budget

Non-instructional Budget

- student aid budget (if students graduate earlier)

+ counseling budget

+ research budget



such goals merit the allocation of resources toward their attainment

quite apart from any effect On the difference between total revenues

and total costs.

Since credit by examination programs can potentially induce students

to enroll at a particular institution or in a particular field of study,

these programs would diraciI/ contribute to the atitaiviment of institu-

tionaltobjectives. O'Hearne (1972) has argued that credit by examin-

ation represents financial aid in 'the -ram of a potentially. time-shortened '

degree Thence, "rewards in the coin of the realm"). Ilstitutions
e!

attempting to attract -the most aloYe "students, and thereby enhance

institutional prestige, would use credit by examination as an thducenent,

Public two-year or urban colleges sight embrace the program as a means

of attracting nontraditional, older students.

1
.

-

Credit by examination' may directly serve two other institutional

objectives;. First, instructional quality could be improved if successful

candidates moved directly on advanced courses.' Holding the

level of- faculty, fixed, smaller class sizes. would result

(presumably at introductory as well as adVanced levels).. Alternatively,

if the successful candidates completed time - shortened degree p'ograms,

the fewer class hours could be spread. aver existing staff, freeing up

time'for'facultY research activities. In f:act, creollq,by examination

has apparently brought about some adjustMents.in faculty size (see next

seCtion), so the net contribution.tc these latter institutional goals

remains unclear.
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Institutional Costs/Constraints

The most obvious effects of credit by examination appear on the

institutional balance sheet. The magnitude of these effects, plus or

minus, hinge in part on student response to the programs and the costs

of adjustment at the institution. The discussion which follows considers

the potential impact of credit by examination on the instructional

budget, the direct costs of offering c:redit by examination options,

and potential indirect effects on other non-nstruocional budget line

A. Instructional Budget

The economic case for institutional use of credit by examination

cans be stated at its simplest as follows: if students test out of

introductory classes and go on to receive a degree ahead of schedule,

then fewer sections need be taught and instructional costs will be

reduced. For example, Arkansas State University eliminated 11 sections

of English .:omposition I from 1969-70 to 1975-76, while freshman enroll-

ment increased by. 20 percent (McCluskey, n.d.). Over that approximate

period, 60 percent of the 2403 ASU students who took the CLEF English

exam received at least 3,hours credit. Furlong reports a cancellation

of 41 sections of freshman English at Miami-Dade Community College in

the fall of-1972, allpgedly attributable to innreased-CLEP credit (1977).

The Carnegie Commission estimated that a straight forward three year

baccalaureate degree protlm cou,Ld result in 10 to 1K percent fewer

undergraduates and a similar, reduction in expenditures (1972), Savings

in instructional costs from credit'by examination programs, because of

122
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'their more limited eligibility, would hardly approach the Carnegie

total.

These estimates, however, do not accurately capture the e:fects

of credit by examination programs on the institutional ttudget. Five

associated effects may reduce or Further increase the savings just

described.

First, as discussed earlier, the evidence on the time-shortening

effects of credit,by examination is not persuasive: many who do.

accelerate elect to remain for the entire four-year per od, engaging

"s----/in a mor* ril:brous and broader academic program. At Utah, the savings

from fewer freshman English sections were apparently offset by the

cots of additional sections in literature (Furloni1977)-. Yet, a

widespread adjustment of course offeripgs does not appear t9 have

resulted. Even in Florida, one of the more active CLEF states, ,70

percent of public sector administrators indicated no major course

changes eliminations or advanced offerings) as a result of (CLEF

(Furlong 1977). Of course, this pattern could change should CLEF

usage increase.
i... . , 1,,

. Second, accepting that some students do graduate early and thus

somewhat reduce the instructional requirements, a comparable reduction

in ihsti,tutiona71-revenues will result. Students who graduate early-

do not.co.ntNuo to pay tuition and fee charges (or bring in public

subsidies:,,, in many jurisdictions). The Florida public sector

trators are very aware of this potential impact: Furtong reports that

70 percent favor some change in public funding because of potentially

ct
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reduced revenues (1977).

Third, to the extent that individuals who otherwise might not

have enrolled are encouraged to do so with credit by examination options,

the instructional budget constrains, might well be eased. For this to

be true, the institution would have to realize additional ecoltmies

of scale or assess fees which exceed costs at the margin.5 Although

many assert that credit by exam programs have encouraged enrollments,

the evidence.is very tenuous. On the.one' hand, sixty percent Of the

students choosing the three-year program at the Brockport campus of

SUNY would apparently have enrolled elsewhere if the option were not

rivailable (Radloff 1977). However, Furlong's Survey-of, public school adninis-

trAlors in Florida revealed a relatively small share (30 to 40 percent)
0

who believed credit by examination brought din new students (1977). A

'survey ci' state policy makers also revealed some skepticism about the

use of prOgrams affording time-shortened degrees (Smart and Evans 1977).

CLEF data continuo lo show only 55 to(60 percent of he test-takers

are above age 18 '(Shea 177). Coupled with the restrictive practices

impose- by many Institut' ns and the fact that over 75 percent of

those receiving credit are enrolled full time (Shea and Gandy 1977),

these data seem to suggest more widespread use by individuals who might

have enrolled without the credit by examination option. As these

programs become more widelacceptedand used, however, this pattern

could change.

Fourth, imf,roved retention, would ease instructional budget con-

'LltrAints in much the same Kay as new enrollments. In effect, reduced



.attrition translates into larger enrollments -trld reducet, average cost

and/or increased revenue:

The evidence on this point appears to be much more solid. Kreplin's

1971 review of studies indicated broad agreement on lower attrition

rates resulting from credit by examination placement. Subsequent

.

summarised in Yurlong (977), report similar results. In

an attempt to compare students with a year of CLEF credit to similarly

able, non -CLEF students, Caldwell shows a markedly better retention/

graduation rate for the CLEP group (1977). He cautions that the

difference may be_ov rstated because he could not track those who

transferred.

Finally, if large numbers of students enroll in different courses

or different fields in response to the credit by examination option,

two levels of reallocation of resources may be required. Both could

involve greater cost:;. First, as suggested earlier, the increased

demand f r advanced courses will require more intensive use (smaller

class sizes) of more expensive, tenured faculty. Second, if students

are induced to enroll in different fields of study because of the

_11t.ernaLives afforded through credit by examination, resources will

need to be shifted from.areas/ departments losing students to area

departments gaining students. Since many of these allocation decisions

are heavily influenced by the academic departments, these adjustments

may be ocActly. The effect is quite similar to the overall decline in

enrollments at !.he Lnstitution or system level (see Boulding 1975,

for a discusion hf the problem). In this case, however, faculty ,



concerns about the suitability of or support 'Jr credit by examination

opti us in certain areas will offer anew set of incentives to pros-

pective students deciding in what field of study and where t.o enroll.

The costs of overcoming faculty reluctance to the examination option

or to the reallocation of resources when no suit,-,hle standardized test

can be developed must be considered as an additional expense in the

short run.

B. Program Budget

A program of credit by examination imposes direct costs upon the

postsecondary institution. Test development and validation can be

very expensive., But, even using CLEF, AP, or other standardized tests,

the grading, periodic norming and evaluation studies, test administration,

and transcript recording expenSes are not insignificant costs. Jamison

and Wolfe (1976) describe the economic context in which these insti-

tutional costs of a credit by examination program can be evaluated.,

Their discussion usefully draws attention to the links between alternate

procedures (regular instruction, credit by examination) and similar

outputs. In so doing, they highlight the potential economies resulting

from credit by examination options. In effect, their framework would

ifH one to accept credit by examination if the cost (per credit hour?)

is cheaper thah regular instruction. Quite apart from these comparisons,

the earlier discussion suggested other potential associated institutional

costs and benefits from credit by examination that would need to be

considered.

Stallings, et. al. (1972)_-estimate the institutional costs of
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providing credit by examination for the University of Illinois at

$63,000 ($7.09 per credit hour) in. 1970-71. Significantly, the authors

0report the instructional cost per credit hour measured more than $1.

Therefore, assessment by examination apparently costs less than assess-

ment through regular instruction. Sharon (1976) estimates the cost

of assessment in experiential programs at $200-$300 per student, but

these programs, still in development, are likely to be more expensive

than academic assessment. At Arkansas State University, where the

students pay a fee Thr taking the exam, annual costs for the test .center

total less than $5,000, most of which is reimbursed by ETS (McCluskey

This cost figure does not include the expenses for faculty validation

and norming of the test instrument (accounting for more than half of

the annual expenses in the University of Illinois program). Other
o

earlier studies reviewed by Kreplin (1971) 'aiso excluded the costs of

fadulty time in test development and norming.

It seems clear, however, that some faculty involvemeril in the

exams must be rc,guirea.' Therefore, costs to the institution would,

at a minimum, include outlay's for administration, faculty review,

facilities, and record-keeping. Some part of these costs can be recov-

ered through student fees and ETS compensation.

C. Non-instructional eudgets

Credit by examination potentially impacts on line items other than

instrucflonal O'Hearne (1972) has suggested,

if st.Aents graduate ahead of schedule, the demands on student aid

will roten77 bo ryduced. CT course, newly induced enrollmenLs of

127



able, but needy, students with CLEP credit might require add' tonal

student aid resources. Since those with higher test scores are more

likely to be from higher income families, however, credit through

examination might partly replace the modest "merit" awards currently

made to these students.

Second, students who accelqrate or upgrade their program of

'study may require more.careful, individualized counseling (see Trivett

1975, Stark 1973). About 30 percent of the highly successful CLEF

cgfndidates in Caldwell's study agreed that there were harmful'effects

f-:om CLEP. Curiously, few efthe students indicated that they had

suffered from any academic or social problems resulting from CLEP

advancement. Over half of the public sector administrators in Florida

that increased use of CLEP required additional resources

for counseling (Furlong 1977).

Finally, fewer introductory sections would potentially limit

the teaching (and part-time earnings) opportunities for graduate

students. At some institutions, this may increase the cost of research.

III. The Economics of Credit by Examination for States

The impact of credit by examination on states can be directly

summarized through cost-benefit analyst. The outputs of the education

activity ire presumed to contribute to the desirable allocation and

distribution goals within the jurisdiction.
? The measured returns

are attained at a cost of tax resources plus additional opportunity

costs not included in the expenditures. Those projects whose outcomes

are highly valued (in rlollars and dollar-equivalent social non-money
Pr
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benefits) relative to the co:,,ts (a high benefit-cost ratio) would,

under qultc general assumptions, be undertaken.

Returns

Citizens within a given jurisdiction might, favor credit exam-

ination programs, and allocate public subsidies fo:: them, if the

programs generated monetary and non-money outputs associated with

accepted public goals. To the extent that credit by examination

induced greater enrollments, increasing the returns from a more highly

educated populace subsidies might be forthcoming.

But, beyond these general returns, two specific adjustments should

be noted. First, if credit by examination induced individuals with

certain "preferred" attributes (on equity grounds) to enroll in post-

secondary education, then additional resources.. should be forthcoming.

Evidence about induced enrollments among, say, adult or low income

groups to examine either of these hypotheses is just not currently

available.

Second, unlike highways or dams, the primary output of the higher

education system -- trained manpower -- can leave the state. Hence,

the potential returns just descriid would have to be reduced if a

,,tate tended to export its college traduates. Other things equal,

states which retain their graduates might be expected to support

credit by examination options if they encouraged enrollments and

marginal benefits to the jurisdiction exceeded marginal costs.

Costs

On the other side of the benefit -cost equation, credit by exam-

1
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ination might be expected to offer a significant impact. At its

simplest, if successful tcandidates enroll fot fewer hours as a result

of receiving awarded credits, then subsidies to institutions might be

reduced. This, result "improl,es" the benefit-cost ratio for the educ-

ation activity, and has been widely cited as an argument for encour-

aging credit by examination. For example, over five years the state

of Illinois ."saved" an estimated $1 million in subsidies to community

colleges. In Florida, the "savings" measured $6 million in 1974-75

alone (Furlong 1977). Estimates for individual institutions suggest

substantial "savings" as well (Stallings, et. al. 1972, McCluskey, n.d.).

These estimates, however, tend to mislead because they implicitly
A

assume time-shortened degrees. Since the successful CLEP candidates

apparently elect to remain on campus for almoEh the entire term, FTE

enrollments and state subsidies would not be greatly affected. Indeed,

in a recent survey barely 40 percent of state policymakers anticipated

reduced student aid outlays with increased use of time - shortened

degree programs (Smart and Evans 1977).

For similar reasons, credit by examination is presumed to reduce

the need for new facilities construction. The Carnegie Commission

estimated that one-third of the capital costs in the 1970's could h'ave

been eliminated with the adoption of a straightforward three-year

baccalaureate (1972). In Florida, public sector college administrators

seem to concur with the apparent reduced need (Furlong 1977). Again,

-unless students elect to time-shorten their degree programs, no capital

cost savi-ngs would emerge---Moreoveri except 'n those states exper-

a
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iencing population and/or enrollment growth, the demand for capital

expenditures in the near term should be minimal.
8 The more common

problem may well be underuse of facilities.

The states might incur two additional costs with increased credit

by examination use. If statewide validation or norming of the exams

must be undertaken, these direct program costs will impose a drain

on the state treasury. More significant, however, are possible costs

of under- or unemployment of released faculty. These costs could

offset any of the savings resulting from reduced state subsidies.

IV. Prospects for Credit by Examination

A. Context and Agenda for Research

Depending upon where one sits, the potential benefits from and

costs of credit by examination balance good, indifferent, or bad.

The potentials differ according to the actual responses of

students to credit by examination opportunities and to the. supply of

these options forthcoming from higher education.

Two possible scenerios illustrate the pdint. On the one hand,

if students elect to shorten their degree programs with credit by

examination, the students potentially receive greater income returns

while incurring lower investment costs. States might realize savings

in institutional and student subsidies, holding total enrollment at

the same level. Institutions wouli experience some compensated con-

traction -- a reduction of revenues and costs, and released or new

faculty would suffer under restricted employment opportunities. On

the other hand; if students-elected-to complete more-rigorous-and/or
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broader programs with credit by examination, they may receive greater

future income returns. States would experience very little change in

the level of higher education'subsidies. Institutions may face increasing

costs (from relatively more advanced courses), and faculty would at least

be no worse off.

Both of these cases assume expanded credit by examination oppor-

tunities will be available. Nelson (1974) has argued that the natural

intransigence of faculty to innovation plus an era of stable enrollment

and funding mitigates, against expansion. In a recent Carnegie Quarterly,

Barbara Radloff echoes these poi&
, but also suggests that the debate

about credit by examination in the early 1970's stimulated changes in

academic programs which reduced the need for time-shortened programs

(1977).

In a broader context, however, the pressures for expanded credit

by examination opportunities are likely to become considerable. These

pressures emerge from a certain decline in the size of the traditional,

college-aged cohort beginning at the end of this decade, the alleged

declining return to a college education, and efforts by families and

students, already apparent, to economize on the costs of investment in

higher education. 9

There remains no doubt that the number of high school graduates

will fall in the 1980's as the post-wax cohorts continue to age. As

institutions face the prospect of a smaller traditional pool of potential

students, the groups of young adults who have not completed college

will represent an increasing reservoir of potential enrollees. Further,
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as new technology and consumer demands increase the need for newer

skills while rendering even college-level skills obsolete, the demands

for retraining older wgrkers-will persist and grow. These are new

clientele, who must be attracted to the institutions. Expanded exten-,

sion programs and credit by examination alternatives promise to be

very effective methods of servkng this new clientele because such options

help to reduce the most important constraint to the participation of

adults -- the cost of their time.

Richard Freeman (1976) has persuasively argued that the returns

to college education, which soared in the 1960's, have begun a secular

decline. Although one can question whether the effects are, in fact,

entirely the result of long term forces, the observed increase in high

school drop-out rates and fall in college enrollment rates suggest

that the response to altered expectations about the returns from educ--

ation can profoundly affect the pool of students who actually enroll.
10

But famil]es and prospective students not only must contemplate

the prospect of decreasing monetary returns from higher eaucation.

Students are also confronting the increasing costs of their own time.

Much of the recent research in the economics of the family has emphasized

that consumers respond to this increasing time cost by substituting

relatively 'cheaper goods and services for their own time (explaining,

in part, the increase in meals taken out or, use of microwave ovens.

over traditional meal' preparation and consumption).

Higher education has afforded few opportunities for individuals

to economize on their use of time.
11

The evidence suggests a continuing
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effort by students to reduce investment costs, through whatever means

axe` available. For example, in the 1970's, the share of freshman enroll-
.

ments in the public sector has increased from 60 80 yercent. Further,

over this "same period part-time enrollments, IfIL:.; traditional,

college aged students, have increased at nearly trice the caLe of full-

time enrollments. Even the increasing share of enrollments in "higher

priced" proprietary institutions can be partly attributed to shorter

program duration, and hence, lower time costs.

In sum, the prospects of declining enrollments, declining returns

to students, and an increased enrollment sensitivity to all student

investment costs would seem to work toward incr4ased pressure fof time-

shortening, and flexible credit by examination, alternatives. With

these more basic influences in mind, a set of four partly overlapping

research studies are proposed, This research agenda includes studies

which would fill in many of the inormation gaps aboUt the potential

benefits and costs of creditby examination, Some parts of the suggested

research would extend the findings of'stUdies already completed. By

focusing on aspects of student and institutional behavior, the several

projects would yield results which can be used to more precisely gauge

the potentiq_ private an social economic impacts.

Study 1: Dimensions of Student Participation and Net Benefits,

Rationale. No good estimate of the potential impact of credit

by examination options has been developed. Most studies to date provide

figures based on faulty assumptions or are too narrowly drawn. In

effect, this study would be an attempt to produce "order of magnitude"
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estimates of the net monetary benefits of credit by examination for

students, institutions, and states under a reasonable set of alternate

assumptions. Noestimated of induced student or institutional responses

.would be sought, although alternative assumptions could be employed.

Design\ The study would require a simulation of theAparticipation\

in credit by examination programs along with associated financial effects.

Similar estimates are frequently prepared, using "planning models,"

to obtain estimates of alternatives for national student aid and income

support programs (see, for example, Wajner 1978). The following

variables.need to be Specified:

a. Maximum number of potential test takers

b. distribution of credit hours earned (by sector?)

d. student response assumptions

(1)

(2)

enroll for precisely fewer hours,

enroll for fewer hours at same rate as say, Florida or,

New York students

Reported results:

a. aggregate student tuition Savings, increased earnings

b. aggregate lost institutional revenue (at average institution

or state)

c. aggregate public subsidy,Savings Grist utional and student)

Study Costs.

Senior Researcher: 1/8.man year

Resfearch,Assistant.: 1/8 man year'

Data FrocLing: (no new data collection)



Idy : Student Response to Credit by Examination Options-
%

Rationale. The identification of potential economic impacts of

dit by examination revealed that, the nature and extent of costs and

gents critically depe:Ld upon how students respond. The analysls

r-,tudent response, along several dimensions, is fragmentary at

In effect, this study would consist of a set of sAller studies

deling initial and continued student response to credit by examination

-ernatives. Six dimensions, or sub-4udies, of student response
.

. proposed:

a. induced enrollment

b. choice .of institution

c. choice of field

d,-accelaration

. mix: credit py exam. and attendance status

4t.

f. retention

(I\

- results of the studies would fill important gaps in information.

hout better analysis, the presumed benefits 4nd costs for students,

t.
,fitutions, and states cannot be estimated. Among the questions

ne answered are:

Are potential students more likely to enroll with expanded

credit by examination options?

Do differences in enrollment response emerge among different

types of students 4( traditional, adult)?

Does the credit by' exa:-ination option induce students who

would have enrolled elsewhere to attend participating

institutions?
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V

Dow,. the credi.t.by examination option induce students Lb

chd6se an assOciated field of study?

What studentr institution, or program attributes are

assoc ated with decisions to advance the date of graduation\

as op osed to upgrading the program of study?

1How do credit by exam 4iation options affect enrollment,

patterns? Will prosf$ective students with awarded credit

elect more par-time Aludy or shift from part-time to full-

time status?

tow does credit by examination independently affect the

student persistence through postsecondary education?

How does an expallded credit by examination program affeci

the ollient or decree completion rates of adults, low

incoVt cfr disadvantaged individuals?

Des'ign. Studies (a.) ;through (c) can utilize the theoretiCal and

empirical developments in the growing number of enrollment demand

studies (see Jackson and Weathersby 197,5). Bishop and Van Dyke (1 75)

have developed the only estimates of the determinants of postsecondary

enrollment, d'emnd of adults -- a group of spgcial interest for credit

by exam. A Dresch (1975a) points out, however, many of the demand

models are m::;zpecifiod and suffer from insufficient to acc-narately

/-
estimate enrollment response. None, for example, consider the actual

cost of'?Ident time, save through a response to unemployment rates-

(see, however, Dresch 1975b and W-ehtel 1975) .

Also relevant is-the literature on rates of return to higher

educe '1m, particularly .YieMahon, Hoang, and Wagner's 1976 study of

expected rates of return intended occu.pation. McMahon et. al.
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c tata 1 11.1-1t id I rid: rt,0 t 1 nvt.st H-nt

Final y, persistence can be v) owed, I n occrwm hutuiy,

t.c,wrt rd t.hf I onger t Lon I d irrv, f mon oti ti I 1 't i um,

student ;041 i 11111q(1:11 1 r1H11(11 rir ouch credit.

ex,i..111 rL:Lt 1 orl H' 'Mont time, hcavi 1,y influence

the typeed wi th whi long run. otp, 1 I I bri um pp.:, 1 ON eit htr t4iined

ri-1/Dt TTIodirifi, A in, tre ,letrc i 1 ed summary of' the analyti cal fxtmowork

can f ound i n W.igner

rho ly would 1., Hi.

:_..tudent.::, ).

I oniri tud 1 na 1 data on a sample of potential

c!cvnumic ind .t!: orraphi c data, in: ;t1l,u L ona 1

a.t, tributes, measures t ont r( ponses just (I would be

necessary. It m ight be advalltage'ous and cost effective to Limit the

study to an Lct. ivi! state ouch as Florida (for nEr ) or Now York. This

strategy would also partly coritrol. for simultaneous differences n the

supp],y of credit, by examination opportuni ties, at least across s tat es.

1_;eneral 'zing ftTle results beyond the state would be difficult., since

nonresident students micht use the opti on only in the absence of similar

programs in their own states. .

Studies (a) through (c) could be based on a one-time panel survey.

Studies (d) through (f) might use retrospective, current, and prospective

information collec-,ed. from a sample of identified freshmen surveyed

once two years later. Without question, a true longitudinal study

would' provide morn accurate data, alsthough at greater costs.
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Study Coots:

Studion (a), (h), and (c)

Senior Researcher: I man year

HeL.-,earch Assistant: C man

Itsta Collection and
Data Processing: $25,000

Studies (d), (n), and (f)

Senior Researcher:

He.-,earch Assintant:

Data Collection and
Data Processing:

One-time survey Longitudinal

1 man year man year

man years 3 man years

$25,000 $60,000

Estimates for the three sub-studies, jointly undertaken. Little

savings would he realised for carrying out one sub-study within each

Study 3: Student Outcomes

Rationale. The economics of education literature reveals a con-

siderable amount of disagreement about "whether college matters."

(see Sebum LrIci Taubman 1973, Taubman and Wales 1974, and Blaug 1976).

many of the difTerenceL; reported in the literature can be recon-

ii,d, the imilications for the use of credit by examination are impor-

tFint. If thu degree is a credential, with academic content not rewarded

in the workplace, then the role of credit uy examinalon as a more

efficient assessment mechanism increases.,

This study requires data collected in the early working

years from a sample of graduates with CLIP credit. A recursive model,



similar to those developed in studies of the earnings function,

might be used. (Psacharopoulos (1975) provides a useful review of this

work). The sample could be drawn from an individual institution, state,

or the CLEP applicant file. Irt,effect, differences in earnings betWeen

those wf : CLEP credit who accelerate and those who elect not to graduate

early will be studio

Study Costs.

Senior Researcher: 9 man months

Research Assistant: 1 man year

Data Collection and
Data Processing : $25,000

Study 4: Institutional/Faculty Response to Credit by Examination

Alternatives

Rationale. Some institutions and/or academic departments have

fully embraced the concept of credit by examination while others have

not. Since the institution's supply of credit by examination options

will affect the ultimate use of the program, the underlying influences

on institution (and department) participation in credit by examination

options :Mould be explored. Specific questions to be addressed include:

Which institution or faculty attributes appear to be

assoc.ited with the adoption or emphasis of credit by exam-

ination (e.g., size, sector, urban, selective)?

Does the state funding mechanism in the public sector

appear to influence the adoption and use of credit by

examination?

How easily are credits earned through examination substituted

for regular course credit (e.g., in transferring from other
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institutions)?

Design. The general problem and questions can be considered in

an institutional decision- making context (see, for example, Wagner

and Rice 1977 or Williamson 1963). Aspects of faculty decision-

making at the departmental level, including responses to potential

enrollment declines as well as incentives, are considered by Hoenack

(1977b).

An examination of the use of credit bk examination in states and

at institutions over time, using simple regression techniques, might

provide some useful estimates of the significance of potential

influencing variables. State funding mechanisms, changes in insti-

tutional enrollments, and other attributes might be included. The

study would consider not only the influences on the adoption of credit

by examination, but also the likely effects of credit by examination,

through enrollment changes, on institutional goals and instructional,

student aid, or research budget constraints.

Since good, comparable cost data at the academic department level

are not currently available, one or two "controlled" experiments might

be attempted with individual 'reluctant" departments. The effects of

various types of inducements on the adoption of credit by examination

could be assessed (along the lines suggested by Hoenack 1977a).



Study Costs.

Senior Researcher

.Research Assistant,

Incentive Subsidies

Data Collection and
Data Processing

Time Series Experiment

1/2 man year 3/4 r year

1/2 man year 1/2 man year

$10,000

$7,500 $5,000
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,NOTES

'1. Uducati -on also-'- provides current consumption returns to the-student --

Bowen's,(1973) "agreeable experiences" -- and parents. However,

the investment (particularly future earnings) aspects are probably
f.

the more important returns (Lazear 1977).

2. Generally, it is inappropriate to include "savings" on room and

board in these calculations, since these expenses will be incurred

whether or pot the student is in attendance.

3. This is not to say there may not be other savings, such as reduced

' study time to permit greater part -time work or leisure activities.

Rather, the use of credit by exam does not necessarily reduce the

direct costs of investment, even if the academic course load is

lightened.

4. To illustrate, the individual who begins work one year earlier than

his peerS and retires one year sooner receives $10,000 in current

dollars and loses, say, $2,000 in current dollars ($25,000 income

iniworking' year 44 discounted at 6 percent per year to the present).

The individual who begins work at the same date as his peers, but

wo...kS one year lOnger, receives simply $2,000 (in present value).

5. Froomkin (1976) found that the one-third of all colleges experiencing

a decline in enrollments from 1970-71 to 1973-74 also faced rising.

,average costs -- a finding consistent with either scale economies

or:sizeable fixed costs in the short run.

t.)
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6. Moughamian (1976) notes that state funding, in some cases, is based

on mid-term enrollment. Lower attrition "Protects" the public

subsidies -in such cases.

7.. By applying distributional "weights" to the enrollments of students

from different income classes, an index of the wei hted enrollments

can be valued and added to other returns in evaluating the effects'

of the project.

8. See Henderson (1977) for a projection of enrollm'ents by state to

1985.

9, For a general limited discussion4of :these issues, see the Carnegie

Council's More a"han Survival (1975).

10. Indeed, without the dramatic growth in student aid subsidies, through

1977, the fall in enrollment rates would probably have been much

greater.'

11. Vickery (1977) provides a general statement of the pttential costs

when the substitution between goods and 'time is limited.
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