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Preface

The focus of this study is on tuition fces for undergraduate university
programs, and especially on factors that need to be considered in establishing
and financing an appropriate level of fees. The major challenge has been to
anlicipale questions and assumptions that might arise in discussions on
alternative tuition fee policies, and to provide the rclevant evidence and a
conceptual framework for dealing with these issues. Some of the discussion
may seem rather theorelical, or comments on the statistics and their short-
comings seem too detailed, but onc should hopce that deliberations having such
an important impact on Onlario’s universitics would be supported by an
informed review of facts and issues.

The Council of Ontario Universitics intended that this report be primarily "a
solid historical and factual account”, and that there be no formal
recommendations. This is just as well. A detailed defense of recom-
mendations on such a controversial topic would undoubtedly draw attertion
to particular issues in isolation, and away fiom ilie complex, inter-related sct
of factors that bear on the tuition fee questions.

Several people at the Council of Ontario Universities have made substantial
contributions to this report. Principal David C. Smith (Queen’s University).
chair of the COU Steering Committee on the Tuition Fee Stud:, persuaded
me to undertake this work and raised many thoughtful questions on carlier
drafts. The members of the steering committee contributed to provocative
discussions of specific issues that have led to greater breadth and depth in the
report. 1am especially grateful to the steering commiltee, and other members
of the Council and staff, for the complcte freedom I was accorded in the
dcsign and development of the study. Edward DesRosiers, Director of
Research, and his research associates, provided editorial and material
assistance in many ways. Laura Selleck contributed draft matcrial on
accessibility and provincial policies, located many valuable publications, and
coordinated the project in gencral. Larry Payton and Arlene Levine turned
the original manuscript and a varicty of figures and tables into a proficient
piece of desktop publishing. A working committec from various universitics
added institutioral infermation and other historical data. Contributions from
Ken Snowdon (Queen’s) and Martin Englaad (Toronto) provided the
foundation for the early drafts of some chaprers.

I am also indebted to several persons whose comments and information have
improved the report: Charles Bélanger (Laurentian University); John F.
Crean (former secretary of the Bladen Commission); Clément Lemelin
(Université de Montréal); J. Stefan Dupré (University of Toronto); and
Douglas T. Wrigh: (University of Walterloo).
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At a critical point in the analysis, Jack Parkinson provided very proficient
assistance in programming and computing. My special thanks again go to
Celia Genua for typing the successive drafts with experienced deftness and
good cheer and for persevering through several revisions. Finally, I am
gratcful to my family and friends for their understanding and patience, and for
postponing the good times until the work could be completed.
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Chapter 1

Introduction

Why a Study on Fees?

Why is it desirable to have what may initially appear to be another study of
university financing and student financial assistance? In fact, a search of the
literature on Canadian education reveals few studies that focus on tuition
fees,! and none that combines an analysis of historical experience with policy
objectives and alternatives for setting tuition fees.

Evidence of a need for a report of this kind :an also be found in the confusion
apparent in current private discussions and public statements on tuiiion fees
in particular and the financing of universities in general. First, there is
confusion about the facts: waat percentage of the cost of a student’s university
education is covered by the tuiticn fee? What is the average debt incurred by
students? What percentage of undergraduates are receiving financial aid?
Are current tuition fees higher or lower (in real terms) than they were ten,
twenty, or thirty years ago?

Second, there is confusion about the definition of policy objectives: what is
meant by accessibility? by participation rates? by social benefits? Third,
there is confusion about the conceptual framework: what is included in
private costs and benefits of higher education? how can one measure the
redistributive effects? - or who benefits and who pays? While both experts
and laypersons can legitimately argue about any of these questions, discussion
and debate can at least be given a sharper focus when_there is a common
framework and a full account of the empirical evidence.

Fourth, there is confusion about the very concept and objectives of a tuition
fee policy. Generally, there is not a clear distinction in policy deliberations
and planning between three policy questions: tuition fees, accessibility, and
student aid. It seems that governments, universities, and student organ-
izations often view changcs in student aid programs as linked primari'y to

! Litten (1984) reports that "of 16,413 entries in the ERIC [mainly American]
bibliography on higher education, 297 (1.8 per cent) are indexed with tuition
2s a topic; only 103 (0.6 per cent) have tuition as their major focus " (p. 94).

2 Wm. G. Rowen, who later became president of Princeton University, would
arrive at his graduate seminar in labour economics with a pile of bound
journals cortaining the assigned readings for the current topic; he explained
"Tha(’s so that we don’t waste time arguing about the facts.”

¢ -
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Chapter 1

changes in tuition fees, and regard fees as the main - perhaps only - factor
in accessibility. But the objectives and assumptions for cach of these policy
arcas should be dcfined more explicitly. It would then become more apparent
that, although there arc important links between them, (ke objectives and
mechanisms necd to be treated separately.

The Council of Ontario Universitics wished to have a report that would
outline the issucs, summarize the relevant trends, examine related experience
and policies in other jurisdictions, describe various approaches to setting
tuition fces, and consider alternatr e means for providing financial assistance
o students. The purpose of the study was not to make formal
rccommendations for public policy but to provide empirical evidence and
policy alternatives that could lead to more informed decisions on the future
of tuition fee policy in Ontario.

The proposal for the study specified four comporents:

1. an historical account of the quantitative changes in tuition fees relative
to inflation, instructional costs, family incomes, and student aid, both in
Ontario and in other jurisdictions;

2. an analysis of the private and social returns to unwversity education by
program of study;

3. areview of factors affecting access to university education, including the
effectivencss of student aid in financing tuition fees;

4. a discussion of policy options with respect to tuition fees and student aid,
including those practised in other jurisdictions, and the implications of
their use in Ontario.

The focus of this study is on the tuition fees charged to Canadian residents for
undergraduatc programs in Ontario uni ersities. These represert four-fifths
of the universities’ tuition fee revenue, and about one-sixth of their basic
operating income. This focus has cxcluded an examination of fees for
graduate programs and for persons studying in Canada on student visas.
Althougl. both of these cases continue to raise important policy questions,

3 Persons on student visas accounted for 3 per cent of the undergraduate
full-time cquivalent cnrolment in Ontario universitics in 1988-89 and 7 per
cent of the tuiticn fee revenue. Since 1983-84, the provincial government has
s~t the visa student fec at a level that represents two-thirds of the "educational
cost”, as determined by the provincial grants formula. (A visa student fee has
been established for two groups of undergraduate programs - those with a
formula weight of 1.5 or less, and all those with a highcr weight.) Since the
provincial government docs not reduce its grant by the amount of the visa
student fec differential, the latter represents additional fee revenue for the
Ontario university system.
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Introduction

they include separate issues that could not be treated within the limitations of
this study. Nonetheless, one would expect that the concepts and evidence
presented here would have some rclevance to policy deliberations regarding
fees for graduate and visa students.

Policy Questions Concerning Tuition Fees

In order to develop the above four components of the study in a manner that
is most useful for policy consideration, the basic issues should be clearly and
explicitly identified. While there may be scme disagreement about what
constitutes basic issues relating to the setiing of tuition fees, there are certain
unavoidable questions. These are:

1

What specifically is the intended objective of Ontario’s current accessibility
policy; and what impact does the tuition fee have on the attainment of this
objective?

Should the general level of tuition fees be changed? This more often is
expressed as "What is the appropriate share of the educational cost to be
borne by students and their families?” But it is more important to raise
two other questions, "Should the total educational investment per student
be changed?" and "What would and should the effect of the private /public
share be on the general distribution of income in the economy?" In
response to these questions, one needs to consider the historical patterns
of revenues for universities; the current quality of instruction and
resources; the return on educational investment for individuals and
society; the desire for economic growth and internctional trade; the
current means and potential arrangements by which students can finance
their tuition fees and other academic expenditures; and finally, the
consequences for .ome redistribution within the population.

Should fees be differentiated to reflect differences in costs or in benefits
associated with the different programs and levels of instruction both within
and between universities? This question points most directly to key issues
in determining tuition fees: To what extent is the fee an expenditure for
a current (consumption) service, and to what extent is it an investment
that is expected to yield greater earnings in the future? Is the public
subsidy intended to assist students to finance their own choicc of
program? Or is the subsidy a public recognition of the different benefits
that society derives from different programs?

How should students’ tuition fees be financed? Traditionally, this
financing had been bascd on family contributions from savings or current
income; from students’ own savings and summer employment; and from
a few scholarships. But in recent decades, government loans and
bursaries have become the main source for an important minority of
students. In other jurisdictions, some novel mechanisms have bcen
introduced to assist a much larger proportion of the students. Thesc need
to be considered for potential application in Ontario.

A
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5. Finally, who should decide on the level and structure of tuition fees in
Ontario universities? The universities have the legal responsibility for
setling fees. But as the next chapter will show, this res onsibility has becn
pre-empled by the provincial governrient for the past two decades. In
addressing this question one needs to consider which fce-setting authority
would have the most complete and relevant information and a full
understanding of the social, economic, and academic implications of the
decisions.

Perhaps the most important question is tl is latter ¢ne. Who should determine
the level of tuition fees? The answer (o this question both 1cflects and
influences the economic and political system of a province or country. The
prcdominant factor might be the market, the unive:sity, or the state; through
the long history of higher education, each of these has had its day. While it
is beyond the resources, if not the purpose, of this study to provide detailed
responses to all of the above questions, the evidence provided with respect to
each of the policy issues should lead to more informed and rational decisions
by those who ultimately determine the level of fees at Ontario’s universities.

Outline of the Report

This chapter has outlined the scope of the study and the basic policy issues or
questions relating to the setting of tuition fees, and has presented a brief
introduction to the principles or objectives that might bear on these questions.
In Chapter 2, the historical evolution of thc provincial tuition fee policy is
examined; and then in Chapter 3, changes in fees in the major programs are
compared with changes in inflation, operating costs, and privale incomes. The
government’s policy on university accessibility is explored in Chapler 4, by
considering allernative definitions and components of the policy and then
examining the empirical evidence on the impact of fees, family income, and
other social factors on enrolment decisions. Chapter 5 elaborates the
objectives tha usually govern the planning and financing of higher education,
and particularly economic growth and income redistribution, and diversity of
programs. Empirical evidence relating to these objectives is drawn from
Ontario and other jurisdictions.

Chapler 6 presents a menu of allern ytive approaches (o setling tuition fees.
A review of recommendations from various federal and provincial
commissions during the past two decades reflects the informed judgment of
publicly-appointed groups, and thus points to the policy dircctions in which
decision-makers could find some public consensus. The second part of this
chapter discusses alternative approaches or rationales that might be applied
in selling fecs, and considers their impact on individual policy objectives.
Chapter 7 reviews the conventional programs that assist students in financing
tuition and other coslts of university education; but the chapter is directed
primarily to an exploration of alternative programs for financing these costs,
with an emphasis on contingent repayment loans.

0
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Chapter 2

Evolving a Tuition Fee Policy

The level of tuition fees (adjusted for inflation) has moved through both short-
run and long-run cycles during the past several decades in Ontario. At the
swne time, the considerable differences in fees that once existc among
programs and between universities in Ontario have long since disappeared;
indeed, the tuition fee for any given program is effectively the same at all
Ontario universities. One is therefore inclined to ask "How did we ever get
here from there?" To understand the changing political and economic events
that have led to this point, and to nuse these historical lessons in the
development of a more rational tuition fee policy for the 1990s, this chapter
examines the evolution of public policy concerning tuition fees at Ontario
universities.

Fees in the Early Period

For the first 150 years of Ontario university history, there was nothing that
cou'd be regarded as a tuition fee policy. Through most of the nineteenth
century, tuition fees represented a small part of the revenue for colleges or
universities because these were supported mainly by private benefactors, with
a little government assistance. When King’s College was founded in 1827 at
York (now Toronto), financial support from the early colonial government
took three forms: an endowment of land, special grants for buildings, and a
small annual maintenance grant (Harris, 1976). When Queen’s University at
Kingston, and Victoria College at Cobourg were chartered in 1841,
government grants were provided to these colleges as well. But the gencral
public "seems to have looked upon the university as a self-supporting
institution" (Murray, 1925:22). Moreover, what appeared initially to be grants
for buildings were actually loans, and were expected to be repaid out of
revenue from the leasing or sale of the land endowments from the government
(Harris, 1976). Indeed, King’s College depended largely on its land
endowment for its financia! support for more than five decades, from 1828 to
1883.

The private funding of colleges was closely related to their educationa!
objectives. The colleges were predominantly church-related institutions,
intended primarily to give religious and political leadership to the growing
colonies (Murray, 1927). Funds came directly from the churches and from the
endowments of the wealthier members of the denominations. Prior to 1861,
the revenue from tuition fees was an insignificant part of the colleges’ income
because the colleges could be supported by their benefactors, as well as by the
revenues from the leasing of land (Ontario, 1896). Moreover, the students
were being trained to take their places in the clerical and teaching positions

14 5



Chapter 2

that would serve the interests of these private and public benefactors. By the
early 1860s, there was a total of abcut 600 students registered at Toronto,
Queen’s, Victoria, and Trinity (King’s College), where the combined annual
incomes of these universities represented about $160 per student, or about
$1000 in 1988 dollars (Hind, 1863).

Through the 1840s and 1850s, the "matriculated” or regular students in arts at
Toronto were exempted from payment of tuition fees, and the fees paid by
"occasional” students were passed on directly to the faculty to supplement their
incomes (Ontario, 1896). But the university encountered budget deficits in the
late 1850s and early 1860s when the construction cost of a new building
exceeded the government’s grant for this purpose. Consequently, tuition fees
were reintroduced in 1861 (Ontario, 1896).

Emerging Public Support for Universities

A Public University for Ontario In 1887, a federation of the church-
related colleges - Victoria, (which moved to Toronto), St. Michae!’s, Knox,
Wycliffe - and the newly-established medical, dental, agricultural, and
veterinary schools led to the establishment of the University of Toronto. This
opened the way for a significant expansion in public support, but this source
continued to be secondary to private contributions and tuition fees.

The university calendar for 1891-92 shows that the tuition fee for arts
consisted of a college fee of $20 per year plus various university fees (for
supplies, library, examinations) that amounted to about $30. This combined
tuition fee of about $50 contributed approximately 25 per cent of the total
operating cost. But it became necessary to increase fees substantially to meet
the increasing operating costs during the following fifteen years when there
was only a modest increase in the provincial grant. By 1906-07, tuition fees
accounted for #Q per cent of the university’s total revenue (Ontario, 1921).

Provincial government grants were improve . luring the next fifteen years,
such that by 1921 about 60 per cent of the operating revenues for Ontario
universities came from these grants; about 22 per cent came from tuition fecs;
and the balance came from endowment funds, the federal government, and
private contributions.

Rising Tuition Fees and Student Financial Aid During the Depression
of the 1930s, provincial government contributions declined seriously.
Endowment income and other private donations also diminished as the decline
in personal and corporate incomes in the 1930s reduced the annual gifts and
bequests to the universities.! -

1" Not only was private and public aid declining but the yield on existing
endowments was also falling. A maturing 6 per cent bond was replaced by
a 3 per cent bond, such that endowment in 1939 produced only about two-
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Evolving a Tuition Fee Policy

Universities again responded to a financial crisis by raising the level of their
tuition fees. The vice-principal of Queen’s University observed that a student
in 1939 was paying from 40 per cent to 50 per cent of the cost of his
education, and expressed a fcar that the increasing costs would prevent
students from lower-income families from enroling in higher education
(McNeill, 1939).

From the 1920s to the 1950s the main approack to increasing students’
acccssibility to a universify education was through increasing public financial
assistance for students, rather than by reducing tuition fees. The latter course
would have required substantially increased government grants, and it was
recognized that this would place an inequitable burden on taxpayers since such
a small proportion of the young population was participating in university
education. Through the 1930s there were various appeals for government
scholarships and bursaries to assist the financially disadvantaged students
(Stager, 1972b:78ff). A Dominion-Provincial Student Aid Program was
introduced in 1939, based on an equal sharing of costs by the federal
government and partnc:patmg provmccs, but it uppears to have had only a
minor impact on increasing opportunities for students from low-income
families (Pike, 1970).

Several requests for student aid were also made to the Rowell-Sirois
Commission on Dominion-Provincial Relations appointed in 1939. The
Commission was reluctant to recommend federal support for higher education
because the Commission sought to emphasize the provincial responsihility for
education, both for constitutional reasons and because the provincial
governments had reduced their educational expenditures during the
Depression (Canada, 1940). Howevzr, it did recommend a small federal grant
to the provinces to providc umvcrsnty scholarshlps and bursaries which would
bring educational opportunities within the reach of poor but able students.

Much of the concern about student financial aid from 1940 to 1945 was
directed to assuring that proper provision would be made for rcturning
soldiers who wished to coniinue their education. The projected veteran
enrolment of 35,000 to 40,000 persons would double the level of cnrolment
that had been accommodated in Canadian vaiversities in 1939 (Stager, 1973).
Although tuition fees covered about 40 per cent of operating costs at that
time, a doubling of enrolment would lead to a sharp increase in the total
operating costs that could not bc covered by the additional fecs from the
veterans.

The universities (through their national organization) proposed a fedcral grant
of $150 per student veteran. In agreeing to this grant, the fedcral government
stipulated that the universities should avoid "excessively large classes”. In this
sense, the federal grant could be seun as providing funds to assure both

thirds of the yield of ten years earlier (McNeill, 1939). The general price
level also fell, but by less than the reduction in universities’ income.
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accessibility and quality. From 1945 to 1951, the federal government
continued to offer this essential support to the universities through the
Veterans Rehabilitation Act.

Federal Support for the Univessities By 1951, enrolment began to
decline as the veterans graduated from their accelerated programs. The
universities foresaw a return to the prewar conditions of uncertain financial
support, and the need either to increase tuition fees or to decrease their
teaching staff and programs. Since provincial grants were virtually unchanged
(in real terms) from their 1941 levels, higher tuition fees and increased private
philanthropy were the only apparent routes to fiscal and faculty survival.

The Massey Commission on National Development in th~ Arts, Letters, and
Sciences recognized the universities’ financial ciisis in its 1951 report. It
recommended the implementation of direct federal firancial assistance to the
universities,” and an enlargement of the federal/provincial program of
bursaries and loans (Canada, 1951). The Commission’s recommendations
were adopted by Parliament within a month of their presentation, but only
because strong public support had been engendered by a nationwide speaking
canpaign organized by the university pre -idents (Stager, 1973).

The federal government’s grants for veterans, and then for general university
assistance, helped the universities bridge the financial crisis through the late
. 40s and the 1950s. The early 1960s presented another problem - the sharp
increase in the university-age population.

Origins of Government Control of Fees

Proposal For A Grants Formula® As the postwar baby boom began to
reach the end of its secondary schooling and to preseat an enrolment
challenge to the universities, the Canadian Universities Foundation (CUF),
commissioned an independent review of the financing of higher education in
1964, chaired by V.W. Bladen.* The dramatic growth in potential enrolments

2 The federal grants were rejected by Quebec on constitutional grounds.
The grants were paid into a fund until 1960 when they were finally accepted
by the Quebec provincial treasurer.

3 1am greatly indebted to Martin England, University of Toronto, for
authoring an original paper that forms the basis for this scetion on the
evolution of Ontario’s financing formula from the Bladen Commission to the
current (1988-89) formula. See also Darling et a/ (1989). Any eirors or
omissions in the following version are cntirely of my own creation.

4 The Canadian Universities Foundation was the executive agency of the

National Conference of Canadian Universities, the predecessor of the
Association of Universities and Colleges of Canada (AUCC). Professor V.W.
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Evolving a Tuition Fee Policy

had spawned numerous committees and reports during the early 1960s to
prepare for physical growth in the universities. While both levels of
government had committed themselves to an expansion of facilities for
postsecondary education, the means by which the growth was to be financed
had yet to be determined:

Mcanwhile, expansion has been proceeding: established universities
have pronded for increased enrolment and new universities have been
founded in the confident expectaiion that the necessary financial
support will be forthcoming. The provinces appear to have become
committed to expansion on a very large scale; they now face the
problem of finding the necessary funds (CUF, 1965:6).

Provincial operating grants to universities had previously been determined
through a process of budget submissions and negotiations between individual
institutions and the provincial government. This process was unsatisfactory to
both the universities and the government for several reasons: 1) the line-by-
line scrutiny of university budgets opened the universities to government
control and exposed the government to charges of favouritism; 2) the
budgetary approach to grants encouraged * deficit financing’ that provided no
incentive for efficiency; 3) the annual negotiations made it impossible to do
long-term planning; and 4) potential private donors were dissuaded from
contributing to universities when they knew that the contributions would
simply reduce the amount of the government’s grant.

To oveccome these problems, and especially to provide more predictable
funding and to reinforce university autonomy, there was considerable interest
in devising a formula that could be used to determine provincial government
grants. During the preceding decade, therz had been increasing use of
formulas and cost analysis in some of the American states (Miller, 1964).
This approach, however, still involved line-item scrutiny of budaets, with
proposed expenditures measured against an institutional norm that aad been
calculated by the state government. It was this type of formula that the
universities in Canada, and particularly in Ontario, wished to avoid. The basic
distinction that was made by the universities was between a budgcting formula
and a granting formula. At the same time, the Robbins committee on higher
education in the United Kingdom (U.K., 1963) had recommended various
mechanisms for protecting the universities’ financial autonomy, but these were
of the *buffer body’ type that held the potential for more centralized control

of the individual universities.

Both in briefs to the Bladen Commission and in comments made in the
Ontario legislature, there were proposals for a granting formula. The leader

Bladen was a political economist, dean of the Faculty of Arts and Science at
the University of Toronto, and the chairman of thc one-person royal
commission on the Canadian automobile industry, which had i cported in 1961.
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of the New Democratic Party (Donald C. Macdonald) argucd that university
funding should be discusscd on the basis of a formula and the Minister of
University Affairs (Wm. G. Davis) informed the legislative assembly that:

The question of universities making annual submissions to the
committee is something we, too, would like to alter...Jt would make
my work...relatively simple if a formula could be established whereby
the universities need only calculate the number of students in each
faculty and let the government establish a formula whereby each
student received x number of dollars (CUF, 1965:43).

The grants formula that was proposed by the Bladen Commission was based
on enrolments that would be weighted by program of study and multiplied by
a grant per weighted enrolment. But the Commission also advocated that
tuition fees be determined by the universities, and thus scparated from the
funding formula, as an instrument of differentiation between universities:

The proposal that universities be free to establish their own fees, with
a system of formula finarcing, would give each university additional
control over its destiny. A university might decide that some
educational variant, let us say a higher ratio of staff to students than
is general, would raise costs above what could be met from the funds
available, but would be so beneficial to students that they would pay
higher fees to come to a university offering that variant. Freedom
to experiment would be promoted (CUF, 1965:81).

Fees in the Original Ontario Formula The formula that was actually
implemented by Ontario in 1967 differed from the formula proposed by the
Bladen Commission. Tuition fees were subtracted from the government-
determined level of total operating income in establishing the government’s
grant to the universities. But the government’s advisory Committee on
University Affairs (CUA), in proposing the original operating grants formula
to the Ontario government, had clearly endorsed the autonomy of the
universities in setting tuition fees, and recognized the potential differentiation
of fees for similar programs.® In a memorandum that led eventually to the
new (but different) formula, a CUA subcommittee emphasized that:

It would be improper for the government to determine fees, and
homogeneous province-wide fee scales arc equally inappropriate. In
fact, with new and worthwhilc variations being introduced in the
pattern of higher educat’ n in Ontario, much larger variations in fees

5 A committce of the CUA had indcpendently been working on the
development of a grants formula at about the same time the Bladen
Commission was preparing its final rccommendations. In cach casc, the intent
was to find a formula that would yield approximately the same revenucs for
the universitie-, whilc avoiding the problems alrcady described.
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leading to the same degree :nay be in order to reflect variations in cost
(Ontario CUA, 1965:12. Emphasis added).

Tuition fees were to be taken into account in the operating grants formula,
not so that the government could regulate the fee level, but as a reflection of
the recent pattern of sources of operating income for the universities. It was
intended that this historic pattern would provide the base for a formula that
would determine the required level of provincial funding in each succeeding
year. In other words, the formula was to be a simple codification of existing
funding sources, designed so that it would replicate the level and composition
of this funding, and such that universities could continue to receive an
adequate level of support without having to engage in the submission of
individual budgets. That is

..the formula should be designed to indicate some kind of nominal
gross income, embracing the aggregate of provincial grants, federal
grants, and fees. It is difficult to see how any other approach would
have any hope of reasonably long term effectiveness. Actual
provincial grants would then be determined by subtracting federal
grants and fees from the aggregate (Ontario CUA, 1965:13).

The formula proposed by the subcommittee of CUA made it clear that it was
intend=d to be an instrument to reinforce the autoaomy of the universities
rather than a mechanism for financial control by the government. But while
the government’s implementation of a grants formula did not lead it to
assume control over tuition fees directly, its control of the basic operating
income enabled the government to control fees indirectly through its
determination of a standard fee for calculating the government grants.

Determination of the Standard Fee In the formula actually implemented
by the government, the universities’ basic operating income was to be
calculated on the basis of two major sources: (i) standard tuition fees; and
(ii) provineial government grants. The rationale for the standard fee was
desc:ibed a, follows:

For purposes of calculating the distribution of the Provincial grant,
the use of a ‘standard’ fee for each course is suggested.

Consideration was given to the use of actual fees, but this was
rejected as being prejudicial to individual institutions. The suggested
method has the benefit of discouraging universities from moving
towards higher fees. At the same time it is pointed out that this
method would not preclude universities from charging special fees for
special services. The Committee [CU * , proposes the use of standard
fees and suggests that the universities be encouraged to move towards
a common fee strucware and possibly a single academic fee for all
courses and years (Ontario DUA, 1966).

In proposing this use of standard fees, and movement toward a single fee for
all courses and years, the CUA completely contradicted the advice of its
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subcommittee which the preceding year had emphasized that even larger
variations in fees would be warranted. This was the outcome of opposing
political and academic views within the CUA, and established the mechanism
for government control of fees.

The standard fee was the median value of the fce charged for any given
program by all institutions.® Universities retained the right to set their own
tuition fees, but the use of the median fee in determining provincial grants
exercised a strong influence on fee levels. An institution charging less than
the median was compelled to move its fees up to the median in order to
maintain its total revenues. This same institution would be discouraged from
moving above the median, since this would alter the median itself, neutralizing
the financial benefits of doing so for the particular institution. Not only would
the benefit be neutralized for that institution, it would penalize all institutions
below the median.

The Committee of Presidents of the Universities of Ontario (CPUO)
immediately recognized this problem during the first year (1967/68) of the
formula’s implementation, and endeavoured to find a plan that would correct
the "frozen injustice” resulting from using the median value to define the
standard fee. One proposal was that a universal standard fee be adopted for
the purpose of calculating provincial grants and that universities then establish
their own common schedule of actual fees. The ensuing discussion in the
CPUO indicated a divided view, with some presidents favouring a uniform fee
or schedule of fees while others wished to retain individual university
autonomy to charge fees above or below the standard fee (CPUO Minutes,
January, 1968). Consequently, a CPUO subcommittee was asked to study the
relationship of tuition fees and the grants formula and to consider alternative
policies.

In its report, the subcommittee recalled that the original proposal for a grants
formula had allowed universities to set their own fees and that the standard
fee had indeed been intended only as a nominal fee that would be used in
calculating the size of the government grant (CPUO, 1968). But in one short
paragraph, the subcommittee dismissed the possibility of retaining the
universities’ autonomy in setting fees:

It has been argued that the government should recognize a standard,
unchanging fee or set of fees for formula purposes, and should pet.nit
the universities to set their actual fees at any figure they like. There
is no point in examining this possibility because it is unacceptable to the
government (CPUO, 1968: 15. Emphasis added.)

¢ The reason for using the median rather than the weighted mean (or
even the unweightcd mean) is not recorded. One may assume, however, that
the in‘ent was to use a fee that represented approximately thc mid-range of
the fees charged.

Q
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The subcommittee belicved that the government would not agree to
universities setting their own fees because of its fear that this would result in
"unduly high fees". But some members of the CPUO argued that "competition
would provide an cffective deterrent to excessively high fees” and that
universities should be permitted to at least set fees that reflected the
differences in program costs between universities (CPUO Minutes, April
1968).

The CPUO subcommittee considered several methods for restoring this
principle. Most were judged not feasible cither because some universities
would benefit while others would not or hecause higher fees would simply
reduce the government’s grant by the same amount. Three alternatives were
considcred that would correct the specific protiems associated with the
median-cum-standard fee: 1) a single fee for all programs; 2) a common
schedule of fees that would bear some relationship to the costs of programs;
and 3) the existing schedule of standard fees. A schedule of cost-related fees,
differentiating fees for medicine ($600), engineering ($540), and all other
programs ($450), was seen to be more favourable for the majority of students
but would require a larger government contribution. The subcommittee
finally recommended a universal fee of $480 for all undergraduate programs
and $405 for all graduate programs.

The CPUO ecventually decided, in April, 1969, not to adopt any of the
subcommittee’s recommendations. Although there was some support for
using the current schedule of standard fees as a common fee schedule for all
universities, this would have entailed a reduction in fees revenue for the
previous ‘winners’ and a gain in revenues for the previous ‘losers’. It
would alsv have required fee increases at some universities, at a time when
public opinion seemed to favour a reduction in fees.

The CPUO decided instead to adopt a common fee schedule based on the
lowest fees charged in the Ontario university system for each of the major

programs:

The recommendation to set a uniform pattern of fees, based on the
lowest fee charged for each programme by a university in the system,
was then approved in principle, subject to support by CUA and DUA
and agreement that necessary additional funds would be provided by
the Government (CPUO Minutes, April 1969).

While avoiding any fee increases, it would require at least an additional $2
million grant from the government (some of which would be offset by a
reduction in the Student Awards payments). When the CUA made it clear
that the universities could expect no increase in the government grant, the
CPUO abanconed this approach and returned to the "frozen injustice” of the
median fee.

The irony of this dilemma with a standard fee was that government did not
initially impose control over the fee levels; rather the financing method drew
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the universities into effective regulation. Because individual institutions could
not by their own actions control the median fce, there was increasing
reluctance to zdjust the actual fees. Moreover, this recourse to a median fce
was originally intended to discourage universities from charging low fees (and
thereby increasing the government grant) but it was transformed over time
into a ceiling on fees. The further irony is that althougn the government had
announced a policy of universal accessibility to postsecondary education, it did
not intend that low and 1. 7ulated tuition fees would necessarily be the
instrument by which this policy objective could be met.

Evolving a Tuition Fee Policy

The 1970s: Action Without Policy By 1969 the government had assumed
effective control over fee levels, but it lacked an explicit tuition fee policy, or
an appropriate method by which tuition fees could be determined. The
standard fee for each program continued to be defined as the actual median
fec in the university system. In 1971-72, however, the median fee for each
program was fixed as the formula or standard fee on which future adjustments
would be based.

This specific action, by which the government removed the last vestige of de
facto umiversity autonomy in setting fees, was initially scen as a favourable
decision for the universities. The government permittcd the universities whose
fees were below the median to adjust their fees up to the median level
"without such actions by themselves altering the formula fees as they are not
cstablished” (DUA letter to COYJ, successor to the CPUO, July 30, 1971).
The "frozen injustice” had finally been corrected. But this meant that the
formula fee (or standard fee) would no longer be defincd by the median value,
or any other value determined by the universities. Instead, the formula fee
would be set by the government.

The government increased the formula fee by $100 for 1972/73. 1t is not
clear to what extent the universitics had been consulted on this action, or
whether they had indeed encouraged the government to increase fees. In any
casc, the universities had little choice but to pass this on as an increase in the
actual tuition fees in order to avoid a reduction in operating revcnues. The
increase was also greeted with considerable opposition from student
organizations. In the face of such political controversy and in the absence of
an cxplicit policy, and despite increasing inflation, fecs remained unchanged
froin 1972 to 1977.

In 1975, the Ontario government’s (Henderson) Program Revie v Cummittee
had reccmmended that the government allow the universities to st their own
tuition fees so that government grants could be reduced as a share of the total
operating costs (COU, 1978). It specifically suggested that fees should rise to
about 24 to 28 per cent of operating costs, which was the level reached in the
mid-1960s. This would require that fees be increased by about 65 per cent.
(A further recommendatica proposed that existing fedcral and provincial
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Evolving a Tuition Fee Policy

student assistance schemes be replaced by an all-loan plan with repayments
based on graduates’ incomes.)

The Council of Ontario Universities (COU) reacted to these proposals in a
submission to the Ontario Council on University Affairs (OCUA), the
successor to the CUA, by stating the principles that should govern the setting
of tuition fees (COU, 1976). The COU argued that universities should regain
control of tuition fees and exercise their legal prerogative for setting fees,
within a framework of five principles: 1) the current government grant should
be at least maintained in real (constant dollar) terms; 2) fees should increase
(with adequate advance notice) but not so that they would "substantially
increase the burden upon the students”; 3) changes in fees should be
accompanicd by increases in student aid, and particularly in the grant portion;
4) fees might differ between universities, in accordance with different financial
arcumstances; and 5) fees for different programs should be based primarily
on consideration of accessibility rather than the graduate’s future financial
returns or the institution’s program costs.

In arriving at this position, the COU affirmed that students should pay a fair
share of the total cost of their university education. But when the COU
addressed the question "What is a fair share?" it revealed that no consensus
could be found. It was left with the ambivalent conclusions that the arswer
depends somewhat on historical circumstances, and that "the test of
reasonableness is ul-important”.

The COU statement of principles, and the ensuing OCUA hearings
contributed little to a resolution of the tuition fee issuc. Moreover, a
government decision in 1977 to increase the formula fees again by $100, after
a tive-year freeze, emphasized the need for a policy on fees.

The 1979 Tuition Fee Policy In 1979, the provincial government sought
the advice of the Ontario Council on University Affairs (OCUA) on a tuition
fee policy. The resulting statement dealt with four central issues: 1)
accessibility and financial assistance; 2) the concept and level of formula fees;

7 The secretary of the COU, in forwarding this report to the chairman
of the OCUA, commented that:

..this is a controversial area and we have not found it easy to
determine a consensus position...It should be noted in particular that
principle #4 was adopted by a vote of 12 to 10 (Letter, 9 June 1976).

% There likely were several reasons for this five-year freeze on tuition
fees, but the political instinct and influence of then premier, Wm. G. Davis,
seem to have been predominant (Dupré, 1977). It has also been suggested
that the government was concerned about the impact a fee increase would
have on the costs to the Ontario Student Assistance Program (OSAP).
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3) the indexing of fees; and 4) institutional autonomy in sctting tuition fecs
{(OCUA, 1979). This mcmorar.dum is reproduced in full in Appendix B.

With respect to accessibility, the OCUA commented on the lack of conclusive
evidence that related changes in tuition fees to the demand for university
education. This is surprising and puzzling because a major study had dealt
with this topic in the Ontario context (Handa, 1970) and several survey articles
had been published (Handa and Skolnik, 1972; Jackson and Weathersby, 1975;
McPherson, 1978) and were easily available to the OCUA. The Council
recommended thac accessibility be reassessed after three or four years to
determine whether the fee increases it was about to propose had affected
university participation rates. This retrospective study apparently was never
undertaken; nor had there been any study of the effect of the freeze on tuition
fees between 1972 and 1977.0

The OCUA recommended that a standard fee be retained as part of the
formula, and gave special attention to annual adjustments in this fee. Its
proposal that annual increases in formula fees be equal to the annual
percentage increase in "governmeri operating grants to the university system"
had the appeal of visible equity - students would in effect entcr into a
partnership with government wherein their share of operating costs would
neither exceed nor fall behind that of government.!® The consequence of this
mechanism, however, was the freeze it imposed on the student’s share.
Indeed, the Council stated at the outset of its policy statement that it had
chosen not to address "the optimum balance between the student’s share and
the government’s share because this question was related to the larger issue
of income redistribution”.

? It is not uncomraon for governments to leave the effects of their policies
on tuition fees or student aid to go unexamined. In a survey of the major
public universities in the United States, it was reported that only 19 out of the
-9 states had conducted a study of the effect of recent tu'tion and student aid
policies on access and enrolment patterns (SHEEO, 1988).

0 The indexing recommendation has been interpreted somewhat
differently from year to ycar by the government. During the early i980s,
virtually all of the government grams to universities were based on the
formula and thc annual change in the total formula grants was used as the
percentage increase in formula fees. In recent years, and particularly since
1986, the government has decreased the relative proportion of the formula
grants, with an increasing proportion of grants to universities being distributed
through targeted funding. For the period 1986-87 through 1988-89, formula
fees incrcased at roughly the same rate as basic grants. For 1989-90, however,
fees will increase at the rate of increase in total grants, including targeted
funds. The difference between the two measures of increases in the grants
can be quite significant in any given year. When the index was derived from
base grants, rather than the total grants, there was a further decline in the
proportion of total operating costs that came from tuition fees.

0\~
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Evolving a Tuition Fee Policy

On the issue of wniversitics’ autonomy in setting fees, the OCUA
acknowledged ti.at there were "widely differing opinions”, ranging from
restoration of full autonomy to complete government control. Ultimately,
the OCUA chose the middle ground, "a solution which was equitable for all":
formula fees should remain unchanged, apart from the annual indexation, but
a university could elect to raise fees up to 110 per cent of the formula fee
without facing a reduction in the government’s operating grant:

It seems appropriate that some autonomy in setting fees be returned
to the universities. However, the degrze of autonoray should not be
such that tuition fees would become a prime factor in a student’s
choice of university or program (OCUA, 1980:63).

Apparently a maximum increase of 10 per cent was regarded by OCUA as a
reasonable range for institutional freedom in setting fees, consistent with the
concern for accessibility. In effect, it was willing to experiment with the
sensitivity of enrolment to changes in fees within this 10 per cent range, and
would review the experiment in three to four years.

The government implemented this proposal for the 1980-81 academic year.
While it appeared that a way had at last been found to restore institutional
autonomy, this discretionary range was not used by the institutions in a
discretionary fashion. By 1982-83, all universities had moved to the maximum
allowed. Again it is ironical that a policy intended to offer institutional
differentiation resulted in uniformity.

That the umversities would all increase their fees by 10 per cent was
predictable Enrolments had increased faster than government funding, and
the universities were finding it even more difficult to maintain the range and
quahty of services than they had in the 1970s. Consequently, the 10 per cent
increase in fees provided funds that would partly close the gap between the
level of base funding that the OCUA had recommended and what the
government had provided.!!

Integration of Ancillary and Tuition Fees In 1982, when the government
expressed concern over the array of ancillary or incidental fees levied by
institutions, the OCUA was asked to review this matter. Ancillary fees at this
time amounted to $100 to $125 at most universities (equivalent to about 10
per cent of the tuition fee) but ranged from $70 to $230, depending on the
university and program (OCUA, 1983:135).

When the standard f~e *as intioduced in 1967, as a component of formula
financing, the Departni. nt of University Affairs (DUA) did not contemplate

1 Revenue from the * discretionary’ 10 per cent premium on the formula

fee ~ould also be used for purposes other than the normal operating costs
described previously.
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the prohibition or control of other fees: "..this method [assuming standard
fees] would not preclude universities from charging special fecs for special
se.vices” (DUA, 1966:15). Notwithstanding thece original interdons, the
government’s recent conce~ was unambiguous:

This activity [the review of ancillary fees] is particularly important in
light of Cabinet’s concern for the impact of ancillary fees on the
provincial policy of accessibility ... (MCU letter to OCUA, June 8,
1983).

The OCUA decided, however, to ~upport the prerogative of the universities
to levy ancillary fees because they were "not unreasonable”; and there was
little variation between institutions in the level of these fees.

By 1985 several universities had introduced large ancillary fees (up to L) per
annum) which the OCUA characterized as "back door tuition fees":

Council views tuition fees as the contribution made by students
towards the normal operating costs of the University including
expenditures associated with instruction, non-sponsored research,
academic support services (e.g. the library), adninistration and
physical plant maintenance (OCUA, 1986:110).

Henceforward, compulsory ancillary fees that conformed to the foregoing
definition would be prohibited. To compensate universities for the forgone
revenue from such fees, the OCUA further recommended that the level of
institutional discretion in setting fee: be raised from 110 to 115 per cent of the
formula fec schedule.!? The government accepted the principle of this
treatment of ancillary fees but estimated that an increase in tuition fees of
only an additional 3 percentage points would compensate universities for the
forgone revenue.

Conclusions

Through the two decades since the initial proposal for a granting formula, the
government’s position on student fecs has evolved from complete university

12 Universitizs could continue to charge ancillary fces fcr certain purposes
including the costs of individual academic services (aj peals, transcripts, ctc.)
and the cost> of materials that the student would retain (printed riaterial, art
supplies, film); charges for health services, insurance, and parking; and fces
for student activities, organizations, and athletics.

B This increase, from 110 to 113 per cent of the standard fee, was
implemented in 1987-88. It appears as an incrcase in the tuition fee in the
historical series on fee levels, and therefore overstates the cur cnt fee level
in historical comparisons.
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Evolving a Tuition Fee Policy

autonomy to complete government control.™ This occurred with no change
in the universities’ legal authority to deteir e their fees nor in the legisl: *ive
framework concerning the government’s b. sgetary powers. More importantly,
the evolution of ¢“ition fee policy was not carefully deliberated; rather, it
occurred in response to a variety of shett-term political circumstances and
pressures. (For a chronological summary of the evolution of tuition fees, see
Table 2.1.)

During the 1950s and 1960s, accessibility or equality of educational opportunity
was - =oted through student aid programs designed to help low-income
studen.., «ncet the cost of rising tuition fees. But after the government gained
cont . of tuition fees through the financing formula, the accessibility poli
was pursued more directly by restraining general increases in tuition fees.
This use of low tuition fees to encourage participation by minority or low-
income groups is also seen in Chapter 7 to be a more expensive policy - in
terms of the resuits achieved - than specialized student aid programs that are
directed at a target group.

The greatest nuzzle that appears as one examines this evolution of tuition fees,
in the context of the accessibility policy, is that so little attention has been
given to the other costs of university education that are borne by students.
Tuition fees have become a political symbol in the accessibility debates. Yet
they arc a smaller expense than the students’ otl .r expenses for room and
board, books, supplies, and transportation, representing about one-fifth to one-
quarter of a student’s direct expenditures. This relationship of fees and other
student expenditures is examined in greater detail in the next chapter.

Because the government has viewed tuition fees primarily as a vehicle for
increasing accessibility to universities, it has not taken account of other factors
that are usually considered in determining the amount and method of public
financing for university education. These issues - such as the allocation of
resources and income redistribution - are discussed at length in t_aapter 5.

u Perhaps government control can never be absolute. The universities
have retained a tiny vestige of autonomy with respect to the administration of
the fees revenv A, some universities, the fee is regarded as the price for a
package of co.rses; if a student withdraws from a course, even early in the
term, there is no refund of part of the fee. But at other universities, the fee
is a price per course and a withdrawing student receives a pro rata refund.
This apparent inequity is probably known only to university comptrollers and
parents whose children are attending different Ontario universities.

1 Accessibility in this context refers to the relationship between tuition
fees and students’ enrolment decisions. The government has also pursued
another branch of accessibility policy by offer'ng universities financial
incentives to increase the number of spaces available.
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Table 2.1

Chronology of Tuition Fee Policy Changes Since 1967

1967-68 Formula introduced for determining provincial government grants to
universities.
Standard fee used in the formula was the median value of the
different feas charged by Ontario universities for each program.

1968-69 CPUO proposed that the jowest fee charged by any university should
be the standard fee. This was not implemented.

1969 CPUO acknowledged that the provincial government had gained de
facto control of tuition fees.

1971-72 The government adopted the current set of median-fee values as the
standard or formula fee to be used hencefortn in calculating the
formula grants.

Universities therefore had no further influence on the formula fee.

1972-73 The government increased the formula fee by $100 in each prograr.
category; the universities added this increase to the actual fees.

1972 to 1977 Tuition fees remained fixed at the 1972-73 level.

1977-78 The standard or formula fee was again increased by $100, and this
again was added to the actual fees.

1979 OCUA review of tuition fee policy.

1980-81 Implementation of OCUA recommendations for (1) allowing

universities to increzse fees up to 110 per cent of the formula fee;
and (2) annual indexing of fees based on rate of increase in
government grants.

1982-83 Al universities charging fees at 110 per cent of standara fee.

1986 OCUA review of ancillary fee policy.

1987-88 The government permitted universities to increase fees by a further 3
percentage points (to 113 per cent of the standard) in lieu of certain
ancillary fees.
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Chapter 3

Tuition Fees at Ontario Universities

This chapter traces the changes in tuition fecs at Ontario universities and
compares these with changes in totar educational costs for the student, the
universities, and the economy. Comparisons are also made with changes in
tuition fees at uaiversities in other 1¢gions of Canada and in the United States.

Changes in Tuition Fees, 1929-1989

Tuition Fees Since 1929 The long-run pattern of changes in tuition fees
in Ontario universities can be illustrated by reference to the fee for the arts
program (ldtcr arts and science) from 1929 to 1989 at the University of
Toronto.! This sixty-year period can be divided into five shorter periods that
are evident in Figure 3.1. This chart illustrates not only the long-cycle changes
in tuition fees, but also the very short-term effects of inflation on the real
value of the fee. The saw-tooth effect occurs primarily because the fee was
unchanged, or was increased by less than the annual inflation rate. This effect
also emphasizes that changes in the tuition fee have been more irregular than
changes in the inflation rate.

The fee doubic d between 1929 and 1936 - particularly during the early part of
the Depression - when the Ontario universities’ income from government
grants dropped from 60 per cent to 50 per cent of total operating income
(Canada DBS, 1950). The impending deficit was avoided by increasing tuition
fees, so that fee revenue rose from 22 to 30 per cent of total operating
income, and by freezing or decreasing faculty salaries. Yet, while fees rose so
sharply during this period, undergraduate enrolment in Ontario rose by 23 per
cent (Canada DBS, 1950).

During the 1940s, fees did not keep up with inflation, so the real fee fell by
more than 20 per cent. Part of this decline can be attributed to the wage and
price controls imposed during World War II, but also to the fact that the
federal government made a grant to the universities of $150 for each returning

! The arts fee at the University of Toronto was selected because this has
been the largest program at the largest university throughout the period. No
time series exists that would show the weighted average undergraduate fee in
Ontario. The actual annual fees, which were obtained from the faculty’s
annual calendar, were adjusted to 1985 prices, using the consumer price index
(CPI), and then were indexed to the fee for 1988-89. These adjustments make
it possible to see immediately from the chart the percentage changes in real
terms that have occurred over various periods
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Fee (1988 $)
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Figure 3.1  Tuition Fee for Arts Program, University of Toronto, 1929-1989
Constant (1988) Dollars

Source Annual Calendars of the Faculty, University of Toronto (Universitv Archives)
See Appendix Table A.1 for fees data.
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Figure 3.2 Tuition Fees for Arts, Engineering and Medicine, University
of Toronto, 1929-198% (Arts 1988=100)

Source Annual Calendars of the Facutties, University of Toronto (University Archives)
See Appendix Table A 1 for fees data

o 3 1
FRICy, +

Aruitoxt provided by Eic:




Tuition Fees at Ontario Universities

veteran.? Since this amount was cqual to the tuition fee, it represented a de
facto doubling of the actual tuition fee and made it almost impossible for the
university to imposc a general tuition fee increase.

From 1950 until 1965, tuition fees again doubled in real terms. But despite
this sharp increase in fees, undergraduate enrolment rates also increased much
more than during subsequent periods when the real value of fees was declining
or stable. From Figure 4.2 in the following chapter, it can be seen that the
university enrolment rate’ in Ontario increased by fifty per cent during the
1950s and almost doubled during the 1960s.

From 1966 to 1979, fees declined in real terms by one-third; this occurred
mainly because there was no change in the actual fees from 1965 until 1972,
while increasing inflation diminished the real value of the fee. Following 1979,
the fee remained virtually constant in real terms except for the 3 per cent that
was added in 1987 in licu of the academic ancillary fees.

Fee Differentials for Professional Programs Tuition fees for medicine,
engineering, and most other professional programs have always been higher
than for the arts and science programs. But these differentials have narrowed
over time. To trace this change, the tuition fees for arts, medicine, and
engineering at the University of Toronto, for the sixty years since 1929, have
been shown in Figure 3.2 as an index (or percentage) of the fee for arts and
science. Since the fees for medicine and engineering follow the same general
pattern that was obscrved in Figure 3.1 for the arts fee, the important
observations here are with respect to the {ee differentials rather than their
absolute levels.

Through the period from 1929 to 1965, the fee for engineering was
substantially higher than the arts fee, by 30 per cent to more than 100 per
cent. The engineering fee in 1929, for example, was more than double the arts
fee; and in the 1950s, it was 30 to 50 per cent greater. Between 1965 and
1980, the differential narrowed steadily, from a difference of about $800 (in
1988 prices) to atout $150. Through the 1980s, the differential has been only
a little more than $100, or less than 10 per cent of the arts fee.

The fee for medicine was the same as the engineering fee through the 1930s,
but then rose sharply during World War II. This much higher fee for
medicine persisted until the mid-1960s. During the 1970s, the differential
between medicine and engineering (and arts) was narrowing slightly, but was
then reversed. Since 1982, the fee for medicine has been 27 per cent above
the arts fee.

2 This grant was in addition to the tuition and incidental {ees that the
government paid to universities on behalf of the veterans.

3 The enrolment rate is the actual enrolment as a percentage of the total
population in the university-age group.
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Figure 3.3 Average Tuition Fees for Arts, Engineering and Medicine for Five
Ontario Universities*, 1950-1989 Indexed to 1988-89 Average
Arts Tuition

* Average turtion for McMaster, Ottawa, Queen’s, Toronto and Westem

Source Annual calendars for each university
See Appendix Tables A 2, A.3, A.4 for fees data
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Year

Figure 3.4  Ratio of Niedicine and Engineering Tuition to Arts Tuition,
Ontarin Universities*, 1950-1989 (Arts Tuition = 1.00)

* Average turtion for McMaster Ottawa, Queen's, Toronto and Western

Source Annual calendars for each university
See Appendix Tables A 2, A 3, A 4 for fees data
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Tuition Fees at Ontario Universities

Fees for the University of Toronto were shown in Figures 3.1 and 3.2 because
data going back to 1929 were not readily available for the other universities.
For the period since 1950, however, the unweighted average fees for five of
the larger Ontario universities (McMaster, Ottawa, Queen’s, Toronto, and
Western) have been presented in Figure 3.3 to show that the pattern for this
group is similar to the trends observed for Toronto alone.

2lot only are the long-term trends quite comparable, but the differentials for
engincering and medicine are also similar. The average differentials between
the engineering and medicine fees and the arts fee, in terms of the fee ratios,
are presented in Figure 3.4. With the exception of three years in the mid-
1950s, the fee differential for engineering diminished sieadily from 50 per cent
to about 10 per cent by 1982 and then has remained at that level. Similarly,
the fee differential for medicine diminished steadily from about 90 per cent
in 1950 to about 30 per cent in the late 1980s. The narrowing of the
differential between the medicine or engineering fees and the arts fee that
occurred during the 1970s was the result of the $100 increase in fees in 1972
and again in 1977. This flat-rate increase represented a lower percentage
increase in the fees for professional programs than for the arts programs.

The Pre-Formula Fee Structure The variation among universitics in the
fees that were charged prior to the introduction of the grants formula is
displayed in Table 3.1. The actual fee (in 1966 dollars) for arts and science
at the large universities ranged from $450 at Ottawa to $500 at Queen’s, with
McMaster, Western, and Toronto charging $460 to $470. For engineering, the
range was wider - between $545 at McMaster and $650 at Toronto, but the
other universitics tended toward the low end of this range. For medicine,
there was a smaller range than in engineering - from $625 at Ottawa and
Queen’s to $700 at Toronto. Although the fee for law ranged between $425
at Ottawa and $550 at Toronto, there was only a $5 difference between the
fees at Toronto and Osgoode (later York).

Whether the differences in fees between universities are considered large or
small will depend on the perspective of each reader. A general puzzle,
however, is why the higher fees for the arts programs were in effect at the
newer and smaller universities. Undoubtedly, these institutions needed to
maximize their revenues, and it would appear that they believed high fees
would have a negligible effect on enrolment.

Triolithic Fee Structure A triolithic fee structure has evolved during the
two decades since the grants formula was introduced. This triolithic structure
- illustrated by Figure 3.5 - now combines most of the undergraduate
university programs into three groups, with three related fees: medicine and
dentistry at $1,794, or 27 per cent above the arts fee; engineering and

4 An unweighted average is used because the intention is cnly to smooth
the effect of any individual institution’s irregular fee changes.
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Chapter 3
Table 3.1
Tuition Fees' at Ontario Universities,
for Selected Programs,
Prior to the Grants Formula (1966-67)
Arts and

University Science Engineering Medicine Law
Brock 515 - - -
Carleton 529 589 - -
Guelph 460 460 - -
Lakehead 460 - - -
Laurentian 535 535 - -
McMaster 460 545 - -
Ottawa 450 5§50 625 425
Queen's 500 575 625 480
Toronto 470 650 700 490
Trent 550 - - -
Waterloo 510 585 - -
wLU 520 - - -
Western 465 550 675 5§50
Windsor 513 604 - -
York 550 . . 4852

1 Foes exclude ancillary fees, and are for an academic year of two terms or semesters,
Where the fee differs by level within the undergraduate program, the lower, first-year
fee is shown,

2 The fze shown is for Osgoode Hall Law School, which moved to York University in
1968,

Source: Queen's University Resources Planning Depantment {for fees at McMaster,
Ottawa, Queen’s, Toronto, Western) and Statistics Canada (D.8.S.) Tuition and
Living Costs at Canadian-Degree-Granting Universities and Colleges, 1966-67.
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Tuition Fees at Ontario Universities

$1.794

Medicine

Figure 3.5 Fee Structure at Ontario Universities, 1988-89

Source Ministry of Colleges and Universities, Orxario Operating Formula Manual, 1987
Actual fees shown are 113 per cent of the formula fees

architecture at $1,531, or 9 per cent above the arts fee; and most other
programs at $1,411.

Tuition Fees and Student Aid

Comparisons of trends in tuition fees with changes in student financial
assistance ought to be quite relevant to a study of fees policy, if only because
virtually every report that recommends increases in tuition fer- also
rerommends a comparable increase in student aid. (Some of these reports are
quoted later in Chapter 6.) Such comparisons are fraught with difficulty:
the actual weighted average fee must be used, rather than a benchmark such
as the arts and science fee, but this weighted average includes part-time,
foreign, and graduate students who have differing access to the financial aid
programs; and the financial aid data reflect changes in the composition of
eligible students and in non-tuition fee costs, as well as changes in government
policies on student aid.

5 Some comparisons of fees and student aid calculate a net fee by
subtracting average aid from average fees but this is even more misleading,
if only because it incorrectly suggests that the average studenmt faces a
discounted tuition fee.
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Figure 3.6  Ratio of Student Grants and Subsidies to Tuition Fee Revenues*
(Including Incidental Fees), Ontar'o, 1965-1985

* Includes graduate and visa student fees
Source Vanderkamp (1988)

Nonetheless, a comparison of student aid expenditures and fee revenue as
presented in Figure 3.6 can illustrate the general level of student aid - as
provided in direct grants and the interest subsidies associated with student
loans - as well as cyclical changes in the relative magnitudes of fees and aid.
The ratio of aid to fees increased sharply from 1965 to 1970, following the
introduction of the Canada Student Loan Plan (CSLP) in 1964 and the
Ontario Student Awards Program (OSAP) in 1966. (The CSLP subsidized the
interest payments on student loans until graduation, and the OSAP made
grants to students from low-income families.)

An increase in the average fee in 1971, together with a drop in aid, caused a
similar sharp decrease in the aid/fee ratio. But the ratio rose steadily from
1972 to 1977 during the period when tuition fees were frozen, and then
declined in the late 1970s. Through the 1980s, the ratio of aid to fees has
been roughly constant.
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Tuition Fees and Operating Expenditures

Tuition fees can be compared in size with a variety of cost and expenditure
aggregates, among which clear distinctions are not always made in policy
discussions. In the following sections, the value of tuition fees is expressed as
a percentage of some of these different concepts of *total costs’, as follows:

operating expenditure per student;

total operating revenue (excluding assisted research);
direct cost of nstruction for separate programs of study;
students’ direct expenditures for university education;
students’ total cost for university education;

the economy’s total cost per student.

el D=

Each of thesc approaches to measuring the cost or expenditure for university
education provides a different answer to the question "What percentage of the
cost of university education is sepresented by the tuition fee?"

Fees and Operating Expenditures per Student The preceding charts
illustrated the cyclical pattern of real tuition fees during the past sixty years,
and particularly the decline in fees during the 1970s and the plateau of the
1980s. Since one may think that a lower real fee meant that students were
paying a lower share of the total cost - or were receiving the same service at
a discounted price - it is necessary to trace the changes in total expenditures
for a student’s university educaticn during this more recent period.

Since 1970, there has been a long-run decline in the universities’ total
expenditures per student. As Figure 3.7 indicates, tuition fee revenue per
student has increased slightly during the past decade, while the total
expenditure per student has declined. Consequently, the student’s contribution
to the operating expenditure has increased slightly.

Whether or not the declining expenditure per student represents a
deterioration in the quality of university education is a matter that is given
closer attention toward the end of the next chapter. But it should not be
assumed that this represents econcmies of scale that result from expansion of
the university system. Extensive studies have shown that growth in university
enrolments results is. a wider range of course and program offerings, and
more sections of individual courses, rather than a lower cost per student. The
observed cost reductions are therefore likely associated with other changes
that may indeed reflect lower quality of the instructional re<ources.

Fee Revenue and Total Operating Revenue One of the most common
comparisons with respect to trends in tuition fees is one that relates fec
revenue to the universities® total operating revenue. Figure 3.8 shows that
revenue from tuition fees provided 35 per cent of the tota! operating revenue
for Ontario universities in 1951, but that this share had dropped to 23 per cent
when the grants formula was introduced in 1967. The contribution from fees
fell to its lowest point, 15 per cent, in the mid-1970s; th s has since risen to
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Figure 3.7 Operating Revenue and Fee Revenue per Student (FTE) for Ontario
Universities, Constant (1987) Dollars, 1972-1987

Source Council of Finance Officers - Universities of Ontano, Financial Reports.

about 18 per cent. But Figure 3.8 is included in this series primarily so that
attention can be drawn to the hazards inherent in this comparison.

When the intent is to show the percentage of the instructional cost for an
individual student that is covered by the tuition fee, the calculation represented
by Figure 3.8 can be misleading for several reasons. First, fee revenues
include fees for all student categories, including visa students and graduate
students. In fact, most of the increasing proportion of operating revenue that
is represented by tuition fees in recent years is due to a proportionately
greater increase in the number of visa students than in resident undergraduate
students.

The total operating revenue will also fluctuate with changes in government
funding for particular purposes that may have little relationship with the cost
of undergraduate instruction. Similarly, if the government contributions for

é Approximately two-thirds of the increase in the fees component of
total revenue is attributable to the visa student fees.
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Figure 3.8 Tuition Fee Revenue as a Percentage of Total Operating Revenue,
(Excluding Assisted Research), Ontario Universities, 1951-1986

Source Statistics C-anada, Financial Statistics of Education.
CAUGw, rinarcial Statistics f Universities and Colleges.

general operations decline, there will be an increase in fee revenues as a
percentage of the total income even if there is no increase in the fees charged.
Finally, since fee revenues depend on both the tuition fee level and the
number of students enrolled, an increasing percentage of total revenue from
fees may reflect an increase in enrolments with a less than proportion: ‘-
increase in grants. In none of these cases does a change in the proportion of
total revenue contributed by the fee revenue necessarily indicate that there has
been a change in the share of a student’s instructional costs that are covered
by the tuition fee.

Fees as a Proportion of Program Costs Although data arc not available
that show the universities’ actaal cost of instruction per student, either by
program or by university, one can approximate this cost. The value of the
tuition fee plus the government’s grant based on the program weights provides
an implicit program cost per student. Although it is sometimes argued that
the formula weights are not intended to influence internal allocations and
actual program costs, it is generally recognized that the weights were not
arbitrarily assigned but were drawn from actual cost data. In the early 1980s,
the OCUA confirmed that the formula weights continued to bear a reasonable
relationship to the relative program costs:

In Council’'s opinion - although there may be some discrepancies
between existing relative weights and relative costs - in the main ‘rough
justice’ is being done in terms of these relationships (CTUA, 1983:155).

Lo
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Table 3.2

Tuition Fees Compared with Implicit Program Costs, 1988-89

~—
Implicit  Actual Fee as

Program Formula Formula Actug| Progra per cent of

of Study1 Weight Fee? Fee Cost Program Cost

Group 1 1.0 1,249 1,411 5,277 26.7

Group 2 1.5 1,249 1,411 7,210 19.6

3roup 3 20 1,249 i411 9,143 151

Group 4 20 1,355 1,531 7,263 16.5

Group § 50 1,588 1,794 21,124 85

1 Programs of study are grouped according to formula weight and fee as follows:

Group 1: General arts and science, journalism

Group 2: Honours arts, rehabilitation medicine, library science, physical education,
fine arts, commerce and business, law

Group 3: Honours science, forestry, music, pharmacy, agriculture, education, nursing

Group 4: Engineering, architecture, optometry

Group 5: Medi~'ne, dentistry

2 The formula fee is the current value of the standard tuition fee that was set for the
Ontario university system in 1977,

3 Since 1987, the universities have been permitted to charge a tui‘ion fee that is 13 per
cent greater than the formula fee. From 1980 to 1987, the actual fee was 10 per cent
greater than the formula fee.

The implicit program cost consists of the government's total grant (per basic income
unit multiplied by the progrem weight), plus the actual tuition fee. This omits
approximately 5 per cent of total revenue that is received from other sources,
excluding sponsored research.

Source: Ministry of Colleges and Universities. The Ontario Operating Funds Distribution
Manual, 1989.
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While the allocation of resources among programs may vary across
universities, the average program cost for the university system has sufficient
reliability and relevance for this calculation. Furthermore, it does represcnt
the actual cost to the government {and to the economy) for each student in
a given program in the Ontario system. The calculations in Table 3.2 show a
wide range in the proportion of total program costs that was represented by
the tuition fee in 1988-89. The fee for general arts and science and journalism
was 27 per cent of the program cost; the fee for honours arts, commerce, and
law covered about 20 per cect of the program cost, while the tee for programs
such as science, pharmacy, engineering and architecture covered 15 or 16 per
cent of the zust. But the fee for medicine and dentistry represented less than
9 per cent of the cost.

Tuition Fees Across Canada

The preceding section has traced the trends in iees for Ontario alone;
comparisons are now made with the treads in other regions of Canada.

Tuition Fees in Other Regions The regional structure of tuition fees for
Canadian universities has changed very little since the mid- 1960s, and likely
not since their postwar development. (The earlies: year for which Statistics
Canada collected comparable fee data was 1966-67.) Fees in the Atlantic
provinces have generally been at the highest level in Canada, with Ontario
fees in a mid-range position, and fees in the western provinces being much
below this level. Although the freeze on tuition fees in Quebec dates “:om
1968, there had been little change in fees since 1965 when they were
comparable to those in Ontario and the Atlantic provincs.

Changes in the tuition fees for the undergraduate arts program at selected
larger universities in each region are shown in Figure 39. The fee at
Dalhousie (Nova Scotia) was quite close to Toronto’s fee unt.l the late 1970s.
Since tha* time, Dalbousie’s fee has had a greater increase, and is now about
25 per cent above the Toronto (or Ontario) level. The fecs in the Universities
of Saskatchewan and Alberta were much below the Toronto fce (by about 35
per cent) until the mid-1970s. Since then Saskatchewan’s fee has increased
more quickly than Toronto’s fee (by 160 per cent compared with only 80 per
cent for Toronto), so hat the current differential is less than 10 per cent.
But the fee in Alberta has risen more gradually than at Saskatchewan - by 120
per cent - but again, more quickly than at Toronto.

Changes in tuition fees have been more irregular in British Columbia. The
arts fee at the University of British Columbia actuaily declined during the
decade of 1966 to 1975, then increased at only a slightly greater rate than in
Ontario until 1980. But the UBC fee then increased at a greater rate than in
any other region, more than doubling during the early 1980s. Throughout this
period - 1968 to 1989 - fees at the CGuebec universities were frozen. There
have been recent proposa's, however, to raise the fees in Quebec to
approximately the average of fees in the other provinces (Conseil des
universités, 1988,.
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Figure 3.9  Tuition Fee for Undergraduate Arts Program, (Current
Dollars) Selected Canadian Universities, 1966-1988

Source Statistics Canada, Tution and Living Costs at Canadian-Degree-Granting Universities
and Colleges (81-219), annual

These diverse changes have widened the national structure of tuition fees,
such that the fee for arts programs in Nova Scotia and New Brunswick is now
about three times the fee level in Quebec, about double the level of fees in
Alberta, and 25 to 30 per cent above the level in Ontario.

Tuition Fees »s Share of Total Revenue in Other Regions Trends in fee
revenue as a percentage of total revenue for the regions of Canada are
displayed in Figure 3.10 in order to emphasize the similarities and differences
between the regions.

The long-run decline in the contribution of fee revenue to universities’ total
opcrating revenue is common to all regions. Fees represented 30 to 40 per
cent of universities’ revenue (excluding assisted research) in the 1950s, this
dropped to 10 to 15 per cent by the mid-1970s. Since then, the trends have
diverged, with a continuing decline in Quebec and a slight increase elsewhere.
But this increased share - especially in Ontario - may be explained by an
increasing proportion of the fees revenue coming from foreign students who
pay much higher tuition fees.
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Figure 3.10 Tuition Fee Revenue as a Percentage of Total Operating Revenua
(Excluding Assisted Rescarch) in Canadian Universities, by Region,
1951-1966

Sources Statistcs Canada, Financial Statistics of Educai.>"
CAUBO, Financial Statistics of Universities and Colleges

Tuition Fees in the Unit>d States

Tuition fees at American univcrsities show an eve.. wiaer ' iriation than the
comparison of fees among the regions of Canada - from $1,000 ac¢ the
California state universities to $17,000 at Harvard Universitv (in 1937-88 and
in terms of Canadian dollars). A more appropriate group of institutions for
comparison with Ontario universities, however, ts the publicly-supported
research universities, particularly those in ine east North Central region of the
United States. This group includes the Universities of Illinois, .ndiana,
Michigan, Ohio, and Wisconsin.”

The tuition fee ‘or arts and science {plus other requitzd fees) in Ontario was
at about the same level in 1972-73 as the average undergraduate fee at the
public research umwversities in the east North entral region (Wittstruck and
Bragg, 1988); each fee was approximately $64.. The average undergraduate
fee at public research universities in all of the states was $549. (It is also
convenient for this comparison that the average foreign exchange rate for 1973
put the Canadian and American dollars at par.)

7 This greup also includes five of the eight institutions that were

selected for comparison with the University of Toronto in a recent analysis
of university financing (COU, 1988a).
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Figure 3.11 Cumuiative Percentage increase in Undergraduate Tuition
Fees at Public Research Universities in the United States and at
Universities in Ontario, 1973-1987

Source Wittstruck and Bragg (1988) for US data, Table A.2 for Ontano data.

Since that time, however, fees at the major American public universities have
increased considerably more than in Ontario. As illustrated in Figure 3.11,
the average tuition fee for resident undergraduates in the east North Central
region rose by almost 220 per cent between 1972 and 1987 and by 210 per
cent for the entire United States. (Any additional fee for out-of-state students
1s excluded ) During the same period, fees in Ontario rose by 132 per cent, or
by only three-fifths of the increase in the American universities. This
difference is even greater when one takes inflation and the foreign exchange
rate into account. Inflation in the United States for the 1973 to 1988 period
was 172 per cent; in Canaaa it was 202 per cent. Moreover, the value of the
Canadian dollar fell from U.S. $1.00 in 1973 to a range of $0.70 to $0.80 in the
latter part of the period. Although exact comparisons based on these inflation
and foreign exchange rate adjustments are not possible because other
economic differences must also be considered, such adjustments would create
an - =n greater gap between fees in the United States and Ontario than is
represented in Figure 3.11 by the comparison of cumulative percentage
increases.

8  For a concise explanation of these difficulties in intcrnational

currency comparisons, and of the purchasing-power-parity tcchnique for
converting currency values, see Johnstone (1986).
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Students’ Expenditures and Costs

Tuition Fees and Students’ Expenditures  Of all thc ~xpenses a university
student incurs for an undergraduats program, the tuition {ee has received the
greatest public attention. Yet the fee represents a minor share of the
student’s total expenditures. Table 3.3 shows that tke tuition fee represented
about 22 per cent of a1 average undergraduate’s total expenditures incurred
in 1988-89. The major expenditure - for food and housing - was three times
the amount of the tuition fee; two other items - academic supplies and
transportation - together were equal to about 80 per cent of the tuition fee.

The tuition fee as a percentage of the student’s total expenditure has varied
only slightly during the past two decades. The fee was about 28 per cent of
total expenditures in 1973, then declined to 20 per cent in 1979, and has slowly
increased again to reach 22 per cent in 1989.

Tuition Fees and Students’ Total Costs In analyzing the economics of
undergraduate education, however, one must distinguish between expenditures
and costs. While food and housing require direct expenditures that must be
paid from the student’s financial resources, the full amount of these
expenditures cannot be included as the cost of education because living costs
must be incurred whatever one does. Only the extent to which expenditures

Table 3.3

Direct Expenditures by University Undergraduates,
Ontario, 1988-89

Average ) Pe:r cent
tem Expenditure cf Total
Tuition fee (Arts and Science) 1,411 221
Other fees, books, supplies 532 8.3
Transportation 597 9.4
Food and housing 3,843 60.2
Tota! 6,383 100

1 Average expenditures in 1983-84, adjusted for inflation to 1988-89. Data are from the
Statistics Canada 1983-84 National Post-Secondary Student Survey.
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for room and board exceed the amount that would have been spent if one
were in the labour force can be regarued as a cost attributable to the
educational program. The same distinction must be made for transportation,
clothing, and other expenditures that are related to routine personal care and
activities.

More importantly, the major personal cost involved in full-time study is the
cost of earnings that are forgone, to the extent that one would have been in
paid employment otherwise. Some readers may question whether students do
regard forgone carnings as a cost of their education, and whether they take
this cost into account when deciding whether to enrol in a university program.
There is evidence that students do indeed consider forgone earnings in their
educational plans and have accurate estimates of the value of these earnings
{Freeman, 1971).

Table 3.4

Private Costs per Academic Year, for Selected University Programs,
Ontario, 1988-89

Books,

Supplies, Mean Mean Fee as

Tuition Other Forgone Annual per cent

Program Fee Expenses Earnings Costs of Total
Arts and Science 1,411 1,130 6,500 9,041 15.6
Engineering 1,531 1,200 6,500 9,231 16.6
Architecture 1,831 1,400 7,300 10,231 15.0
Law 1,411 1,200 8,300 10,911 129
Medicine 1,794 1,600 8,400 11,794 15.2
Dentistry 1,794 2,800 8,400 12,994 13.8

1 Includes incidental fees. Cost differences between programs reflect ditferences for
books and equipment, as shown in annual faculty calendars

2 Data are bused on 1985 after-tax earnings of high school graduates aged 19 to 25,
from Census of Canada, 1986, and adjusted for wage infletion to 1988, Net forgone
earnings for females are about 75 to 80 per cent of those for males. Forgone
earnings are larger in the longer programs, reflecting the higher earnings associated
with higher ages.

‘o
“0




Tuition Fees at Ontario Universities

The importance or weight attached to this cost by different students depends
on several other factors, just as there are differences among students in their
reactions to differences in other costs and benefits of education. For example,
students whose parents are in high-income, professional occupations may be
under considerable family and other social pressure to go to university; for
them, the possibility of entering the labour force after high school is only a
remote alternative. Conversely, students from lower-income families - even
if they feel the same pressures to continue their education - are likely more
sensitive to the potential purchasing-power they forgo by choosing to go to
university. But whether or not forgone earnings should be discovated - either
for all students or to different degrees for different groups of students - when
this cost component is included with other direct expenditures, the amount
rem:.ins a large proportion of the students’ total cost.

The value of forgone earnings differs among students since employment
opportunities, especially for young high school graduates, differ by ability,
region, gender, and other factors (Crary and Leslie, 1978). These differences
are reflected, however, in the average earnings for all young high school
graduates that are obtained from the population census. Estimates of such
forgone earnings are based on the average after-tax earnings for high school
_ graduates (aged 18 to 24), which are then adjusted for summer or part-time
employment earnings and for other income from bursaries or scholarships.

The total private costs for university education therefore include the direct
expenditures for tuition fees, books, supplies, and other academic items, plus
the indirect cost of net forgone earnings. Private costs per academic year are
shown for selected programs in Table 3.4. The tuition fee represented
between 13 and 17 per cent of a student’s toial cost in 1988-89; for Arts and
Science students, the w.tion fee represented, on average, 15.6 per cent of their
total cost. By contrast, the tuition fee in Arts and Science in 1960 was 21.3
per cent of the students’ total cost (Stager, 1968).

Total Cost of University Education

Finally, the tuition fee can be put into its most comprehensive economic
perspective when all of the costs of a university program - both private and
public - have been identified and estimated. The private costs are those that
were included in Table 3.4; namely, the students’ direct expenditures for
tuition fees and other academic items and the indirect costs of forgone
earnings. The public costs include the direct expenditures represented by the
government’s formula grants. But there are also indirect cos:.s that must be
imputed; these are the depreciation and forgone interest, associated with the
universities’ plant and equipment, that are included to represent the capital
expenditures for construction and equipping of the instructional facilities. In
addition, there are the tax revenues forgone by various levels of government
as a result of universities’ exemption from certain taxes. (Government grants
to students are not included in this total because they represent a reallocation
of the cost from the private to the public share, not an increase in the total
cost.)

&
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Table 3.5

Total Costs per Academic Year, for Selected University Programs,
Ontario, 1988-89

Students' Costs Mean Fee as

Direct Indirect 2 Public Costs Annual per cent

Program Fee Other ! Drrect Indirect 4 Total of Total
Arts and Science 1,411 1,130 6,500 51036 3,908 18,052 7.8
Law 1,411 1,200 8,300 5,799 4,326 21,036 6.7
Engineering 1,531 1,200 6,500 7,732 5,578 22,541 6.8
Architecture 1,531 1,400 7,300 7,732 5,578 23,541 6.5
Medicine 5 1,794 1,600 8,400 19,330 12,674 43,798 4.1
Dentistry ° 1,794 2,800 8,400 19,330 12,674 44,998 40

1 Includes books, supplies, and transportation (from Table 3.4).
Mean annual net forgone earnings for males (from Table 3.4)

Government total grant per basic income unit, multiplied by program weight (from Table 3.2).

s wWoN

lrgiae)ct costs (depreciation, forgone interest, forgone taxes) are estimated as 60 per cent of the direct costs (Stager,
1 .

5 Mean annual costs for Medicine and Dentistry are based on costs for 2 years of Arts and Science and 4 years of
Medicine or Dentistry.

6 Weighted average for Arts and Science (from Ministry of Colleges and Universities, Student Awards Branch).
5
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Tuition Fees at Ontario Universities

When all of the costs associated with university programs are included, as
shown in Table 3.5, the amount represented by the tuition fee becomes a very
minor part of these costs - ranging between 7.8 per cent for arts and science
to 4.0 per cent of the total cost for medicine and dentistry.

Tuition Fees and Family Income

A family’s income is a major factor (together with the number of dependents
and other obligations) that determines the family’s ability to contribute to the
financing of a student’s undergraduate education. When data on family
incomes and tuition fees or other academic costs are compared, a common
mistake is to use the average income for all families, regardless of the parents’
age. But the parents of most undergraduate university students are in the
40 to 60 ycars age range; indeed, most are within the 45-54 year bracket.
Consequently, it is the average income for families whose head is within this
range that provides the relevant comparison.

While the mean income for Ontario familics where the parents are aged 45-
54 years increased by more than 36 per cent in real terms between 1971 and
1986, the tuition fee for arts and science decreased by more than 25 per cent
(see Tabie 3.6.). Consequently, the percentage of family income that is

equivalent to the tuition fee declined from 4.0 per cent to 2.5 per cent. ’

Concluding Observations

Taken in its entirety, this chapter provides more than a mere set of statistical
facts. Rather, it allows some fundamental observations to be made about
tuition fees at Ontario universities duriag the past half-century, and
particularly during the past two decades when the provincial government has
effectively controlled the level of fees and total expenditure for undergraduate
education.

It is often asserted that tuition fees have never been lower, after taking into
account the dollar’s diminishing purchasing power. On the contrary, however,
the fee for undergraduate arts programs in 1988-89 was equal to the fee that
prevailed in the mid-1970s, the mid-1950s, and the mid-1930s. Although the
fee fluctuated during the intervening years, it has remained fairly stable during
the past decade. But the once-substantial differences between fees in arts,
enginecring, and medicine have narrowed considerably, with the result that the
fee for medicine is indeed lower than it has been since 1930, and for
engineering since 1950.

? The problem is less serious if one is measuring the rate of change over
time rather than the absolute level at a given time. In a review of nine
alternative definitions of *family income’ as a measure of ability to pay,

Halstead (1989) found that the 10-year increases (1970 to 1980) ranged from
99 per cent to 145 per cent.

41
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Table 3.6

Tuition Fees Compared with Average Family Income,
for Family Head Aged 45-54 Years,
Ontario, Selected Years, 1971 to 1986

Fee as
Mean Tuition Fee' per cent
Family Income Arts and Science of Family
Year (1986 dollars) Index (1986 dollars) Income
1971 40,890 100.0 1,642 4.0
1975 49,454 120.9 1,430 29
1981 51,521 126.0 1,286 25
1984 51,015 124.8 1,358 2.7
1985 53,143 1300 1,373 26
1986 55,832 136.5 1,373 25

1 Average fee for McMaster, Ottawa, Queen's, Toronto, Western.

Source: Ontario Ministry of Treasury and Economics. Office of Economic Policy
(special tabulations).
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Tuition Fees at Ontano Universities

The absolute level of the (ition fee has little meaning, however, when viewed
in isolation. If the objective is to evaluate or develop an appropriate policy on
fees, expenditures for student aid should also be considered in order to
calculate a net fee. Although the available data are somewhat too aggregative
for dstailed comparisons, it appears that a rapid increase in financial
assistance during the late 1960s resulted in a low net fee through the 1970s;
this effect has gradually been reversed in the 1980s.

Reference is also made on occasion to the percentage that fees contribute to
the universities’ total income. It is arguable whether fees should be compared
with a measure of universities’ income that includes, or excludes, the revenue
for sponsored research. Either approach, however, shows a long-run decline
from the carly 1950s to the mid-1970s in the ratio of the tuition fee to total
revenue per student. There has been a modest increase since then, with the
fee now contributing between one-fifth and one-sixth of the universities’
revenue per student. This recent increase in the share of revenue coming
from fees has occurred, however, not because the fee has increased, but
because a decrease in government funding has caused the total revenue per
student to decline.

Tuition fees at Ontario universities have risen since the early 1970s at
approximately the same rate as fees i other provinces (with the exception
of Quebec). But the increase in Ontario’s iees has been little more than half
of the incrizase in fees at comparable public universities in the United States.
The result is that the real value of the tuition fee has declined in Ontario
while it has risen in the United States.

The political attention given to tuition fees obscures the greater magnitudc of
other costs in the student’s total budget. Fees represent, on average, acout 25
per cent of the student’s total out-of-pocket expenditures, but about 15 per
cent of a student’s total economic cost - which includes net forgone earnings.
Exact measures of a studsnt’s * ability to pay’, for comparison with changes
in tuition fees, require that a family’s financial circumstances be expressed by
more than a single financial statistic. Nonetheless, it is evident from the
available data that real family incomes have increased during the past two
decades while the real tuition fee has declined.

These several comparisons of tuition fees with related cost, expenditure, and
income aggregates are summarized in Table 3.7. Each of the comparisons has
its specific purpose, but each presents a different perspective on the current
magnitude of tuition fees in Ontario universities. Reference will be made to
these alternative measures again in succeeding chapters to show their
relationship with alternative policies for the public/private share in the
financirg of university education.
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Table 3.7

Tuition Fees Compared with Selected Cost,
Expenditure, and Income Totals,
Ontario, 1988-89

Tuition Fees as a
Total percentage of Total

University operating expenditure

per FTE student (1987-88) 18.0

Implicit direct costs for instruction

Honours Arts 19.6

Medicine 85
Students' direct expenditures

Arts and Science 22.1
Students' direct and indirect costs

Arts and Science 15.6
Economy's total costs

Arts and Science 7.8

Medicine 40

Family income (45-54 year-old head)
1986 25

1 Data are drawn from preceding Figures and Tables in this chapter.
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Chapter 4

Accessibility and the Demand for
University Education

The Oniariv government’s policy on accessibility states that:

a place in some program at some Ontario university, but not
necessarily the program or university of first choice, will be provided
for every academically qualified student who wishes to pursue
university studies (Ontario CFRUO, 1981:11).

Each of the other provinces has recently confirmed that there is a similar
policy on accessibility across the country.! In each case, with only slight
variation in the wording. the policy is to ensure that any student who meets
the minimum standard for admission to university will be assured a place, but
not necessarily in the program or university of first choice. Since the
provinces have defined this policy on a province-wiae basis, while individual
universities have retained control of admissions, the implication is that the
province will assist the universities to create additional capacity should the
number of qualified students exceed the existing space in the university
system.

Much of the recent emphasis in accessibilitv policy is on accessibility for
minority groups: francophones, northern residents, native peoples, women,
part-time students, and disabled persons. Specific programs or incentives are
required for each of these groups.

Viewed from this broader perspective, accessibility is not so much a singular
policv as it is a collection of socio-economic objectives that similarly require
a collecti.. ¢ public policies. A policy on university tuition fees is only one
of these, and indeed it will be seen later in the chapter that it may have only
a small impact on this broad set of objectives.

! The currespondence *vas with the government department responsible
for postsecondary education in cach province.

2 There are also certain exceptions to this general policy. In the
Maritime provinces, for example, an interprovincial agreement determines the
minimum number of places available in the health sciences programs for
students in each province.
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What is Accessibility?

From Opportunity to Accessibility Accessibility to postsecondary
education can have various meani~~s. In the 1950s and early 1960s, prior to
the current accessibility policy, the <tated goal was to achieve an equality of
educational opportunity; expressed differently, the objective was that every
person should have an opportunity to develop his or her intellectual ability to
the fullest extent. This goal - sometimes interpreted in a more interventionist
or proactive sense to mean that everyone who is academically qualified ought
to use this opportunity - was inherent in the *pool of ability’ approach to
educational planning. The implied wastage of potential 1esources, if able
students did not continue their education, was based not on'v on a collective
concern for the potential welfare of individual members of socicty, but also on
the development of human resources as a fundamental requirem et for high
rates of economic growth that would benefit society in general.

From the perspective of the 1980s, it has been argued that this appsn=ch to
ac essibility reflected and reinforced the utilitarian ideology of Canadian
society in ‘he 1950s:

In a society so conscious of the importance of education to the
country’s economic future, it was considered vital for schools to
encourage students both (o continue their educ»ion for as long as
possible and to perform at the highest possible level of
achievement...In order to search out the competent from all social
classes, commentators talked increasingly of the need to improve the
ability of lower-income familics to send their children to university
(Axelrod, 1982:30).

This perspective was followed by a laissez-faire view reflected in the *social
demand’ approach to educational planning, It simply responded on the
supply side to wh.t was actually a private demand. These two approaches can
be characterized as ‘promoting’ versus ‘accommodating’. A still more
recent concept has been that students of equal ability should have an equal
choice of career paths, and that governments have an obligation to ensure that
there is not only choice, but equality in the perception as well as the reality of
the choice. But it remains ambiguous whether governments are expected to
go further in actually influencing a student’s choice.

The uccessibility policy of the mid-1960s was based primarily on the
assumption that a government’s role was to assurc an acequate number of
places in postsecondary education for the rapid growth in demand resulting
from the postwar baby-boom, increasing family incomes, and the expectation
of higher earnings for graduates. This assumption was an obvious corollary
of the government’s virtual monopoly on the supply of postsecondary
educational institutions that arose as a result of the major expansion of public
funding for universities, and government control of degree-granting authority.
The concern that students with the appropriate levels of academic ability, but

g



Accessibility and the Demand for University Education

without financial means, should not be barred from further education
constituted a supply-side issue because t! : government both effectively set the
price (tuiticn fee) and established the Guantity of places in the system.

Accessibility policy now appears to have two distinct branches or components
that can be described as *expansion’ and ‘equ lization’. The continuing
emphasis from the 1960s has been to expand - or at least to maintain - the
capacity of the university system to accommodate those who wish to attend.
More recently, the equalization of accessibility has been emphasized, but with
some uncertainty about priorities among the target groups and how progress
in this direction should be measured.

Access To What? The emphasis on the provision of places was based on
the ‘Robbins principle’ that guided higher education planning through the
unprecedented growth of the 1960 This principle was that:

...courses of higher education should be available for all those who are
qualified by ability and attainment to pursue them and who wish to do
so. What type of education they should get and in what kind of
institution arc questions we consider later on; and the criterion by
which capacity is to be judged is clearly a question on which there may
be a variety of opinions. But on the general principle as we have
stated it we hope there will be littie dispute (UK, 1963:8. Emphasis
added).

While Robbins’ general principle has been widely accepted, the issues it raised
in terms of the type of programs and institutions that should be provided, ar. ’

the admission criteria - which largely determine the quality of what is offered -
have continued to raise the question, "Access to what?".

It is also increasingly recognized that the private demand for higher education
is not autonomous, and that it can be influenced by public policy. That is, the
demand for higher educution depends in part on what kind of higher
2ducation is offered, and on what terms (Fulton, 1981). One can see this
especially in the high enrolment rates in community colleges in Ontario soon
after their introduction in the late 1960s. It might be argued that the Ontario
government simply responded to a latent demand for community college
education in the 1960s. But this is only a partial explanation since the
government deliberately created a special-purpose type of posts.condary
institution that is diiferent from the community colleges in other provinces and
states. Demand {or higher education .ay also be influenced through policies
that affect the staffing of secondary schonls and the labour markets for
postsecondary graduates in general.

3 Lo.d Robbins chaired the Committee on Higher Education in the
United Kingdom whose Report in 1963 strongly influenced public policy on
higher education in the Commonwealth countries and the United States.

~
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Access to Education? Or To Employment? Equality of educational
opportunity may be treated as an end in itself. But it may also be seen as a
means to a further objective, namely, the equality of employment opportunity,
and particularly the opportunity to enter occupations with higher earnings and
social status. In this sense, accessibility remains a major social goal, but is
recognized as an intermediate step toward achieving other objectives. These
ultimate objectives are concerned with improving the allocatiun of resources
and distribution of real income, as well as providing the oppor.unity for
individual development.

Can Equality Be Measured? The provincial policy emphasizes not just
accessibility, but equality of accessibility "across all social and economic groups
in the province™ (Ontario CFRUO, 1981). Equality of accessibility in this
co.text is ambiguous, and therefore virtually impossible to measure. It is not
clear whether the intent of the policy is to provide an equal choice for all
groups, or to ensure that all groups should actually participate in equal
proportions in the university system. One could never determine whether any
studer * was facing the same combination of circumstances faced by other
students, with respect to the availability of educational opportunities.
Morcover, is it reasonable to assume that all persons in similar circumstances
could be expected to make the same choice? To assume this is to deny the
reality of individual differences in preferences and expectations,

Accessibility is generally defined and measured in terms of the choice actually
made; that is, in terms of a student’s participation in university education.
Participation rates compare the number of persons in a specific group
(university students) with the total population in the category being studied.
For example, one could examine the rate of participation in university
education by individuals according to age, gender, religion, language, parental
education, ethnic origin, or size of community.

But what have sometimes been described as changes in accessibility are simply
changes in the ratio of the total university enrolment to the total population
in the university-age group (generally 18-24 years).  Although this is
sometimes referred to as the participation rate, it should be termed the
enrolment rate.” In a later part of this chapter, changes in the enrolment rate
for Ontario university undergraduatcs are examined, and it is seen that these
rates have little relationship with the level of tuition fecs, and only an indirect
relationship with accessibility.

Factois Influencing Accessibility The following sections deal with many
of the factors bearing on the decision to enrol in university. Figure 4.1
illustrates the interaction of factors that influence accessibility to univer-
sity education. These can be conveniently categorized - both for analysis and
for policy development - as eligibility, motivation, and availability. The

4 The several problems inherent ir treating the cnrolment ratc as a
participation rate are described by Vanderkamp (1984).
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Figure 4.1
Factors influencing Accessibility to and Demand for
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educational opportunity may be available in a physical and financial sense, but
a student must also meet eligibility criteria and have the motivation or desire
to apply for admission to university.

At the bottom of Figure 4.1 is a broken-lin~ box ¢nclosing the further stages
from admission to employmeat. This is a reminder that realizing the
advantage of the educational opportunity is not limited to admissibility.
Rather, students must follow through to graduation and employment. These
further stages are influenced by some of the same factors that affect
motivation. For example, it has been found that most young people who do
not attend university would be very unlikely to obtain degrees if they were to
attend, berause the social and financial difficulties that reduce their probability
of applying also limit their probability of graduating (Manski and Wise, 1983).
This problem of attrition, following admission to the postsecondary system,
requires that an evaluation of accessioility policies should include an
examination of students’ failure and drop-out rates, transfers among programs,
length of time in programs, and degrees granted. Such an approach would
emphasize that:

...the success of a genuine policy of accessibility should be measured
by individual progress, by the 'value added’ by the system, rather

than by admissions alone (Fortin, 1987).
Economic Factors Influencing Enrolment

Throughout much of the debate in the 1960s and 1970s on accessibility, there
was an emphasis on the financial barriers to a university education. Tuition
fees and other academic expenses were thonght to be major impediments for
able students from low-income families. Several empirical studies were
undertaken to examine the impact of these economic factors, in isolation from
other social-cultural influences, on students’ motivation for further study; the
findings of these studies are reviewed in the rest of this section.

Education As Consumption And Investment  An approach that focuses on
the economic factors in the enrolment decision must confront the fact that
education represents bot! consumptlon and investment for the student (and,
indirectly, for parents). The consumpuon approach recognizes that education
may provide immediate satisfaction or enjoyment for a student; the challenge
of learning new concepts and techniques, the pleasures of extracurricular
social and athletic activities, and perhaps even an clement of prestige and self-
esteem are satisfactions that usually accompany university life.

But these are only a minor part of the bencfits students expect from a
univcrsi(y education. Various surveys have found that a student’s majr-
motive for attending univer ity is to obtain better employment - in terms of
job choice, satisfaction, and financial returns - than would otherwise be
available to them. This latter elemeat represents the investment or * human
capital’ approach to the demand for higher education.
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From a consumption perspective, the demand for higher education would
depend on its price, one’s own or family income, and one’s ‘taste’ or
preference for higher education. The latter is influenced by the information
and persuasion flowing from many social circumstances such as parents’
education, school environment, peer group, and so on.

The consumption demand for education (in terms of university enrolment) can
be seen diagrammatically in Figure 4.2. Since the number of places available
and the tuition level are ‘eiermined separately by the government, the supply
is shown as a fixed quantity, ¢ ,. That is, the number of places provided (by
government policy) does not depend on the level of fees. Enrolment is
inversely related to tuition fees, but, as will be seen later, it is not very
sensitive to changes in fees. The equilibrium fee - where places demanded
equal the number of places supplied - is indicated as f5.

This is an unusual market, since governments can set the tuition fee
independently from the supply decision, and thus can crcate an excess demand
or excess supply by setting the fee below or above the fee at which the market
would be *cleared’. Such effects can be offset, however, by university policies
that can shift the demand curve by changing the academic admission
requirements. (In this sense a student must meet both the academic and
fiaancial prices.) Hence, enrolment may inccease or decrease in response to
other policy changes while the fee remains unchanged. The government can
also alter the demand for university places by providing substitutes in the form
of other postsecondary institutions and programs that draw away some of the
potential university students. This would shift the demand curve downward

Tuition Fee

0
af,
~

Enrolment

Figure 4.2 The Market for University Education
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to D, from its original Dy position, and crcate excess capacity in the
universities. This should emphasize that the government control of tuition
fees is only a small part of its o.crall combination of policies for influencing
accessibility. (For a detailed description of such a combination of policies in
effect in Ontaric, see Darling, 1980.)

The determinants of investment demand for higher education are, however,
differcnt from the consumption case. Investment in university education
depends on the expected rate of return, or the additional life-time earnings a
student expects to receive following graduation when compared with the cost
of a university program. The co<* of education is therefore still an important
factor because it is weighed against the expected returns, and family or
personal income now affects how a student will finance the educational
investment project, rather than acting as a limit on what one can afford to
consume.

When an increase in the relative earnings of university graduates increases the
expected return, this increases enrolment and the number of graduates. But
in due course, the increased supply of graduates may cause a decrease in their
relative earnings. This in turn reduces the expected rate of return, and there
is a decline in enrolment. A cyclical market pattern such as this should be
taken into a~- unt when governments attempt to alter the supply of places
because inappropriate actions in the university system can obviously exac rbate
the fluctuations in the labour markets.

Changes in Tuition Fees  There have becn several studies that analyze the
effect on enrolment of changes in tuition fees. In most cases the elasticity (or
sensitivity) of enrolment in response to this price change is found to be ! ss
than -1.0; that is, a ten per cent increase in tuition fees would result in less
than a ten per cent decrease in enrolment. In an excellent review of twenty-
five studics, Leslic and Brinkman (1987) have standardized the measures,
prices, and ages used in each study to concludc that the *typical’ elasticity
coefiicient is about -0.62. This means that a ten per cont incrcase in fees
would result in a decrease in enrolment of six per cent.

That a change in fees should have a relatively small impact on enrolment is
not surprising since, as seen in Chapter 3, the tuition fee is a small fraction of
the student’s total cost of universit,’ education. This cost includes other, larger
expenditures plus the inircct cost of carnings that are forgone by not being
in full-time employment. These earnings, even after adjustment for ir-ome
tax and some part-time or summer employment, were seen Lo constitute 65 to
79 per cent’ of the total cost of an undcrgraduate university education (Table
3.4). When thesc forgone earnings are taken into account, tuition fees
represent about 15 per cent of the student’s total costs. A ten per cent

5 A similar proportion (66 per cent) was calculated in a detailed study of
students’ costs in the United States (Crary and Leslie, 1978).
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increase in fees would therefore be an increase of less than two per cent in the
student’s total cost of education. For this reason, changes in tuition fees
generally have not had much effect on enrolment.

Even if a student does give full weight to forgone earnings in the cost
calculation, there is an obvious empirical difference. Fees are a direct
expenditure that must be financed with *hard cash’, while forgone earnings
represent a forfeiture of income that would be replaced by other means to
finance variable levels of expenditure for room and board and other personal
expenses. Only a few studies have analyzed the effects of changes in tuition
fees compared to the same dollar-value changes in these other costs (such as
room and board, travel, and forgone earnings), and with ambiguous
conclusions. In one stud, tuition fee changes were found to have three times
as strong an impact on enrolment as did changes in other direct expenses, and
to have five times the effect that changes in forgone carnings have. That is,
that a $100 increase in tuition fees had the same result as a $500 increase in
forgone earnings (Bishop, 1977). A different study concludes that changes in
tuition fees and in forgone earnings have almost the same effects on
enrolment (Fuller, Manski and Wise, 1984).

But the cffect of forgone earnings may always be somewhat ambiguous. When
forgone carnings are increasing (due to higher wages for high-school
graduates), students recognize that it is worth their while to stay in school, in
that their prospective employment opportunities as university graduates are
also improving (Crean, 1973; Handa and Skolnik, 1975; Vanderkamp, 1984).
Moreover, the earnings from part-time work to finance educational costs are
also increasing.

An Ontario study seems to be the only one that estimates enrolment elasticity
based on the total education cost, including forgone earnings (Handa and
Skolnik, 1972). This elasticity was calculated to be -1.46 for university
undergraduates, which is highly elastic or responsive by comparison with most
of the results reported for tuition-fee effects alone, and emphasizes the need
to consider the total cost, rather than the tuition fee only, when accessibility
policy is under review.

Several studies find that the enrolment response to tuition changes differs
according to student ability, family income, and other factors. Students with
high ability, or from high-income families, were the least responsive to tuition
changes (Bishop 1977; and Jackson and Wecatherby, 1978). Furthermore,
adults (over 24 years) taking part-time studies were much more sensitive to
fee changes than were younger, full-time students (Bishop and Van Dyk,
1977). Yet even in these cases, the decmand was inelastic; that is, enrolment
was relatively unresponsive to tuition fee changes.

If students were in fact sensitive to changes in tuition fees, one would expect
them fo be even more sensitive to fce differentials among universitics at any
point 1time. But students of high ability - regardless of family-income level -
were also found to be more influcnced in their choice of university by the
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institution’s perceived academic rating than by the tuition fee (Chapman and
Jackson, 1987). This prompted one author to suggest that:

...an institution faced with the choice of increasing tuition or damaging
its academic reputation by cutting back programs might do more to
discourage applications if it followed the latter course (Spies, 1978:17).

Finally, one may question whether students differ in their responses to
decreased tuition fees or increased student aid. Early empirical work in the
United States scemed to show that students were more sensitive to tuition fee
changes than to equivalent changes in student aid (Leslie and Brinkman,
1987). But later studies show little difference in the response rates, suggesting
that students have become more aware of public financial assistance. The
same authors conclude that the effect on enrolment of tuition fee increases in
the past two decades has been even less than the demand studies would
suggest because the growth of student aid programs has offset the effect of
price increases: "In effect, students have succeeded in passing increased costs
on to others”.

Family Income For young, full-time students, the level of family income
has a major effect on the enrolment decision, but this decision is also
influenced by their parents’ occupation and education. In the United States,
over the long period from 1919 to 1964, the elasticity of enrolment with
respect to family income was 0.69. That is, a ten per cent increase in real
disposable incomc (while controlling for changes in other facters) resulted in
an enrolment increase in four-year colleges of almost seven per cent (Galper
and Dunn, 1969). This is similar to the income elasticity of 0.78 for public
four-year colleges in Massachusetts found by Hu and Stromsdorfer (1973).

Other studies have found a higher income elasticity. Campbell and Siegel
11967) estimated an income elasticity of 1.20 for the United States, and Hand::
calculated that the elasticity was as high as 6.0 for Ontario urdergraduates
during 1950 to 1965 (Handa and Skolnik, 1972). Foot and Pervin (1983)
estimated the income elasticity for Ontario university undergraduates in 1979
to be 1.09. This latter figure is much closer to the estimates reported above
for the United States and suggests that the 1950 to 1965 experience in Ontario
was unique.

Expected Earnings and Rate of Return A student’s assessment of the rate
of return on educational investment is one of the strongest influences on the
enrolment decision. This is calculated by comparing the expected income
differential between university and high school graduates with the total costs,
iacluding forgone earnings. While it may be argued that students do not make
such explicit and detailed calculations of rates of return, they do at least
behave in accordance with implicit estimates of these net returns. In fact, it
has been argued that the postsecondary expansion in the 1960s was not so
much due to the demographic bulge of the baby-boom as to favourable
economic expectations, and that the subsequent slower growth or decline in
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enrolment in the 1970s was due mainly to a deterioration of economic
conditions and students’ diminished expectations (Gordon, 1981).

It is important to focus on the rate-of-return approach because this combines
the effect of changes in labour market conditions as well as in tuition fees and
other educational costs. This can explain an increase in enrolment, even when
there is an increase in fees, if there is a substantially increased demand for
graduates. Evidence shows that changes in the rate of return have generally
accounted for more of the variation in enrolment than have either changes in
fees or family income (Freeman, 1971).

A student’s expectations of future benefits from a university education are also
influenced by a number of social factors. Information and expectations about
future employment opportunities depend on family and school influences, and
students’ expectations about earnings for any given program may vary by sex,
cthnicity, and other cult>ral characteristics. For example, a study in the
United Kingdom found that 16-year-old males expected the rate of return on
their first degree to be ten per cent, while females expected it to be eight per
cent (Williamz and Gordon, 1981). In addition to the effect of other social
factors, this difference in expectations likely was the result of projecting the
historical gender wage gap into the future® From this viewpoint, the
educational demand or access question is more properly seen as an issue of
expected emp'oyment opportunity.

Social Influences on Enrolment Decisions

Numerous social and cultural factors have an impact on the probability that
a student will pursue higher education. The main factors are parents’
education, occupation, and home environment; ethnic origin; student’s age and
sex; and the student’s peer group and school environment. It is increasingly
evident that these social influences, and not financial need as such, determine
whether students will pursue postsecondary education - and especially a
university education.

Family and Friends Because educational decisions are strongly
conditioned by family environment, students tend to make their educational
decisions ecarly in their lives (Breton, 1972). Parents play a very important
role in this decision-making process, either in a positive way by discussing
their children’s plans with them and encouraging them to continue their

¢ These differences may have been appropriate in the United Kingdom

at that time. However, the actual private rates of return calculated for
Ontariv for 1985 gencrally were higher for females than for males. (See
Chapter 5, Table 5.1.) This is explained in part by the lower forgone earnings
and proportionately larger carnings differentials for female university
graduates when compared with female high school graduates.
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education, or in a negative way by not expressing an opinion on their
children’s plans and failing to provide encouragement.

Many studies document the fact that students whose parents did not complete
secondary school have a much lower participation rate in university education
than children ¢ more educated parents. (See especially Halsey, Heath, and
Ridge, 1980; Borus and Carpenter, 1984; Gupypy and Pendakur, 1989). It is
suggested that the effect of parents’ education:

..can be accounted for in terms of parental interest and
enccuragemeat, the influence of lifestyle and transmitted aspirations
and the familiarity pupils and parents have both with the demands of
post-compulsory education and with the types of jobs available after
continued study (Williams and Gordon, 1981).

Stulies in the 1970s showed that pubiic efforis to increase accessibility to
university through low tuition and increased student aid did not substantially
alter the socio-cconomic mix of the student population. This was because the
most significant selection factors operate at a much earlier stage. Primary and
secondary schools are not able to counteract the negative effects from family
and other social influe.ces that impinge on students’ motivation, and on the
verbal, social and other skills needed to complete the secondary school
preparation for university entranre.

But from among those students who do complete their secondary schooling,
a large percentage go on to university regardless of family background. The
key issue then is (o discover why students leave the educational system before
finishing secondary school. Among other factors, a student’s peer group
appears to kave more influence on the student’s postsecondary decision, the
less support there is from parents. Conversely, peers are least influential in
the case of young people whose parents have some direct experience of
postsecondary education (Gordon, 1981).

Status and Values Beyond the effect of parents’ education lies a set of
interactive variables described collectively as social class or *socio-economic
status’ ("ES). Tus combination includes parents’ schooling, occupation,
income, and sometimes race, language, and other factors that determine a
family’s social status.

There is also an underlying socializing process that is responsible for changes
in participation rates (Anisef et al, 1985). This is the internalization of values
and beliefs through famiiy, peer and school socialization:

That a change in values and beliefs is possible is exemplified by the
substantial increases in participation of women and some ethnic
minority groups in Ontario universities and colleges over the last
decade. These changes would not have occurred unless accompanied
by specific value changes and institutions’ willingness to make
accommodations (Anisef ef al, 1985:110).
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Accessibility and the Demand for University Education

Institutional Factors in Accessibility

Several influences on accessibility are related to the institutional structure and
performance of the university system. While thesc generally do not have as
strong an cffect as the economic and social factors, they do have an impact on
those who are at the margin of their decision-making.

Geographic Proximity The effect of the geographic proximity of a
university on enrolment has not been studied as fully as some of the other
economic and social factors. While there is comsiderable evidence that
students from rural areas, towns and small cities are less likely to enrol in
university than those from big cities, this does not take into account whatever
intervening factors may also have an effect. For example, it is necessary to
control for parents of given income/cducation/occupation groups, and then
determine whether those who live in a small town have the same influence on
their children’s educational decisions as parents who choosc to live in a
metropolitan area. It may also be that school and peer-group influences differ
systematically by geographic location, with a differential effect on attitudes and
information: a student living in a university city may have a better knowledge
of programs available, admission criteria and probability of admission, and
employment opportunities for graduates. And of course costs would be lower
to the extent that a student lives at home rather than in a university residence..

Howevc1, the empirical evidence seems to suggest that geographic proximity
is not a major influence on enrolment. An American study concludes that this
factor, when other student characteristics were held constant, was not
significant in explaining differences in enrolment rates:

Our simplest conclusion, in brief, is that special accessibility to one or
more colleges has little effect, for most youth, on whether they will
atend college - be the accessible school a junior college, an open-
door four year college, or a more selective institution (Anderson,
Bowman, and Tinto, 1972:267).

The authors note, however, that proximity may have an effect on certain
minority groups, such as black students in some areas of the United States.
This general result was confirmed by Hopkins (1974) who found that
institutional proximity influenced the choice of fype of postsecondary
institution but not the probability of continuing to postsecondary education.

Information Inadequate and erroneous information has been a long-
standing problem influencing the demand for further education. Many high-
school students are unsure of the costs of postsecondary education, the
financial assistance available to them, and the various opportunities for further
study. A Gallup poll in the United States in 1988 found that young people
(ages 13-21) greatly overestimated the costs of attending college. The average
estimate of the costs for tuition fee and books for one year at a state four-
year college or university was US$6,841; but the actual average cost (according
to the College Entrance Examination Board) was US$1,977 (Halstead, 1989).

£
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Although school guidance programs can provide some of this information,
students whose parents and other relatives have had some postsccondary
education usually have a more accurate and complete picture of the several
costs and benefits. Children of university-educated parents are exposed to
social discourse about the relative merits of different programs and
universities. Similarly, students at high schools that send a large proportion
of their graduates to university will benefit from peer-group sharing of
information (and soms misinformation) on university programs, admission
policies, financial aid, etc. Guidance programs and information provided
through various media may gradually reduce the information gap, but the
information should be directed priizarily toward parents in the lower-income

groups.
Access To What? - Quality and Diversity

This section of the chapter touches upon a different aspect of accessibility,
namely the quality and diversity of universities and their programs. These
elements define both the opportunities available to potential students, and
their eligibility for admission. The quality and diversity of programs therefore
need to be maintained and enhanced as components of an accessibility policy.
Whether this can be achieved depends on the level and structure of tuition
fees, as well as on the level and mechanism for government funding,

Quality. There is a common - but confused - assumption that it is
necessary to make a trade-off between accessibility and quality. This
assumption appea. : to have at least two interpretations: first, that an increase
in enrolment can be achieved only by lowering admission standards - that is,
by reducing the average quality of students; and second, that an increase in
enrolment results in a larger student-faculty ratio, which is seen as a reduction
in quality. Yet aeither of these assumptions is necessarily valid. An increase
in enrolment can be achieved through programs that attract admissible
students who would not have applied otherwise, or as changes in social values
and perspectives change the desirability of university education. Furthermore,
a change in the input ratios may not directly cause a change in the quality of
outputs if appropriate financial and administrative arrangements are made to
maintain the quality of instruction.

Much of the evidence cited for a deterioration in the quality of university
education in recent years refers to changes in the inputs, rather than the
outputs, of the educational process. The expected results or 0 juts can be
defined and measured in terms of basic communication skills,  ..eral and
specific knowledge, aptitude for critical reasoning, and the formation of social
and political values (Billing, 1980). But little direct and systematic evidence has
been provided on any changes in the quality of the output (Skolnik and
Rowen, 1984). It is ironic that research of this kind is unlikely to be funded
in periods of financial stringency, which is when it is most needed.
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Diversity and Choi~e  The concern that some effort should be directed to
maintaining diversity in the umvers:ty system emerged in the early 1980s. A
1980 report of an American commission on higher education, for example,
takes as its central theme the importance of diversity. The commission stated
quite plainly that:

...diversity is in itself an important strength of higher education. It is
good for the system and it is good for the country. It should be
protected...(Sloan, 1980:40).

In a book-length study, Maintaining Diversity in Education, Birnbaum (1983)
begins by sctting out the basic qucstions on diversity:

Why is diversity important? How can it be measured? Is it increasing
or decreasing? What public policies can enhance or restrict it?

Universities already differ from each other in certain respects. One may
immediately think of size, general reprtation or prestige, or acknowledged
strength in a particular field. But there needs to be agreement on an
operational definition or measure of diversity, and on the specific features that
would enhance the desired diversity. This is especially noticeable with respect
to diversity in university systems:

Failure to define the concepe in operational terms has resulted...io
disagreement about the present level of institutional diversity..., the
extent to which diversity is increasing or decreasing, and even the
reasons why c'versity is important in a system of higher education
Rirnbaum, 1983:37).

Diversity is an important aspect of a postsecondary system, and ought to be
a major social and economic objective in financing the system, for several
reasons. First, a diversity of institutions, presenting a 1ange of choices for
students, is an important component of an accessibility policy because
individuals are more likely to find a match between their preferences and
abilities and a university’s programs and admission standards. The more
likely such a match will occur, the greater the actual accessibility and the
participation in the university system.

Second, where there is a deliberate policy of diversity of institutions, cach
university can determine its own particular purpose or *mission statement’,
and can concentrate its programs in light of its given human and physical
resources, without feeling obliged to defend its position by offering a
proliferation of programs or by maintaining the admission and grading
standards eqaal to the top-ranked institution.

Thi:d, a diversified university system can be both more adaptable and morc
stable than a homogeneous system. The latter tends to react more slowly to
changing enrolment demands and research priorities, but to be less stable in
doing so since it carries the momentum of the whole group of institutions.
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Such responses to educational and research demands arc not compromises of
academic standards and autonomy, but rather are reactions to and leadership
of an increasingly complex social and economic environment.

Diversity as a policy objective has emerged in response to the increasing
uniformity and concentration of financing mechanisms and sources, and
because it bears strongly on the accessibility objective. Frequent proposals
have been made recently that universitic= should be permitted greater
flexibility in setting twtion fees in order to respond tc cbanges in students’
demand for places in the various undcigioduate programs. The Macdonald
commission, for example, argued that when goverament funding is constrained

..the tuition fees paid by students often represent almost the only
financial incentive for univ-rsities to respond to changes in enrolment
demand. Even this incentive is limited, however, because provincial
governments exercise heavy control over fees... (Canada, 1985:743).

Not only is there a need to ensure that universities respond to changes in the
relative demand for different programs, but universities should also be able to
respond, within reasonable limits, to differences in students’ preferences and
abilities within any given program. This requires what has been described as
"a much more heterogeneous postsecondary system, efficiently serving the
highly varied needs of dif*erent...students" (Canada, 1985:749).

The relationship between diversity in programs and diversity in tuition fees has
been particularly emphasized. Consider, for example, the following argument
fer fee-setting by individual institutions:

To give PSE [postsecondary education] institutions greater vontrol
over their fee structure might also induce greater variation in fees
across programs and, particularly, among institutions, reflecting
differences in costs and in the nature of programs provided. Some
institutions would be likely to offer low-cost "no frills" .ducation, while
others would provide more intensive, higher-level education intended
to set very high standards of achievement. Both approaches are entirely
apprcnrate ar desirable, since both serve a real social need (Canada,
1985:749).

Birnbaum concludes that the most effective means for maintaining diversity
"is to encours~  fair competition in the student marketplace”. ~his would be
based on mo.:rate increases in tuition fees generally, permitting individual
institutions to vary their fees by program, and increasing need-based
government grants to students. It is noteworthy th~* Birnbaum’s advocacy of
the market .nechanism is not based on its tendency « vrovide services more
efficiently. Instead, such a mechaaism provides the diversity "represented by
the choices of numerous consumers rather than by the presumably rational,
but inherently limited, --iews of state agencies and governing boards".
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Accessibility and the Demand for University Fducation

Enrolment Rates in Ontario Universities

The university undergraduate enrolment rate in Ontario, expressed as
undcrgraduate enrolment as a percentage of the population in the university
age group, has increased contmuously since 1950. Its greatest growth was
during the 1960s; it even continued to rise slowly through the 1970s when the
enrolment rates in most other provinces declined slightly; it then rose more

quickly during the 1980s (see Figure 4.3.).

The economic and social factors that led to both increased private demand
and greater government support for facilities to meet that demand in the
1960s are well known: strong economic growth, the emerging numan capital
view that supported public and private investment in education, growth in
employment of teachcss in schools and colleges in response to the postwar
baby boom, and a commitment to education as a means for providing greater
economic and social opporiunity for the disadvantaged. But it appears that the
ret increase in tuition fees (adjusted for student aid) had no significant effect
(Vanderkamp, 1984).

Enrolment Rate*

| /
e
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Academic Year Beginning

rigure 4.3  Enroimer.t Rate for Full-time Undergraduates in Ontarlo
Universities, 1951-1985

Full-time undergraduate enroiment as a percentage of the 18-24 year-uld population
Source Vanderkamp (1988}

7 The university age group is usually assumed to be the 18 to 24 year-
olds. In 1985, almost 90 per cent of full-time university undergraduates in
Canada were in this age range.
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The slow increase in enrolment rates in the 1970s seems to have been linked
to the emergence of the community colleges as an alternative to universities,
and to a temporary excess supply of graduates in the labour market - and
particularly to lower returns on private investment in education (Freeman,
1977; Foot and Pervin, 1983; Vanderkamp, 1984; Paulsen and Pogue, 1988).

Enrolment rates are also strongly influenced by changes in the level of
parental education.® About one-half of the increase in the proportion of
males attending university through the 1970s could be attributed to the
increase in the proportion of the population with higher levels of parental
education. That is, the increased carolment rate resulted not from increases
in participation rates within specific socio-economic groups but from an
increased number of persons in the socio-economic groups whose children are
more likely to go to university (Anisef and Okihiro, 1982).

When one interprets the enrolment rates for policy purposes, it is important
to distinguish between the university enrolment rate and the overall rate for
postsecondary education. The university rate will be affected by students’
choices between universicy and community college, as well as by their
decisions about education or employment following high school graduation.
Slower growth in the university enrolment rate may reflect a larger proport on
of students cboosing community college programs, rather than a decision to
enter the Jabour force (for example, see Alberta, 1984). This may be quite
consistent with public policy, and not a reason for concern about the
effectiveness of accessibility policy.

University enrolment rates should also be calculated separately on the basis
of the student population that would be admissible. By separating those who
are qualified to enrol from others in the age group, it is possible to identify
the major factors or problems that explain why some students do not complete
high school, and why those who do decide not to continue their educational
careers.

Socio-economic status or social class has been measured in such a variety of
ways that it is difficult to trace the effects of accessibility policies on specific
socio-economic groups over time. Systematic comparisons of major
accessibility studies have also been virtually impossible because each study has
used different op~  “‘onal definitions of socio-economic status. But a single,
lon ndinal stv ., ade it possible to conclude that:

.there is little evidence, in the 1970s, that educational expansion has
succeeded in reducing existing social-class differentials in
postsecondary attendance in Ontario (Anisef, 1982).

8 Census data for Ontario in 1971 and 1976 showed that less than 10 per
cent of you1g males whose fathers had little schooling went to university,
compared with over 40 per cent of those whose fathers had a university
degree.

75




Accessibility and the Demand for University Education

Summary and Conclusions

The most common observation in the extensive literature on accessibility to
higher education is that for the great majority of potential students financial
conditions are not a significant barrier. Given the strong influence of the
social factors, even ‘free’ or zero-tuition is unlikely to affect university
enrolment very much, because tuition represents only a minor part of the cost,
and because so many other factors influencc a student’s decision. Financial
factors have their influence mainly on the student who is at the margin of the
group headed for unmiversity. If a student is not highly motivated and is
unsettled about a postseccndary program, the educational costs may be seen
or used as a reason for not going.

A second major observation is that despite the emormous expansion in
numbers and types of postsecondary institutions and in student assistance
programs, there has been relatively little change in the composition of
university enrolment (Guppy, 1984). Pike concluded that for Canada

there was 10 indication that the university expansion [of the 1560s] had
been accompawuied by more than a small increace in the participation
rates of students of lower class origins relative to the participation o
students from the more privileged classes.. In other western
countries..the picture would appear to be generally similar: for
example, in Britain, France and the United States..the state
universitics and the prestigious private institutions continue to draw
from predominantly middle ind upper middle class populations (Pike,
1981).

In Sweden, where there are non tuition fees, students from high-income
families are more likely to choose longer university courses; those from the
lower-income families are more likely to choose shorter, non-university
courses. This may be due to the effect of forgone earnings, although highly
subsidized loans are available, but it is more likely the result of parental
influences on motivation and career choices (Woodhall, 1970:136).

Similar results occurred in Aus*ralia, where tuition fees for postsccondary
education were abolished i: 1974. A comprehensive survey of the Australian
experience (Anderson et al., 1980; and Anderson and Vervoorn, 1983)
concluded that the overall social composition of students entering higher
education institutions in the two or three years following the abolition of fees
"appears to have changed very little”. The authors noted, however, that the
groups now under-represented - part-time students, women, older students,
and rural residents - would be the ones most affected should there be a
reintroduction of fees. As Chapter 7 reports, fees have been reintrouaced in
Australia, but these are financed by deferred payments based on the size of
the graduate’s earnings. It will obviously be some time before the effects of
this new program can be assessed.
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Quebec has bad a similar experiment with tuition fees. The level of fees has
been unchanged for two decades, yet there has been no specific research on
the effect this has had on the socio-economic composition of university
enrolment. The enrolment rate for full-time undergraduates, however, has
increased less than in other provinces where fees Lave increased substantially
(Vanderkamp, 1988). Conversely, the enrolment rate for part-time students
increased proportionately more in Quebec than elsewhere. Whether these two
distinctive effects could be attributed to th: freeze on fees has yet to be
examined.

The third major observation, related to the two preceding points, is that the
level of parents’ education is perhaps the strongest single influerce on a
student’s decision whether to continue to postsecondary education, and
especially whether to take a university program. This will be an extremely
difficult barrier to overcome. In the case of low parental education, it was
noted carlier that students generally receive little support or guidance with
their further educational plans. Moreover, peer group influence becomes
stronger in this case, and for this group, the peer group usually has a negative
effect. Whatever success in offsetting these influences may b achieved by
information, counselling, and financial incentives, in terms of increasing the
participation rates from this under-represenied group may be counteracted
in relative terms by a similar increase in participation rates for the group from
higher parental educational levels. This occurs when young people from the
upper middle class recognize that they need to strive more vigorously to
maintain their relative position in the occupational and social structure
(Anderson et al., 1980).

An issue that is perhaps r. ure fundamental than the zppropriate relative
participation rates of different social groups is the question ¢. what the overall
participation rate should be. Thi-, was a primary question in the 1960s when
governments were attempting to provide enough university places to
accommodate an autonomous demand. Now the question arises again in
terms of the government’s potential for inducing demand. The economic
answer to this question is relatively easy: expand or contract enrolment until
the total rate o1 return is equal to the rate of return realized by the allocation
of resources to other se-tors of thc economy. But the nonmonetary costs and
benefits, that are almost impossible to identify, require that there should be
a blending or integrating of the economic view with a socio-political view of
the appropriate participation rate.

Finally, it will not be possib’. to develop successful policies on accessibility,
tuaion fees, and student ail until there is a better understanding of how
educational career decisions are made. Existing research can provide answers
on who goes, and who does not go to university; but o far, the explanations
for these differences Lave only been imputed. More probing studies of
students’ decision-making are required in order to design more effective
policies for enhancing participation by the minority groups that were identified
at the beginning of the chapter.
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Economic and Social Benefits of
University Education

For any social or economic activity where public financing is involved - such
as education, health, or transportation an analysis of public policy must ask
why a public contribution is justified; how large that contribution should be;
and what foum the public financing should take! The discussion here is
particularly for the purpose of providing a perspective and information on the
issue to be examined in Chapter 5: "How much of the cost of university
education should be contribucd by the public, and how much by the student?”

There are basic economic and social objectives with respect to university
education that justify both public and private contributions. These rationales
are related to the objectives of achieving a more equitable distribution of
incomes, both through ihe method for financing education and through
assisting students to invest in the development of their own human capital, and
of increasing the social and private benefits of education through better
allocation of resources.

The latter objective emphasizes the need for public policy to deal with
limitations inherent in the market system through the use of subsidies to
increase external benefits - the advantages of university education that are
enjoyed by society at iarge rathor than by the individual graduate - and the
need to “wercome imperfections in the —arkets for education and for :he
labour services of the graduates (Bird, 1972).

Income distribution is seldom raised as an issue in public discussions on the
financing of higher education. Yet deliberations on public policy should be
concerned with whether or not public support for university education results
in a more equitable distribution of real income in our society. While this issue
is explored in the present chapter, it will be seen that the related policies and
concepts are generally not well understood, and that we empirical evidence
is not well developed.

1" This approach obviously assumes a market cconomy with explicit

government intervention. In a more socialistic economy, the choices would be
cast in terms of the size and nature of each sector, rather than the source of
financing,
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Private and External Benefits

The benefits of university education to individuals and to society are widely
recognized - higher incomes, technological innovation, improved social
conditions, and so on. In a careful analysis of these benefits, however, they
should be classified according to whether they are enjoyed directly by the
university graduate (the private benefits) or by other persons in soviety (the
external benefits). In each case, the benefits can be further divided between
those that can be measured in monetary terms and those nonmonetary
benefits that may even be difficult to define, let alone to quantify.

The most obvious private monetary benefits are the increased earnings

ssociated with further education. But there are other benefits that have a
monetary value, cven if these cannot be so precisely measured as one’s
income. This latter group, collectively termed consumption benefits, include:
improved health and greater longevity; higher levels of children’s educational
attainment; higher yields on personal investments; more efficient consumer
spending; and greater utilization of labour- saving technology. They have been
the subject of recent empirical researct. (McMahon, 1987a).

The nonmonetary benefits comprise a long list, only some of which can be
identified here: the satisfaction of learning while at university, and the use of
this learning in later life; social status or prestige; the opportunity for learning
more about oneself (self-discovery); education and training of children; and
a wider range of choice of mates.

External benefits - those benefits that accrue to others in the economy rather
than to the individual graduate - are also numerous. Crnsiderable research
has been undertaken on these benefits, but their indirec: and diffused nature
has made it extraordinarily difficult to measure and evaluate them (McMabhon,
1987a; sce also Bowen, 1977). Yet their existence is implicitly one of the
major arguments for public contributions to university education. The most
widespread external effects of education would include its enhancement of
democracy and democratic institutions; efficient operation of markets;
adaptation to technological change; lower social welfare costs; more volunteer
service in community organizations; a higher level of community health: and
more sophisticated political and business leadership.

The most easily measured external benefit is the portion of the graduate’s
output represented by taxes paid on employment earnings. There is also the
additional output of other workers that is attributable to the graduate’s higher
education, but this is more difficult to identify and evaluate. Instances of such
additional output occur when there is a complementarity of labour, such as in
the combinatina of engineers and technologists, dentists and their auxiliaries,
and lawyers and legal assistants.
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Returns to Investment in University Education

The returns to investment in university education can be calculated for the
individual student (private returns) or for the total economy (total returns),
based ot the after-tax and the before-tax earnings of the graduates. The
economy’s total costs of university education include the direct expenditures
made by universities for salaries, books, supplies, and equipment; the indirect
or imputed costs of depreciation and interest forgone on the investment in
physical plant and equipment; tax exemptions; students’ expenditures for
books, supplies, net costs of accommodation and travel; and the value of the
output forgone because students are not in the labour force.

For the individual student, the costs of education includ¢ tuition fees,
expenditures for supplies, books, net accommodation and travel; and forgone
after-tax earnings, net of part-time and summer employment income. This
comparison of the private costs and benefits is illustrated in Figure 5.1.

Annual eamings and
other benefits
/‘_\
Net earnings differental
University graduate’s -
eamings —-

Current benefit ,/)—T—\
)/ High school graduate's earnings

* Forgone
Earnings.

Scholarsmpsl \ Emoioyment years / Age

Enrolment Tuton, Graduation Retirement
books,
other -

Figure5.1 Private Costs and Returns to Investment in Higher Education
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The return to educational investment is calculated by one or more of three
common technices: net present value, benefit/cost ratio, and internal rate
of return.2 The internal rate is more commonly cited than the other two
measures because present values can be compared directly only for specific
time periods and currency units, and both the benefit/cost ratio and net
present value must specify the discount rate used in the calculation.

While benefit-cost analysis does have shortcomiiigs if impropesly interpreted
or applied, the basic logic of the analysis is unassailable# This method simply
compares all benefits and all costs associated with a particular project or
program in order to determine whether the benefits exceed the costs. The
criticisms of benefit-cost analysis as it is applied in postsecondary education
are mainly concerned with the quality of the earnings data (Blaug, 1976).
These issues are discussed in Appendix D.

Although some of these objections are important when broad comparisons are
made - such as between health and education programs - they are much less
serious when similar programs are compared. The more serious objections
are that much of the private nonmonetary benefit and the external benefit is

2 The net present value is the sum of the benesits minus the sum of the
costs, both discounted at an appropriate rate to a common year. The
benefit/cost ratio is the sum of the discuunted benefits divided by the sum of
the discounted costs. The internal rate of return is the discount rate in the net
present value formula that equates the total benefits and total cc-ts, or results
in a net present value of zero. The net present value is calcus.ted by the
formulk

n B, m G
V,= Z >
t=1 (1+i)' =1 (1+i)"

where V_ is the net pre.ent value at age a , C, is the cost in year t, B, is
the benefit (adjusted earnings differential) in year t, m is the duration of
the educational program, n is the working lifetime in years, and 1 is the
discount rate.

3 The discount rate reduces the value of future costs or earnings to their
current value, taking into account risk, inflation, and the common preference
to receive a dollar today rather than a year from today (that is, the *rate of
time preference’).

4 Benefit-cost analysis should be distinguished from cost-effectiveness
analysis. The latter is concerned with comparing the costs for alternative
methods to accomplish a given output, while benefit-cost analysis is concerned
with comparisons of the net benefits obtained from different outputs or

programs.
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omitted from the empirical calculation of total cconomic returns to education,
and that the earnings for different occupations may reflect quite different
labour market structures or conditions.

Returns to Selected Programs

Comparisons of rates of return among fields of study avoid most of the
problems associated with variations in externalitics, ability, and other effects
because such differences are less significant within this group than betwcen
high school and university graduates.

Data and Adjustments The rates of return to selected university
programs for 1985 have been estimated using earnings data from the 1986
population census of Canada.’® The returns to investment are rcpresented bx
the differentials between the earnings of university and high school graduates.
In each case, the earnings were adjusted for life expcctancy and labour force
participation.” For calculations of the private rates of return, the earnings
were also reduced by the amount of personal income tax” The costs of
university education include the earnings forgone while attending university;

5 Earnings include wages and salaries plus self-employment income for
part-time and full-time workers for the calendar year 1985. Calculations arc
based on mean earnings by individual year of age.

¢ University graduates included in this analysis are those persons with a
bachelor degree, a university certificate above the bachelor level, or with a
doctorate degree in medicine, dentistry, veterinary medicine, or optometry.
Persons with a master’s degree or nther doctorate degrees are not included.
High school graduates arc those persons whose highest educational
qualification is a sccondary school graduation certificate.

' Life expectancy at each ycar of age was based on mortality tablcs, by
gender, for Ontario for 1980-82 (Statistics Canada, Life Tables, Canada and
Provinces 1980-82, no. 84-532).

$ Labour force participation ratcs by gender and educational level for
Ontario were available only for 1981 (Statistics Canada, Census of Canada,
1981, no. 92-915). These rates were published for age groups 25-44 ard 45-
64 years.

% The income tax adjustments were based on the effective rate of federal
tax on total income, by detailed income class, for 1985. The federal rate was
increased by 50 per cent to include the provincial tax for Ontario (Reverue
Canada, Taxation Statistics, 1987 cdition, summary table 2).
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~itimates of these were based on the employment income for high school
graduates, for ages 19 to 24.1 (See Appendix Table A.S. )

Private costs for each program include the students’ costs for tuition fees,
bo s, supplies, other direct expendnm'cs, and net forgone earnings. (See
Appendix Table A.6.) Room and board and transportation expenditures
should be included only to the extent that they exceed comparable costs
incurred by students in any alternative activity.

Total costs for each program include the institution’s costs, the students’ direct
costs, and before-tax forgone earnmgs (Sec Appendix Table A.7.) Tuition
fees are not included separately in total costs because they are reflected in the
institutional expenditures. Direct institutional costs are based on the value of
the universities’ basic operating income, consisting of the provincial
government grant, multiplie® by the (BIU) weight that is assigned to
enrolment in the seiected programs, and the actual tuition fee for each
program. The indirect institutional costs include depreciation and forgone
interest associated with fixed assets, and tax exemptions for educational

institutions.
Calculated Rates of Return The results of the rate of return calculations
presented in Table 5.1 can be compared in three directions - across
programs, between genders, and for private and total investment in
education.

10 The actual forgone earnings were adjusted upward on the assumption
that university students would have earned more than the average for high
school graduates. The assumed differential in the 1968 study was 16 per cent
for males and 10 per cent for females; the same differential was assumed in
this study to permit a direct comparison of results. One could also rationalize
the opposite ad]ustment Willis and Rosen (1979) have estimated that those
who attend university would have earned less as high school graduates than
measurably similar people who entered the labour force directly from high
school.

1 Data for these costs are estimated from A Profile of Post-Secondary
Students in Canada, Statistics Canada, 1987.

12 These costs were set at 60 per cent of the direct costs. A ratio of 47
per cent was cslimated by a detailed examination of institutional financial
statements fc. calculating the 1960 rates of return. The higher ratio for
subsequent years takes the 1960-1975 expansion into account (Stager, 1968).

B In order to test the sensitivity of the estimated returns to the
adjustments and assumptions, alternative assumptions were used in other
calculations. These are discussed in Appendix D.
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Table 5.1

Rates of Return for Selected Bachelor and First Professional

Degree Programs, Ontario, 1985

Private Total

Program Males Females Males Females
Arts and Science

Teaching 40 10.2 3.8 8.6

Other occupations 1 44 69 6 38
Commerce

Accountants 13.1 206 11.4 171

Managers 2 14.0 15.2 12.1 118
Social Work (BSW) - 9.0 56
Law 136 1.6 -
Engineering 140 - 10.7 -
Architecture 60 45 -
Nursing 3 - 178 - 118
Pharmacy 17.4 207 14.0 131
Medic ne 21.6 19.6 15.2 122
Dentistry 224 - 15.5 -
All occupations 4 140 15.2 12.1 118
1 Ali occupations, exciuding those hsted in this Table
2 Other managers and admimistrators (SOC code 113/114)
3 Income data are for nursing supervisors
4 Income data for all occupations are compared with costs for Arts and Science
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The private rates of return for male graduates are highest for medicine and
dentistry (22 per cent), slightly lower for pharmacy (17 per cent), similar for
commerce, law, and engincering (14 per cent), and quite Iow for architecture
(6 per cent), teaching, and other occupations (4 per cent).

The pattern of private rates of return for female graduates is generally similar
to that for males, but the female returns tend to be slightly higher. The return
for female teachers, however, is more than twice that for the male teachers;
this may be a major factor in what is currently described as a shortage of
teachers.

The total rates of return are lower than the private rates for each program
and for both genders. This is because the total cost is at least twice the
private cost for each program, and because the larger, before-tax income used
in the total rate of return calculation is greatest at higher ages where the
earnings differentials are substantially discounted. The dange. in comparing
private and social returns - especially for policy purposes - is discussed in a
later section of the chapter.

Changes in Rates of Return, 196C to 1985

During the 1970s there was a significant decline in the returns to university
education. This was symbolized by two articles that appeared at a fifteen-
year idterval:  in 1960 Becker published the pioneering article,
"Underinvestment in College Education?"; in 1975 Freeman responded with
an article titled "Overinvestment in College Training?" Freeman also attracted
mach attention with his book, The Over- .ducated American, in which he
teported earlier findings: that the average private rate of return for male
graduates of American four-year colleges had been about 11.0 per cent .om
1939 to 1959, increased from 11.0 per cent in 1959 to 11.5 per cent in 1969 and
then dropped to 10.5 per cent in 1972 and to 8.5 per cent in 1974 (Freeman,
1975).

M That architecture should be so low by comparison with enginecring is
surprising - particularly because the economy was in a strong expansionary
phase in 1985 with considerable activity in commercial and residential
construction. Income data by age show, however, that architects do not reach
parity with engineers in terms of annual income until ages 40 10 +3.
Moreover, architecture students have an additional year of education (at
higher mean cost) and one less year of employment ncome.

15 Calculations of rates of return are based on male graduates because
female graduates had much lower labour force participation ratcs and were
concentrated in a few occupations. Thcir labour force experience has changed
substantially in three decades, so that reliable calculations can be made for
the later 1980s.
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Cyclical Pattern Comparablc estimates for Ontario show that the average
private returns for male umversnty graduatcs dropped from 17.4 per cent in
1960 to 12.2 per cent in 157616 l¥ 1980, the private raic of return had
declined still further, to 9.9 per cent.'’ (This is comparable to the 9 per cent
return estimated by Vaillancourt, Carpentier and Henriques, 1987.) The total
rate of return followed a similar pattern for this period: from 14.9 per cent
in 1960, the rate dropped to 10.8 per cent in 1970 and to 7.9 per cent in 1980.

But the decline in returns to higher education in the 1970s was a relatively
short, cyclical condition rather than the beginning of a long-term trend. (See
Figure 5.2.) In fact, the private and total rates of return have increased rather
sharply, and are approaching the level of the 1960s. For 1985, the average
private rate of return for male graduates was 14.0 per cent; ‘= total rate of

16 |-

Private retumns
14 + S

12

1960 1970 1980 1985

Figure 5.2 Private Rates of Return to Male University Graduates,
Ontario, 1960-1985

16 The 1960 estimate is from Stager (1968); the 1970 and 1980 estimates
were calculated during the current study using data from the Public Use
Sample Tapes from the 1971 and 1981 censuses.

17 Other results for Canada and/or Ontario for the period 1960 to 1980
have been reported by Mehmet (1977), Bélanger and Lavalle (1980),
Cousineau and Vaillancourt (1987), and Vaillancourt and Henriques (1986),
but the data and/or assumptions used in these studics prevent direct
comparisons with the results reported here.
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Table 5.2

Rates of Return for Males for Selected Bachelor and
First Professional Degree Programs, Ontario, 1960 ' and 1985 2

Private Total

Program 1960 1985 1960 1985
Arts and Science,-

Teaching 10.3 4.0 8.6 38
Commerce -

Accountants 19.0 13.1 53 114
Law 147 13.6 1.9 11.6
Engineering 16.8 14.0 12.4 10.7
Architecture 14.4 6.5 11.5 45
Pharmacy 179 17.4 12.6 14.0
Medicine ¢ 180 216 14.3 17.2
Dentistry 4 30.2 24 22. 18.2
Al occupations 9 174 14.0 149 12.1

1 Rates of r.turn for 1960 are from Stager (1968)
2 See Table 5 1.

3 Calculations for 1960 are based on an additional year of study (for teaching
certificate) and one less year of earnings.

4 BIU weight of 3.0 used to estimate institutional costs This was actual for 1963 and
hypothetic.: .or 1985; actual BIU weight in 1985 was 5.0.

5 The ratas are based on the average income for all occupations compared with the
costs for Arts and Science.
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return was 12.1 per cent. This recent rise in the rates of return is likely due
to the slower increase in supply of new graduates than in the demand for their
services (Murphy and Welch, 1989). This would confirm Freeman’s forecast
that the relative earnings of new college graduates would "improve moderately
in the 1980s and rapidly in the later 1980s, though not t> the boom conditions
of the 1960s" (Freeman, 1976:187).

Selected Programs  Rates of return for 1960 that are directly comparable
with the 1985 results for selected programs are presented in Table 5.2. The
returns for most programs have almost returned to the levels that prevailed
in 1960, but some important differences remain. The private returns for male
teachers and architects in 1985 are much lower than in 1960; and accountants
and dentists are at about two-thirds cf the 1960 ievel.

The major observationm, however, is \hat e .2iative magnitudes of the
expected returns and the ranking of programs are substantially similar in 1960
and 1985. This raises several quesiions about the explanations for the cy«'ical
ckanges that were observed during the intervening period - particularly during
the 1970s - and about the apparent long-run si..Llity (or rigidity) in the inter-
occupational structure of rates of return.

Implications for Policies and Planning The long cycle in the rates of
return, from 1960 to 1985, shows the nced to take a long view in planning and
financing university education. During the 1960s, economists advised
governments to increase investment in higher education, even "that investment
in education be accorded the highest rank in the scale of priorities” (Economic
Council of Canada, 1965). because the returns on this investment were higher
than for .nost other ecouumic activity. Governments were happy to have this
rationale for educational policies that were a'~zady well under way. The result
was not only a rapid increase in university enrolment, but also a substantial
increase in the real expenditure per student.

But the declining returns to this investment in the 1970s caused governments
to react too quickly with *cutbacks’ on educational spending, instead of
recognizing that the economy needed time to adjust to the substantial increase
in the supply of graduates, and to the higher average level of skills in the
labour fe- ze.

Meanwhile, two basic changes were occurring in the 3t vur market: f{irst, the
deinand for graduates’ services was increasing more quickly, as the result of
highcr consumer incomes and changes in technology; and second, the
graduates of the 1960s were acquiring the experience that must complement
formal education to produce the pay-off in higher earnings. By 1985, the
graduates of 1965 were in their carly forties and were approaching the peak
earning years of ages 45 to 55. The result has been the recent rise in the
return on investment in university cducation toward the 1960 level.

In assessing ihe significance of the rates of return for public policy purposes,
it must be recall d that they omit any valuatio 1 of external benefits - or those
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benefits realized by society, beyond any returns to education enjoyed by the
individual.'® The measured returns there iore providc a lower estimate than
the true rate of return on educationai investment. Even with these low
estimates, however, the returns are high when compared with other uses of
economic resources. With respect to tl = 1985 results for males, the total rate
of return (12.1 per cent) can be compured with the 10 per cent rate that is
used by government agencies, such as the federal Treasury Board, because it
approximates the real pre-tax rate of return on private investment
(Vaillancourt and Henriques, 1986). The private rates of return (14.0 per
cent) can be compared with the rate of 3 per cent that approximates the real
after-tax return on private capital (Burgess, 1981).

Results of estimated returns have sometimes been used incorrectly in policy
proposals. The private rate of return is sometimes compared with the total
rate of return. Where the private rate exceeds the total rate, the conclusion
has been drawn that the individual is benefitting mor~ than the economy, and
therefore that he/she should pay a larger share of the cost. While this latter
conclusion may be appropriate, it cannot be based on the simple comparison
of the total and private rates. These are not directly comparable because the
individual has a higher degree of risk and uncertainty, and likely has a higher
rate of tirze preference (or is less willing to wait for the benefits), than does
the total economy (Nerlove, 1972). Also, the « aission of externalities from
the total calculation means that this laer ratc of return is necessarily
underestimated.

Since the dif ‘erences in rates of return to different professions or fieids of
study persist over time and are similar in various countries,” there may be
general factors explaining this common pattern. In strongly cowapetitive lacour

18 Direct measurement of most external benefits is not currently possible,
but comparisons of the net preseat value of monetary returns to different
kinds of pestsecondary education could provide an indirect measure by asking
whether such benefits are worth the difference between, say, a net nresent
value of 350,000 for Program A and $40,000 for Program B,

*? Whether the total returns are greater or less than the private returns
also depends partly on the assumptions used in adjusting the lifetime earnings
streams. Private rates tend to exceed total rates where earnings differentials
are larger at higher agcs (with higher income tax brackets) and thus where a
high internal rate is required to equate earnings and costs.

2 Returns to postsecondary education have been calculated for male
graduates of various fields of study in Australia (Selby-Smith, 1975) and in
the United States (Eck us, 1974) for the late 1960s. In these studies, the
net returns are highes’ ¢ medicine, dentistry, and law, v “*h ¢ngineering and
commerce also having above-average returns. The lowest returns are in
education and social work.
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markets, the differences in net retrns should be narrowed as individuals seek
the highest return. But the persistent differences suggest that there are major
market imperfections, or that there are systematic productivity differences
between persons in differen’ occupations. Since the highest returns are in
medicine, law, and dentistry, und the lowest are in education and social work,
there is also a prima facie case that these differences may be the result of
monopolistic effects in the self-regulating professions (medicine, law, dentistry)
and monopsonistic effects in the professions (teacking and social work) whose
employment is almost exclusively in the public sector.

A study of occupational earnings confirms this case (Fogel, 1979). When
actual earnings were compared with those predicted by a competitive human
capital model, physicians were found to have a ‘premium’ of 20 to 30 per
cent; for lawyers it was 15 to 20 per cent. Conversely, teachers and social
workers earned about 20 to 40 per cent below the predicted level. (Recent
unionization of teachers and public service employees, however, should have
offset some of this difference.)

If these institutional effects can be interpreted as a measure of the discrepancy
between earnings and the marginal social value of the graduate’s labour, then
the estimated rates of return to teachers and social workers should be adjusted
upward accordingly. While the range of returns across various fields of study
would be narrowed, a substantial difference would remain.

A major part of this difference may be rclated to genuinz productivity
differences, both in terms of variation in the number of ho' rs worked per
week and in productivity per hour. Moreover, the returns to: dentistry and
pharmacy include a return to the physical capital (in the form of offices and
stores). But one could also argue that the investment in education in these
programs was necessary in order to have access to these additional returns.
Similarly, there is a return to managerial enterprise in the case of most :If-
employed professionals, such as lawyers and accountants, who employ
paraprofessionals.

Perhaps the most significant policy implication of these rate of return
comparisons is that students respond rcasonabl, ‘well to changes in the implied
rates of return, even if they do not make explicit calculations of these rates
(Berger, 1988; and McMahon and Wagner, 1981). In the early 1970s, when
returas to university education were declining, enrolment also declined or grew
slowly. Since then, enrolment has increased more quickly, especially in the
programs with the higher expected returns. Furthermore, the recent high
enrolment of female students may be attributed in part to the higher expected
rate of return for women than for men in most programs.

Income Redistribution Through Higher Education

Since university education is financed largely by taxes, income redist.ibution
occurs to the extent that some groups pay more in taxes for cducation than
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they receive as benefits. If the net flow is from the lower income groups to
the higher income groups, the effect is described as regressive. If the net flow
is in the opposite direction, the redistribution is progressive. One of the basic
economic goals of Canadian society, as expressed by the Ec 1omic Council of
Canada, is "an equitable distribution of rising incomes". Aithough there is no
consensus on the precise defirition of an equitable distribution, numerous
government programs have been implemented to reduce income diffcrentials.
Some of these are designed to redistribute income, in an effort to reduce the
differences produced by the market system; other programs are designed to
reduce the imperfections in the operation of markets which accentuate the
income differences. Both types of public programs arc used to reduce the
income differentials relating to higher education.

Redistribution Across Income Groups One of the several objectives in
public financial assistance for postsecondary education is to provide a subsidy
to parents who otherwise might not be able to contribute to the costs of
further education for their children. A substantial part of this subsidy is
provided indirectly, by government grants to educational institutions. A
somev/hat smaller part of the subsidy is provided directly through government
grants to students whose parents are in the lower-income levels. Both types
of subsidies can be treated as if they were a supplement to the income of the
parents concerned. Conversely, taxes paid to finance these subsidies decrease
the disposable incomes of parents and other taxpayers. The net cffect of such
programs can be estimated in terms of the redistribution of income from one
income class to another.

Estimates of income redistribution across income classes how that for
postsecondary education in Canada, in 1968-69, these income ansfers were
"essentially *progressive® - that is, the lower-income groups receive greater
amounts in subsidies than they pay in taxes for postsecondary education, while
the opposite is true for the higher-income groups” (Economic Co. =il 1971).

This conclusion, however, refers only to groups of families or taxpayers, rather
than to individual fa- ‘lics. The redistribution in favour of lower-income
groups is actually enjoyed only by those parents with children in postsecondary
institutions. Note also that the progressivity of income redistribution is based
on the total of all types of institutions and programs. It appears that the small
degrze of progressivity can be attributed entirely to the use of the community
college systcm by students from families with lower average incomes than in
the case of univeisity students.

A subscquent study that updated this analysis, bascd on university students in
the early 1970s, found that ihe financing of universitics in Canada was
decidedly regressive (Meng and Sentance, 1982). In a study that dealt with
income redistributic in Ontario alone, the rusults confirmed the continuing
rcgressiveness of university financing:

The principal nct gainers from the university system are the middle-
and upper-income groups at the expensc of the lower-income groups.
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In this sense the university system is a large public expenditure
prog.am in which the relatively poor groups tend to subsidize the
relatively rich (Mehmet, 1978:45. See also Mehmet, 1979).

Another study found highly regressive income redistribution in Ontario for
some fields of study - such as law and medicine - at the university level (SRG,
1972). That is, the higher-income groups received a larger percentage of the
subsidies to these programs than their percentage of the total taxes paid to
support these programs.

There appears to have been no recent analysis of the redistributive effects of
university financing, t 1t since the sociological studies of participation rates
indicate very little change in the socio-economic composition of enrolment,
there would also have been little change from the earlier conclusions.

Intergenerational Redistribution  Income can also be redistributed across
generations to the extent that the current generation of taxpayers pays part of
the educational costs of the present generation of students. The current
generation of students, it i5 assumed, will earn higher future incomes (and pay
higher taxes as a result of their postsecondary education) and presumably pay
for the succceding generation’s eCucation. But insofa: as the real costs of
education increase between generations (due to a larger siudent population,
improved quality, and a longer average length of attendance in postsecondary
institutions), those in the tax-paying generation contribute more to education
than if they were to pay for their own generation’s education on the basis of
current income. Thus, the existing system of finance leads to an
intergenerational redistribution of income. To the extent that real educational
costs continue to rise, each generation will therefore pay more Zor the
education of t'.¢ next generation than if each generation paid for its own
education.

But the assumption of increasing reai costs is not essential to the argument
that intergenerational transfers are regressive. This can also occur with
constant costs under the existing tax system. Blaug (1982) notes that under
a hypothetical, steeply progressive tax system, it would be possible "that every
graduate eventuaily repays the cost of his own subsidized higher education out
of the extra taxes paid on his augmented income”, but he aiso notes that there
is no tax system that is so progressive that graduates ever pay back the costs
of their education.”” The result is that:

...higher education subsidies always involve some transfer of income
from the less to the more educated, from those who fail to receive
higher education to those who do... Tke more powerful the impact
of schooling on income, and the lower the rate of intergeneiational

2 Crean (1975) extrapolates cross-sectional data for Canada in the early
1960s to develop a life-cycle approach to redistribution, and concludes that
there was sowne progressivity :n university financing at that time.
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mobility, the greater is the chance that higher income subsidies will
have perverse effects on lifetime income distribution (Blaug, 1982).

Conclusions

Public policy on the appropriate private/public sharing of un¥- ~rsity costs
should reflect, in part, the economic rationales for subsidies - :0 increase
exterual benefits and to alter the income distribution.

The rates of return on inve. .tment in university education, as reported in this
chapter, lead to at least three conclusions. First, the decline in the relative
earnings and net returns for uni rersity graduates observed in the 1970s was a
short-run, cyclical result of an exceptionally large cohort of graduates. The
results reported for 1985 represent a general resumption of the long-run
pattern in returns to education. Second, the high total rate of return (from
the economy’s perspective) indicates that a larger investment in most
university programs is economically desirable. Third, the even higher rates of
return for the individual graduate mean that students can be expected to
continue to invest in their own education, and that society can continue to
enjoy the resulting external benefits without having to increase subsidies to
achieve this objective.

Moreover, siuce graduates from the programs with the larger total subsidies
also can expect to realize higher lifetime returns than the graduates from arts
and science, it might be reasonable to expect them to contribute a larger share
of the instructional cost.

Finally, it appears that the public financing of university education has not
achieved a clearly progressive redistribution of income (and some evidence
shows a strong regressivity).

These various observations then set the scene for the next chapter to review
alternative approaches to setting tuition fees.
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Alternative Approaches in Setting
Tuition Fees

The careful development of a tuition fee poliry requires that the alternat.ves
for determining the level and structure of fees should be clearly distinguishcd
from the alternatives for financing the students’ tuition fee expenditures.
These two components should be determin=d separately and then be blended
in a combined policy. To emphasize and clarify the distinction between these
two policy areas, each is treated in a separate chapter of this report.

This chapter examines various pr~nosals t* t would answer the question
"What is an appropriate levcl for tu..ion fees?”, or phrased differently, "What
should be the student’s share of the total expenditure?” These alternatives are
reviewed especially with refereice to ine social and economic objectives
described in the preceding chapter.

Recommendations from Public Commissions

In an attempt to find rcasonable answers to these questions, several
commissions appointed by the federal and provincial governments have made
recommendations concerning university fees! These rccommendations
reflected an informed consensus and could therefore be expected to have
some impact on university and/or government policy.

Three provincial commissions and a task force reported on higher education
in the 1970s - Ontario (1972), Alberta (1972), Manitoba (1973) and Nova
Scotia (1974). Two others reported in the 1980s - Ontario (1984) and Nova
3cotia (1985); and the federal government’s (Macdonald) commission on the
Canadian economy and political union in 1985 added several important
recommendations.

In the early 1970s, there were three general situations to be taken into account
by the commissions. First, the rising real costs associated with the rapid
postsecondary educational expansion of the 1960s werc more widely
recognized, and questioned, by taxpayers - especially in light of student unrest
and higher unemployment rates for university graduates. Second, the

1 Many other committecs have also made such recommendations, but the
discussion here is restricted to public commissions that have been appointed
under public inquiries legislation and which have been intended to represent
a consensus of widcly-based public opinion and informed judgment.

S50 81




Chapter 6

provision in the Federal-Provincial Fiscal Arrangements Act of 1967, whereby
the federal government contributed 50 per cent of the operating costs for
postsecondary education, was due for revision in 1972 but was extended on a
pro tem basis to 1977 so that the provincial and federal governments could
seek a satisfactory longer-term solution for financing postsecondary education.
Ttird, there appeared during the early 1970s numerous reports, proposals, and
studies, dealing with the financing of higher education, tha. could provide
informed recommendations.

Ontario, 1972 The Ontario (Wright) Commission favoured increasing
tuition fees to a level that represented one-third to one-half of the
insiructional costs. The commission explicitly noted that this change would
not affect the existing fee structure for undergraduate arts and science
students because the recommended separation of research costs from the total
expenditures would result in the proposed higher percentage being applied (o
a lower total cost for instruction. But the proposal would imply increased fees
fc- students in the professional schools (Ontario, 1972:149). Such fee
in.seases were to be accompanied by a grant program for students from lower
income groups, and a loan program with repayment based on the graduate’s
income. (For a discussion of contingent repaymeni loans, see the final section
of Chapter 7.)

The Ontario commission also commented on the proposal for free tuition that
had appeared in briefs to governments from student groups during the later
1960s. The commission rejected the proposal on the grounds that: 1) it would
be "inequitable” to provide such a subsidy without regard to one’s financial
background; and 2) that this would not solve the problem of accessibility
because "students from lower-income iamilies would continue to be under-
represented in postsecondary institutions”.

Albertz, 1972 The Alberta (Worth) Commission stated uncquivocally that

It is the evpenses of living - not fees - that is the critical economic
factor in a person’s deci:ion to enter or contiaue with higher
education. Hence, the use of fees as a revenue source in higher
education will not have a significant effect on access when an
appropriate grant scheme is in operation (Alberta, 1972:289).

The commission therefore recommended that fees be raised in order to
reduce the burden on the lower income groups in subsidizing the higher
education of students from the higher income groups. "In the interests of
equity and efficiency”, the commission proposed an increasc in fees to about
25 per cent of the program cost.

Manitoba, 1973 Manitoba’s (Oliver) task force advocated no substantial
change in tuition fees from the prevailing level of about 18 per cent of
operating coss.
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Nova Scotia, 1974 The Nova Scotia (Graham) Commission’s
recommendations related to fees were stated unequivocally: "Students should
be charged the full instructiona! costs of their university education” (Nova
Scotia, 1974:4). These were estimated to be 80 per cent of total operating
costs. This reflected the commission’s estimate that research accounted for
20 per cent of the universities’ operating costs, except in the case of graduate,
medical, and dental programs where 50 per cent of the cost was attributed to
research.

Three reasons were offered by the commission for increasing student fees: 1)
students are "primarily though not the sole beneficiaries of a university
education”; 2) to limit or reduce provincial grants to universities; and 3) to
provide a financial disincentive to students who "are uninterested in and
unable to pursue the higher intellectual study that is the essence of a
university education”. The commission recognized that univei sal subsidics in
the form of low fees are a more incfficient method for pursuing accessibility
than are grants or subsidized loans directed specifically a. the target group.

The commission acknowledged that there are external benefits (“the student
is not the sole bencficiary") yet it did not advocate a public subsidy to assure
the production of such externalities. In part, this followed from the
commission’s assumption that the demand for univarsity education is quite
inelastic, so that an increase in tuition fees from the curre. level to the full-
cost level, accompanied by student loans, would have only a slight negative
cffect on enrolment, provided that other provinces adopted similar policics.
The commission also believed that at current enrolment levels, the marginal
external benefits were very low; it stated that "...it cannot be claimed...that a
diminution of those numbers [of students)...would substantially reduce the
universitics’ intangible contributions to socicty".

The principle that full-cost tuition fces, and indeed any increase in fees, must
be accompans. d by an expanded student aid program was rcpcated scveral
times by the commission. Its reconmended program would be based on loans
which werc interest-free until tne sixth year following full-time study, and
would be supplemented by grants fc _tudents from lower income families.
The loans would bear interest just above the provincial government’s
borrowing rate; repayment would commence within one ycar of graduation,
but would not excced twenty years from graduation. The commission argucd
that the function of government is not to subsidize students’ costs, "but to
ensure that they do not suffer from restrictions in the capital market, which
normally prevent borrowing against future earnings”.

Ontariv, 1984 The 1984 Ontario (Bovey) Commission based its
rccommendations on th~ overall university financial requirements and
suggested a two phase approach. In the first phase, universitics were to be
allowed to increase their tuition fees by 7 per cent, with an amount equivalent
to one-third of this incrcase added to the grants portion of OSAP. If the
government did not provide the funding proposed for the second phase, the
commission recommended that there be a further increase in tuition fees, but
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“only if accompanied by an income-based contingent repayment loan plan"
(Commission’s own emphasis).

This increase in fces was to occur over a four-year period, by which time
tuition fees would contribute about 25 per cent of the universities’ basic
operating income. (The commission pointed out that this ratio would be
equivalent to that which existed in 1966, by comparison with the then current
16 per cent and the 38 per cent level tl. « was reached in 1946.)

The fee increases would include a revision of the fee structure that would
afford greater cquity since they would more nearly reflect (a) actual
differences in program costs; and (b) differences in the graduates’ expected
ernings. The commission also looked to the income contingent loan plan to
offer greater equity to the extent that:

Those who receive the highest financial benefit from their participation
in the university system pay a larger proportion of the « osts of their
education, while those with lower future earnings migh: never repay
tie full cost. From the point of view of the public, sich a loan
program reduces in part the taxation burden on thosc persons who Jo
not directly participate in the syctem (p. 25).

Nova Scotia, 1985 The 1985 Nova Scotia (MacLennan) Commission
recommended that tuition fees be increased over a period of five years so
that students "as the primary beneficiaries of their university education” would
assume 50 per cent of the costs of their instruction. There would also be
differences in tuition fees that would reflect differences in program costs, with
at least five basic categories: arts and commerce, science and engincering,
medical and other clinical, professional programs, and graduate programs.
These increases in tuition fees would be accompanied by a contingent
repayment loan program (Educational Opportunity Fund), but this fund would

be administered using eligibility criteria in effect for the federal government’s
student loan program.

Canada, 1985 The Macdonald Commission considered alternative
financing mechanisms to deal with four issue~: the level of funding, quality,
flexibility, and accessibility. In order to achicve greater flexibility and quality,
the commission argued that universities should be permitted to increase
tuition fees without facing a corresponding reduction in provincial grants. But
the higher fees were to be accompanicd by higher borrowing limits under the

Canada Student Loan Plan, or by the introduction of a contingent repayment
loan plan.

A differentiated fee structure was also proposed to reflect diffcrences in
program costs and to encourage diversity in the programs offercd. In this
casc, the commission suggested that federal funds could be channelled dircctly
to students sc that "the federal government would automatically direct its
support to the programs that students demand”. This assistance would take
the form of a voucher that the student would use to pay the (increased)

. "
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tuition fee and other academic costs and/or a tax credit for education
expenses. In either case, this would replace the existing grants to provinces
that were in lieu of the earlier federal support for postsecondary education.

United States, 1974 Although the preceding review of recommendations
was restricted to Canadian public commissions because they were most
relevant to the study, one should also consider the basic recommendation of
the Carnegie Commission on Higher Education (1974) on tuition fees. This
commission, after what seems to be the most thorougt review ever conducted
of American higher education, concluded that university tuition fees should be
raised over a ten-year period until they equalled about one-tt'~4 of total
educational expenditures. This would restore the private/public share to its
long-run level.

Public Opinion Polls on Fees and Financing \

For the past decade, researchers at the Ontario Institute for Studies in
Education have conducted a biennial survey of public opinion concerning
education in Ontario.” In only a few of the surveys, however, have theie been
questions directed specifically to the financing of higher education. In 1978,
the public was asked what sources of income should be used to support
postsecondary education. The largest response, among a number of
alternatives, was for student fees (26%), followed by corporation tax (22%)
and other combinations (19%). When responses are analyzed by income and
occupational categories, the authors observe that "the strong support by upper-
income groups for increased emphasis on student fees® would imply "a
differential fee structure based on ability to pay" (Livingstone ot al., 1979:13).

The 1980 survey asked "What would you like to see happent the proportion
of the direct costs of university education that is covered by student tuition
fees?". Those favoring an increase in fees (25%) were almost as numerous as
those who favored no change in fees (30%); only a small group (13%)
thought that there should be a reduction in fees. (The remaining one-third of
the sample who were undecided included many of the oldest or the least
educated and who were uninformed about current fece levels.) There were no
substantial differences with respect to age, income. -ic. between the "increase”
and "no increase” groups (Livingstone et al., 1981).

There was no question in the 1982 survey that dealt dirc<tly with tuition fees,
but a related question asked whether the universities’ response to
underfunding should be to reduce the number of students or to allow a decline
in the quality of educatinn (Livingstone et al., 1983). The respondents clearly
favored a reduction in enrolment (80%) rather than a decline in quality (9%);"
only a few had no opinion (11%). This was one of the clearest responses to

2 The surveys have been conducted as part of a wider Gallup Poll and are
based on a stratified samp'> of about 1,000 persons.
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the survey’s questions, and gives uncquivocal public support to maintaining the
quality of education.

Throughout the 1980s, in answer to the question "What would you like to see
happen to government spending for universities?" the percentage of
respondents who said this should increase rose steadily from 31 per cent to 57
per cent. This represents almost a doubling of support for increased
government spending in the short span of cight years. Those who said that
government grants should just keep up with infiation declined from 49 to 33
per cent; the proportion favouring a decrease in spending declined from 12 to
6 per cent; while the no-opinion group also declined from 8 to 4 per cent
(Livingstone er al., 1988).

Fee Policies in Other Provinces

The preceding sections have canvassed the views of government commissions
and the general public on tuition fees and university financing. This section
now reviews provincial government views or policies with respect to fees.?

Newfoundland  Although Memorial University has the statutory authority
to set tuition fces, the university and the government jointly determine the
fees. These arc based on two criteria: the first is that tuition fees should be
approximately cqual to fees in the other Atlantic provinces, after allowing for
the lower per capita income in Newfrundland; the second is that fees revenue
should rise from the current 12 per cent of operating revenues to 15 to 20 per
cent (or the national average), "when this can be done without imposing too
scvere a burden of cost on 1its students".

Maritime Provinces Tke Maritime Provinces Higher Education Com-
mission advises the provincial governments of Nova Scotia, New Brunswick,
and Prince Edward Island on the financing of universities in each province.
In its formula for allocating the governments’ operating grants to the
universities, the Commission does not take tuition fee levels into account.
But it also assumcs that tuition fce levels will be increased by the universitics
in step with inflation so that fec revenues do not decline as a proportion of
their total revenucs. The universitics have Icgal authority to establish these
fee levels, but they are aware that the provincial governments would not look
with favour upon any sudden, large increase in student fees.

Quebec Tuition fees at Quebec universities have been frozen since 1968,
in responsc to a government directive, 'la politique de gel des frais de
scolarté’. (That is, fres nave been held at their 1968 levels, with the result
that inflation has reduced the real value of the fee by more than two-thirds.)
Despite this government control, there is no provincial standard tuition fec for

3 This information was obtained in correspondence with the department
responsible for higher education in <ach province.
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each program; instead, the total tuition revenue at each institution is taken
into account in the calelation of the provincial operating grant. The Conseil
des universités has, however, recently recommended that tuition fec. be raised
to a level comparable to the average in the rest of Canada (Conseil des
aniversités, 1988).

|

l Manitoba The provincial government in Manitoba has no formal policy
on tuition fee levels since the setting of tuition fees is the lcgal responsibility
of each university. But the Universities Grants Commission, which allocates

' funds a.nong the universities, from a total amount determined by government,
does take tuition revenue into its decisions.
Saskatchewan The government in Saskatchewan has no direct control of
tuition fees, but it can exercise ' moral suasion’ over the universities’ tuition
fec decisions. In 1987, for cxample, the government askcd the universitics to
assure that inability to pay would not be a barrier for any qualified student,
and that the students not bear a ‘disproportionate share’ of t:c burden

imposed by current economic difficulties.

Alberta A formal policy on tuition fces was adopted by the Alberta
government in 1982. The determination ot tuition fees was delegated to the
governing boards of universitics, provided that the fees accord with certain
qualifications, namely that:

1. Aggregate tui'1on fec revenue represents between 8 and 12 per cent of the
university’s net operating expenditures;

2. Fees for equivalent programs differ by not more than 20 per cent between
universities. When the universities cannot reach agreement on fees,
subject to this constraint, the Universities Coordinating Council
determincs the fees.

3. Tuition fees cannot be increased in any year by more than 1.5 times the
ratc at which provincial government grants to the postsecondary system
were increased the previous year.

British Columbia The government in British Columbia does not have
sanctions that it can apply against opcrating grants if thc universities raise
their tuition fees. However, the universities appear to exercise the came
restraint in setting fees as those in the Maritime provinces, Manitoba and
Saskatchewan since they are aware that sudden sharp increases in fecs might
meet with government regulation.

Fee Policies in the United States

A recent (1988) survey of public universitics and colleges in the United States
provides detailed evidence on the sctting of tuition fees in each of the states
(SHEEO, 1988). Among the major public universities, the legal responsibility
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for establishing tuition fees rests primarily with the institution’s governing
board.* This is true for 42 of the 49 states, with the responsibility in threc
states (Connecticut, Oklahoma, and Kentucky) assigned to a state coordinating
board; and the four remaining states (Texas, Washington, Nebraska,
California) retaining tae fce-setting power within the state 'gislature.

In the majority of states (29), the estimated tuition fee revenue is considered
by the state budget office and/or the coordinating board in preparing state
grants. In five of the states, however, fce revenues are not considered in
determining the state appropriation.

It is perhaps more surprising o learn that in fifteen of the states, the fees are
deposited i. the state treasury. In most of these cases (12) the fees revenuc
remains in a special revenuc fund from which appropriations are made to the
universities; but in three cases, the fees revenue goes dircctly into a general
or consolidated revenue fund.

Differing criteria are also used in the various states in setting the level of
tuition fees. In half of the states (25), the tuition fees are established after
the institutions know what level of state support will be provided. That is, the
fees are set so that the estimated fce revenue will close the gap between
institutional needs and state appropriations.’

Market forces are the predominant influcace in setting fces in one-quarter
(12) of the states, where therc is no cxplicit consideration given to state
appropriations. Rather, the fces "are more a matter of competitive forces and
what the market will bear” (SHEEOQ, 1988:5). In another one-quarter of the
states, the fces are established in accordance with statutes or regulations which

detcrminc the fee as a percentage of instructional costs (or the proxy for these
obtaincd from statc appropriations).

It is indicative of the financial problems that universitics everywhere have
faced in recent years that about one-half of the universitics responding to the
survey reported that tuition fecs had to be increased (in real terms) to
increase the quality of instruction and to compensate for decline in state
support. In doing so, the universitics said this had been the result of a
conscious policy on tne part of state governments to incrcase the share of

The survey reported the results for three groups of institutions:
rescarch universitics, state colleges and universitics, and community colleges.
Only the responscs for rescarch universities are reported here because these
are usually considered to be the institutions that more ncarly resemble the
Ontario unive sitics.

5 This is the converse of the situation that prevailed in Ontario prior to
thc implementation of a grants formula, namely that the provincial
government was asked to fill the gap between the universitics’ needs and the
other revenucs.
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costs borne by the students in recognition of the bencfits accruing to the
individual student (SHEEO, 1988).

Alternative Fee Structures and Their Rationales

The first part of this chapter has looked widely to views and experience
elsewhere with respect to determining an appropriate level for tuition fees.
The remainder of the chapter considers a broad range of alternative answers
to the question posed at the beginning, "Wnat should be ti.c student’s share
of the total expenditure?”

The alternative tuition fee levels and structures can be summarized in the
following categories:

Zeio fee
Uniform {or universal) fee
Uniform subsidy with a residual fce
Existing fee structure, with uniform changes
Differentiated fee structure

a. Based on benefits

b. Based on costs
6. Full-cost fee

bl ol S o

Each of these altcrnatives is considered in turn in the following sections.®

Zero Tuition Fee Proposals for "free tuition” were common in the 1960s
and carly 1970s when there was an increasing emphasis on postsecondary
education as a vehicle for social mobility (Crowley, 1973). That was also a
time of substantial increases in provincial income tax revenues, and increasing
demands on public budgets for more support of social services, including
postsccondary education. But it was soon recognized that

..when students are subsidized primarily through very low or no
tuition, the benefits flow to all students...regardless of family income...
A low tuition policy by itself tends to channcl more subsidies to
higher-income groups in total because more young persons attend
college from these groups (Carnegie, 1974).

In addition, the increased taxes required to provide frce or zero tuition would
come laigely from the income groups who were under-represented in the

§ There is another category of approaches to fee-selting that is relevant
for individual institutions that have rde facto autonomy in determining their
fees. This would include residual pricing, where a fee is calculated that would
close the gap between budgeted .xpenditures and revenues from other
sources; and peer pricing, where the fce must be competitive with those at
similar institutions (Litten, 1984).
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university enrolment. The redistribution of income that would occur through
such a policy would be highly regressive.

More recently, it has been recognized - as reported in Chapter 4 - that where
tuition fees have been abolished there has been little, if any, changc in the
socio-economic composition of the university students. This has been true for
Sweden, for Australia, and for the United Kingdom (Anderson et al., 1980;
Woodhall, 1989).

The ultimate criticism of a low tuition fee policy is that its true cost is unlikely
to be calculated, and its effec.dveness is unlikely to be compared with
alternative policies. Consider, for example, the cost to the provincial budget
of reducing fees by $100, or more likely, disallowing a fee increase of $100.
Given a full-time equivalent undergraduate enrolment in Ontario in 1987-88
of approximately 200,000 students, this represents an additional cost to the
government of $20 million if the total income for unmiversities is to be
maintained. Since only one-fifth of full-time undergraduates receive QSAP
assistance, a grant of about $16 million (in the form of lower fees) goes to
students who are not eligible for. financial assistance. This addit'onal $20
million would otherwise represent a 26 per cent increase over the $77 million
that was expended in 1987-88 for OSAP grants to university undergraduates.

Universal Tuition Fee  The notion of a single, uniform, or universal tuition
fee emerges occasionally, but has not had continued support from any source.
Proposals for a universal fee are generally based on a vague notion that equity
would be best served if everyone paid the same fee - regardless of program,
level, or university attended. But apait from its apparent simplicity, this
proposal lacks any economic rationale. It bears no relationship to the costs
or benefits of the program, or to any other social obje.ctive; it seems especiaily
inequitable in light of the ratio of about 4 to 1 in the relative instructional
costs between general arts and the medicinc/dentistry programs (Table 3.2).

Uniform Subsidy, with a Residual Fee In a rather different approach to
determining the tuition fee, it is sometimes argued that there should bc a
uniform per-student subsidy for all programs, regardless of the instructional
cost. The tuition fee wouid thercfore be tne residual amount required to
meet the toral operating cost. Such an appioach was inherent in the early
proposals for voucher schemes that arc described in the next chapter. In
cssence, the government would provide a voucher for a given amount, say
$4,000, to each eligible student. The student could then use this voucher to
cover part of the ~nst of whatever university program is sclected, but the
student would pay a fec eqnal to the balance of the cost (after the university
took into account its income iroa other sources).

This approach was also recommended by thc Macdonald Commission in 1985,
as part of its proposal for funding students dircctly, when it said that
provincial grants to universitics "might appropriately be based on an equal
per-student figure, without differentiatior for particular programs” (Canada,
1985:822).

Q
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The rationale for the uniform subsidy scheme is that it makes a public
contribution which directly recognizes the external benefits of undergraduate
education. But a subsidy that is the same amount per student for all
programs implie: that the value of external benefits is common across all
programs, and that the benefit per additional student does not decline in value
with an increasing number of graduaics from a given program. Although the
residual amount to be paid as a tuition fee would be very large in high cost
programs such as medicine, proponents of this app.oach would argue that the
high cost programs are usually associated with high private returns to the
graduates of those programs. (For example, see Tables 5.1 and A.6 which
present data on the returns and costs for various programs.) Assistance for
students to finance the high fees could be provided through various forms of
student loans.

A variant of this approach proposes that the subsidy - a uniform percentage
of the instructional cost per student, rather than a uniform amount. But a
uniform percentage subsidy is the complement of a fee that is a uniform
percentage of the total cost; this alternative is treated later in this section.

Existing Fee Structure, with Uniform Percentage Changes The most
common method for setting the tuition fee is to change fees by a uniform
percentage across the existing fee structure. One might say, for example, that
"tuition fees should be increased by 20 per cent”. This approach implies that
the existing general level of fees and the differences between fees can be
rationalized, and that this same rationale would require a uniform percentage
increase in the fee. Such conditions are unlikely to exist.

Such an approach has an appealing administrative simplicity because it would
not distort the relative incomes for programs or institutions. Any change in
relative fees might alter enrolment patterns and revenues and would require
institutional adjustments. It also has a political attractiveness in its
appearance of equity, but like the sirgle universal fee it lacks any economic
rationale. It also has the practical disadvantage for institutions, where there
are increasing proportions of enrolment in the higher-cost programs like
engincering, sciencs, and medicine, with the result that cross-subsidization
from the arts programs is no longer financially feasible.

Differentiated Fee Structure Tuition fees may be differentiated to
respond to any combination of "judgments about academic objectives, public
goals, financial requirements, and the share of costs which should be borne by
society and individual students and families" (McCoy, 1983). Fees have
therefore, at various times and places, been differentiated by program of
study, by level of study, by student course-load, by residency status, and hy the
time or place that courses are offered.

The social and economic objectives discussed in Chapter 5 can provide a
cogent rationale for differentiating fees by program of study as part of an
appropriate tuition fee policy. Just as undergraduate programs - such as arts,
engincering, and medicine - differin their content and purpose, so too do they
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differ in their costs and the associated private and social benefits.
Furthermore, the socio-economic composition of students in these programs
diffcrs between programs. To the extent that students from higher-income
families are disproportionately represented in programs with = largest
subsidies, the income distribution is made more regressive. For the sake of
equity, it could be argued that these differences should be reflected in
differences in the tuition fees. Even if the empirical evidence is too imprecise
to determine the exact differential that is warranted, a reasonable degree of
differentiation can be established that more closely accords with the social and
economic objectives.

A. Retums-based Differentiation If it were possible to evaluate fully the
social and private benefits of a program, the rate of return (as calculated in
Chapter 5) or the net present value for each program would provide a
measure of the net benefit associated with each university program. and would
provide the most logical rationale for differentiation of fees. The higher rates
of return would represent direct evidence of both the benefits received and
the graduate’s ability to pay. But because rate of return or net present value
calculations do not as yet include all benefits, they may be used more
persuasively in conjunction with data on program costs to provide further
evidence for differentiation of tuition fees. Conceptually, however, the net
return is a more accurate rationale. The wide and consistent variations in the
rates that are presented in Tables 5.1 and 5.2 offer strong support for similar
variation in tuition fees.

B. Cost-based Differentiation Some universities differentiate the tuition
fees according to level of instruction, so that the fee for the freshman year is
less than the fee in upper years. While this may reflect cost differences to
the extent that some introductory courses can be taught in larger classes, the
lower fee for the first year recognizes the student’s lower earning potential in
summcr employment or is intended to offer additional financial inducement
to enrol.

The niore importart direction for cost-based fee differentiation, however, 1s
berwecn programs rather than levels of instruction. There are alternative
rationales for such differentiation. It could be argued that the higher-cost
programs also have greater benefits associated with these programs. Although
there is no logical nccessity that this should be so (graduate programs in
theology and busincss administration may be comparable in cost per student
but differ greatly in their benefits), the evidence generally does point in this
direction. In Chapter 5, it was shown (Table 5.1) that the high-cost programs
such as med:zinc and dentistry also had the highest rates of return. However,
there werc anomalies, such as architecture, where the costs were relatively
high but the rate of return was onc of the lowest.

A more common rationale is that students should contributc a certain
percentage of the cost of providing any program of study. In practice, some
maximum or ‘cap’ is also imposed in order to avoid cxtremcly high fees in
the most cxpensive programs.
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The historical evidence presented in Chapler 3 showed that there has always
been a differentiated fec structure in Onlario, but that these differentials -
notably between arts and science, engineering, and medicine - have narrowed
considerably during the past forty years. While the average fee in medicine
was almost double the level of the arts fee in 1950, it is now only 27 per cent
above the arts fee; in the case of engineering the differential has dropped
from 55 to 10 per cent.

Differential fees for law and medicine are levied at most public universities in
the United States. The fee for law school exceeds the undergraduate arts fee
by 10 to 80 per cent, with a mean differential of about 40 per cent; in
medicine, the differential is 100 to 400 per cent, with . mean of 235 per cent
(McCoy, 1983). Some of the major universities, such as Michigan and
Minnesola, also charge higher fees for undergraduate business and
engineer.ng programs, with a differential of 15 to 20 per cent. Michigan and
Minnesola also charge higher fees (by 10 to 15 per cent) for the upper years
of undergraduate progiams.

The most sophisticated development of cost-based fee differentials has
occurred at the University of Minnesota (Berg and Hocnack, 1987). Although
the university always had a differentiated fee structure, this was based on ad
hoc decisions relating to general costs, labour market conditions, internal
politics, and short-term revenue needs. But in 1979, the university adopled a
cost-related tuition policy, which was reinforced in 1983 when the Minnesota
legislature adopted a cost-related grants formula. (The latter is compar~ble
in principle to the Ontario grants formula described in Chapler 2, with the
important exception that the Minnesota formula assumes that fees will more
nearly reflect a given percentage of gross instructional cost).

By 1984-85, fecs had been adjusted so that most fees represented 35 to 40 per
cent of instructional costs. Since this would have resalted in very large fee
increases in the high cost programs (mainly in the health scicnces), these were
capped at 20 to 30 per cent of costs. This capping policy was based on the
fees for competing programs in comparable public universities (notably the
*Big Ten' ). But the capping has beca intended only as an interim measire
and will be remo.ed when more adequate arrangements can be made for
student financial assistance to fund the incrcased fees. This is to be provided
through a contingent rcpayment loan program establihcd by the state
government for students in professional programs.

The overall ‘esult of the policy has been to increase both enrol—ent and
revenuc because there is a more inelastic demand for high-fee programs
where applications continue to exceed the number of admissibie students who
can be accommodated, and because enrolment increased slightly in the arts
programs in response (o a lower fee.

Full-cost Fee It could easily be argued that the most logical approach

would be to set the tuition fee equal to tke tetal cost per student for each
program. This then clearly distinguiches the determination of an appropriate
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fee level from the method(s) by which externalities can be subsidized and
students can be assisted in financing their tuition fec expenditures. Indeed, as
noted at the beginning of the chapler, this is the reason for trealing separately
the altcrnatives for fee-sctting and altcrnatives for student financial assistance.

Witk a full-cost fec structure, it would be possible to create a student
assistance scheme that explicitly took account of the various objcctives
discussed in Chapters 4 and 5. Specific subsidies could be determined in
recognition of the benefits enjored by society beyond the graduate’s private
returns; bursaries could be awarded (o an range of minority groups that
needed additional inducement or support, and a general loan scheme could
be implemented to assist all students with tuition and other cxpenditures.

Other arguments are sometimes offered in support of full-cost tuition fees.
These include, for cxample, suggestions that if students know the true cost of
their education they would appreciate it more and work more diligently at
their studies. But notions such as these - whether or not they have validity -
arc nol necessary Lo supporl the case for fuil-cost tuition fees. This can be
made on economic grounds alone.

The political rcality, however, is that students, their parents, political parties,
and other interested groups find it difficult to make the distinction between
a tuition fee policy and a policy on student financial assistance. Even more
important is the fact that the current level of subsidization of users of the
universily system by non-uscrs of the system will continue to be vigorously
defended by the users.

Alternative Approaches to Annual Adjustments

Where fces are determincd by an undefined combination of historical,
political, and cconomic factors, there usualy are periodic adjustments to
maintain the real ~aluc of the universities’ operating income. Various indexes
relating to changes in prices or costs could be used, four of which arc
examined here. These indcxcs are based on changes in: 1) government grants;
2) prices of goods and scrvices uscd by universitics; 3) consumer prices; and
4) avcrage carnings. If a clear distinction is made between the sclling of fees
and the financing of fecs, only the first two alternatives are relevant. But in
the absence of such a distinction, all four alternatives merit attention.

Increase in Government Grants In 1980, the Ontario government
announced as part of its tuition fee policy that the annual increase would be
cqual to the percentage incrcase in the government's operaling grants (o the
university system. But there has been a change during the 1980s in the
composition of government grants to the universitics, with an increasing
proportion of grants made through targeted (or special purposc) funding and
a declinc in the proportion of basic or formula grants. Conscquently, the
intention that this mechanism would provide an index that closely rescmblcd
changes in the universitics’ basic operating costs has been somewhat
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contradicted by its application to a different definition cf grants. A similar
index forms part of Alberta’s tuition fee policy (described earlier in this
chapter) to the exteut that universities are free to set their own tuition fees
provided that annual increases are held within 1.5 times the rate at which
provincial government grants to the postsecondary syst..n were increased the
previous year.

Increase in Prices Faced by Universities If the intent is to adjust tuition
fees in accordance with changes in the prices of goods and services purchased
by universities, in order to maintain the purchasing power of their incomes,
this requires the use of a university pricc index. (This would be a special
version of the consumer prce index (CPI) or the Gross Domestic Product
implicit price index.) But there is a circularity inherent in this approach; the
annual increases in the prices of the major services purchased by universities -
faculty salaries - are determined primarily by the rate of increase in
government granis. The external market forces that operate on salary
determination have their effect only over the long run, when individuals make
career choices about graduate training and/or employment opportunities in
other sectors of the economy or in other jurisdictions. Consequently, an index
of unive: sity-related prices wouid strongly resemble the index of government
basic operating grants.

Increase in Consuzaer Prices If annual adjustments of tuiticn fees are
intended to take account of the economic circumstances of students and their
families, rather than to maintain the real value of universities’ operating
incomes, then it would be more appropriate to base the adjustments on the
consumer price index. In principle, this would ensure that the price paid for
university instruction increased at the same rate as prices paid for other goods
and services purchased by the students and their families. But the CPI can
provide only an imperfect comparison of university fees with these other prices
because the CPI is based on the *shopping basket’ or average composition
of items purchased by all families (and otner persons) and therefore will not
represent exactly tne families of university students, and certainly will differ
from the expenditure patterns of the students themselves. Nonetheless, it
should be evident that, if there is no change from the current approach to fee-
setting, the CPI merits attention when annual adjustments to che fees are
being determined.

Increase in Average Earnings Finally, if the annual adjustments are
intended to take account of changes in the incomes of students, and
particularly their families’ incomes, the more appropriate index to use is the
Industrial Aggregats average earnings. This shows the changes in the

7 For example, the provincial government grants to universities in 1989-
90 were 7.5 per cent greater than the total grants in 1988-89, but this included
a grant to increase the number of places rather than the total expenditure per
place. But the formula fee was increased by 7.5 per cent nonetheless.
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Chapter 6

weighted average earnings of all employces in Canada (or by province) and
provides a readily available measure of changes in the ability of families to
finance expenditures out of current income.

Alternative Fee Structures for Ontario

From all of the forcgoing di..cussion on alternative approaches to fee-setting,
including the views of ro;al commissions and public opininn, and the
experience in other jurisdictions, the major guidance ~r direction seems to be
that the student’s private benefits would justify a higher fee. But the specific
values of fee increases or differentials based on this criterion are not so
readily apparent.

Consequently, two alternative approaches are selected to illustrate the
substantial differences in fees that can result from such different approaches.
One method is to increase fecs by a uniform percentage from the existing
level. The other method is to set fees at a uniform percentage of the total
cost of instruction.

The fees that result from applying these methods are shown in Table 6.1.
When fecs are increased by a uniform percentage, the absolute differential
does not change substartially. That is, a 1S per cent increase in fees is an
incrcase of $213 in the lowest fee compared with an increase of only $269 in
the highzst fee. When the fees are increased by 30 per cent, the resulting
inc1eases range only between $424 and $538.

A much different effect emerges when ihe fees are dctermined as a
percentage of the total instructional cost. This cost is calculated from the
Ontario government’s grant per student fcr each program, to which is added
the actual tuition fec. While this docs not represent the actual full cost of
instruction in any particuler program and institution, it does reflect the cost
to the government (and to the cconomy) for an additional student in that
program.

If tuition fecs were to be set at 25 per cent of the instruction cost, the fee for
honours arts, commerce, and law would increase by about $400. But the
increase for honours science, pharmacy, and education would be $875. Sur-

prisingly perhaps, the increasc for engineering and architecture would be less,
at $785.

The incrcase for medicine and aentistry would be about $3,50. This
illustrates both the need to consider a cap on fees for high cost programs, and
a need to be certain that the instruction costs are calculated in a comparable
fashion for each program.

Because fees have never been directly related to instructional costs by
program, there has not buen a need to consider whether the implicit
instruction cost was an accurate cstimate of the true cost. Two major
components of this cost, however, are unsponsored research (the research not
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Altemnative Approaches in Setting Tuition

Table 6.1

Altermnative Tuition Fee Structures, 1988-89

Program Actual Increase from Actual Pe-centage of Full Cost 2
of Study Fee 15% 30% 25% 50%
Group 1 1,411 1,623 1,834 1,319 2,638
Group 2 1,411 1,623 1,834 1803 3,605
Group 3 1,411 1,623 1,834 2,286 4,572
Group 4 1,531 1,761 ©.990 2,316 4,632
Group 5 1,794 2,063 2332 5,281 10,562

1 Group 1: Ceneral arts and science, journalism
Group 2. Honours arts, physical and occupational therapy, library science, fnysical
and health education, fine and applied arts, commerce and business, law
Group 3: Honours science, forestry, music, pharmacy, agriculture, education, nursing
Group 4: Aschitectu3, engineering
Group 5: Medicine, dentistry

2 Full cost estimates represent the government's total grant (per basic income unit
multiplied by the program weight), plus the actual tuition fee. See Table 3.2.
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funded from other sources) and the overhead costs of research that is partly
sponsored by governments or industry. Although there has been a traditional
argument that research contribites directly and substantially to the quality of
teaching, this linkage needs to be examined more rigorously. If there were a
separation of the teaching and research expenditures, the differentials between
the scierce-based and the arts-based program would likely be narrowed. This
would similarly reduce the fee differentials to levels that might be more
acceptable in a political context.

Summary and Conclusion -

This chapter has explored various approaches to determining the level and
structure of tuition fees, as distinguished from methods for financing these
and other student expenditures. The consensus that emerges from the
recommendations of several public commissions is that tuition fees should
contribute about one-quarter to one-third of the total revenue for
undergraduate education. (In each case, the need for adequate student
financial assistance was emphasized.)

Recently, commissions have also urged governments to give universities more
flexibility in setting their fees. Ontario and Quebec are the only provinces
where the provincial government effectively controls the fee for each program,
but universities in other provinces are also subject to various degre::s of
government control. Nowhere in Canada are the universities able to exercise

fully the autonomy entailed in their legislative authority to determine their
fees.

The most common approach to adjusting fees in North America has been to
apply a uniform percentage increase to the existing fee structure. While this
causes the least disturbance to the system, there is increasing recognition that
this approach is both inefficient and inequitable. The strongest alternative is
the differentiation of fees by program, in accordance with differences in the
instructional costs. This is mcre equitable, not only on the basis of benefits
received, but also as the preceding chapter indicated, with respect to the
graduates’ ability to repay student loans from future carnings.
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Chapter 7

Financing Students’ Tuition
and Other Costs

Students had traditionally financed their uriversity education with their own
savings and employment earnings, togetacr with contributions from their
parents. Since the mid-1960s, government assistance in the form of grants an
loans has become more important for students from the lower-income
famihes. There 1s considerable debate, however, on whether parental
contributions ought to be specified in government grants programs; on how
cost-effective grants are in increasing cducational opportenities for financially
disadvantaged students; on whether students would assume a higher debt load,
or are already incurring loo great a debt load.

This chapter reviews the arguments and evidence relating to each of these
issues, analyzes the impact of changes in tuition fees on the current student
assistance program, and then discusses alternative proposals for financing
students’ tuition and other costs. These include prepaid tuition plans, student
vouchers, and contingent repayment loans.

Conventional Sources For Student Financing

One-half of the financing for full-time undergraduate education in Canada is
provided by the income "t students earn during the summer and/or part-
time employment (Ab. Associates, 1986). Contributions from familics,
government grants, and other nun-repayable awards add a further 25 per cent
of the incume, while loans constitute the remaining 25 per cent. About three-
quarters of these loans are from student loan plans; most of the other loans
are from parents since private bank loans account for less than 5 per cent of
the total borrowing.

Students’ Employment Income and Parental Contributions The major
source of students’ funds is their own cmployment during the academic year
and the summer months. But there is little reliable evidence on the amounts
earned, 7nd saved, by students in different educational levels, programs,
income-groups, or genders. Dala are collected each summer by the Statistics
Canada labour force survey on students’ participation and unecmployment
rates, bul thes= are not reported separately by type of institution. The 1983-
84 national postsecondary student survey asked about, but did not report on,
summer employment experience of students.

Parents have been another traditional source of financial support for university

students, but ;ome parents arc nol in a postiion to make a substantial
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contribution from their savings. An extensivc survey of college students’
families in the United Siates showed that about one-half of the families who
contributed to their children’s college education did so by drawing on current
income rathcr than using previous savings (Miller and dexter, 1985a and
1985b). It was also found that income levcls alone do not detcrmine parental
contributions: for any given income level, the contribution was grealer the
higher the parents’ level of education. And contrary to conventional wisdom,
the concurrent enrolment of siblings docs not zppear to affect parental
contributions (Leslie, 1984).

But the basic political and econon ic question remains wicther the
specification of a parental contribution has a place in studeat aid programs.
In Swedea, for example, students are assumed to be financially independent
from the age of 19, so no account is taken of parcnlal income (Woodhall
1988). Considerable inequity between students arises when parcnts’ assels
and/or income cannot be determined with any reliability; when an mcrcasmg
percentage of students are from dinded families, with various economic
commitments; and when there appears to be more variation in parent-student
relationships. In a detailed analysns of the student grants program in Britain,
where a parental contribution is specifically assumed in caiculating the grant,
it was found that at least half of all students’ parents werc either unable or
unwilling to pay the full parcntal contribution (Woodhall, 1989).

A siniilar mcreasmg gap between the expected and actual parcntal
contribution in the American system of student aid has been attributed to
three related factors (Johnstone, 1986). There are parents who simply refusc
o contribute to their children’s educational expenses, parcnts who are
divorced or separated - which complicates the detcrmination of ability to pay
and the arrangements for contributions - and parents whose willingness to
contribute to their children’s college education has diminished, in the belicf
that the state should bear a larger share.

Grants Most student grants programs are inefficient in promoting
increased acressibility because the financial benefit goes to many students who
would have cnroled in the absence of such incentives. Jackson (1978)
reported thal to increase the enrolment in higher education in the United
Swates in the 1970s, by means of a $500 increase in financial aid to cach
student (such as a rcduction in fees). the cost actually amounted to $9,200 for
each additional low-income studcnt, compared with $3,000 for a well- largclcd
aid program. Although these numbers would not necessarily apply to
Ontario’s university system in the late 1980s, they do emphasizc the incficient
cffect of direct sludcnt aid Lo increasc enrolment. Furthcrmore, the major
student aid program in the United States - the Basic Educational Opportunity
Grant (BEOG) - has been found to have little effect on enrolment in four-
year colleges for any family-income group, but the program did incrcasc
enrolment from low-income familics in (wo-year colleges and vocational-
technical schools (Manski and Wisc, 1983).




Financing Students’ Tuition and Other Costs

The most damning criticism of a general grants program, as a means for
extending accessibility to lower-income groups, comes from the United
Kingdom where there has been a generous grants program since 1962:

Far from ensuring a high rate of participation in higher education and
equality of opportumty, the system of mandatory grants has resulted
in a more restrictive hlghc' education system in Britain than in most
other developed countries (Woodhall, 1989).

A comparison is made with Japan and the United States, where there are
tuition fees and heavy reliance on loans, but where the proportion « high
school graduatcs entering higher education is more than double the
proportion in the United Kingdom.

Furthermore, within this lower enrolment rate, there is an uneven
participation hy socio-economic groups. In the late 1970s, 57 per cent of the
male sons of persons in the professions enroled in university, and 80 per cent
entered some form of full-time higher education. But only one per cent of the
daughters of unskilled workers went on to higher education (Atkinson, 1983).

Student Loans Students are unique participants in the credit world.
Private student loans differ from other loans because the borrower can offer
no direct security other than the pr.spect of a higher income in the future.
For arv given individual, this can be a very uncertain prospect. Moreover,
student loans are issued in relatively small amounts, with small annual
repayments to be processed at relatively high administrative costs. These
unusual administrative and risk factors dictate such a high interest rate that
few students would be able to borrow in the private capital market.

Consequently, some third-party - whether it be parents, colleges, or
governments - must act as guarantor for student loans. Advocates of more
student aid in the form of grants rather than loans have argued that students
are reluctant to accept a debt obligation, particularly if they are from a lower-
income family. However, Forter, Porter and Blishen (1973) found that
students from lower-income families in Ontario are more prepared to borrow
o finance their education than students from higher-income families.
Furthermore, the amount that students were prepared to borrow, within each
socio-economic level, was related to their level of academic achievement -
those with high grades were prepared to borrow more than those with low
gradcs As the authors conclude, this study "casts doubt on the argument that
low income students would be more reluctant to borrow".! More recently, it
has been reported that:

1 Although this study, the Survey of Ontario Students’ Aspirations, was
conducted nearly two decades ago (1971), its results remain important because
it dealt directly with the post-high school plans of Grade 12 students, and was
able to analyze separately the attitudes toward university financing of those
students who aspired to a university education.
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In all countries where loans are available, women and low-income
students are willing to borrow. What mattees are the terms of the
loan, especially the degree of subsidy and the repayment terms
(Woodhall, 1982).

The final section of this chapter considers an alternative approach - contingent
repayment loa.is - whereby students collectively act as guarantors by
mutualizing the risk of default for any given individual.

In a recent article, a leading authority on student financial assistance notes
that "the last few years have seen increased reliance on loans in many
countries” (Woodhall, 1989), although the proportion of student aid
represented by loans varies widely among countries. Japan is the only major
J~veloped country that relies exclusively on loans. Although Japanese
students pay tuition fees in both public and private universities,? the majority
receive no financial assistance; only 12 per cent of the students receive
assistance, which is in the form of means-tested loans.

The most substantial shift to loans has been in West Germany, where the all-
grant program created in the early 1970s to increase accessibility was
converted in 1984 to an all-loan program. Although students continue to pay
no tuition fees, the conversion to means-tested loans, increased restrictions on
eligibility for loans, and a capping of university facilities and faculty has
reversed the effect of the reforms in the 1970s. Indeed, it appears that the
policy has shifted from favouring an open, comprehensive university model to
one favouring status differentiation and a corps of prestige institutions
(Johnstone, 1986).

In Sweden - as in France, Germany, and most of the European Community -
there are no tuition fees. As was noted in Chapter 4, however, Sweden has
found that this policy has not led to the improvement in accessibility and
equality of employment opportunity that was expccted. Consequently, the
combined grant and loan scheme that it intr *:ced in 1965 had gradually
become an all-loan scheme by 1988. A new luzn scheme, implemented in
1989 in order to recapture larger repayments from higher-income graduates,
is described 1n the final section of this chapter.

2 qn Japan, the avcrage tuition fee at public universities in 1988 was
equivalent to about $1,800 (UK, 1988); in 1980, this fce had becn about $650;
other fees and acade mic expenses were $700, and room and board was $1,800,
resulting in total direct expenses of $3,150 for the average student (Jolivet,
1985). At the private universities (where 76 per cent of the university students
were enroled) the tuition fee in 1980 averaged $2,200; and the total dircct
expenses were $4,555. (At that time, the income per capita in Japan was
about 80 per cent of the income level in Canada.) The average total costs for
students at all Japanese universities doubled between 1974 and 1980, and had
increased fourfold since 1968 (Jolivet, 1985).

4
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Since most loan schemes include a public subsidy compenent - through lower
interest rates, deferred repayment periods, or conditional forgiveness of debt -
there has been increasing pressure to ration the availability of loans according
to academic merit or financial need (Woodhall, 1988).

Ontario Student Assistance Program (OSAP)

The Ontario Student Assistance Piogram consists of three basic components:
the Ontario Study Grant (OSG). Canada Student Loan (CSL), and Ontario
Student Loan (OSL).} The grant portion (OSG) is calculated first, to a
maximum of $2,500 or $3,500 per term, (35,000 or $7,100 per academic Iear),
depending on the status of the student as defined by the OSAP criteria.* The
loan portion (CSL) is calculated next, and is interded to cover any of the
student’s actual expenses that are not included within the allowable expenses
on which the OSG grant is based. The provincial loan (OSL) is designed to
meet still further expenses not covercd by the CSL and, in particular, to
provide for students who are no longer eligible for the OSG because they are
beyond their eighth term (or fourth academic year).

Since the full amount of the tuition fee is an allowable expense for calculating
the OSG, and since these grants are calculated first in determining a student’s
total assistance package, any increase in the tuition fee would be covered by
the OSG portion.s Although the OSAP acts in this way to cushion low-
income students and families from increases in fees, it is doubtful whether
high school students know that this is the case.

Even if students are aware that financial a<tistance is available to eligible
applicants, it is also doubtful whether they are aware that all educational costs
are taken into account and that a grant covers all of the assessed need in th.
majority of cases. Moreover, for those students who are well informed o~. che
OSAP scheme, there is uncertainty to the extent that a student does not know,
at the time when specific university plans are being made, what amount of

3 The OSAP also includes the Ontario Special Bursaries Plan and the
Ontario Work-Study Plan but these have accounted for less than 2 per cent
of the annual OSAP expenditures.

4 Al provinces other than Ontario first calculate the amount of the
Canada Student I can, to the maximum permitted amount of $105 per week
of study, or $3,780 for a two-term academic year. Any assessed need in excess
of {ne CSL amount is provided through the provinces’ own grants and/or
loans.

5 It has therefore been suggested by somc sceptics that previous
provincial governments have resisted increases in tuition fees, not because
these might bave an adverse effect on accessibility, but in order to avoid an
increase in OSAP expenditures.
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financial aid would be available. This asymmetry in the perception of
increases in fees and in equivalent student aid has been a universal problem
in designing student aid programs:

A major problem...is how to make financial aid as certain as tuition.
It is often said that price is known but financial aid is a guess (Curry,
1988).

The effectiveness of OSAP in overcoming financial barriers may also be
undermined to the extent that students and their parents perceive (perhaps
wrongly) thaw OSAP amounts are inadequate in assisting lower-income
students.

Effect of Fee Increases on the GSAP Budget Estimates of the impact of
any change in tuition fees at Ontario universities necessarily must be based on
crude assumptions because no quantitative model has been developed by the
Ontario government, or by the universities, to simulate alternative policies
with respect to fees and/or student assistance. Nonetheless, it is possible to
gercrate approximate estimates that may be illuminating in this preliminary
examisation of alternative fee policies.

Since al stedents who now receive an OSG grant would receive the full
amount of any increase in the tuition fee, an estimate can be found from the
> aber of grant recipients. In 1987-88, tiiere were 36,480 university students
in Ontario who received an OSG grant (Ontario MCU, 1989). For each $100
increase in tuition fees there would therefore be an increase of about $3.65
million in OSG grants. This would be the minimum amount because some
students who now qualify only for CSL loans - because of their personal
means - would become eligible for some grant.

The impact of a fee increase on the total value of loans (both CSL and OSL)
is more difficult to determine because there is no existing data base that
identifies students who are at the margin of eligibility for OSAP, particulasly
as defined by their families’ incomes. There were, however, about 17,800
students who were not eligible for grarts but who received loans. For these
students, their loans would increase approximately by the amount of the fee
increase; but some of the fee increase might be covered by a grant for those
students who are eligible. If all of the increase were reflected only in
increased loans, eacls $100 increase in fees would increase the value of loans
awarded by at least $1.78 million. The government’s cost, however, would
increasz only by the amount of the subsidy and defaults associated with these
loans.

¢ It has been suggested, however, that the actual fees could be permitted
to rise, while holding formula fees constant, and require that OSAP cover only
the formula fee. The difference would be provided to the OSAP-eligible
students by the university.
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These calculations, however, are aggregative across all university programs and
levels. To show how differential fee increases could impact on the total
budget for the OSG grants, Table 7.1 presents data on the OSG values for
Group A (financially dependcnt) students in different programs. Alternative
fee levels are assumed, from no fee at all to a fee that is set at 50 per cent of
the university’s total direct cost of instruction, for arts and science,
cngineering, business, and medicine. As the last section of the preceding
chapter showed, fee variations based on the current fee level result in very
litde ditierentiation of fees because the current levels differ so little. But
when the fees are based on the total cost of instruction that is implied by the
provincial funding formula, substantial differences occur.

A fee increase of 15 per cent above the current fee level would L. -rease OSG
expenditures for Group A students by $5.2 million. This ¢ar be compared
with setting fees at 25 per cent of full cost, which would entail an addit.onal
$7.1 million for the OSG furd.

The increase in the OSG grant expenditures can be compared with the actual
cost of this program. In 1987-88, the OSG grant allccation - for Group A
(financially dependent) students only - totalled $60.7 million. (Total loans for
this group amounted to $46.2 million for CSL and $2.2 million for OSL.) An
increase of 15 per cent in tuition fees would have therefore increased the total
OSG expenditures for Group A students by approximately 8.6 per cent. Since
the Group A students represented 71 per cent of grant recipients in 1987-88,
the total impact of a fee increase would be greaier than indicated here, but
the percentage increase in the OSG fund wouid be comparable.

Efficiency of Fee Increases Any increase in the total OSG grants that
results from an increase in tuition fees should be compared with the increase
in total revenue generated for the universities. Under any assumptions, there
will be a substantial net transfer from students and their families to the public
sector through this mechanism. Only 19 per cent of the full-time university
students received assistance in the form of OSG grants or a mix of grants and
loans in 1987-88. Approximately 97 per cent of these students were enrolled
in undergraduate programs (Ontario MCU, 1989). This means that for every
five dollars raised through increased tuition fees, only one dollar is added to
the cost of the OSG program. This is clearly a more efficient method for a
government to transfer funds from private sources to the universities than by
increasing general tax revenue to make direct grants to the universities. In the
case of the fee increase, revenues are raised from the major beneficiaries and
there is an automatic protection of low-income families and students from this
increase through the established student assistance program.

Indebtedness of Graduates

The major concern relating to student loans has been the size of the debt
carried by recent graduates. Although the average indebtedness varies by type
of institution and program, some general patterns can be observed. Data on
students’ indebtedness to all sources of both public and private lending can be
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Table 7.1

Impact of Alternative Fee Levels on Ontario Study Grant
Expenditures for Group ﬁ (Financially Dependent)

Students,” 1988-89

Arts and
Fee Level Science Engineering Business Medicine
Non-fee expenses 2 $1,015 $1,165 $1,165 $1,165
Current Fee 1,411 1,531 1,411 1,794
Full Cost Fee 3 6514 9,263 7,210 21,124
Increase in OSG Expenditure per Recipient for Alternative Fee Levels
No Fee -1,411 -1,531 -1,411 -1,794
15% Increase in fee 212 230 212 269
30% Increass in fee 423 459 423 538
25% of Full Cost 218 785 392 2,041 4
50% of Full Cost 1,846 2,304 4 2,194 2,041 4
Full Cost 25744 2304 4 2,424 4 2,041 4
4 7
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Tota! Increase in OSG Expenditure (millions of dollars)

Arts and

Fes Leve! Science Engineering Business Medicine Total
Grant Recipients 1

Number (1987-88) 19,654 2,160 2,107 133 24,054
No Fee -27.7 -3.3 -30 0.2 -34.2
15% Increass in fee 4.2 05 05 * 52
30% Increase in fee 8.3 10 09 * 10.2
25% of Full Cost 43 17 0.2 03 7.1
50% of Full Cost 363 5.0 4.6 0.3 46.2
Full Ccst 50.6 50 5.0 03 60.9

1 Group A students represented 71 per cent of total grant recipients. The Arts and Science category includes al!
residual programs.

2 Allowable expenses minus expected contributions from student and parents, excluding tuition fee, are based on
average family income and average aliowable expenses for grant recipients.

3 Full cost is based on the Ontario government's grant per basic income unit multiplied by the program weight, plus
the actual tuition fee. The full cost for Arts and Science is a weighted average for formula groups 1, 2, ard 3.

4 The fee plus non-fee exgensos exceed the $5,000 maximum for the Ontario Study Grant in these cases. Additional
fee expense is covered by a Canada Student Loan or Ontario Student Loan.

* Less than $0.1 million.

] Source: Ontario Student Awards Branch, Ministry of Colleges and Universities.
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obtained only through periodic student surveys. In the most recent such
survey (1983-84), 48 per cent of all full-time undergraduates in their final year
at Ontario universities reported that they had borrowed at some time during
their program (Porter and Yasmin, 1987). The median amount borrowed was
$5,500 (or $6,600 in 1989 dollars), but almost one-half (47 per cent) of the
borrowers had incurred a debt of less than $4,000. About one-tenth had
borrowed more than $12,000.

Three-quarters of the borrowers obtained loans only from the student loan
plans, another 15 per cent borrowed from both the loan plans and other
sources, while the remaining 10 per cent borrowed only from other sources.
Of the students who did not borrow (52 per cent), about four-fifths said that
they did not require this assistance, while only 10 per cent said they had
avoided borrowing because they did not want to carry a debt.

About one-third of Ontario’s full-time undergraduates borrow from the
government student loan plans (CSLP or OSLP). Students who graduated
from Ontario universities in 1987-88 with a bachelor’s degree in arts and
science, and who had borrowed from the Canada Student Loan Plan in thejr
final year, had an average accumulated loan of $7,000. Law school graduates
owed $10,100 on average; and graduates of medicine and dentistry owed an
average of $12,400 and $13,500 respectively. (See Table 72.) But the range
in the size of the accumulated debt is also important. In the case of arts and
science graduates, almost 40 per cent of the borrowers had an accumulated
debt of less than $5,000, while almiost 25 per cent had a debt of more than
$10,000. (See Table 7.3

There seems to be no systematic study of those graduates who have the largest
debt loads. While it is obvious that students in longer, more expensive
programs will accumulate larger debts, it would also be useful to know
whether they can be defined by a set of characteristics such as age, sex, or
marif2] status. This could assist in determining whether the CSLP offered too
little or too much for certain groups, and whether their prospects for
repayment differed from the total group of borrowers.

Criteria for Assessing Debt Load  If it is suggested that the students’ debt
load is too high, this begs the question of appropriate criteria for Jjudging the
degree of indebtedness. Parenthetically, one should also ask whether the debt
load is too small in some cases, where students are not permitted te borrow
more.

There are several criteria that might be applied, both with respect to
individual students and to the entire Canada Student Loan Program:

L. Does the student have complete financing for all reasonable costs?

2. What is the graduate’s ability to repay relative to the size and term of the
consolidated loan?

3. Is the interest rate on the loan less than the expected return on the
investment in education?

ey
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Table 7.2

lndebtedneﬁs under Canacda Student Loans Program
for Students  in Final Year of Undergraduate Program,
Ontario Universities, 1987-88

Number
Program of Study of Borrowers Average Debt
Arts and science 8,013 $ 7,079
Engineering 969 7,220
Medicine 399 12,352
Dentistry 71 13,472
Other health sciences 625 8,177
Law 778 10,125
Agricuiture and related 142 7,852
Education 1,578 6.914
Business and commerce 834 7,092
Total 13,409 $7.497

1 Due to the CSLP accounting and recording procedures, only stu~ents who
borrowed in the final year are included; students who may have incurred a
debt in earlier years but not in the final year are not included. This likely
results in an overstatement uf the average indebtedness of graduating
students.

Source: Canada. Secretary of State. Education Support Branch. Student
Assistance Directorate (special tabulations).

O

ERIC 109

Aruitoxt provided by Eic:




O

EMC 110

Aruitoxt provided by Eic:

L

Chapter 7

Table 7.3

Arts and Science Final-Year' Students’ Average
Indebtedness by Debt Size, Canada Student Loan Program,

Ontario Universities, 1987-88

Percentage
Indebtedn~ss of Borrowers Average Debt
Less than $1,000 3 $ 643
1,001 to 2,500 10 1,735
2,501 to 5,000 26 3,716
5,001 to 10,000 37 7,316
10,001 to 15,000 19 12,011
More than 15,000 5 17,664

1 Due to the CSLP accounting and recerding procedures, only students who
borrowed in the final year are included; students who may have incurred a
debt in earlier years but not in the final year are not included. This likely
results in an overstatement of the average indebtedness of graduating

students.

Source: Canada. Secretary of State. Educatiori Support Branch.
Student Assistance Directorate (special tabulations).
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4.  What is the overall default rate, and the government’s total cost for the
program?

5. How effective is the loan program in achieving the objectives fo: student
financial assistance, when compared with other forms of student
assistance?

Financing For All Costs  The first item in this list - completc financing of
reasonable costs - seems to have been the dominant criterion used during the
past two decades in sctting the maximum debt load for individual students.
While there may be disagreement about what constitutes reasonable costs and
appropnatc contributions from other sources, the current loan limits seem to
e roughly correct for the majority of unmarried undergraduates. For minor
groups, such as married students in graduate or professional programs, it is
more difficult to assess their true needs. In these cases, however, the
accessibility objective has been achieved; the public policy concern at this stage
is only to assure the availability of financing. To this extent, the interest
subsidy could be reduced, the repayment period extended, and the loan limit
increased, by comparison with loans for undergraduates.

One should also be concerned that some students might ot borrow enough,
or indeed not at all. They try to get along by reducing expenses and/or taking
part-time jobs during the academic year. Both of these are often
counterproductive academically and are inefficient means for financing
education in the long run. Reducing expenses may mean buying second-hand,
out-of-date textbooks; not purchasing supplementary course materials; and
even enduring poor dietary and accommodation arrangements. Part-time jobs
reduce the time available for more reflective study and often result in absences
from lectures, tutorials, or laboratories.

Ability to Repay  The ability to repay varies greatly among individuals, but
presents no difficulty for the average graduate and the graduating class as a
whole. With an accumulated loan of $7,000, and at an interest rate of about
10 per cent, 7 the average annual payment for ten years would be about $1 000
This can be compared with an average annual income of $20,000 to $40, 000°

for university graduates during the first ten years following graduation. Loan
repayments would constitute 4 to 5 per cent of gross income in the early years.
But carnings increase (in real terms) more quickly between ages 25 and 35
than they do for higher age groups, so that by the end of the ten-year period,

7 The interest rate on Canada Student Loans is set annually by the federal
government, usually approximating the prime rate. For 1988-89, the CSLP
rate was 10.5 per cent. The interest rate on Ontario Student Loans is the
prime rate plus one per cent.

® Earnings data are for university graduates in all occupations, obtained
from the 1986 census, and are adjusted to 1988 dollars. Average earnings for
male graduates rose from $19,000 at age 24 to $41,000 at age 33. For female
graduates, the increase was from $16,000 to $30,090 over the same age span.
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loan repayments would be only 2 to 3 per cent of gross income in the final
year.’ (This would be equivalent to about 3 to 4 per ceat of after-tax income.)
These repayments can also be compared with the repayment of automobile
loans that would require 10 per cent of the same annual income since these
loans would bear a higher interest rate and would likely have to be repaid
within three years.

Repayments as Perccntage of Earnings Other authors have used similar
comparisons of indebtedness and expected earnings to propose guidelines for
establishing maximum borrowing limits for student loans (Hansen and
Rhodes, 1988). Dani2re (1969) defined a manageable debt level as one that
would require annual repayments of up to 6.4 per cent of gross income, while
Hartman (1971) proposed that repayments could equal 15 per cent of the
graduate’s starting salary. This would imply a somewhat higher level of debt
than Danitre’s proposal, when carnings arc conmsidered over a 10-year
repayment period. Hartman’s estimate has a stronger economic rationale in
that he argues the after-tax differential earnings between college and high
school graduates can be used to repay the debt incurred to attend cullege.
Finally, Hansen and Rhodes (1988) consider alternative rationales and arrive
at 10 to 15 per cent of before-tax income as the range of manageable
repayment rates. Even when the higher income-tax rates in Canada are taken
into account, the Ontario data on student loans suggest that students are well
within these estimates for manageable indebtedness.

Expected Rate of Return There is another perspective on debt load that
is almost never considered, namely "Is it worth it?". Is the expected rate of
return (o the student’s investment in educaion at least equal to the ¢ * of
borrowing? Estimates of the private rates of return te university education
recently have been in the range of 10 to 20 per cent, and have been based on
only the direct monetary benefits (Table 5.1).

Default Rates The term ‘default rate’ has been applied to different
stages in non-repayment of debts. At one end of the scale, defaults are
equated with arrears, where the debtor has simply been slow in making
periodic payments. But default also differs from the final stage where the
outstanding amount is regarded as uncollectible and is written off as a bad
debt. A default normally occurs when the loan is mature (or due for
repayment in full), but is not paid. In terms of the CSLP, the default occurs
at the time claims are made by the banks against thc government’s guarantee
of repayment.

% This repayment program as a percentage of average gross income
compares closely with similar estimates for the fedcral Guaranteed Student
Loan Program in the United States (Hansen and Rhodes, 1988). In that case,
the maximum allowable loan of $12,500 required a repayment in the initial
years of about 9 per cent of gross carnings.

(8]
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The Federal-Provincial Task Force on Student Assistance reported that the
experience for the CSLP for 1964 to 1980 showed a default rate of about 9 per
cent of the borrowers and about 7 per cent of the value of loans due for
repayment. The default rates for the federal Guaranteed Student Loan
Program in the United States were in the range of 4 to 6 per cent during the
carly 1980s (despite the recession ard high inflation which resulted in high
unempioyment and a decline in real earnings); in this case, the default rate
allowed for repayments from borrowers who were in arrears (Woodhall, 1988).
This default rate was comparable to the experience with other federally
insured credit programs. In Japan, the default rate has ranged between 3 and
5 per cent during the past decade.

Default rates on student loans are often compared with the dcfault rate for
consumer credit or ordinary personal loans, but one should not expect the
default rate on student loans to be as low as default rates associated with
other personal loans. Most new graduates have no experience with credit,
especially with the importance of maintaining good credit ratings; and as new
entrants to the labour market, the ability to pay, for some of them, is imited.
This is precisely why a guarantee is required. If the conditions were differcnt,
the normal default rate would be incorporated in the interest rate, and the
guarantee would not be required. The Task Force concluded that "loan
default rates are not unduly high and do not point to widespread repuyment
problems”.

In the end, one must look at the net repayments. The Task Force reported
that "the « ‘ount ultimately requiring write-off to date [1980] is about 1% of
the value of aefault claims paid”. Note that this is one per cent of claims paid,
or less than 1/10 of one per cent of the total value loaned. (This is also the
percentage written-off due to all non-repayment of debts incurred with Visa
and Mastercharge cards in Canada in 1983, including losses through fraud and
theft.)

Efficiency of Loans The final criteria are concerned with the
government’s budgetary priorities and the cost-effectiveness of student loans
as a means for achieving policy objectives in postsecondary education. When
the cost and effectiveness of grant and loan programs are being examined,
there is generally little attention given to the real marginal costs of each
feature of the loan plans and the benefits associated with them.

One illuminating example of a government’s cost in providing student loans
has been calculated for the National Direct Student Loan Program in the
United States. Ther~ it *as estimnated that the federal government spends $54
to provide $100 worth . t loans to students (Johnstose, 1977). The features of
that program impose higher costs for the government than does the CSLP, b 1t
the results for Canada likely would not be substantially different.

When the true costs of the loan program have been determined, the

effectiveness of various assistance programs can be compared. Since a major
policy objective is to increase postsecondary enrolment from the lower-income
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families, the enrolment effect of $1,000 in loan costs should be compared with
an additional $1,000 grant dirccied to a more specific population group. This
same question is put by Johnstone (1977:41), in writing about the policy issues
in student loans:

If, as 11any suspect (a.d no evidence suggesis otherwise), enrolment
is more responsive to grants or even to the availability of loans than
to relatively small differences in interest rates, then we ought to
consider reducing interest subsidies and reallocating these amounts to
the grant programs. Similarly, it might be shown that enrolment or
persistence or some other more ultimate ‘effectiveness’ criterion
would be better served by fedcally funded forgiveness of repayments
in the event of low future earnings of the borrower than by interest
subsidies based on the income of the borrower’s parents.

Conclusions The Federal-Provincial Task Force on Student A._*stance
concluded in its 1980 report that "debt loads were generally not high and did
not create problems for many students®, and that “the areas of study where
debt loads arc highest are also those where graduates are likely to have
highest incomes [~llowing gracuation and be most able to repay”.

After a detailed examination of the borrowing patterns of four-year college
students in the United States, it was concluded that:

The seriousness of the excessive debt problem appears to have been
exaggerated both by the frequent handwringing of college officials and
other higher education commentators, and also by the occasionzi
horror stories about students ith exceptionally large debts. What
surprises us is how little students borrow on average in light of the
heavy costs of completing a four-year degree program - just over half
borrw and the average accumulated debt is weli under half the GSL
[Guaranteed Student Loan) maximum (Hansen and Rhodes, 1988:110).

Tax Deductions and Credits

The income taxation system in Canada had, prior to the tax reforms of 1988,
included an asymmetric treatment of investment in human and physical
capital. Expenditures for the latter received generally favourable tax
treatmer* through a variety of amortization or *write-off’ arrangements to
create tax deductions or credits. The expenditures for investment in human
capital in the form of postsecondary education were given very limited
exemptions through the tax system. Tuition fees were deductible from income
only by the student, the great majority of whom did not have sufficient income
to make use of this benefit. An education allowance (which reflected some
fraction of the costs fer room, board, supplies, and trarisportation) of $400 per
student /year could be claimed by a student, or be transferred to a parent or
guardian, as a deduction from taxable income.
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The tax provision for tuition fecs therefore provided financial assistance and
incentives for very few students, and the education allowance was more
beneficial to the higher income groups. Under the 1988 tax reform, howe.er,
both the tuition fec and the education allowance ($480 per college year) are
treated as tax credits, and thus are equally beneficial at all income levels.
Moreover, these credits are used first to reduce the student’s tax liability to
zero, with the balance of the credit transferable to a supporting parent or
guardian.

Vouchers for Student Subsidies

Voue’ ers have long been proposed as a method to provide public subsidies
to education through individual students, rather than directly to educational
institutiops. It is expected that this would make institutions more responsive
to private preferences and perhaps more sensitive to changing labour markets.
Vouchers are also directly related to a consideration of alternative tuition fee
policies. It could be decided, for example, that universities should be
permitted to increase their tuition fees substantially - perhaps even to equal
the full cost of instruction - aud that any public subsidy could be provided by
vouchers or grants to students rather than to the institutions. The value of the
voucher could vary - expressed as a percentage of the fee, or be a flat sum for
all undergraduates.

Rationale  The voucher proposal originated witih Tom Paine in The Rights
of Man (1792) as a method for financing a universal schooling system. More
recently, the notion was developed by Milton Friedman (1955) as a method
for providing public funds to education, but which could be supplemented by
parents’ own contributions to improve the quality of the system. Variations
on the voucher plan subsequently appeared in the United States as responses
to dissatisfaction with the quality and accessibility of the public elementary-
sccondary system. A few experiments with vouchers were undertaken in the
carly 1970s but there has been no general implementation of such a scheme
(Cohn, 1979).

Although the voucher schemes have been proposed primarily for the
v.ementary-secondary level, they would seem to be more apphcable at the
postsecondary level where thsre is so much more diversity in terms of
institutions and programs and where, therefore, centralized decisions are more
apt to result in inequity and /or inefficiency. Proponents of vouchers see them
as a means for acorporating public subsidies into a ma-ket mechanism for
decision-making (Peacock and Wiseman, 1964). But restrictions might be
placed on the vouchers that could have an even stronger steering effect than
the existing direct government grants. In particular, the terms or values of
vouchers could influence students in their choice of program or length of
study.

Vouchers for Federal Funding Vouchers have been proposed in Canada

primarily as a method for the federal government to contribute to
postsecondary education (CEIC, 1981; and Johnson, 1985). Since it has been
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prevented in recent years from making grants directly to universities by the
provinces’ constitutional responsibility for education, an alternative approach
is to fund students directly. This was recommended most recently by the
Macdonald commission when it suggested that vouchers would:

...divert federal PSE [postsecondary education] support from lump-
sum EPF [Established Programs Financing] grants to direct aid to
students, in such a way that provinces would have an incentive to
respond by increasing tuition fees (p. 749).

The effect of federal government vouchers would depend on whether they
were "neutral® or "biased" (Nowlan and Lang, 1984). That is, a federal
voucher would b neutralized if the tuition fee was increased, and the
provincial grant was decreased, by the amount of the vouchers. This would
kave no other effect than to transfer federal funds directly to the universities.
But a federal voucher could have a bias or influence, for example, if the value
of the voucher exceeded the increase in tuition fees so that student enrolment
was increased or redistributed between programs.

Vouchers in the Ontario System  In the existing Ontario university system,
however, there would be very little difference between a voucher scheme and
a simple, enrolment-based grants formula, if the vouchers were provided by
the provincial government and were redeemable only at Ontario universities,
and if the value of the voucher varied with the program of study. This would
have the same general effect on universities, in terms of the size and stability
of income, that followed from the original grants formula that was dcscribed
in Chapter 2. One important difference, however, would be that any
institution could establish new programs to compete for students’ vouchers,
unless the government restricted the location of programs as well as
universities at which vouchers could be redeemed. Obviously, the greater the
number of such restrictions, the less effective would a voucher scheme be in
achieving the original objective of promoting efficiency and diversity through
competition among universities.

A voucher scheme would also have a major, potential disadvantage for the
Ontario university system, wherc most of the universities have large-scale
research programs that are only partly funded by research grants and
contracts. To the extent that the value of vouchers was related to an estimate
of instructional costs, and especially if they were provided only to
undergraduate students, universities would be enticed to emphasize the
undergraduate programs at the expense of the graduate programs and
research activities.

Prepaid Tuition Fees

The Michigan Guaranteed Tuition Plan A program for the prepayment
of university tuition fees (the Michigan Educational Trust Bill) was introduced
by the state of Michigan in 1986 and became fully operational in 1988. The
program is a simple one: parents make a payment of US$6,800 per newborn
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child to a state-created education trust, and in return are guaranteed that if
their child is admissible, he or she will receive four years’ tuition at a public
university in Michigan (THES, 1988b; and Kmight and Knight, 1989). (Parents
of older children pay proportionately more since the investment’s earning
period is shorter.) Parents are therefore spared the problem of investing in
such a way th.t their private education fund would cover both real and
inflationary increases in tuition fees. If the child does not attend a
postsecondary institution in the state, the principal sum is refundable. By
September, 1988, more than 82,000 families had begun to contribute to the
Michigan trust. (A lump-sum payment is not required; the st.  srovides low-
interest loans for families so that the payment can be made on a monthly
basis.)

The federal revenue service has ruled that the up-front payment is a taxable
gift, so that future students could be taxed on the earnirgs of the trust when
the tuition payments are made on their behalf. (But a substantial lifetime tax
credit against estate and gift taxes would offset this tax exposure for most
students.) Moreover, there may be future pressure on the public universities
to maintain lower tuition fees than economic conditions would necessitate, so
that states would be able to meet their guaranteed tuition commitment.
Students’ choices of colleges would also be influenced to the extent that the
tuition guarantee would apply only to public colleges, but the refund of the
principal sum would be available for study elsewhere.

Despite some scepticism that the fund managers may not be able to earn a
high enough return to cover increasing tuition costs, the concept has attracted
widespread attention elsewhere in the United States. By 1988, four other
states (Florida, Indiana, Tennessee, Wyoming) had passed similar legislation
for guaranteed tuition programs and more than 20 others were considering
similar plans (SHEEO, 1988). None of these other states, however, was
planning to guarantee fully prepaid tuition fees.

Private Prepaid Tuition Plan A similar plan, but for private universities,
was proposed a decade earlier (Bolch and Hinshaw, 1977). Universities would
sell ‘tickets’ for future tuition at current tuition rates. The ticket would not
guarantee admission, but it could be sold to an admissible candidate or
refunded under the conditions of sale. The financial viability of the scheme
rests on the simple assumption that the revenue from cunent ticket sales can
be invested at a rate of return exceeding the rate of increase in tuition fees,
(and that the institutions would continue to be tax-exempt). The authors note
that in addition to the obvious advantages to the universities, parents of
prospective students who enrol in an instalment purchase agreement would
have the dual advantage of a guaranteed tuition price and a forced-saving
program; but there also needs to be an assurance that they are not taxed on
the increased value of the tuition fee.

Registered Educational Savings Plan (RESP)  The Michigan plan, and the

proposed private plan, closely resemble the educational savings plans that have
existed in Canada for several years. Parents can contribute annually to a
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registered savings plan on behalf of a designated child who will have his/her
tuition paid at any Canadian university or college. Repayments in the case of
children who do not attend a postsecondary education are usually limited to
the original principal. The tuition payments are taxable income for the
student, but this is offset by the student’s tax credit for tuition fees.

Tuition Savings Plans By 1988 four of the American states had passed
legislation implementing a state-based savings plan to finance future tuition
payments, but without a guaranteed tuition fee. Several other states were
considering a variety of measures to assist parents in saving for their children’s
postsccondary education. These plans are generally based on state-issued
bonds with tas-exempt interest accumulation (THES, 1988b).

Contingent Repayment Loans

Any financial barriers to university education may be eliminated, without
producing the regressive redistributive effects from low tuition fees and other
subsidies, by introducing contingent repayment loans for students. Under this
plan a government agency would make loans to students for their direct costs
of education. On completion of the program, the graduate would pay some
fraction of his/her annual earnings until the loan was repaid or the remaining
balance was forgiven. Such programs have been advocated frequently during
the past two or three decades, and a major program of this kind has recently
been initiated in Australia. This new program is outlined in a later section of
this chapter and the details are provided in Appendix C, but first it is useful
to review the development and general features of this concept.

Evolution of the Contingent Repayment Loan Concept The original
proposal for a contingent repayment loan plan was advanced more than three
decades ago by the economist and Nobel laureate, Milton Friedman, who
argued that an imperfect capital market led to underinvestment in human
capital (Friedman, 1955). He proposed that the government establish an
agency that would make loans to students to finance their education; in return,
the graduate would pay some fraction of the portion of annual earnings which
could be attributed to one’s higher education. This payment would be
combined with the personal income tax returns to reduce the administrative
costs of the program.

Friedman’s proposal was advanced in modified form by other economists but
it was no: until 17 years after Friedman’s initial proposal that the concept
received widespread public attention. A Presidential Advisory Committee in
the United States recommended that an Educational Opportunity Bank (EOB)
be established by the federal government (U.S., 1967). This Bank would
borrow from the capital market at government rates, and then make loans to
students, regardless of their financial means, up to a maximum which would
cover tuition and living costs. The graduate would pay a specified percentage
(3 per cent was suggested) of his/her annual gross income for each $10,000
borrowed, for a specified number of years. A graduate could complete the
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required payments in a shorter time, when the total payments were equal to
the principal plus accumulated interest.

In 1968, the Carnegic Commission on Higher Education recommended that
a federal contingent repayment loan scheme be created in the form of a
National Student Loan Bank (Carnegie Commission, 1968). The
Commission’s proposal was quite similar to the EOB scheme, but was
intended to supplement rather than replace the several other means for
financing bigher education. Soon thereafter, a U.S. government report also
proposed that a National Student Loan Bank be established (U.S., 1969).
Repayments would vary as a graduate’s income rose or fell, but a portion of
the loan would be cancelled in any year that the borrower’s income fell below
a certain level. Repayments would be made over a period of 30 years.

A proposal for a contingent repayment loan plan was presented in a report to
the Ontario government in 1969 (Cook and Stager, 1969; and 1970). Since
that time, there have been several similar proposals in various publications of
federal and provincial commissions or committees. (See, for example,
Ontario, 1984; Nova Scotia, 1985; and Canada, 1985.)

Major Features of a Contingent Repayment Loan Program The major
parameters of a contingent repayment loan program are: 1) the ceiling on
the amount borrowed (and eligibility conditions); 2) the percentage of annual
income to be paid; 3) the interest rate; 4) the length of repayment period; and
5) conditions by which repayment of the outstanding balance can be
accelerated. These could be varied to make the program self-financing or to
introduce whatever degree of subsidy might be intended.

A contingent repayment loan program could include the {ollowing general
features:

1. Any postsecondary student could receive a loan equal to part or all /i une
educational costs.

2. The student’s loan would state the conditions of repayment, including the
percentage of annual gross or taxable income to be paid; the number of
years for which payments would be required; and the interest rate to be
applied.

3. Aauindividual who, because of low earnings, had not repaid an amount
eqaal to principal plus accumulated interest by the end of the repayment
period (say 30 years) would not be required to make further repayments.

4. Students or graduates who left the province or country would be required
to continue payments under the zeneral provisions of income tax
legislation or international tax treaties.

5. Persons who were not in the labour force (for example, due to permanent
disability or for short-term childcare) would not be expected to make
payments.

6. The program could be administered by an independent agency that would
establish a fund from which it made loans directly to students.
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7. Initially, funds would be raised by issuing government bonds and later
through payments received from graduates.

8. The agency could administer a means test, provide grants, subsidize the
fund, or vary its activities in a nuraber of ways.

One of the most important implications of the program would be that any risk
in this method of borrowing would be borne by the graduates collectively, and
ultimately by the general public, rather than by the individual. However, the
public would bear this risk:

only to the extent that an individual graduate does not realize notable
monetary benefits from his education. An added benefit of the
program is that it also relieves the taxation burden from those
members of the community who have never participated directly in the
postsecondary system (Ontario CFDUO, 1984).

The program would also free the student from financial dependence on his
or her family. The importance of this feature was recognized clearly by the
Macdonald Commissici when it stated that a contingent repayment loan plan:

..removes the necessity to consider ... whether or not a student could
be supported by his or her parents. The provision in the current
CSLP [Canada Student Loan Plan] arrangements that requires this
information has always been difficult to administer, and many students
have learned to manipulate it to minimize the cost of loans to
themselves, whatever their family financial situation. The income-
contingent/repayment feature does not require any ‘needs’ test
before the loan is granted, since repayment will be tailored
automatically to post-education income, and not to current need
(Canada, 1985:751).

Certain criticisms have also been directed at the proposed scheme. The fear
has been expressed that students would hesitate to take on a repayment
‘burden’ lasting for twenty or thirty years. But the distinction between a
contingent repayment plan and a fixed-debt plan must be made clear: unlike
fixed-debt obligations that require fixed payments at fixed intervals, the
contingent repayment system allows for low or irregular payments in response
to low or irregular incomes. In addition, provision can be made for
individuals who earn high incomes to leave the scheme at an earlier date.

A variation of the contingeat repayment loan plan is 1 * hybridized’ scheme
based on two loan contracts (Johnstone, 1972). The first wou.d be a fixed-
debt plan but with annual payments based on expected annual income for the
first ten to fifteen yzars of employment. The second contract would provide
a ‘cushion’ if the income failed to reach the expected level so that the
projected repayment exceeded a predetermined maximum percentage of
income. Any amount by which the required repayment exceeded this
maximum would be deferred and entered as principal in the second contract.
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If one’s income later increased, one would be able to pay the expected
primary amount and possibly some of the accumulating debt in the second
contract. But if onc’s income continued at a low or zero level, the debt
accumulated in the second contract over, say, 25 to 30 years would be
forgiven. The advantages of this scheme are that it makes clear that high-
income earners are not expected to subsidize the low-income group; it also
makes clear the nature of income-contingency in the form of a supplementary
cushion; and it allows the government to determine directly the cost of student
assistance in this form.

Contingent repayment plans can be viewed as an arrangement whereby a given
geaeration finances its own postsecondary education rather than relying on the
political willingness or taxability of the preceding generation. This aspect is
of considerable importance where there are major demographic changes such
as the postwar baby boom or the subsequent sharp decline in birth rates.

Contingent Repayment Loans in Australia A contingent repayment loan
scheme was introduced in Australia in January, 1989, by the commonwealth
(federal) government. This followed a fiftecn-year period of experimentation
with alternative financing arrangements. Until 1974, tuition fees at Australian
universities had been comparable in amount to those at Ontario universities.
Fees were then abolished in 1974 in an effort to induce greater participation
by minority groups. But by 1980, it was reported that therc had been little
change in the socio-economic composition of the undergraduate enrolment
(Anderson, 1980 and 1983). In 1987, the government levied a $250 *higher
education administration charge’ (HEAC), which was to be indexed for
inflation. Since the government could not easily rescind its free tuition policy,
the HEAC fee was said to provide for the cost of student registration.

In mid-1988, however, at the governing Labour Party’s national conference,
the delegates decided to terminate the free tuition policy by a vote of 56 to 41
(THES, 1988a). This opened the way for the government to introduce a new
program for financing undergraduate studies. Tuition fees would not be
imposed 'up front’ but there would be a *pay later’ arrangement based on
the coixotingent repayment loan concept (Australia, House of Representatives,
1988).

Under the Australian pli n, there is an imputed annual Higher Education
Contribution (HEC) or postponed tuition fee of A$1,800, regardless of the

 The Australian minister responsible for the program has written to
all higher education students to inform them how the scheme would operate.
This shcould reduce some of the opposition to the scheme that is usually
associated with a misunderstanding and fear of the unknown. A copy of the
minister’s letter is included in this report as Appendix C.
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course of study.!! This fee becomes a debt, indexed to inflation, but there
would be no requirement to make payments related to this debt until one’s
personal taxable income reached A$22,000 (also indexed for irflation).
Repayment of the accumulated debt is to be made through the taxation system
at the rate of one per cent of personal taxable income for those with incomes
in the A$22-25,000 range, 2 per cent for incomes in the A$25-35,000 range,
and 3 per cent of incomes above A$35,000.

These payments continue until the debt is fully repaid, but the debt will be
cancelled on the death of the graduate. All students, whether or not they
complete a degree program are included in the scheme. A discount f 15 per
cent is granted to persons who pay the full amount of the imputed fee for
each semester or year as they proceed through their programs. Receipts from
the HEC Scheme are placed in a trust fund account to be used only for higher
education. (This plan does not apply to students in most graduate courses, for
whom the fees already are at least 20 per cent of the course costs.)

This plan is a slightly modified version of a scheme that had been proposed
by the (Wran) Committee on Higher Education Funding (1988) under which
graduates would pay a uniform 2 per cent of their taxable incomes, when these
exceeded the average income for the Australian labour force, until the
accumulated real value of these payments amounted to 20 per cent of the
estimated cost of ti:eir own undergraduate program. The Wran proposal
therefore emphasized a program-differentiated tuition fee, while the
government’s scheme levied a uniform fee but ir -oduced a progressive
repayment structure.

Contingent Repayment Loans in Sweden A contingent repayment loan
program was also introduced in Sweden in January, 1989. This ton followed
a period of considerable change in the financing of university education.
(Although there are no tuition fees, Sweden’s very progressive tax structure
on income and wealth means that there is less likely to be a regressive
redistribution of income through this form of subsidy. That is, while there is
a high proportion of students from higher-income families, thes families also
contribute a larger share of the tax revenues.) The maintenance grants t.at
were introduced in 1977 had not been increased in line with rising educational
costs, to the extent that they represented only 6 per cent of student financial
assistance by 1988. In 1989, the amount of the grant was increased, in part by
reducing the implicit subsidy ir the previous loan plan. The overall effect
would be to increase subsidies to the lower-income students, and to reduce the
subsidies at the upper-income levels.

Under the new contingent repayment program, graduates would begin to
repay loans within a year of completing their programs. The interest rate
would still bc .bsidized - by charging only 50 per cent of the government’s

1 The Australian dollar has traded recently (1988-89) betwcen C$1.05
and 0.90.




Financing Students’ Tuition and Other Costs

borrowing rate - but the annual repayment would be 4 per cent of the
preceding year’s gross income. These repayments would continue until the
principal and interest were repaid, but any remaining balance would be
forgiven at age 66 or in the case of death or pcrmanent disability. It is
expected that:

Persons with large incomes will in the majority of cases pay off their
loans in a shorter time than at present, due to an increase in annual
instalments. For those with smaller incomes and heavy debts,
repayment will be a good deal less burdensome (Sweden, 1988).

Proposed Plan For New Zealand In 1988, a working group on post-
compulsory education appointed by the New Zealand government endorsed
the contingent repayment loan scheme recommended by the Wran committee
in Australia (Hawke, 1988) The report noted that the particular merits of
the contingent repayment loan plan:

.are that it provides for funding from students independently from
their family or other guardians or support groups, while ensuring that
repayments are required only when they have income levels which
cnable them to be sustained.

A subsequent government report, Leaming For Life (1989), adopted the
essential features of a contingent repayment loan plan (THES, 1989). Under
this scheme, the universities would charge a tuition fee equivalent to 20 per
cent of the average cost of instruction. All students would be eligible to
borrow this amount as an interest-free loan, which would th- n be repaid when
the graduate was earning more than the national average wage (or about
NZ$25,000 in 19¢8-89). Loan repayments would be limited to 3 per cent of
the graduate’s annual gross income.

Deferred versus Contingent Repayment: the United Kingdom The
government of the United Kingdom issued a white paper in 1988 that
presented two radical proposals for financing university education (United
Kingdom, 1988). First, the universities would charge full-cost tuition fees, with
the government then funding students directly by a voucher system. But the
vouchers would not cover the full cost of the new tuition fees. Rather, the
vouchers would replace the maintenance grants currently paid on behalf of
students to the universities.

The value of the means-tested maintenance grant (or voucher) and the
imputed parental contribution would be frozen at their current levels.
Students’ further financial requirements would be met by a government loan.
This would be up to £420 per year, at a zero real rate of interest, with the

2 The Hawke report was also influenced in this endorsation of a
contingent repuyment loan plan by the report of the Universities Review
Committee that had made a similar proposal for such loans (NZURC, 1987).
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Chapter 7

loan ceiling increased each year to offset the declining real value of the grant
and parental contribution, until the loan equalled the value of the latter two
contributions. The loan would be repaid after graduation, but repayments
would be deferred if a person’s income dropped below 85 per cent of the
average carnings for the labour force. For students with special financial
nceds, there would continue to be discretionary bursaries administered by the
government.

Graduate Tax Interest in a contingent repayment loan plan originally
emerged in the United Kingdom in the form of a *graduate tax’ (Glennerster
et al., 1968). This would be an additional tax placed on graduates of
postsecondary institutions, but it would not be related to any specific loan or
imputed fees. Rather, the tax would simply be intended to increase the state’s
general revenue by increasing the contribution from persons who had earlier
received subsidies through the state support of educational institutions.
Although this proposal differs fundamentally irom the contingent repayment
loan schemes because no repayable principal is specified, both proposals
reccived public attention and each was often confused with the ot} cr.

The most recent proposal for a graduate tax has come from the heads of
universities in the United Kingdom (Committee of Vice-Chancellors and
Principals) in response to the government’s white paper on university financing
(CVCP, 1989). Their strongest objection was to reliance on student loans with
fixed repayment provisions. In their place, the university heads have argued
that there should be a "graduate contribution” in the form of tax on graduates
earnings. Such a tax would be 1) payable only if the graduate’s earnings were
greater than "average earnings"; and 2) payable only for a finite period of time
- with a suggested period of ten years. Such a proposal differs therefore from
the other contingent repayment loans in the important respect that repayments
are not related to the original borrowings or imputed tuition fees.

Concluding Summary

This chapter has examined alternative methods for financing tuition fees and
students’ other educational expenses. Conventional financing of tuition fees
has included the private income of students and their parents, together with
government grants and loans. But whether parental contributions have a place
in student aid programs is questioned more frequently, given the changing
family structures and relationships. Student grants are inefficient in promoting
increased accessibility to universities because the financial benefit goes to
many students who would have enrolled anyway. Although it has been argued
that students are reluctant to accept a debt obligation, student borrowing has
increased steadily with the increased availability of government loans.

Since any increase in tuition fees would be covered by OSAP grants for
eligible students, each $100 increase in tuition fees would result in an increase
of about $4 million in OSG grants. But this increase in grants should be
compared with the increase in total revenue that would be generated for the
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Financing Students’ Tuition and Other Costs

universities: for every five dollars raised by the universities through increased
tuition fees, only one dollar is added to the government’s cost of the OSAP
program. Thus, fee increases accompanied by a full OSAP offset for eligible
students is a more efficient and equitable method for the government to
transfer funds from orivate sources to the universities than is increasing
general tax revenue to make direct grants to the universities. In the case of
the fee increase, revenues are raised from the major beneficiaries, and there
is an automatic protection of low-income families and students from this
increase through the established student assistance program.

Student loans have been increasingly proposed in several countries as a
method to assure wider and more equitable accessibility. The major concern
has been the debt-load ircurred by students, but actual data on their
indebtedness indicate that ability to repay is not a major problem for the
average graduate.

Contingent repayment loans currently are proposed or have been implemented
in several countries. The regressive redistributive effects from low tuition fees
and other subsidies may be eliminated by such loans, whereby repayments are
proportional to a graduate’s earnings. Any risk in this method of borrowing
would be borne by the graduates collectively, and uitimately by the general
public, rather than by the individual. Under contingeat repayment plans, a
given generation finances its own postsecondary education rather than relying
on the political willingness or taxability of the preceding generation - and
rather than having to finance the following generation.

That there is a clear need for a thorough review of Ontario’s tuition fee and
student assistance policies in a wider context should be evident from the
historical patchwork that has led to the current policies. The federal and
provincial student assistance programs were introduced prior to the Ontario
government’s funding formula, and therefore prior to the control and
standardization of tuition fees. But these programs and the funding formula
have been adjusted intermittently, with only a brief review of their interactions.
The purpose of this report therefore has been to provide a substantial review
of research and policy alternatives that could be helpful in re-examining
Ontario’s tuition fee policy within a longer and wider perspective.
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Appendix A Supplementary Data

Table A.1

Tuition Fees (Excluding Incidental Fees) in Current Dollars,
University of Toronto, 1929-1949

Academic Consumer
Year Price Index
Beginning Arts Medicine Engineering (1981=100)
1929 90 200 200 18.5
1930 90 200 200 18.4
1931 90 200 200 16.6
1932 120 200 200 15.1
1933 120 200 200 14.3
1934 120 200 200 4.6
1935 120 200 200 14.7
1936 145 250 225 15.0
1937 145 250 225 15.4
1938 145 250 225 15.6
1939 145 250 250 15.5
1940 150 275 250 16.1
1941 150 275 250 17.0
1942 150 275 250 180
1943 150 275 250 18.1
1944 150 275 250 18.3
1945 150 350 250 18.4
1946 150 350 250 19.0
1947 150 350 250 208
1948 180 400 300 238
1949 180 400 300 245

Sources: Annual calendars of the Faculties, University of Toronto (University Archives).
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Table A.2

Tuition Fees (Excluding Incidental Fees) in Current Dollars,
Arts, for Selected Universities, Ontario, 1950-1988

Academic

Year Western

Beginning McMaster  Ottawa Queen’s  Toronto  Ontario Averege
1950 200 200 180 .t 196
1951 200 230 240 240 228
1952 210 230 242 240 221
1953 210 230 242 265 237
1954 210 280 242 265 249
1955 210 280 300 268 265
1956 210 280 300 293 27
1957 275 330 335 293 308
1958 300 330 335 336 325
1959 325 365 370 376 359
1960 325 365 370 416 369
1961 428 375 410 410 416 408
1962 428 375 410 410 416 408
1963 428 400 480 410 416 427
1964 428 450 480 410 464 446
1965 460 450 480 470 464 465
1966 460 450 500 470 464 469
1967 460 460 500 470 464 471
1968 480 460 500 470 489 480
1969 480 460 500 470 489 480
1970 485 465 500 470 489 482
1971 485 465 500 470 489 +82
1972 585 565 600 5§70 589 582
1973 585 565 600 5§70 589 582
1674 585 565 600 5§70 589 582
1975 585 565 600 5§70 589 582
1976 585 565 600 5§70 589 582
1977 685 665 700 675 689 683
1978 685 665 700 675 691 683
1979 720 698 735 710 726 718
1980 810 773 845 835 817 816
1981 936 773 930 915 919 895
1982 1,049 1,049 1,049 1,050 1,049 1,049
1983 1,100 1,102 1,101 1,103 1,102 1,102
1984 1,155 1,155 1,156 1,157 1,157 1,156
1985 1,214 1,215 1,215 1,215 1,212 1,214
1986 1,262 1,264 1,264 1,265 1,264 1,264
1987 1,349 1,350 1,350 1,350 1,350 1,350
1988 1,410 1,411 1,411 1,410 1,411 1,411

Source: Annual calendars of the Universities.
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Table A.3

Tuition Fees, (Excluding Incidental Fees) in Current Dollars,
Medicine, for Selected Universities, Ontario, 1950-1988

Academic Consumer
Year Western Price Index
Beginning Ottawa Queen’'s  Toronto  Ontario Average (1981=100)
1950 325 365 400 425 379 252
1951 375 465 400 475 404 279
+r52 375 365 400 475 404 28.5
19,3 375 365 400 500 410 28.3
1.4 375 425 485 500 446 2rs
1955 375 425 500 508 452 28.5
1956 475 425 500 533 483 289
1957 475 500 500 533 502 298
1958 475 500 550 536 515 30.6
1959 500 550 600 576 557 31.0
1960 550 550 600 626 582 314
1961 550 550 650 626 594 316
1962 575 550 650 626 600 320
1963 575 620 650 626 618 326
1964 625 620 650 674 642 33.2
1965 625 625 700 674 656 340
1966 625 625 700 674 656 35.2
1967 695 625 700 674 674 365
1968 630 625 700 674 657 350
1969 628 625 700 674 657 39.7
1970 635 625 700 674 659 410
1971 635 625 700 674 659 422
1972 735 725 800 774 759 442
1973 735 725 800 774 759 47.6
1974 735 725 800 774 739 52.8
1975 735 725 800 774 75+ 58.5
1976 735 725 800 774 759 62.9
1977 835 825 900 874 859 67.9
1978 835 825 900 875 859 739
1979 877 870 945 920 903 80.7
1980 952 1,020 1,089 1,040 1,025 389
1981 952 1,150 1,198 1,170 1,118 100.0
1982 1,335 1,335 1,335 1,335 1,335 110.8
1983 1,402 1,401 1,402 1,402 1,402 117.2
1984 1,472 1,471 1,472 1,472 1,472 1223
1985 1,545 1,546 1,545 1,546 1,546 127.2
1986 1,608 1,608 1,607 1,608 1,L..8 132.4
1987 1,718 1,718 1,718 1,718 1,718 138.2
1988 1,796 1,794 1,794 1,794 1,795 144.0
Source: Annual calendars of the Universities.
o . 4 N~
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Table A.4

Tuition Fees, (Excluding Incidental Fees) in Current Dollars,
Engineering, for Selected Universities, Ontario, 1950-1988

Academic

Year Western

Beginning McMaster  Ottawa Queen's  Toronto  Ontario Average
1950 270 325 300 298
1951 270 340 300 303
1952 290 340 383 338
1953 290 340 3 338
1954 325 400 <3 369
1955 325 400 450 392
1956 325 400 500 333 390
1957 320 450 500 408 427
1958 400 450 500 41 440
1959 425 480 550 451 477
1960 425 480 550 501 489
1961 £13 450 500 600 501 513
1962 513 500 500 600 501 523
1963 513 500 570 600 501 537
1964 513 500 572 600 549 546
1965 545 550 575 650 549 374
1966 545 550 575 650 549 574
1967 545 600 575 650 549 584
1968 545 535 575 650 549 571
1969 545 535 575 650 549 571
1970 545 540 575 650 549 572
1971 545 540 575 650 549 572
1972 645 640 675 750 649 672
1973 645 640 675 750 649 672
1974 645 640 675 750 649 672
1975 645 640 675 750 349 672
1976 645 640 675 750 649 672
1977 745 740 775 850 749 772
13978 745 740 775 850 745 771
1979 78" 775 810 895 780 808
1980 280 910 920 922 880 902
1981 1,014 838 1,010

1982 1,140 1,139 1,139

1983 1,196 1,197 1,196

1984 1,256 1,259 1,256

1985 1,320 1,320 1,319

1986 1,373 1,373 1,372

1987 1,468 1,466 1,465

1988 1,531 1,532 1,531

Source: Annual calendars of the Universities
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Table A5

Forgone Earnings for University Undergraduates, by Age and Gender,
Ontario, 1985

Ability After Part-time Forgoge Earnings

Age Actual ' Adjusted 2 Tax 3 Earnings Private Total
Males
19 4,550 5,300 5,300 2,000 3,300 3,300
20 6,450 7,500 7,500 2,500 5,000 5,000
21 8,500 9,900 9,400 3,000 6,400 6,900
22 10,700 12,400 11,400 3,500 7,900 8,900
23 13,150 15,300 13,600 4,000 9,600 11,300
24 15,500 18,000 15,750 4,500 11,250 13,500
25 17,800 20,700 17,700 5,000 12,700 15,700
Females

19 3,900 4,300 4,300 1,500 2,800 2,800
20 5,300 5,800 5,800 . 800 4,000 4,000
21 6,700 7,400 7,400 2,200 5,200 5,200
22 8,400 9,200 8,800 2,600 6,200 6,600
23 10,200 11,200 10,450 3,0C0 7,450 8,200
24 11,550 12,700 11,700 3,400 8,300 9,300
25 13,550 14,900 13,200 3,800 9,400 11,100

1 Mean annual emplcyment income of high school graduates

2 Actual forgone earnings increased by 16 per cent for males and 10 per cent for
females.

3 Adjusted for federal and provincial (Ontano) income tax.

4 Mean summer employment earnings, reduced by 20 per cent for unemployment and
non-participation.

5 Private forgone earnings are net of income tax.

Source: Statistics Canada. Census of Canada, 1986, special tabulations.
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Table A.6

Private Costs for Selected University Programs,
Ontario, 1985

Books Mean
Supplies, After-tax Mean Total
Other Forgone Annual Program
Program Fees ' Expenses Earnings 2 Costs Costs
Arts and Science 1,400 1,000 5,650 8,050 32,200
Commerce 1,400 1,000 5,650 8,050 32,200
Social Work 1,400 1,000 4,550 6,950 27,800
Nursing 1,400 1,00C 4,550 6.950 27,800
Pharmacy 1,400 1,000 L.650 8,050 32,200
Law 1,400 1,000 ",250 9,650 7,900
Engineering 1,500 1,100 5,659 8,250 33,000
Architecture 1,500 1,100 6,440 9040 45,200
Medicine 4 1,800 1,450 7.25 10,217 61,300
Dentistry 4 1,800 2,600 7,280 1 983 65,900

1 Includes tuition and incider,.al fees.

2 Data are for males for all programs except Social Wark and Nursing. Costs for
females in the other programs would differ in accordance with the differences in
forgone earnings shown in Table A.5.

3 Mean annual costs multiplied by length of program: Law, Medicine, and Dentistry are
6 years; Archi.ecture is 5 years; all others are 4 years.

4 Mean annual cos:s for Medicine and Dentistry a-> hased on direct costs for 2 years of
Arts and Science and 4 years of Medicine or Der: «. ry, plus forgone earnings for ages
19 to 24
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Table A.7

Total Costs for Selecteu University Programs,
Ontario, 1985

Students’ Costs Institutional Costs Annual Program
Program Direct ! Indirect Direct 3 Indirect 4 Total Total 3
Arts and Science 1,000 6,025 6,090 3,650 16,765 €7,060
Commerce 1,000 6,025 6,090 3,650 16,765 67,060
Social Work 1,000 4,650 6,090 3,650 15,390 61,560
Nursing 1,000 4,650 7650 4,590 17,890 71,560
Pharmacy 1,000 6,025 7,650 4,590 19,265 77,060
Law 1,000 8,150 6,090 3,650 18,890 113,340
Engineering 1,000 6,025 7.750 4,650 19,425 77,700
Architecture 1,100 6,480 7.750 4,650 19,880 99,400
Medicine 6 1,450 8,150 13,650 8,190 27,257 163,540
Dentistry © 2600 8150 13650 8,190 28,023 168,140

O
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Includes books, supplies, and transportation.

Mean annual forgnne earnings from data for forgone earnings by age in Table A.5.
Data are for males, with the exception of Social Work and Nursing. Forgone earnings
for females in other programs are shown in Table A.5. Before-tax earnings are used
in order to capture total cost.

Fee revenue, plus government grant per basic income unit multiplied by program
weight: Nursing, Pharmacy, Engineering, and Architecture = 2.0; Medicine and
Dentistry = 5.0; all others = 1.5.

Indirect costs (depreciation, forgone interest, forgone taxes) are estimated as 60 per
cent of the direct costs.

Mean annual cost multiplied by length of program: Law, Medicine, and Dentistry are 6
years; Architecture is 5 years; all others are 4 years.

Mean annual student and institutional costs for Medicine and Dentistry are based on
costs for 2 years of Arts and Science and 4 years of Medicine or Dentistry.
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Appendix B OCUA Tuition Fee
Advisory

79-IlV Tuiliion Fee Policy for the Ontario
University System

Introduction

This memorandum is in response to the Minister's letter of May 10, 1979
requesting advice on several aspects of tuition fec policy. In preparing this
memorandum, Council has been aided by the tuition fee briefs that it
received through the Ministry and also by discussions at Council's 1979
Spring hearings. Council has restricted its deliberations to what it believes
to be the immediately critical aspects of tuition fee policy. These are: (1)
accessibllity and financial assistance as they relate to tuition fees, (2) the
concept and the level of formula fees, (3) the indexing of fees, and (4)
institutional autonomy in setting tuition fees.

One aspect of university1 tuition fee policy which Council has chosen
not to address is the question of the optimum balance between the
students’ share and Govemment's share of operating costs. Several
universities have expressed the desire that the students’ share of operating
costs return to what it was in the late 1960's or the early 1970’s. Council
believes that this question cannot be divorced from the larger issues of (i)
Goverrment policy on balancing its revenues and expenditures, and (i)
Government policy toward the degree of income redistribution it wishes to
achieve through its taxing and spending activities. These are issues of
overall fiscal policy that lie outside the purview of an advisory body on
university affairs.

The issue of tuition fees has generated much emotion and discussion
in the past few years. It is a highly sensitive issue because the various
parties concerned - the students, the taxgavers, Government and the
universities - all have a keen interest in, but oficn different perceptions of,
the function of tuition fees. In fact, in much of the discussion, the tuition
fee issue has been used as a means to comment upon several aspects of
the philosophy of post-secondary education, in particular, accessibility and
social equity.

(1) The terms "university’ and ‘institution’ should be read throughout this m.emorandurn
as meaning the provincially assisted unwersities and affiliates, Dominican College,
Ryerson Polytechnical Institute, the Ontario Institute for Studies in Education and
Ontario Ccllege of Art,
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Tuition Fees - Accessibility and Financial Assistance

Any attempt to formulate a tuition fee policy “...which 3ould treat students
€ Juitably in light of the economic realities of our time*“ must consider the
goal of a bility what ever the fiscal policies of Govemment.
Accessibility” has been a Government policy for several years4 and Council
assumes that it will remain a stated objective of Government. Tuition fee
policy must therefore consider what is a reasonable level of fees and also
what effect fee changes would have on accessibility.

Accessibility should not be affected by ability to pay and therefore
must be a prime consideration in any determination cf tuition fee policy.
There appears to be no comprehensive study available on accessibility and
no conclusive evidence as to the effect of tuition fees and tuition fee
changes on the demand for university education in Ontario. Despite this
lack of conclusive evidence, there is a general acceptance that tuition fees
do have an impact. If this assumption is valid, not only the level of fees,
but also sharp fee changes will affect accessibility. High fees and/or sharp
fee increases would presumably most deter individuals from lower income
families.

Council heard arguments that tuition fees do not form a large
percentage of the total cost of attending university and therefore do not
represent a major financial barrier. Obviously this percentage will vary
according to the student’s standard of living and also according to whether
he or she attends a local university. For those individuals who choose to
attend the local university for purely financial reasons, high fees may
become a major obstacle.

@ Minister's fetter, May 10, 1979.

(3)  Accessibility for all qualified applicants, but not necessarily in the program or
instituticn of their choice. In this context, qualified refers to educational qualifications
which reflect intellectual ability rather than ability to pay.

(4)  "Our objective is to insure that no student who has the capacity will be deprived of
the oppertunity of attending university and developing his talent to the fullest
possible )extent.' (Honourable J.N. Allan, February 23, 1959, Legisiatire of Ontario
Debates.

"We must provide whatever opportunities are necessary as a government 80 that
each individual may be assured an opportunity through education to develop his
potentialities to the fullest degree and to employ his talents that God has given him
to the greatest advantage.” (Honourable J.P. Robarts, February 25, 1965, Legis/ature
of Ontario Debates.)

“The Government has rlways been concerned, not only with providing the facilities
required for our students to obtain the highest standards of education, but with
ensuring that each student is able to avail himself of the opportunities existing in
Ontario ...the Department has attempted through a variety of programs to ensure
that evary able student will have the financial resources required to continue his
education.” (Report of the Minister of University Affairs of Ontario 1967.)
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However, whether or not tuition fees are a large percentage of cost
for the student, there seems to be agreement that tuition fees are one of
the most and probably the most visible cost. Large fee increases obviously
affect students already in university and both high fees and large fee
increases may affect the educational and career aspirations of students in
secondary school. In considering post-secondary education, these
students may see tuition fees as the most visible cost and therefore use
fees as an indicator of total cost. Council believes that tuition fees should
not become more of an obstacle than they are perceived to be at present
and that a student aid program should be an integral part of any tuition fee
policy. Changes in tuition fees or fee policy should only be contemplated
in conjunction with changes in student aid policy and programs.

The aim of the Ontario Student Assistance Program is to provide aid
to students who could not otherwise afford to attend university. In general
the program has pursued this aim with considerable success and the
recent changes in the program have improved its capactty to provide
assistance to students who need it most. However, one of the most
constant criticisms in all discussions of tuition fees is the perceived failure
of OSAP, particularly the administration of the program.

The program has also been criticized for its iack of visibility. Many
students who are considering university may be aware only of the cost
and not of the financlal aid available. Effective publicity is an integral part
of any financial assistance program and should begin as early as senior
elementary school. It should be possible for universities, schools and
Government to cooperate in developing a coordinated and effective
publicity program.

A third criticism is that the grant eligibility periods are fixed at the first
four years from first registration at a post-secondary institution. These
may not be the years when the student is most in need of assistance.
There is muich to suctain the validity of this criticism and it should be
considered in any serious reassessment of the Ontario Student Assistance
Program.

The Concept and the Level of Formula Fees
The Basic Income Unit” as a unit integrating the Government grant and the
formula fee has been generally accepted. Since the formula fee is an
integral part of the present formula funding, it would seem desirable to
retain the concept unless at some time in the future there emerge strong
views against it and strong arguments supporting an alternative method.
At present, actual tuition fees charged at the various institutions may
differ from the formula fee. These differences have been carried over from
1967-68 when the formula fee schedule was established. T%e formula fee
for a particular program was originally calculated annually as the median
of the actual fees. In 1971-72 Government fixed formula fees and since

(5)  See Operating Formula Manual, Ministry of Colleges and Universities




then there have been three increases in the formula fee schedule. In both
1972-73 and 1977-78, formula fees were increased by $100. For 1979-80,
formula fees were raised by 5%. The universities have in turn passed these
increases on to students.

There Is now some variation in formula fees among programs but it
is not large; professional programs, for example, have somewhat higher
fees. Some dissatisfaction has been expressed with this historical variation
and other methods of establishing tuition fees have been suggested. It has
been argued, for example, that tuition fees shouid be related to program
cost. However, program costs are an internal matter in each university
and formula program weights are only intended as proxies for syster-wide
program costs. More importantly, relating fees to program costs could
result in large differentials and very high fees for ceriain programs and
could therefore affect program choice. The high fee itself may deter low-
income students from entering the program.

Another suggestion for rationalizing the fee structure is to link tuiton
fees to expected future earnings. However, program choice is not
necessarily linked to specific future earnings. While some programs can
lead to careers yielding high earnings, a graduate of one of these programs
does not necessarily pursue such a career. In any event, such an
approach could not be undertaken without an extensive Government
reassessment of fiscal policies, in particular, taxation and income
redistribution.

Council believes that accessibility should be the prime concern when
considering variations among formula fees. While the present variation is
only based on historical factors, there is no indication that it has any effect
on program choice. Council, therefore, does not wish to recommend a
tution fee policy based upon either program costs or potential future
earnings.

Indexing of Fees

Itis highly desirable to avoid the disruptions that may result from large and
infrequent tuition fee increases. If fee increases are necessary, gradual
annual increases which lend some measure of predictability to financial
planning would be preferable to occasional sudden increases.

The indexing of tultion fees has been suggested by some. One of the
suggestions is to tie tuition fees to the Consumer Price Index. Council
has considered this and other methods of indexing and has concluded that
indexing formula fees to the annual percentage change in Government
operating grants to the university system would be the most appropriate
method. Indixing formula fees in this way would mean that the annual
changes would be based on Government's own fiscal decisions rather
than on other economic indicators.

Institutional Autonomy in Setting Tuition Fees
Council row turns its attention to the area of institutiona! autonomy in
setting tuition fees. Council is here concerned only with tuition fees for
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regular university credit programs. As an initial point, Council believes that
part-time students should be treated t}.e same as full-time students; that is,
tuition fees for pari-time students should be directly related to the
proportion of a full-time load being undertaken. Tuition fees for all
programs other than regular credit programs and all non-tuition fee matters
should remain the responsibility of the universities, as they now are.

The area of institutional autonomy has received much attention and
the variety of suggestions contained in the briefs reflects the widely
differing opinlons that exist regarding this issue. They range from
arguments for full autonomy in the area of fee-setting to complete
Government control. To understand this diversity of opinion it would be
helpful to look at the present organization of university affairs. The
universities have full autonomy In academic matters and de jure autonomy
in the setting of tuition fees. For approximately the last ten years, however,
their autonomy in setting tuition fees has been highly restricted because
they have been allowed to raise tuition fees only in accordance with
Government-announced increases in formula fees. On the financial side,
each institution has complete control over the internal allocation of its
revenue, the major portion of which is composed of Government grants.
The universities, therefore, enjoy considerable autonomy despite the fact
that they are primarily publicly funded.

In tormulating its recommendations, Council has sought a solution
which is equitable to all. It seems appropriate that some autonomy in
setting fees be returned to the universities. However, the degree of
autonomy should not be such that tuition fees would become a prime
factor in a student’s choice of university or program.

Council is therefore recommending that the concept of the formula
fee and the differentials that now exist among programs in the formula fee
schedule be retained. Council is also recommending that the formula fee
schedule be indexed to the annual percentage change in Government
operating grants to the university system. Council turther believes that
each institution should be permitted to set its actual tuition fees up to a
maximum of 110% of the indexed formula fees without incurring any
reduction in Government grants. In light of this, Council is recommending
that the Ontario Student Assistance Program should incorporate either the
formula fee or the actual tuition fee charged by the institution, whichever
is less,

The recommendations contained in this memorandum are intended
as a unit and each recommendation should be considered in conjunction
with, rather than independently of, the other recommendations. Council
accordingly recommends to the Minister:

OCUA 79-11
FORMULA FEE SCHEDULE AND THE INDEXING OF FORMULA FEES

THAT the concegt of the formula fee and the differentials that
now exist among programs in the formula fee schedule be
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retained, and that, beginning in 1980-81, this schedule be
adjusted annually by the percentage change in Government
operating grants to the university system.

OCUA 79-12
RELATIONSHIP BETWEEN FORMULA FEES AND ACTUAL TUITION
FEES

THAT, beginning in 1980-81, any institution be permitted to set
its actual tuition fees up to a maximum of 110% of formula fees
withoutincurring any reduction in Government operating grants.

OCUA 79-13
TUITION FEES AND THE ONTARIO STUDENT ASSISTANCE
PROGRAM

THAT, beginning in 1980-81, the Ontario Student Assistance
Program incorporate either the formula fee or the actual tuition
tee charged, whichever is less.

Council must stress that these recommendations are intended only as a
short-term policy on tuition fees. The policy should be critically reassessed
after a period of three or four years because: first, the recommended
method of indexing is sensitive to economic conditions in the province
and would therefore need to be reviewed in light of the prevailing
circurnstances, and second, it will be impo'tant to ascertain the effect that
the policy has had on accessibility.

W.C. Winegard
Chairman
August 24, 1979

* Reprinted from the 1979-80 Annual Report of the Ontario Council on
University Affairs,
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Appendix C  Australian HEC Scheme

Letter from the Australian Government to Students in
Postsecondary Education Concerning the Higher Education
Contribution Scheme

&

Minister for Employment, Education and Training
Parliament Houae, Canberra, ACT.2600

Dear Student

At the time the Wran Committee on Higher Education Funding reported to the
Government, I sent you a summary of the Committee’'s major recommendations,
which included the introduction of a Higher Education Contribution Scheme.

The Government’'s response to the Wran Committee’s recommendations was
announced in the 1988-89 Budget on 23 August 1988. The decisions were
announced within the context of the Government'’'s commitment to growth and
expansion of higher education. This commitment is reflected in a number of
measures.

An increase in Commonwealth funded places of over 40 000 by 1991. In
comparison with 1983 there will be an extra 90 000 Commonwealth funded
higher education places by 1991. Priority will be directed to areas of
greatest student and industry demand.

$3.2 million a year for the next three year: has been earmarked for
equity projects, including $1 million a year for childcare places.

Intake increases of 200 each year will be earmarked for Aboriginal
places.
An expansion in funds available for research.

The introduction, on 1 January 1989, of the Higher Education Contribution
Scheme based upon a student’s capacity to pay.

The abolition of the Higher Education Administration Charge.

To complement these initiatives, the Government has also announced
significant enhancements to AUSTUDY ard ABSTUDY including:

an increase in maximum allowances in line with cost of living;
a 13.5 per cent increase in the number of students who will receive

financial assistance; next yesr, shout 48,000 more students are expected
to receive AUSTUDY and ABSTUDY;




increases in the threshold income that a beneficiary's parents can earn
before there is a reduction in benefits; ivhe threshold will increase from
$16 000 to $16 950;

an alignment of AUSTUDY and ABSTUDY rates for students ag~d 21 years and
over with dependants, and for disadvantaged students aged 21 years and
over, with the unemployment benefit for equivalent groups; and

the introduction of an asset test to ensure that AUSTUDY is a fairer
scheme by removing financial support from dependent students from
families with substantial asset holdings or from independent students
with significant assets.

I have included more detailed information on the Higher Education
Contrikbution Scheme and the answers to the most commonly asked questions
about the Scheme.

Yours sincerely

J S Dawkins

21 October 1988

ERIC
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The Higher Education Contribution Scheme

Introduction

The Government is introducing the Higher Education Contribution Scheme from
1 January 1989. The operation of the Scheme will be subject to the passage
of enabling legislation. The Scheme will apply to all students enrolling or
re-enrolling in higher education courses from that date. It covers
postgraduates as well as undergraduates, but some students will be exempt as
explained in the answer to Question 1 below.

The Scheme consists of a charge which each student 1s liable to pay towards
the cost of his or her study. In 1989 the annual charge will be $1,800 for
a full-time equivalent course or $900 for each full-time semester.

The charge of $1,800 is based upon a full-time equivalent student load, as
calculated by the institution. Part-time and external students will be
charged an amount which is proportional to their share of a full-time load.

The amount charged each year will be indexed to keep pace with inflation so
that the value of the charge will remain constant at $1,800 in today’'s terms.
There will be no increases over and above this indexing.

A student will be able to choose between two options for paying the charge
depending on her or his capacity to pay at any given time. Each student can
pay the semester charge to the institution at the time of enrolment or re-
eng 'lment or she or he may opt to pay later through the taxation system when
earning an income.

If the student decides to pay on enrolment or re-enrolment then the charge
for the semester is discounted by 15 per cent. For example, if the semester
charge is $900 and the student chooses to pay on enrolment then she or he
only has to pay $765.

If the student decides to defer payment until earning an income then the
record of her or his liability is passed to tle Australian Taxation Office
which begins collecting the payment when the iadividual’'s income reaches
$22,000. The Office stops collecting the payment if taxable income falls
below $22,000 and/or when the liability has been repaid.

For students who decide to pay later through the taxation system a similar
indexing process will apply to the debt they are accumulating. This means
that the amount a student is required to repay will stay the same in real
terms. There will be no interest rate charges over and above this annual
indexation process.

Repay: - through the taxation system have been set so that they increase
as incom. .ncreases. At the threshold income of $22,900, payment begins at
1 per cent of taxable income (i.e. $220 per year).

At $§25,000, the rate increases to 2 per cent and at $35,000, 1t becou. 5 3
mer cent. For the 1988-89 financial year only, these .ates will be halvea
to account for the fact that thc Scheme is being introduced halfway through
the current financial year. For 1988-89, therefore, the rates will be 0 5
per cent at $22,000, 1.C per cent at $25,000 and 1.5 per cent at $35,000.
Over time these income levels will also be indexed to reflect increases in
the cost of living.

Questions
1. Are There Any Exemptions?

Most higher education students will incur the charge but there are a number
of exemptiont. They are:
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fee paying students enrolled in postgraduate courses for which fees heve
been spproved by the Minister for Employment, Education and Treining;

students enrolled iu non-eward courses;
students in recognized bridgii, and supplementery courses;

oversees students who ere elready peying the Overseas Student Charge,
full fees or who ere essisted under foreign eid programa;

students undertaking industriel experience as pert of e course will not
be liable for thet proportion of their course spent in industry;
students who receive one of the 19,000 postgreduate scholarships
sxempting them from liability under the Scheme, which includes e speciel
sllocetion of postgraduete scholarships for the professional development
of teechers; and

students enrolled in basic nurse educetion coursea who will be exeapt
until 1993, when the Commonwealth Government takes over full funding
responsibility for these courses (unless State and Territory governmer*:
request the Commonwealth to collect the contribution on their sehelf
before 1993).

Adult end continuing educetion students and Technical and Further Educat.nn
{T+ "E) atudents, including those studying in higher education courses
provided wholly by TAFE institutions, ere not covered by the Scheme.

2. Whet are the Postgraduate Exemption Scholerships?

The Government is providing 19,000 Higher Educetion Contribution Scheme
sxemption scholerships for postgraduates studying fuvll or part-time; thesr
will include ® apeciel ellocetion of ewards for the jrsfessional development
of teechers. They involve exemption from the cherge uvnly, and do not offer
any other form of aasistance. Scholerships for the professional development
of teechera will be alloceted by education authorities in each State and
Territory to help improve the quality of teaching. The other scholarships
will be elloceted by the institutions to encourage the highest levels of
acedemic excellence and scholarship amongst postgraduates. Further ad<’ice
on their allocation will be available from the institutions.

3 What Happens At Enrolment or Re-Enrolment?

At the time of enrolment or re-enrolment each student mist accept liability
for the Higher Fducation Contribution Scheme charge and must indicate in
writing (on a foim) how they interd to pay it.

If a student decides to pay immediately and obtain a 15 per cent discount
then payment must accompany the enrolment acceptance

If a student opts to pay later through the taxation system then she or he
must provide the institution with their tax file number or with an
application for such a number, which the institution will forward to the
Australian Taxation Office Normal taxation secrecy provisions will protect
the privacy of each student’'s taxation information, including the tax file
number

Those students who believe they are exempt must provide eidence of this at
the time of enrolment. The institution will provide details of what this
evidence must be. If any exempt student enrols in award courses outside the
area of their exemption then they will be liable for the charge for these
courses.

For the purpose of calculating the charge, a student may vary her or his
enrolment status at any time before 31 March in the first semester and 31
August in the second semester. The charge ror each semester will then apply
to the student's enrolment status on these census dates.
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&, What Courses Does the Scheme Apply To?

The Scheme covers all award course in higher education institutions,
including:

doctorate and postdoctorate degraes;

master's degrees;

postgraduate diplomas, graduate diplomas and graduate certificates;
postgraduate qualifying and preliminary courses;

bachelor’s honours or pass degrees and bachelor’s postgraduate degrees;
diplomas and assc_iate diplomas; and

undergraduate certif’cate courses and other award courses

5. Do Students Have to Pay If They Withdraw From a Course Befors the End
of Semester?

Students who withdraw before the census date wil. not have to pay the charge
for the subjects or course from which they have withdrawn. Students who
withdraw after the census date wiil have to pay the charge. The census dates
are 31 March for the first semester and 31 August for the second semester.
The situation is axactly the same for those who decide to defer their
studies.

If a student is forced to withdraw after these dates becarse of serious
illness, an accident or some other personal misfortune then there will be .-
appeal mechanism through which they may seek a refund or to have their
liability reduced or removed.

6. Do Students Have to Pay for the Subjects They Fail?
Yes.
7. Which Institutions Does the Scheme Apply To?

The Schems applies to students in institutions providing higher education in
Australia. However, it will not cover Colleges of Technical and Further
Education (TAFE).




Appendix D  Issues in Rate of Return
Analysis

Some of the basic issues that arise in the calculation and interpretation of
rates of return to investment in education are related to the effect of innate
ability on carnings, the use of actual earnings as a proxy for the social value
of output, the consumption component in educational costs, and assumptions
about future carnings.

Innate Ability Earnings associated with different education levels and
programs may reflect returns to different ‘innate ability’ as well as to formal
cdu_ation, but there has been no generally accepted technique for isolating
this effect. Early calculations of rates of return were based on alternative
assumptions about the fractior of the earnings differential attributable to this
ability (Blaug, 1965). More recently, studies have found *ability’ to account
for a si-mificant purtion of earning differentials, but schooling and ability are
so strongly complem .ntary that precise estimates of the separate effects are
difficult (Welland, 1980).

Earnings Versus Value of Output From the economy’s perspective, it is
sometin® . questioned whether earnings measure the social value of a worker’s
output, and thus whether the carnings differential is a suitable measure of
benefits. It has been argued, for example, that the high incomes of some
professionals include a component that is attributable to monopolistic control
of requirements for entry to the profession. Such restrictions may indeed
result in higher earnings, but the earnings are nonetheless a measure of the
value of this service to the consumers.

Another criticism of earnings as a measure of social benefits is that earnings
may measure the credential effect, rather than the productivity effect, of
further learning. That is, the higher earnings may include a premium paid
by employers for the academic certification that a prospective employee
possesses certain attributes that the employer believes to be appropriate to
learning or performing certain job functions. This ‘screening’ hypothesis
does not arise in the case of private investment decisions because the
individual is concerned only with the payoff, regardless of its rationale.

Consumption or Investment? Another objection is that not all
cducational costs represent investment. Some part of the cost is consumption
expenditure for current enjoyment of the educational experience.! From the

! 1t n..ght also be argued that the costs are underestimated to the extent
that there is disutility, such as studying for examinations, associated with some
aspects of education.
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individual’s perspective, postsecondary education has both an investment
aspect in that it can generate a higher future income and a consumption
aspect manifested in a student’s enjoyment of social, athletic, and zultural
experiences at a postsecondary institution. Since benefit-cost studies assume
that whe total educational cost should be treated as investment, the greater the
actual consumption componcrt of education, the greater is the undesestimate
of the true rate of return.

Sensitivity of Ca*-ulation t> Alternative Assumptions The effe.ct of the
income tax adjustment on the private rates of return for male graduates is to
reduce the estimated rates by about three percentage points for the higher
income occupations.

Calcv'-tions of rates of return based on cross-sectional earnings data are
usually criticized for not taking account of expected real growth over the
graduate’s kifetime.> Estimates of total rates of return based on an assumption
of a 2 per cent annual growth in real income over the graduate’s working
lifetime showed that this assumption had its strongest impact on the arts and
science graduates in teaching ard other occupations, where the rate of return
was tripled by the assumption of real growth. Otherwise, the rate was
increased by three to five percentage points.

The possible effect of *innate ability’ and/or the interaction of this ability
with formal education has been taken into account in other studies by
reducing the observed earnings differential by 20 to 40 per cent. The
assumption teste- in this study, that the ability factor accounts for 40 per cent
of the differential, reduced the total rate of return by about 25 per cent for all
occupations. This effect varied considerably across the selected programs,
however, due to the variat'on in the shapes of their age-earnings profiles.

The adjustment of forgone earnings based on the assumption that university
students would have earr -4 more than the other high school graduates if they
had chosen to enter the labour force rather than university had only a minor
effect on estimated returns. The return for engireers and lawyers was
increased by about one percentage point, and for teachers it was less than
one-half point.

2 Tables showing the estimated rates of return under alternative
assumptions are included in Stager (1989).

3 It shoula be noted that there may also be negative growth, or a declir 2
in real average earnings, as occurred for lawyers in Canada during the 197Us
when the rate of increase in supply exceeded the increase in demand (Stager
and Foot, 1989).




AN

A weight of 3 was originally assigned to enrolment in medicine and dentistry
in the Ontariv grants formula; this was later changed to 5. When the original
weight was used to estimate instituiioral costs, the effect was to increase the
total rate of return by 2 and 3 percentage points respectively.

The estimated retarns were not very sensitive to the assumption that indirect
tnstitutional costs are 60 per cent of direct costs; the omission of indirect costs
altogether increased the total rate, of return by only one to two percentage
points.
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