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CHAPTER-16
A Proposal for Student Loans

P
William Vickrey®

T IS ONE of the most striking failings of the affluent society

that 1t seems to be unable to find a way to finance to anywhere
near its potential economic limits the most productive investment
opportunity open to it: the education of its people to the full extent
of their capabilities. Expansion of State universities with no or
low tuition fees, though a large step, 18 not the complete answer:
It fails to meet the needs of students whose families cannot afford
to provide them with the complementary support in terms of board,
lodging, books, and other supplies. It fails, also, to strengthen our
private colleges and universities, whose role is so vital to educational
achievements in the United States.

The classical individualistic economic answer ta this problem would
be to arrange for loans to individuals who show such promise that
it is reasonably certain that investment in their further education
would be an investment capable of yielding at least the normal
rate of return on comparably risky investment.! The present chap-
ter is designed to outline a proposal that follows through on the
major premises of this classical economic answer. While this pro-
posal is here developed in some detail, it is not suggested as an
exclusive solution to the problem of financing higher education.
Rather it is a scheme which, if implemented, would supplement other
institutional arrangements for such financing. While the more
familiar sources of support for institutions of higher education need
to be.expanded, and aid to students greatly enlarged, there is also
need for new financial arrangements to facilitate the flow of capital
into development of human resources through education.

The trouble with student loans in the past has been that students
have on the whole been understandably reluctant to saddle them-
selves with a fixed repayment obligation, and to a lesser extent that
potential lenders have been reluctant to make investments where the
risk is so highly variable and subjective and where arrangements

*Professor of economics, Columbia University.
! Milton Friedman, “The Role of Government in Education.” és Robert A 8olo, ed.
* Boonomiéos and the Pudlo Inmterest. New Brunswick. N.J., Rutgers University Press,
1085. p. 185-148.
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FINANCIAL RESBOURCES FOR HIGHER EDUCATION 269

for enforcing claims for repayment over a long period of years are
s tenuous and potentially costly. The fact that many of our larger
universities find that student loan funds are under very light pres-
sure, if indeed they are not in some instances going begging, indi-
cates that something 18 wrong with the terms on which these ‘loans
are being made available.

The main difficulty seems to be the fear that the obligation of
repayment might under some circumstances prove a severe, burden.’
hough on the average it can be shown that the student’s additional
csrning power that is generated by better education can by itself
take care of this added burden with a wide margin, individual stu-
dents may have a legitimate fear that they will not come up to this
sverage. Furthermore, while the pressure for repayment tends to
be minimal, many of the potential beneficiaries of such loans feel
that the burden of repayment might possibly become a heavy weight
on their shoulders which they could not conscientiously repudiate.
To be sure, there i8 sometimes specific provision for remission of

~ the debt if the beneficiary enters the ministry, or teaching, or some
similar line of public service that carries a relatively low salary.
But the line between such public service and other less specific lines
of low-paid service is difficult to draw. The funds available on such
terms are fairly limited in any case; and the mere offering of such
funds would hardly meet the proble.m even if unlimited funds oould
be obtained for loans with special remission provisions.

Another difficulty is that such funds are still provided largely in an
atmosphere of philanthropy rather than of financial investment. Sub-
sidized interest rates tend, on the one hand, to limit the availability of
the funds, and on the other, to fix the charity stigma the more firmly.

A third factor, stamming from the first two, is that such loan funds
are rather severely rationed, both as to the level of scholarship achieve-
ment required for eligibility and as to the amount to be supplied to any
one person. Where the burden of repayment can become substantial,
it is natural to protect the applicant from getting in too deep; where
there is an element of subsidy in the loan, the worthiness of the appli-
cant becomes a consideration. In many cases the amoupt potentially
available is inadequate to meet the needs of a student under heavy
pressure to begin earning to meet family obligations.

In spite of this equivocal experience, given the high profitability
of investment in education both to the individual and to the community,
it should be possible, by a combination of the techniques of mutual
investment, the limited-dividend corporation, pension funds, and in-
come taxation to provitle whatever funds are needed to finance educa-

2 8¢¢ Richard Bekaus, eh. 8 of this publication, for mention of assessments of the risk
of borrowing by different income groups and ia different regioms.
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270 ECONOMIOS8 OF HIGHBR EDUCATION

tion up to the point where the marginal returns are comparable with
those from other forms of investment. With ingenuit ¥, Arrangements
can be devised that will promise reasonable returns and secu ity to
the investor, while at the same time offering the student terms that he
can accept as readily as he mortgages his house or borrows to buy an
automobile. : o

ESSENTIALS OF THE PROPOSAL

In brief, it is suggested that funds for the finaneing of the student's
education be made available in liberal amounts in return for an agree-
ment to return dividends, computed as a share of later earninae
according to the concepts of income taxation. The cvemptions and
the rate'scale of the dividend repayments should be so arranged that
the dividend with respect to the amount advanced at any stage of
educational advancement would come out of that portion of his income
above the level of earnings that would be expacted 1f education had
stopped at that point.  For example, for loans taken out to finance
the freshman and sophomore years, the return dividend could be com-
puted as a share of income after an Lxemption of, say, $4,000—this
exemption being determined to reflact the average level of earnings’to
be expected by a student who is intellectually eligible for college but
who goes no further than high school. At the other extreme, funds
advanced to pay for'a third year of graduals training might call |
for a dividend share to begin only after an exemption of §8,000. In
this way ths typical student who is on the verge of stopping his edu-
cation for financial reasons can continue it with very little financial
risk. Even if the educational investment fails to enhance his earning
power, he will be no worse off than before. \

The principal exception to this would be a type of student who sees
himself earning, say, $30,000 a year through his native genius even
if he goes no further than high school, but takes such a dim view of
the value of a college education that he believes it would boost his
earnings only to $32,000. In this case, if he were to finance his educa-
tion in a manner that entailed the payment of a dividend of, say, 12:
percent of $26,000, he would be financially worse off than if he had
not pursued his education beyond high school, whereas even in this
case the investment would have paid off adequately from a social
point of view. Situations of this sort should be rare enough not to
copstitute a serious problem. :

One of the main difficulties with any such plan for student loans is,
of course, that the pesjection for 40 years or more into the future of
the relation between education and earnings is so uncertain that it
would be impossible to determine in advance a system of earnings-
dividend rates that would return any specified yield on the investment.

Q , . | 1
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FINANCIAL RESOURCES FOR HIGHER EDUCATION 271

Yet it is necessary to achieve at least some minimum yield in order to
preserve from undue impairment any endowment funds that might ;
be diverted to this form of investment and possibly also to obtain
.additional outside funds on a competitive basis from lenders of various
types. Too high a return, however, cither as an “ex post” experience
or a8 An expectation, warranted or unwarranted, might give rise to a
feeling that the student borrowers were bemy unduly exploited.

APPLICATION OF MUTUAL-FUND PRINCIPLE

The problem of assuring a net yield that is fair but not eX0es31Ve
can be met by adapting the mutual fund principle, in & {orm shightly
Jdifferent from that used by cooperatives and mutusl investment funds.
The earnings-dividend schedules could be mitially so set as to yield,
on conservative assumptions, a yield of at least 6 percent, and possibly
as much as 8 or 10 percent. The higher rates would be desirable at
least in part as a means of providing for the growth of the scheme
through internal accumulation, as well as making it possible to at-
tract outside capital on'a reasonably low-interest basis. Subsequently,
as experience makes it possible to evaluate the equities of the Various
participants in the scheme somewhat more closely, it would be possible
to adjust' matters by the payment of “patronage dividends” or the

" downwanrd adjustment of the earnings-dividend rates in such a man-
ner as to reduce the net yield to whatever figure is deemed reasonable.
This figure and even the procedure by which it is to be reached could
be specified, if desired, in original contracts. .

Bven here, the divergent aims of lowering the net eventual cost to
the students and at the same time accumulating capitak funds for
expansion can to & considerable extent be reconciled by deferring the
payment of these patronage refunds as long as possible. Indeed, an
appropriate form of refund would be in the form of s death benefit or
a retirement annuity. Then, in effect, if the net yield aimed at were
set somewhat high for the sake of rapid expansion from internal funds,
this would be less of an inequity. While students on the average
ﬁould be required to pay fairly %igh rates of interest on their loans,
they would later be compensated by being able to invest in their turn
in the education of succeeding generations at similarly high rates of
interest so as to obtain their annuities at relatively low ovst.

COORDINATION WITH INCOME TAXES

The fact that the repayment takes the form of a share of income
above an exemption raises the problem of the relation of such re-
payments on earnings-dividends to Federal and other income taxes.
It would be at least awkward if the combined rates got up near 100
percent for any substantial number of persons. 'The simplest remedy,

635106—83——19
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272 ECONOMICS OF HIGHER EDUCATION

and one that should prove readily acceptable, would be to make the
earnings-dividends a deduction in computing net income for tax pur-
poses. To the extent that this might be considered to constitute a
breach of the basic principles of income taxation, it could well be
Justified on the basis of the benefits derived by the community at large
from a.rise in the educational level of individuals.

Actually even the strictest interpretation of the situation would call
merely for considering the original payments to the student as taxable
income to him at that time, presumably taxed at lower bracket rates.
Subsequent earnings-dividend payments would then clearly be com-
pletely deductible. The analogous situation would be that of an
artisan who borrows money to pay himself a salary to construct an
income-earning asset. Interest and amortization payments on this
loan would then be deductible, either directly or as amortization or
depreciation of the cost of the asset over its life. However, it would
be proper to exclude from the student’s taxable income the payments
going to defray tuition and other expenses that are clearly for trajin-
ing and similar enhancement of earning power. Such exclusion
would not apply to educational costs undertaken for current satis-
faction or future cultural enrichment unrelated to earning power.
This is analogous to the exclusion from the artisan’s income of the
part of the proceeds of his loan that is used to pay assistants or buy
materials rather than for his own living expenses. It is clearly diffi-
cult to draw any sharp line between technical training and cultural
enrichment. Here again the general public interest in cultural en-
richment would “probably Justify a policy of excluding all tuition
Payments and similar fees from the student’s taxable income, by al-
lowing them to be deducted where appropriate. Whatever is done
would in any case be coordinated with the tax treatment of educa-
tional outlays financed by the student or his family. The principles
involved here are closely related to those set forth by Richard Goode
in chapter 17 of this publication.

One could go further than this and exclude from the income of the
student even amounts advanced for living expenses. This would
indeed have the advantage of making whatever funds are initially
available go farther. However, such a treatment would raise the
question of the degree to which subsequent earnings-dividend pay-
ments would properly be deductible. To make them fully deductible
would clearly be something of a breach with the basic concepts of the
tax. A satisfactory solution would be to'allow deduction each year
only for earnings-dividends exceeding, say, 10 percent of the aggre-
gate amount advanced tax free for living expenses. When the non-
deductible earnings-dividends have aggregated 110 percent of 'the
total tax-free advance for living expenses, all earnings-dividends
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thereafter would be deductible. The use of 110 percent rather than

100 percent is to allow for the fact that in some individual cases the
earnings-dividends will fall short of the advance. The figure is in-
tended to insure that for the group as a whole, the aggregate amount
included in taxable income is approximately correct and that there
would thus be no “ex ante” expectation of ultimate tax avoidance
through the use of the plan.

There is also the possibility of deferring the payment of tax from
the student years to later years. In general, this will shift income
from the low brackets of the student years to the higher brackets of
the later years. The computations involved in a procedure such as
this should be no obstacle, as these can easily be taken care of by the
agency to which the dividends are to be paid. |

Some question may well be raised as to whether it is the entire
later-life income that should be made the basis for the earnings-

. dividends, or merely the earned income. Although again there would
seem to be no grounds for requiring higher repayments from a student
who receives a large inheritance subsequent to his graduation than
from one who does not, there is good reason for including unearned
income in the case of the individual whose income comes through stock
options or similar quasi-earnings, or who acquires a fortune by stock-
market trading, using skills acquired in business 3chool. In practice
the two types of case would be difficult to distinguish sharply. On
full examination the argument for the more inclusive base seems com-
pelling. There are, of course, other problems relating to the treat-
ment of family incomes for this purpose, but such details need not
detain us in this preliminary discussion.

Enforcement should not be too difficult. A condition of the orig-
inal advance would presumably be an agreement to provide on request
copies of Federal income tax returns, with stipulations that such in-
formation would be confidential. It might be necessary to limit the
scheme to citizens of the United States. Even so limited, it would
be a benefit to foreign students in that it would permit more of the
outright scholarship funds and other student aid funds to go to
students not eligible for advances under this plan.

IMPACT ON FINANCING

The amounts available as advances under this plan should be as
liberal as the available financial support permits. Ideally it should
extend to sums intended to cover not only the ordinary costs of tuition
and books but also, in cases where even minimal evidence of such need
can be shown, amounts needed as a substitute for the earnings that
the student is foregoing to meet gbligations for family support or
other necessities. A student should be enabled to complete his educa-
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tion to the limit of his abilities without financial hardship. Ideally
this would mean being prepared to advance to a student amounts
ranging up to $4,000 for a freshman year, and scaling up to $8,000
for a third year of graduate study. :

Unfortunately, few if any colleges possess endowment funds suffi-
cient to meet the potential demand on a scale such as this, even if
the institutional and testamentary obstacles to the diversion of funds
to such use can be overcome. Conceivably a university might be able
to borrow in the financial markets on the security of the earnings-

. dividend contracts that it would enter into, or perhaps arrange for
the setting up of an auxiliary limited-profit corporation to do this.
The novelty of the proposal, however, may make it extremely difficult
to finance it adequately on reasonable terms unless more substantial
backing is given to it than can be supplied by most individual col-
leges or universities. Somewhat more promising might be the setting
up of one or more “educational finance corporations” sponsored
Jointly by groups of colleges and universities.

It is rather hard to say just what the schedule of earnings-divi-
dends for the various types and amounts of advances should be and
how the insurance or pension benefits should be arranged. It is
possible, nevertheless, to indicate some of the general principles that
it would be desirable to follow. It is of course important that, when
considered in relation to associated pension and other benefits, the
repayment terms not be so onerous as to appear unattractive to po-
tential students. On the other hand, the schedule should provide
adequate security for the suppliers of the original funds, even in the
face of considerable initial uncertajnty as to the magnitude and dis-
tribution of the income base to which the schedule would apply. In
addition, it would be desirable that the derived funds provide scope
for a substantial amount of internal financing of growth in the magni-
tude of the operation. To a considerable extent these objectives can
be met by borrowing from the insurance field two well-established
features: rating and mutuality.

MINIMIZING ADVERSE SELECTION

As with any risk-pooling plan, in the absence of risk rating there
would be a tendency for a certain adverse selection of risks to develop.
Applications would tend to run heavier from students who felt their
future income prospects to be below average for their level of educa-

. tion and who, in anticipation of future repayments based on compara-
tively low incomes, considered the advances a bargain. Conversely,
students with great confidence in their own economijc future would
tend to minimize their use of the plan, stretching their own resources
to the limit, possibly to the detriment of their studies, to avoid any
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large share in making up the deficits produced by the less successful
students. A cumulative adverse selection of risks might so burden
the plan with mediocre students that it would be attractive to the
better students only as a last resort.

The more liberal the amounts available, the more serious the
tendency toward adverse selection would be. Even among students
who did use the plan, there would be a possibility of wide variation
in the amounts applied for and advanced, and thus for adverse selec-
tion of amounts, as well as of students. The amourits advanced can
be limited administratively to estimated needs in individual cases,
unless the administrative standards are so stringent as to discourage
some students from continuing a potentially profitable course of study.
The standards would have to be flexible, rather than specific, so that
considerable range would remain for individual choice. In any case,
imposition of any such standard of need would infringe on what is
intended to be a basic philosophy of this proposal, namely, that funds
should ultimately be available on a sufficiently ample scale so that each
student could be left_free to determine for himself the amount of the
advance that he wishes to apply for, up to an amount equal to the sum
of his tuition fees and his estimated current earning capacity.*

While adverse selection of risks can seldom be eliminated entirely
in a voluntary risk-sharing scheme, rating of risks usually can reduce
its scope. If the rating process is an effective one, this can be done to
the point where adverse selection is no longer a serious problem. The
mutuality elements of the scheme can also be made to contribute to the
minimization of adverse risks if the “ex post” adjustments are made
in a way which reflects individual experience. But as long as there
is an important risk-sharing element, the rating of risks must bear
the major burden of guarding against excessive adverse selectjon.

In the case of student loans, we have available a readymade basis
for risk rating in the form of grades, test scores, and other evidence of
educational potential. At the time of application for an advance (),
the applicant might be assigned a rating in terms of which an estimate
could be made of the expected earnings £(¢) at each future time ¢
that the applicant might obtain if he terminates his education immedi-
ately, and also of the expected earnings potential P(¢) that the appli-
cant might obtain at each future time ¢ if hé completed his education
to the full extent of his currently apparent potential. The student

s Kingman Brewster, Jr., in the June 1061 Yale Alumn{ Magasine (p. 13-14), advances
& proposal for student loans very similar to this one. He, however, would limit loans to
amounts suficient to cover all students expenses exoept tuition. He excludes tuition costs
m'.”...—lt is probably impossible to draw up a loan or grants scheme which would
subsidise the payment of tuition without driving a very harmful wedge between our

public and private Institutions. That is why I would limit the subsidy to what can
be roughly calculated as the costs of higher education—escluding tuition.
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would then be offered a contract under which he might obtain an
advance with respect to the forthcoming school year of any amount he
chooses up to a maximum equal to the sum of his tuition fees and the
amount £'(¢,) that he could be expected to earn currently if he termi-
nates his education. The contract would then specify that the corre-
sponding future earnings dividend to be paid back at time ¢ would
be computed on the basis of an exemption equal to £'(¢), with mildly
progressive rates applied to income in excess of this exemption, such
that if the future income is actually P(¢), the earnings-dividends
will, over the lifetime of the student, amount to, say, a 9-percent rate
of return on the amount of the advance, ,

Each succeeding year a new contragt could be made available, based
on the rating provided by the further record made by the student, with
a8 new exemption level and schedule of rates dependent on the amount
of loan requested. In this way at each stage the student who shows
any promise of being able to benefit adequately from further educa-
tion would be offered a chance to finance this further education on a
virtually “no cure, no pay” basis. The redistributive element in the
scheme would be limited reughly to the unpredictable element in the
variation of future incomes. On an “ex ante” basis, the applicants
might well be brought to feel that the potential advantages of the plan
are reasonably comparable for all concerned. Adverse selection would
thus be limited to cases in which the student has a genuinely better
basis for the appraisal of his prospects than that provided by the rat-
ing. The number of cases in which students have a superior basis of
appraisal should not be sufficiént to cause difficulty. At the same time
a direct and tangible incentive for scholastic excellence would be pro-
vided, both as to the amount of advance available and as to the terms
offered. This incentive would not be limited as it is at present to the
students who are now prospects for scholarships, but would be ex-
tended to a major fraction of all students.*

It might be desirable to move somewhat cautiously in this direction
lest more pressure be placed on the grading or rating system than it
can stand. But if the plan is to remain voluntary and be liberal in
scope, some degree of risk rating would seem to be essential to pre-
serving its financial integrity. It might be necessary to borrow an
element from the field of property taxation and have some form of
grade equalization process among institutions or even among instruc-
tors. This equalization in turn might have its own salutary effects..
But these are ramifications that would take us too far afield at this
stage of consideration.

¢1If this aspect of the proposal sounds a bit reminiscent of the practices of Upper
Upanishad University, as reported by Willlam R. Mueller, this is not entirely a random

coineidence. Bee “Report from Upper Upanishad,” 44UP Bulletin, American Association
of University Professors, 48 : 477488, September 1967.
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MUTUALITY AND RETIREMENT BENEFITS

Of course, the 9-percent return aimed at in the setting of the earn-
ings-dividend schedules would not represent the net cost of the advance
to the student, by reason of the mutuality element in the scheme.
Records would be kept of the total amounts advanceéd to, and the earn-
ings-dividends returned by, various groups of student beneficiaries,
and beyond a certain point further earnings-dividend payments would
generate rights to retirement pensions. For example, amounts cred-
ited to the account of & given cohort of students could first be used to
amortize the amount advanced by investors at 5 percent interest.
When this amortization has been completed, further earnings-divi-
dends could be divided in some specified proportions, say one-third
for the account of investors and two-thirds to a “cohort equity ac-
count” until such time as the payments to investors have become
equivalent to an amortization at 7 percent interest, after which all
further earnings-dividends would be credited to a cohort equity ac«
count. Amounts thus accumulated in the cohort equity account would
then become available to be invested on behalf of this cohort in the
making of advances to further generations of students. The older
cohort thus assumes the role of investor vis-a-vis the younger cohorts
of students, and the advances thus made would in their turn be capable
of yielding up to 7 percent in favorable circumstances.

As the members of the original cohort reach retirement age, earn-
ings would cease to be subject to the earnings-dividend payment,
and the amount standing to the credit of cohort would become the
basis for the payment of retirement benefits. If it is desired to
keep the redistributive element of the scheme to a minimum, a step
that would assist materially with the problem of adverse selection,
these retirement benefits could be made proportional to the excess
of each individual’s earnings-dividend payments over the sum needed
to amortize his advances at 7 percent. In this way a student who
felt that his economic prospects were considerably brighter than his
scholastis record indicated would then be able to feel free to make

. full use of the scheme, since even if his earnings-dividend payments
turned out to be much larger relative to his advance than for the
average student of his rating, he would in turn benefit through higher
retirement payments.

If the numbers of student beneficiaries in some of the cohort or
groups are too small to prevent significant random fluctuations among
the experiences of different cohorts, it is desirable to provide for the
fitting of smooth curves to the experience of the various cohorts,
and for equalizing intercohort transfers to bring the funds into line
with what would have obtained if each cohort had had an experience
equivalent to that shown by the smooth curve. This is essentially

Q.
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no different in principle, but perhaps somewhat more complex in
application, from the methods actually adopted for the determina-
tion of dividend schedules on mutual life insurance policies.

AMOUNTS OF LOANS AND REPAYMENTS

The possible variations on & plan such as this are, of course, mani-
fold, and there is room here only to sketch out roughly some typical
possibilities. As an example for a student of average capabilities,
one might set the exemption level £'(¢) for the freshman and sopho-
more yearg at an amount averaging about $4,000 a year over his
working life, varying possibly from one period to another from
perhaps $3,000 to $6,000. The exemption level might be raised for
the junior year to an amount averaging $4,500; for the senior year,
to $5,000; and for the subsequent 3 years of graduate work, to
$6,000, $7,000, and $8,000. Then as a rough order of magnitude,
for each $1,000 advanced during any particular year of study, the
earnings-dividend rate might be 0.5 percent of the first $1,000 of
income above the corresponding exemption level, 1.0 percent of the
next $1,000 of income, and 1.5 percent on all income in excess of
E(t) +$2,000.

Such a schedule is at least of the right general order of magnitude.
Miller estimates that the lifetime earnings of the average college
graduate amount to $435000 at 1958 earnings levels* Taking
account of advances in average earnings, a lifetime-earnings figure
of at least $500,000 or an average of $4R,500 a year over a working
lifetime of 40 years seems reasonable” for students graduating in
1963. On that basis if an average student were to borrow $2,000 to
complete his senior year, he would be paying an earnings-dividend of
$195 on an income of $12,500 ($10 on first $1,000 above the $5,000
exemption, $20 on the next $1,000, and $165 on the remaining $5,500,
the rates being of course twice the rates for a $1,000 advance).
After allowing for lower earnings during the early years, this should
provide a gross rate of return of between 9 and 10 percent, so that
‘after the amortization of the advance at 7 percent interest has been
completed, there should be a substantial margin for the financing of
retirement benefits through advances made to succeeding gerierations
of students.

An average-rated student completing 4 years of college and draw-
ing an advance of $2,000 for each of the 4 years, or a total of $8,000,
would on this basis be contracting for an earnings-dividend payment
of 2 percent on the first $500 of any income above $4,000 (in a year
of average exemption level), of 3, 6, 7, 10, and 11 percent, respectively,
on the succeeding $500 brackets, and 12 percent on all income above

% 8¢¢ Herman P. Miller, mmaumnmm:mmmmoommmu
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$7,000; on an average income of $12,500, this would amount to $855.
In an extreme case a student who went through 7 years of under-
graduate and graduate training and contracted for the maximum
advance obtainable would be receiving gdvances ranging from $4,000
for freshman year ($3,000 as a substitute for earnings forgone and
$1,000 for tuition fees) to $8,000 for the third year of graduate work,
a total of $38,500; in return for this he would be contracting for
earnings-dividend payments on a scale ranging up to 573, percent on
that part of his income in excess of $10,000 for the years in which
his earnings are expected to reach their average annual lifetime level.

The income level above which this rate would apply would be some-
what higher in the years of his peak¥earning power, and somewhat
lower in the years before his full earning power is expected to be ,
achieved. Also, for students showing the degree of promise typical
of those for whom graduate study is usually considered warranted,
the exemption level and the income brackets might tend to be some-
what higher than in this example, which applies to students of average
scholastic rating. While this may even so seem at first glance to be
a fairly stiff price to pay for an education, yet for students who have
no other means of financing their education and whose immediate
financial needs, whether arising from family obligations or other
sources, are such as to make the completion of their education difficult
or impossible without advances of this magnitude, even such a sched-
ule should not be a prohibitive obstacle to the full use of the loan
plan, particularly as the offer is practically on a “no cure, no pay”
basis and is likely to provide as a byproduct a substantial amount of
additional old age security. There is, of course, the possibility that
the 54-percent dividend rate on the excess over $10,000 when com-
bined with rates of the income tax proper would add up to a serious
incentive problem at the higher earnings levels, even after allowing
for the deductibility of the earnings-dividend in computing taxable
income. But the number of cases in which this amount of financing
would be required is likely to be small enough not to make this a
serious problem. The example is useful chiefly as an illustration of
the lengths to which educational finance on a liberal scale can profit-
ably be pushed. -

ULTIMATE SCOPE

If funds can be made available to students in adequate amounts on
such a basis, then, of course, the way will be open to raising tuition
fees to levels that will make it possible for faculty salaries to be raised
to levels more nearly in line with earnings in other comparable
occupations. (This would eventually make it possible for professors
to make significant earnings-dividend payments on the cost of their

FINANCIAL RESOURCES FOR HIGHER l%BCATION
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education.) If the preservation of private and independent colleges
and universities—a significant segment of our educational system—
i8 important, as insurance against impairment of the spirit of free
- inquiry and as an element in the basic freedom of our culture, some
such method of financing may well be an important means to this end.
To continue torely solely on private philanthropy, plus the paying of
fees by students on their own, is likely to keep private education from
fulfilling its proper role. Besides, such reliance places & heavy strain
on ghilanthropic resources that can be used effectively in many other
areas. Even if State support for private higher education can be
arranged in & manner that will preserve the independence and specific
character of these institutions, it seems doubtful whether the amount
of such support actually forthcoming W] prove sufficient and timely.
Equity investment in education may well provide a major part of the
solution to this problem.

But a plan such as this need not be limited to private universities
and colleges, though this is perhaps the area of most intense need.
The financing of nontuition expenses and of family maintenance
requirements for students in State universities is an even greater
problem in terms of the numbers and amounts that could evergually
be involved. Given the availability of such a plan, there would even
be the possibility on equity grounds of making higher education more
nearly self-supporting in terms of tuition fees. An individual whose
earning power or social position had been enhanced through public
expenditures could well be considered to owe an extra quantum of
financial support to the State, as compared with an individual reach-
ing 8 comparable status by his own relatively unaided efforts. Such
financing might also induce a more liberal attitude toward the fulfill-
ing of educational requirements on the part of budget-minded and
tax-conscious legislators. o

Such equity investment in the education of individual students on
a mutual basis that is nevertheless fully competitive with other invest-
ments will not provide the entire answer to the financing of higher
education, but it would seem that the availability of some such proce-
dure on a scale limited only by the demand would be capable of greatly
improving the financial basis for utilization of a vast store of potential

intelligence.




CHAPTER 17

Educational Expenditures and the Income Tax

Richard Goode®

TAX ON NET INCOME should provide for tax-free recovery
of the expenditures entailed in earning income, including invest-
ment outlays. Although this principle is generally applied in the Fed-
eral income tax, it is not applied consistently with respect to the costs
of acquiring an income through personal services. Among these
costs are educational expenditures that increase earning capacity or
that are made for that purpose. In computing taxable income, no
allowance is made for the costs of general education or of basic pro-
fessional or vocational] education, and only limited deductions are al-
lowed for other educational expenses.

The present tax treatment of educational costs gives rise to inequi-
ties and 18 especially questionable at a time when the need for highly
trained persons 18 growing. The income tax discriminates against
persons whose earned income represents in part return of capital pre-
viously invested in education compared with persons who have invested
little in preparation for their occupations. There is also discrimina-
tion against persons who invest in themselves compared with those
who invest in physical assets. For example, a person who attends
engineering school is usually not allowed to deduct his educational
expenditures from his earnings, whereas a taxpayer who buys a truck
can recover the cost through depreciation allowances. A physician
who takes graduate courses to qualify himself for a new specialty
cannot write off the cost against taxable income, though he can amor-
tizé outlays for office equipment, laboratory facilities, or waiting room
furniture. When income tax rates are high, discrimination against
investment in education may discourage entry into occupations re-
quiring expensive training, and may discourage persons already at
work from preparing themselves for more skilled and responsible jobs.!

*Senior staff member of Brookings Inxtitution. The author ealls attention to the fact
that interpretations and opinions are his own and do not necessarily reflect the views of
officers or other staff members of the Brookings Institution.

1 Richard QGoode. The Income Tax and the 8Bupply of Labor. Jourwnal of Pelitical
Boonomy, 67: 428—437, October 1949. Reprinted in American Economic Association,
Readings n the.Boonomics of Taesation, Richard A. Musgrave and Carl 8. Bhoup, eds.,
Homewood, 111, Richard D. Irwin, 1859. p. 4566—469.
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Two fuctors greatly mitigate the discrimination against education.
First, twition and fees are not charged in public elementary and
secondary™~schools; and in colleges and universities the charges are
usually much -ul?hwr than the costs of instruction, with the difference
bemg made up by State and local government funds, gifts; and
endowment income. Secondly, & large part of students’ investment
in education consists of opportunity costs in the form of foregone
carnings.  These costs are already free of income tax.

Many proposals have been advanced in recent years for deductions
or credits under the mcome tax law for certain educational expendi-
tures. . Most of these proposals are intended to grant tax relief to
parents of college students.  There has been little systematic discus-
sion of broad questions of tax policy respecting educational expenses
or technical problems that would be involved in development of new
imcome tax provisions relating to education.

This paper reviews the present treatment of educational expendi-
tures under the Federal income tax and considers the possibility of
permitting certain educational expenditures to be charged against
taxable income through current deductions or amortization allow-
ances.’ Attention is given to the technical difficulties of devising a
feasible plan for this purpose and to the probable effacts of such a plan
on (Government revenues, en enrollments and tuition charges, on the
amount of educational axpenditures, and on occupational choice. Pro-
posals for deductions or tax credits allowed to parents of college
students are briefly compared with the more general approach to the
problem. '

I. Present Treatment of Educational Expenditures

The Federal income tax makes no provision for current or future
deductions for expenditures incurred for education or training under-
taken to prepare oneself for s vocation or profession or to meet the
minimum qualifications for any employment. Deductions are allowed
for expenditures for certain kinds of supplementary, continuation, or
refresher courses. Official regulations adopted in 1958 provide that—

Expenditures made by a taxpayer for his education are deductible if they
are for education (including research activities) undertaken primarily for
the purpose of :

(1) Maintaining or improving skills required by the taxpayer i{n his
employment or other trade or business, or

® “Amortisation” s a procedure by which the cost of an asset is charged against income
over & perlod of time through annual allowances or charges. m word is often used as a
synonym of “depreelation,” but is more commonly applied to Intangibles than to tangible
property.

o
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(2) Meeting the express requirements of a taxpayer's employer, or
the requirements of applicable law or regulations, {mposed as a condi-
tion to the retention by the taxpayer of his galary, status or
employment.*

. The regulations state that deductions will ordinarily be allowed for
the cost of education for the purpose of maintaining or improving
<kills “if 1t 18 customary for other established members of the tax-
payer's trade or business to undertake such education.”  Deductions
for required education are restricted to expenditures “for the min-
mum education required by the taxpayer's employer, or by applicable
law or regulations, as a condition to the retention of the taxpayer’s
salary, status, or employment.”
On the other hand, the regulations provide:

Expenditures made by a taxpayer for his education are not deductible {f
they are for education undertaken primarily for the purpxse of obtaining a
new position or substantial advancement in position, or primarily for the
purpose of fulfilling the general educationpl aspirations or other personal
purposes of the taxpayer. The fact that the education undertaken meets
express requirements for the new position or substantial advancement in
position will be an tmportant factor indicating that the education I8 under-
taken primarily for the purpose of obtaining such position or advancement,
unless such education {8 required as a condition to the retention by the tax:
payer of his present employment. In any event, {f education Is required of
the taxpayer in order to meet the minimum requirements for qualification or
establishment in his Intended trade or business or speciaity therein, the
expense of such education s personal in nature and therefore {8 not
deductible.*

Illustrating the meaning of these rules, the authors of the regula-
tions mention the case of A, who 18 employed by an accounting firm
and who takes courses to enable him to qualify as a certified public
accountant. Expenditures for these courses are not deductible, as
they were made before A became qualified as a CPA. B, a general
practitioner of medicine, takes graduate courses in order to become a
specialist in pediatrics and is allowed no deductions for his expenses.
C, a less ambitious general practitioner, takes “a 2-week course review-
ing developments in several specialized fields, including pediatrics, for
the purpose of carrying on his general practice” and is entitled to
deductions for his expenses. D is a schoolteacher who 18 required by
his employer or by law “either to read a list of books or to take certain
courses” in order to hold his job. After completing the prescribed
courses, he receives a master’s degree and is given an automatic salary
increase. D can deduct his educational expenses. (i, a graduate
student at a university, aspires to become a professor and must obtain

s Regulations, 1.162-8§ (T.D. 6201, Imtermal Revenue -Bulletin, Cumulative Bulletin,
1988-1, p. 67).
¢ Ibid.

Aruitex: provided by Eric
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an advanced degree to do so. While working toward the degree, G is
& part-time teacher at the university. His educational expenses are
not dedgg;ible since he has not completed the education required to
become qualified as a regular faculty member.

In attempting to limit deductions to educational expenditures that
are clearly related to the taxpayer's income from his current employ-
ment, the authors of the regulations have excluded educational out-
lays that contribute to future earning capacity and which for this
reason have great economic significance for the individual and for
society. If a similar attitude were taken toward physical capital,
deductions from taxable inco presumably would be allowed for
maintenance expenditures and capital replacement costs, but would be
denied for depreciation on capital outlays intended to establish new
firms, to enlarge existing enterprises, or to introduce new products.
The regulations concerning educational expenditures discriminate
against the new man and the ambitious, compared with the estab-
lished and the timeserver. Unsatisfactory as the present rules may
seem, readers may wish to suspend judgment on the regulations until
they consider the difficulties that would be involved in formulating
more liberal rules without opening loopholes. These problems are
examined in a later section of this chapter.

Two other features of the income tax that relate to educational
expenditures are the provision excluding scholarship and fellowship
aid from taxable income * and the provision allowing parents to claim
a $600 exemption for a son or daughter over 19 years of age who is a
student and who receives more than half his support from his parents,
even though he would otherwise not qualify as a dependent because
his gross income exceeds $600.¢

IL. Possible Plan for Deduction or Amortization of
y ~ Educational Expenditures

The logic of the net income tax seems to imply that persons who
make expenditures for education that increases their earning power,
or that is intended to do so, should be permitted to capitalize these out-
lays and write them off against taxable income through depreciation
or amortization allowances.. Income- producing educational expendi-
tures are investments with a limited life and, if it is feasible, they
should be given the same tax treatment as other investments, F ailure
to allow tax-free recovery of educational outlays means that the income
tax falls in part on the return of capital rather than on net income.

Though they may suffer discrimination under the income tax,
persons who obtain much formal education benefit from the fact that

S Internal Revenue Code, sec. 117,
¢ Intsrnal Revenne Code, secs. 151, 1853

-
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tuition charges are generally far lower than the costs of instruction.
On balance, those who attend a college or university no doubt receive
favorable treatment from society. The present income tax treatment,
however, does not reflect & conscious recognition of the subsidy
received by students The income tax discrimination is most severe
against those who receive the smallest subsidy in the form of below-
cost tuition charges. Low average tuition charges do not wipe out
inequities that are due to failure to allow educational expenses to be
written off against taxable income, but the lowness of tuition charges
does reduce the possible adverse effect of the income tax on private
investment in educatjon and on occupational chowoa.

Although an allowance for income-increasing educational expendi-
tures i8 consistent with the theory of net income taxation and might
be hignly desirable from the point of view of social policy, great
praclﬁal difficulties would be encountered in devising and administer-
ing an acceptable plan to put the princhple into effect. These diffi-
culties are attributable to the mixed nature of educational expendi-
tures, which include consumption as well as investment elements, the
lack of legal and accounting conventipns formalizing the economic
aspects of education, and other complications. In order to bring
out some of the more significant issues, 1 shall attempt to give the
broad outlines of a plan that might prove acceptable. My suggestions
are highly tentative, and on some points I have not been able to make
definite recommendations. I recognize the need for further debate
and technical work on the subject.

ALLOWANCE TO WHOM?

The general principle is that costs incurred to acquire a taxable
income should be charged against taxable income. Applied to edu-
cation, the principle indicates that the personal costs ' of that educa-
tion which increases earning capacity should be written off against
the taxable income attributable to the education. This means that
the writeoff should be available to the person receiving the education
and the income.

Students might properly be allowed current or deferred deduc-
tions for their own educational expenditures and for outlays on their
behalf by their parents, relatives, or friends. Expenditures by par-
ents or other persons could be considered as equivalent to gifts to the
student. He would be allowed to recover free of income tax the
value of these gifts just as he can now write off against income the
cost of & depreciable asset acquired as a gift or through the expendi-

*The phrase “personal costs” 1s Intended to mean costs met by students or by parents

or otber individuals on behalf of students, as distinguished from costs met by publiciy or
privately coatrolied edueational I-ﬂu:/ymm bodies, foundations, or other

orgaaimations.
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ture of money received as a gift! As s rule, no gift-tax problem
would be involved because the amounts advanced by parents and oth-
ers for amortizable expenditures would ordinarily fall within the
$3,000 annual exemption under the gift tax. (Logically, this ap-
proach would imply that eligible educational expenditures should
not be considered “support” in determining whether a student is a
dependent.) The privilege of writing off against taxable income the
value of gifts in the form of education probably should not extend
to the .value of scholarships and other aid received from educational
institutions, governmental units, corporations, or other organized
bodies. These awards are presumably intended to promote the gen-
eral welfare rather than the economic interests of the recipient.
Most past discussions of the relation between the income tax and
educational expenditures have centered on the question of who pays
the personal costs rather than who receives the return. This approach
has led to proposals for income tax deductions or tax credits to par-
.- ents or others who finance education. Deductions or credits allowed
. to parents, however, cannot be justified on the basis of a general defi-
nition of income; they must be regarded as a means of subsidizing
and encouraging family support of students. Proposals of this
nature are briefly examined in a later section. - ,

ELIGIBLE P{EMS e

If an allowance is to be made for educational costs, decisions will
have to be made concerning the kinds & education that will be eligi-
ble and the components of total educational expenditures that will
be charged against income. General income tax principles suggest
that deductions should be granted, either currently or through amorti-
zation allowances, for education that is undertaken for the purpose
of adding to earning power. The emphasis on the purpose of the
expenditures, rather than on their results, is in accord with estab-
lished practice. “Ordinary and necessary” business and professional
expenses aro deductible without a showing that any gross income is
directly attributable to the particular items of expense. In doubt-
ful cases and in respect of nontrade or nonbusiness expenses for the
production or collection of income, the intent of the taxpayer is
highly important in determining deductibility, although not always
controlling. Usually some . reasonably objective evidence can be
adduced to corroborate or refute a claim that an expenditure was
made in order to obtain income.®

e

® Internal Revenue Code, secs. 167, 1011, 1015.

* Internal Revenue Code, secs. 162(a), 212; Regulations 1.162-1, 1.212(1). The Intent
of the taxpayer is highly significant in indicating whether an activity is a business or a
hobby and in determining whether deduetions will be allowed for expenditures for items
such as professional assoclation or elub dues, specialised books and journals, attendance
at conventions, travel, entertainment, and rental of safe deposit boxes.

Q ' {
e —




FINANCIAL RESOURCES FOR HIGHER EDUCATION 287

In determining whether expenditures for a class of education
should be considered costs of earning income, primary reliance might
be placed on the intent of the taxpayer. The apparent influence of
the education on earning capacity would constitute an important
secondary criterion that might be decisive when motivation was un-
certain. A precise measure of earning capacity would not be required,
but merely an indication whether a significant influence could reason-
ably be expected on the basis of the experience of other persons who
have acquired similar education, or other-evidence.

Basic professional, technical, and vocational education may be pre-
sumed to be motivated primarily by economic considerations, and the
same may be said of a refresher course and supplementary training
relating directly to the occupation of the person taking it. The con-
nection between such education and earning capacity is fairly clear,
and current deduction or amortization could properly be allowed so
long as the amounts were reasonable. On the other hand, elementary
education seems to have little economic motivation and to have no
claim for consideration as an investment for income tax purposes. It
is much more difficult to classify college liberal arts education and
high-school education. General college education increases earning
capacity and is surely motivated in part by this consideration even
when pursued primarily for its cultural and civic values. An attempt
to distinguish clearly between general education and vocational or
_professional education in colleges and universities, furthermore, would
encounter serious difficulties. Undergraduate students in business
administration, teacher-training, engineering, and other professional
fields take general courses as well as specialized courses, and many
courses are hard to classify. General education, moreover, is less
subject to obsolescence than highly specialized training and may often
constitute a better investment from the strictly economic standpoint.
The high-school curriculum also combines general education with
vocational training, but economic considerations seem less important
in high-school than in college. Rising standards of living and com-
pulsory attendance laws, together with the development of public
high schools, have greatly extended secondary education and reduced
its personal costs.” Although high-school attendance is still not uni-
versal, children can go to high school in their home communities at
little direct monetary cost to their parents.*

» Tireodore W. Schults outlines a somewhat similar ranking of attitudes toward different
kinds of education, but places more emphasis on the investment aspect of high school at-
tendance (“Bducation and Economic Growth,” in National S8ociety for the S8tudy of Educs-
tlon, 60th yearbook, Nelson B. Henry, ed., Social Foroces Influencing American Eduocation,
1961, Part 2, Chicago, University of Chicago Press, p. 52-63). In his 1960 presidential
address to the American Economic Association and in private correspondence, Schults sug-
gests that educational expenditures be classified as investment or consumption by reference

to their influence on earnings rather tham by the purpose of the outlay. See his ‘‘Invest-
ment in Human Capital,” American Boonomio Review, 81 : 1-17, March 1961. I hesitate to

635106—62——320
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Perhaps the best plan would be to allow the deduction or amortiza.-
tion of educational expenditures relating to: (1) any program of study
leading toward a degree from an accredited college or university; (2)
vocational training at a recognized trade school, business college, or
similar institution; and (3) a supplementary, continuation, or re-
fresher course of a predominantly professional or vocational nature
taken at a recognized or accredited institution. Presumably the new
treatment should apply only to expenditures made after its authoriza-
tion. “Degree-credit students” at colleges and universities, in the
terminology of the Office of Education, would qualify regardless of
whether they obtained degrees or not. Part-time studies and corre-
spondence courses as well as full-time resident study should be eligible,
Expenditures for ordinary high-school studies would be classified as
personal expenses rather than costs of earning income.

As regards college and university studies, this plan would err on
the side of liberality. The allowance for all kinds of college and
university courses would cover some educational expenditures that
are in the nature of consumption, as judged by presumed motivation
or apparent influence on income. At the present time, however, most
college and university education seems to add to earning capacity,
and it is difficult to rule out the possibility of economic miptivation in
connection with any part of it. The rate of private mon tary return
on total private costs of college education appears to be high—about
1214 percent net of income tax in 1940 and 10 percent in 1950, accord-
ing to Becker’s estimates.” If a large fraction of college costs were
classified as consumption expenditures, the calculated rate of return
on the remaining outlays would be high indeed. The imperfection
due to a liberal allowance for college costs seems less objectionable,
from the point of view of income theory and broad public policy.
than that due to the present practice of permitting virtually none of
these expenditures to be charged against taxable income.

The diversity of trade schools, business colleges, and similar insti-
tutions and the absence of a comprehensive accrediting system for
them would complicate the application of administrative checks to
assure that the expenses of study at these institutions were legitimate
educational expenditures. Under the veterans’ educational program

recommend this approach for tax purposes for fear that it would discriminate agatust
education. particularly new and unusual kinds of education, and because most existing
mearujes of educational yield are very crude. Bome estimates indicate bigher rates of
return on elementary education tham on bigh-school and college edueation (Schults,
“Education and Economie Growth,” op. eit, p. 81) ; this finding seems implausidle and
of doubtful relevanee for tax poliey.

 Gary 8. Becker, Underinvestment fa College Edueation? Americsn Beonomic Review,
Papers and Proceedings of the Ameriean Beonomie Association, 50: 346-384, May 1960.
Beeker's estimaten are for urbam white males, His figures on costs include forgone
earnings, and returns are adjusted for @ifferential abllity. The decline in the rate of
nunmmlwmnmumm-umuwmmnu
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after World War II, difficulties and abuses were reported with respect
to many of these institutions, particularly proprietary schools below
college level. Standards were tightened in 1948 and again in the
legislation providing benefits for Korean war veterans.’* The need
for controls of quality would presumably be less acute under a tax
deduction or amortization plan than under the veterans’ program
inasmuch "as the Government’s share of the cost would be much
smaller under the tax scheme.

The principal difficulty in connection with supplementary training
and continuation or refresher courses, which are often undertaken
on a part-time basis, would be to distinguish vocational courses from
other courses. Many extension courses, evening classes, and corre-
spondence courses are almost entirely consumption, dealing with sub-
jects such as hobbies, arts and crafts, current events, and music
appreciation. Courses cannot always be distinguished on the basis
of their content. A music course, for example, may be vocational
training for one person but avocational for another. It seems that
the best rule would be to allow current deductions or amortization
charges only for expenses relating to education which the taxpayer
represents as being primarily vocational or professional and which
the authorities consider reasonably related to his occupation or occu-
pational plans. The difficulties in applying this standard would be
greater than those arising under the present rule, but they seem little
if any more serious than the problems associated with deductions for
items such as entertainment, travel expenses, and club memberships.
The amounts involved may be smaller and many may feel that it is
better public policy to be liberal with respect to educational expenses
than with respect to some of the items now deductible.

The suggestion that no income tax allowance be made for ordinary
high-school education is debatable. There is considerable overlap
hetween high-school courses and the training offered by trade schools
and business colleges, on the one hand, and by liberal arts colleges,
on the other. For pupils in public high schools, however, the amount
that could be written off would be small even if the plan were extended
to them. Since most young people now go to high school, the prin-
cipal effect of an income tax allowance for the personal costs of
secondary education would be to encourage attendance at private
schools.!*

An alternative plan wou]d be to treat as investment varying pro-
portions of the personal costs of different kinds of education with

13 0.8. President’s Commission on Veterans’ Pensions, Resdjustment Benefits: Bduoce-
tion and Treining, end Employment end Unemployment, Staff Report IX. part B. House
of Representatives Committee on Veterans’ Affairs, House Committee Print Neo. 291,
84th Cong.. 2d sess., 1988.

®In 1969, 10.9 pereeat of high-school pupils were enrolled in private schools (Ststée-
tical Adetract of the United States, 1960. p. 107).
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the objective of reflecting differences in normal contribution to future
earnings. For example, the proportions to be capitalized might range
as follows: 100 percent for professional schools, postgraduate courses,
and vocational training; 75 percent for general college and university
studies; and 25 percent for high-school courses.® This approach
has the merit of recognizing the mixed nature of educational expendi-
tures. Any set of percentages chosen for the schedule, however,
would be almost as arbitrary as the all-or-none rule previously sug-
gested. The difficulty of distinguishing bet ween professional or voca-
tional studies and general studies would remain.

Current or deferred deductioris might be allowed for expenditures
for tuition and fees, books and equipment, and necessary travel relat-
ing to eligible education. No deduction should be granted for normal
living expenses since these expenses would be incurred in any event.
Although additional living expenses necessary to the educational pur-
pose should in principle be deductible, the difficulty of distinguishing
necessary additional expenses from normal or optional expenses would
be great, and it seems advisable to deny deductions for living expenses.
Alternatively, a small, fixed allowance for additional living expenses
might be deductible for students while they are away from home.

Although foregone earnings of students are a large part of the real
cost of education, it would not be necessary to allow this item to be
written off against taxable income. This part of educational costs
is already free of income tax. Students and others who directly
invest their time and energy in the creation of an income-yielding
asset, in effect, enjoy an immediate Iriteoﬂ' of investment costs. Be-

cause of time discount and uncertain}y, an immediate writeoff is more
valuable than a series of charges. urthermore, the income tax does
not directly reduce the capacity of a student to invast his time in his
education. In contrast, a person who works for wages must pay an
income tax, which leaves him less to invest.1*

INCOME AGAINST WHICH EXPENDITURES ARE
CHARGED

A strict rule would be to allow educational expenses to be charged
only against income earned in the occupation for which the education
prepared the taxpayer. This degree of refinement does not seem feasi-
ble or desirable in view of the great difficulty of establishing a clear
connection between different kinds of education and activities. Pro-.
fessional education, for example, may be adaptable to the requirements
of work in fields that are only loosely related to the specialty. A

————————

4T am Indebdted to Prof. Theodore W. Schults for this suggestion.

% The student’s advantage 1s reduced if, as is likely, the marginal tax rate that would
have applied to his earnings while he is a student is lower than the rate that applies to
his later earnings. ’
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striking illustration is legal education, which has often been the route
to leadership in business and politics. If a specific linkage between
the kind of education and the source of earnings is not required, inter-
ruption of professional or vocational studies before completion of the
course or failure to pursue the occupation for which one prepared
should not disqualify one for the allowance for educational ex-
penditures.

It would seem reasonable to limit the deductions or amortization
charges to earned income. Although education may make one a better
investor, the relation between property income and amount of educa-
tion is rather tenuous. If educational expenditures could be written
off against property income, this might give an undue advantage to
persons with inherited wealth. Even with the earned-income limita-
tion, the applicable marginal tax rate and hence the value of the
deduction would be influenced by the amount of property income
received. _

A politically sensitive problem would be presented by the case of
housewives who do not work outside the home. It is suggested that
no amortization allowance be granted for a housewife during any
period in which she has no taxable earned income. Although the
housewife’s services have economic value and her contribution to the
family’s economic welfare is enhanced by her education, the value
of her services does not enter into taxable income. Hence denial of
s writeoff for educational costs that qualify the housewife to perform
her services more effectively cannot be regarded as discriminatory
in the same way as failure to take account of costs of earning a tax-
able income. . |

TIMING

By analogy with the treAtment of the cost of physical assets, edu-
cational expenditures should be capitalized and written off against
taxable income over the period in which they contribute to earnings.
Ordinarily this period would be the whole normal working life of
the person. This approach, however, might be cumbersome for major
.expenditures and ridiculous for small items. 7

It is tempting to suggest that the taxpayer be allowed to write
off expenditures at any rate he chooses. This would leave him com-
plete freedom in selecting the beginning date for amortization and
would permit him to deduct his expenditures currently if that were
most beneficial. Most students do not have enough income to be
liable for tax, and in professions such as medicine and law, earnings
are often small in the first few years of practice. Usually therefore
students would wish to postpone the beginning of amortization until
they left school or perhaps a foew years later. On the other hand,
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students who earn enough to be subject to income tax would find it |
especially helpful to deduct educational expenditures currently. If
the deductions were taken currently, much of the recordkeeping that
would be involved in amortization over a long period of time would be
avoided. Complete freedom to the taxpayer in timing the amortiza-
tion of educational expenditures, however, may be considered too lib-
eral so long as similar treatment is not accorded to those who invest in
physical assets. Because of time discount, an immediate writeoff of
the cost of a capital investment may be much more advantageous than
8 writeoff extending over a long period of time. At a compound
interest rate of 5 percent, for example, the present value of a series
of annual deductions of equal size extending over 20 years in the
future is only 62 percent of the face amount of the deductions. A
precedent for liberality respecting the timing of deductions exists
in the treatment of research and experimental expenses of a trade
or business. These expenses may be currently deducted, or capital-
ized and written off over a period of 5 years or more, at the option
of the taxpayer.'* '

A possible compromise would be to allow persons incurring major
educational expenses to capitalize their outlays and amortize them
over a fixed period of say 20 years, or the period ending when the
taxpayer reaches age 65 if that is shorter. The taxpayer could ap-
propriately be given some leeway as to the date at which amortiza-
tion would begin. Taxpayerp incurring minor educational expenses
might be given the option of capitalizing their outlays or deducting
them currently. Major and minor expenses could be defined in terms
of percentages of current income. Outlays by full-time students
would nearly always be major expenses. Most expenditures for sup-
plementary training or refresher courses would qualify as minor
expenses and thus would be currently deducted or capitalized at the
taxpayer’s option. ,

Persons who die before the end of the amortization period would
not have completed the writeoff of their educational expenses. In
such cases it would seem reasonable to allow the unamortized balance
to be deducted in the last taxable year.!* If this deduction reduced
the income below zero, a carryback of net loss might be allowed and
a refund of taxes for prior years granted. Similar treatment ¢ |d
be justified for a person who becomes totally and permanently dis-
abled. It might be.wrged for women who marry and withdraw
from the.labor force, but the termination of the amortization period
would not be clearly appropriate in these cases since many married
women leave their jobs but later resume employment outside the home. .

 Internal Revenve Code, see. 174.
¥ Under present law, when depreeiadle property (tangible or intangidle) suddenly loses

its usefulness and is @ircarded. mcwmmmummmvm
valye, if any, may be deducted from income (meumg)-c).
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I1I. Effects of Revised Treatment of Educational
Expenditures

The effects of allowing educational expenditures to be charged
against taxable income may be considered from the standpoint of
(jovernment revenues, college and university tuition charges and en-
rollments, and occupational choice.

REVENUES

Government revenues would be reduced unless offsetting increases
im tax rates were adopted. Under a plan allowing current deduc-
tion of minor educational expenses and amortization of major out-
lays for education, the full impact would be felt only after a period
of years roughly equal to the amortization period. Over the transi-
tion period the annual charges would build up year by year. They
would increase thereafter to reflect the growth of population and of
educational expenditures.

The available data permit rough estimates of expenditures for
education in colleges and universities, but not for trade schools,
correspondence schools, and other educational institutions. Reliable
statistics are available for tuition and fees paid to colleges and uni-
versities, including tuition and fees for extension courses, adult edu-
cation, and instruction by mail, radio, and television. There are
data on which -estimates of other expenditures of students at col-
leges and universities can be based. Some of the relevant informa-
tion is summarized in table 1. The estimates given in the table for
books and supplies and for travel may be somewhat too high. Mean
expenditures of full-time students were used in developing the esti-
mates, but were applied to enrollment figures that include part-time
students as well.

In estimating the revenue loss, an allowance has to be made for
the expenditures of women who marry and withdraw from the labor
force before completing the amortization of their educational outlays
and for the expenditures of those who die before completing the
amortization period. In March 1957 one-half of the women in the
age group 25 to 64 who had one or more years of college education.
were in the labor force.* Rates of participation in the labor force
were higher among younger women who had attended college but who
were not currently enrolled, and were also higher among women with
4 or more years of college attendance than among those with briefer
attendance. Many college women who were not in the labor force
in 1957 had previously been employed or would be employed in the

» 0.8 Burean of the Census, Current Population Reports, Berles P-20, No. 77, Pop-

ulation Characteristies (Dec. 27, 1967), and Series P-80, No. 78, Labor Force, November
1087, ,
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TABLE 1—Estimated expenditures of students for selected items: colleges and
universities, United States, 1953-54; 1955-56; 1957-58; and projected, 1969-70
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future. On the other hand, some of those who were employed would
work only a short time. 1 assume that one-fourth of eligible expendi- )
tures of women students at colleges and universities could not be
amortized under a general plan because of lack of earned income
against which to claim the deductions. In recent years women stu-
dents accounted for about one-third of college and university enroll-
ment.’”® On the assumption that average expenditures of women
students are equal to those of men students, it follows that the
“wastage” of amortization deductions of women students would
amount to about 8 percent of total outlays for eligible items by college
and university students. Even with a final-year adjustment, as sug-
gested above, death or disability would prevent some men and women
from completing the amortization of their investment® An allow-
ance for unemployment should perhaps be added, but this should not
be large if prosperity is fairly ell maintained inasmuch as short-

» 08 MmthB-wdt&MW‘Wo{m

United Btates 1959, p. 106.
s -o-mmnlmnommyumraﬁm-n.uumuuAumum
vmmnn,;n).itmumumndampwumcmt
c would die before resching age 45, and that on the average about 98 percent would bde
Hving during the 20-year period. I have mot found comparable statistica of disability.
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term unemployment would usually not prevent amortization. All
told, the wastage of amortization deductions might be about 10
percent.

It seems safe to assume that, so long as income tax exemptions re-
main at approximately their present level in relation to average
income, nearly all former college students will have incomes large
enough to be subject to tax when they are employed. Selection of an
appropriate marginal rate of income tax is more difficult. The average
income of persons who have attended college is considerably higher
then the average income of others, but apparently not high enough
to raise a large proportion of them into upper tax brackets. In 1958,

23 percent of male college graduates with money income received more
than $10,000; only 1.5 percent of women graduates with money in-
come were in this class.®* 1 assume that, with present rate schedules,
the weighted average marginal rate of income tax applicable to former
college stiidents is about 25 percent. (Under present law the marginal
rate for a married couple with two dependent children rises from 22
percent to 26 percent at an income of approximately $12,000.)

These estimates and assumptions indicate an ultimate revenue loss
of roughly $300 million if amortization or deduction had been allowed
for 1957-58 expenditures of college and university students for tuition
and fees, books and supplies, and travel (see table 1). The total
revenue Joss would be associated with 1 year’s expenditures, but would
oocur only over a period of 20 years if the suggestions made above
concerning amortization were adopted. After introduction of the
plan, the annual revenue loss would increase year by year as successive
groups began to claim deductions or amortization allowances for ex-
penditures made in later years. If students’ expenditures remained
constant at the 1957-58 level, the annual revenue loss would stabilize
at approximately $300 million after 20 years. Educational expendi-
tures, however, can be expected to increase rapidly with the growth of
enrollment and with probable increases in tuition charges. On the
‘basis of projected increases in enrollment and tuition charges, but
assuming no change in prices of other items, amortizable or deductible
expenditures made in 1969-70 may be placed at $3.1 billion or more.
On the assumption of a 25-percent marginal tax rate and 10 percent
“wastage” of deductions, the ultimate revenue loss with respect to that
year would amount to $0.7 billion, spread over two decades. These
estimates make no allowance for an increase in“taxable income due
to a stimulus to education provided by tax revision. '

& 0.8. Department of Commerce, Bareau of the Census, Owrrent Populstion Reports,
Series P-00, No. 83, Consumer Income, Jan. 15, 1960, p. 88,
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INFLUENCE ON TUITION CHARGES AND
ENROLLMENTS - ‘

The adoption of a plan allowing educational expenditures to be
written off aguinst taxable income would probably encourage colleges
and universities to raise their tuition charges and fees. Tuition
charges are well below instructional costs at most institutions; and the
institutions face financial problems. The extent of the increase in
charges cannot be forecast with confidence, but informed observers
have generally agreed that tax relief for parents of students would
lessen the reluctance of colleges and universities to raise charges
Amortization for students is less closely related to the ability of
parents or students to meet increased charges, but the adoption of an
amortization plan would no doubt increase to some degree capacity
and willingness to pay tuition charges.

The amortization plan would complement an arrangement providing
higher tuition charges and long-term credit facilities to enable needy
students to pay the charges. That system would formalize the re
semblance between educational expenditures and investment in physi
cal assets. If liberal credit and tax amortization were available, much
could be said for a policy of raising tuition charges high enough to
cover the full marginal costs of instruction in courses that are pre-
dominently vocational or professional in nature.® The argument for
higher tuition charges would be especially persuasive in regard to pro-
fessional fields such as medicine, where sducational costs and earnings
are much above the average. Students in these fields now pay only a
small fraction of the costs of their education.

Any action that reduces the net cost of tuition payments or facil-
itates borrowing to cover educational expenses should induce some
students who would otherwise have attended public institutions to
apply for admission to private colleges and universities. Adoption of
an amortization plan would result in tax savings ultimately amounting
to perhaps one-fourth of expenditures for tuition and fees and other
eligible items. As already noted, however, the fact that the tax
savings would be realized in installments over a period of years
would considerably reduce their significance. Although it seems
clear that the plan would stimulate enrollment in private institutions
compared with that in public ones, the probable extent of this influence
is hard to appraise.

® Militon Friedman. “The Role of Government In Education,” In Noonomios end the -
Publio Interest, Robert A. Bolo, ed. New Brumswick, NJ., Rutgers University Press.
1958. p. 128-144,
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INFLUENCE ON EDUCATIONAL EiPENDITURES AND
OCCUPATIONAL CHOICE

In present circumstances, it seems unlikely that adoption of a plan
for amortization of educational expenditures would have a great
nfluence on the total investment in education and on the chaice
Iwtween occupations requiring different amounts of such investment.
The role of economic calculations in educational and occupational
choices 18 uncertain, and the tax benafits of an amortization plan would
~qual only a small proportion of the total personal costs of college and
university education. Forgone earnings of college and university
<tudents, which are a part of personal costs but which would not be
amortizable, are much larger in the aggregate than expenditures for
items which might properly be subject tp amortization (tuition and
fees, books and supplies, and travel). Inacademic years 195536 and
1057-58, the amortizable items accounted for only about 15 to 17
percent of estimated total personal costs of college and university
~ducation, exclusive of any additional living expenses of students;
the remaining 83 to 85 percent of personal costs consisted of forgone
carnings.®

On the assumption of a 25 percent marginal tax rate, 1t appears
that the tax saving attributable to amortization of educational ex-
penditures would have equaled only about 4 percent of total personal
costs of college and university education under conditions prevailing
recantly. This figure should be discounted because of the distnibution
of the tax saving over a period of years. An itam as small as this can
hardly be a strong influence on the amount of educatnoml expend-
tures or on occupational choice.

The tax benefits from amortization would not represent a major
fraction of personal costs of even the most expensive kinds of educa-
tion. Although students’ outlays for tuition and fees and other
expenses at oertain prestige colleges and at professional schools of
private universities are much larger than average expenditures for all
colleges and university students, forgone earnings are stil} the largest
item of personal education costs. For example, I estinfate that, at
approximately 195960 prices and wage rates, the total personal cost
of & medical education at private institutions, including a 4-year pre-
medical course at an “Ivy League” college, 4 years at a private medical
school, and a 1-year internship, averaged roughly $45,500. (Many
physicians also serve residencies in order to qualify as specialists.)

®Bee estimates of expenditures for tuition and fees, books and supplies, and travel,
table 1. Theodore W. Schults estimates forgone earnings of college and university stu-
dents at §$3,821 million ta 1965-568. BSee¢ “Capital Formation by Education,” Jewrnel of
Political Boonomy, 68: 080, December 1960. Applying Schults’s method, I estimate for-
gobe earnings in 1957-88 at $6,070 million. My estimate, however, reljes on the Depart-

ment of Labor figure for unemployment rather than on the series compiled by Clarence
D.wvu?mumm1m
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Of the $45,500, about $33,500 represented forgone earnings and $12,000
tuition and fees, books and supplies and equipment, and travel (see
table 2). Under an amortization plan, $12,000 could be written off
against taxable income at a rate of, say $600 a yvear. Although this
sum i3 not insignificant, the tax saving, assuming a 30-percent
marginal tax rate, would amount to only 8 percent of the personal
investment in the physician's education.®

TABLE 2.—Estimated personal cost of medical education (at 1959-60 prices
,and wages)

Cost ftem | yeas Total
m Al

Tulop andfeas ' 41 2% 8 A

Bookvand supplies *.. .. ... .. .. ..o 87
R 8 2 1 T 109 o
Bubtotal. ... ... .. 1. 848 ™
Forgope earnings®. ... . ... Tt b Y ) & M
Total, premedical course _...... . 3 an LWy ]

Medioal achool”

Tultiopanpd fees ¢ .. . L1110 4 0
Bookswnd supplies e, ... ... .. Tttt 180 ag
R &80 A%
Vel b e T ] (v
Bablotal . . .. 1.719 A R
?mm‘[w' ......................................................... A 4] N, ™™
Total, meddoal sohool . ... ... 7.180 ‘ 7, 5%
Internship: Forgone eamitngs "... ... ... ... ... .. & 093 & 0
Total, allitemma ... ... ... ... _ .. - YUV | @ )
' Mean for 8 'Ivy League®’ (Brown, Columbis, C Dartmouth, Harvard, Pennsylvanta,

? Average for all coflege and universdty students, 1980, derfved by the msthod used by Theodors W.
[ , 08 Jeocem ber ) 980

of g
American M edical ; Oound-rw Medim] Eduoation
Ui‘d&i.aﬁ&uﬁ.npdnthmMdmAmM“Am,lulﬁ-lﬂNov. 13,

1980,

¢ Median, 1988-£7, from U 8. Mdbd&hdhna 8tafl Report to Houss Committee on
m:m-md r«bmmu,uu,am 'R-muuvu. 1987 Committee print.
P.

¢ Median of §5.880 for male graduates tn chem witha B 8. , 1659
€0, from wm“’cmu m,Wm Salary Burvey ' WM end Nmﬂm.

’ 38: 107, Oct. 81, 1980, reduord by $439, the estimated of the student daring the year. Tbe student’s
ourrent earmings were Increastng the Mowhdnoumd-r .

-year
! Difierence between: (a) entranes salary Genaral Services, grede 8, 08,385 a year) under the Pederal
aivil service for one who has sucosssfully stud huoeh-uwy.qdnhmmthnTm
ments for 8 dootor s degree, the thesls V,C.Gvualrv{aOmm!duAnmtho. 63B,
issued July 23, 1988, su tod . and (8) estimated annual compensation of interns in unl-
.mim in 1999-80. * The average of interns in tals affiliated with medical
in Greduate Education in the United
o, ST T M s T O M it i
tenanoce tems were ot men

m mmﬂyuommmm

is estimaged at §3,192 and

® Unpublished estimates by Roy M. Moor for the U.S. Public Health Bervice indieate

3 an average net income of $16,500

from medical practice ia 1988, A married persoa with this income would be subject to &
tax.
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If tuition and fees were increased to cover a much larger fraction
of total educational costs, the amortization plan would become more
significant ; nevertheless, amortizable expenses would still represent
only a minor part of total costs, owing to the importance of forgone
earnings. If, for example, in 1955-56 and 1957-58 tuition and fees
had covered all educational costs of colleges and universities, amor-
tizable expenses of students would have equaled only about 40 to
44 percent of total costa®™ In fields such as medicine and dentistry,
where instructional costs are high, the fraction might be somewhat
greater but probably not strikipgly so, inasmuch as forgone earnings
are larger for students in professional schools than for the average
student.

It could be argued that, in appraising the influence of amortization
of educational expenses, students’ benefits from the tax provision

“should be related to their money outlays for education rather than to
total personal costs, including forgone earnings. One basis for this
approach might be the hypothesis that, in decisions relating to edu-
cation and occupational choice, opportunity costs are given much less
weight than money expenditures. Granted that many students and
parents may not carefully calculate forgone earnings, I do not believe
that we should assume that opportunity costs have no influence. Op-
pogunity costs are taken into acoount partly in the form of students'
living expenses, which are included in most published material on
educational costs, but not in the estimates presented in thig paper.
The calculation of opportunity costs requires less sophistication and
foresight than the evaluation of the tax benefits due to amortization
of educational expenses, and those who ignore opportunity costs might
also overlook the more remote advantages of amortization. .

A more persuasive reason for concentrating on money outlays,
including living expenses but not all forgone earnings, is the possi-
bility that these costs will be financed by borrowing. The availabil-
ity of tax amortization might increase the willingness of students to
borrow and might cause creditors to regard these loans as better risks.

IV. Deductions or!Tax Credits Allowed to Parents of
Students

In recent years there has been considerable discussion of the possi-
bility of allowing income tax deductions or credits for certain educa-

S Based on estimated total costs of §$9,602 million in 1955-58 and $11,681 million in
1057-868. These totals include my estimates of ltldcqty’ mdltnul on books apd
supplies and travel (table 1): Schults’s cstimates of for and institutional
costs ia 1085-58 (‘“Cepitdl Formation by Education,” o p. 679-880); and, for
1057-88, my estinyatél' of forgone earnings ($6,570 million) and luutuuonl costs
(34,600 million), made by Schults's-method. The figures for institutional costs include all
college and university opsrating costs (except ecsts of auxiliary enterprises) and implicit
interest and depreciation om physieal property, thua coveriag costs of ressarch and
Mnnﬂumbym
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tional expenditures. In 1953 the House Ways and Means Committee
selected college and educational expenses as one of 40 topics for
study in preparation for a revision of the Internal Revenue Code.®
The President’s Committee on Education Beyond the High School
recommended in 1957 tha
. the Federal revenue laws be revised, with appropriate safeguards,
in ways which will permit deductions or credits on income tax returns by
students, their parents or others, who contribute to meeting the expendi-
tures necessarily incurred in obtaining forinal education beyond high school :

and, further, that provisions be included which will grant proportionately
greater tax benefit to those least able to afford those expenditures.”

The 1960 platform of one of the major political parties favored
“consideration of means through tax laws to help offset tuition costs”
without specifying the form of the assistance.®

A large number of bills relating to expenses of attending college
or university have been introduced in Congress in recent years. Al-
though the bills commonly provide a deduction or tax credit for a
person incurring expenditures for himself or for a dependent, the
following comments relate solely to the tax relief that would be offered
to parents of college students. The analysis, although incomplete,
deals with the more important aspect of the bills. Parents, on the
average, pay a larger fraction of the money costs of college educa-
tion than students do and parents also have higher taxable incomes.®

Proposals for the deduction from taxable income of educational
expenditures have been criticized «on the grounds that they would
grant proportionately more relief to high-income families than to
those with low incomes. The tax saving attributable to any deduc-
tion varies directly with the marginal tax rate, and in the graduated
schedules employed in the United States, marginal rates rise to high
levels for large incomes. Critics have pointed out that a deduction
for college expenses would give the largest benefits to families with
the least need for financial assistance, and they have expressed the fear
that such a plan would accentuate the tendency for college enrollment
to be drawn from families with incomes much above the nationsl

average.

= (.8, 83d Cong., 1st sess, part I, General Revenue Revision. Hearings before tbe
Committee on Ways and Means, House of Representatives, 1958. p. 177-201.

# U.8., The President's Committee on Education Beyond the High B8chool, Secend Re
port to the Presidenmt, July 1987. p. 11.

% Platforms of the Demooratic Party and the Republican Party, 1960 (Ralph R. Roberts,
Clerk. U.B. House of Representatives, September 1960). p. 68.

® U.8. Department of Health, Education, and Welfare, Office of Bducation, Costs of
Attending Oollege, Ernest V. Hollis end sssooiates, OOE Bull. 1957, No. 0, p. 48; John B.
Lansing, Thomas Lorimer, end Chikash! Moriguchl, How People Pay for Oollege, Aun
Arbor, Mich., SBurvey Research Center, Institute for Social Research, University of Mich-
igan, 1960 ; American Dental Association, How Studente Pinonoce Thelr Dental Education,
1936, p. 49; U.8. Department of Health, Bducation, and Welfare, Pudblic Health Service,
Physiolens for @ Growing Amerioa, mm«ms-mnwcouumm
on Medical Bdueation, PHS Pub. No. 709, 1059, p. 20.
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These objections have prompted the suggestion that parents or
others be allowed a tax credit equal to a stated percentage of certain
expenditures rather than a deduction for these expenditures. A

| credit is subtracted from the tax liability otherwise due rather than
from taxable income. To illustrate, a 80-percent credit would give
a $300 tax reduction to parents who incur $1,000 of eligible expenses
for, 8 son or daughter in college. For persons whose tax liability
would exceed the amount of the credit, a uniform credit offers benefits
equal to the same fraction of eligible expenditures regardless of income
level and marginal tax rate. Parents whose incomes are so low that
they pay no income tax would receive no assistance, and those whose
tax liability is less than the amount of the credit would not be able
to take full advantage of it. It appears, however, that only a small
minority of parents of college students would be subject to these lim-
itations under most of the tax credit proposals. A considerably
greater part of the total tax reduction would accrue to low-income and
middle-income families under a tax credit than under a deduction plan
costing the Government the same amount of revenue.® The credit
approach has been endorsed by the American Council on Education ®
and has been embodied in several bills introduced by Members of
Congress. )

The proposed tax credits or deductions allowed to parents of col-
lege students would provide immediate tax relief. Government reve-
nues would therefore be reduced more quickly than by an amortization
plan covering the same expenditures. In the long run, however, the
revenue effects of current deductions and amortization allowances
would be much the same, provided the same items were charged
against income. A tax credit for particular items would bring about
more or less of a revenue loss than a deduction of the same items,
depending on whether the credit rate was higher or lower than the
weighted marginal rate of income tax. The two approaches would
have qualitatively similar influences on the amount of educational
expenditures, enrollment at public and private educational institu-
tions, tuition charges, and occupational choice. But in all these
respects an immediate deduction or credit allowed to parents would
doubtless be more powerful than amortization allowances for stu-

® For a statistical comparison, see Stimulating Voluntery Giving te Higher Bducstion
and Other Progrems, prepared for the American Assoclation for the Advancement of
Science, Washington, SBurveys and Research Corporation, 1968, p. 100-180.

& The council's proposal ealled for a 30-percent credit for college tuition and fees, sub-
ject to a limit of $450 of credit pey student year. Bee U.8., 85th Cong., 2d sess, pt. I,
General Revenue Revision, hearings before the Committes ot Ways and Means, House of
Representatives, 1988, p. 1061-1068; and Joha F. Meck, “The Tax-Credit Proposal,” in
Higher Bducgtion én the United Btates: the Boonomio Prodlems, Seymour B. Harris, ed.,
supplement to Review of Boonomice end Statistics, Cambridge, Mass., Harvard Untversity
Press, 1860, 42 : 93-98, August 1960.
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dents that would bring about the same loss of revenue over a period
of years.

As already asserted, tax credits or deductions for parents or others
who meet the expenses of students cannot be regarded as an improve-
ment of the definition of taxable income. Granted that certain edu-
cational expenditures should be considered an income-producing
investment, general income tax principles indicate that the costs
should be charged against the yield over the life of the investment.
Credits or deductions to parents are inconsistent with these prin-
ciples because they apply to the tax liability or income of the par-
_ents rather than to the investment yield in the form of students’
earnings. Neither the Internal Revenue Code nor popular opinion
treats parents and their adult sons and daughters as a single economic
unit. A second criticism of credits or deductions to parents is that
the tax relief would accrue before the receipt of the investment in-
come. A less fundamental objection is that nearly all of the pro-
posals that have received public attention have been limited to college
and university expenses and would therefore discriminate against
other kinds of training. This defect could be eliminated by broaden-
ing the credit or deduction.

The proposals for credits or deductions to parents are intended to
subsidize and encourage socially meritorious activity. For this rea-
son, questions about the efficacy of the plans in stunulatmg additional
expenditures, the distribution of benefits among income classes, and
the needs of beneficiaries are more pertinent to these plans than to
the proposals for refining the definition of income by allowing stu-
dents to write off certain educational expenditures.® A deduction
or tax credit granted to parents can be justified only on the grounds
that educational expenditures are more meritorious or more burden-
some than other socially desirable expenditures that do not receive
special tax treatment. It is also necessary to argue that tax relief is
more efficient or otherwise more acceptable than additional Govern-
ment expenditures as a means of encouraging education. Some such
considerations seem to underlie the approval of deductions for chari;
table contributions, and several personal deductions have been at-
tacked for failure to conform to similar standards. Deductions that
are recognized as necessary for the computation of net income, on the
other hand, are not usually expected to meet such exacting

& 302 ECONOMICS OF HIGHER EDUCATION

requirements.
The difference between a current deduction or credit to parents
and a deferred deduction to students may not important to

most of those who are eager to do something to help education.

® C. Harry Kahn. Personal Deductions in the Federal Income Tee. Princeton, N.J.,
Pﬂneewgnlvenlty Press, 1960. p. 16-16.
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Although the general public can hardly be expected to be as con-
corned as tax experts are with refinements of income concepts, the
public should recognize that there are important advantages in ad-
hering to the general principles of the income tax. These principles
set up a desirable bulwark against erosion of the tax base. Many
of our difficulties and discontent with the income ‘tax can be attrib-
uted to the lack of adherence to a logical and consistent definition
of income. Modification of the income tax for the purpose of sub-
sidizing & desirable activity invites proposals for more questionable
tax subsidies.

No great difficulties of administration or compliance would be in-
volved in the tax credit or deduction plans if they were restricted,
as is usually suggested, to tuition and fees and perhaps a few other
designated expenditures of full-time students at recognized colleges
and universities. If an effort were made to extend the plans to
expenditures for part-time studies and for courses at trade schools
and other institutions, many of the same difficulties would be en-
countered as under the amortization and deduction plans discussed
in a preceding section of this chapter. The same marginal distinc-
tions between eligible and ineligible expenditures would have to be
made. Any plan providing current deductions or credits would have
one administrative advantage over the amortization plans: it would
not require the maintenance of accounts for individual taxpayers
over a long period of years. This advantage may become less sig-
nificant with the installation of automatic data-processing systems
by the Internal Revenue Service.

V. Conclusion

More liberal deductions and amortization allowances for educa-
tional expenditures can be supported as a refinement of the income
tax and as a means of encouraging investment in education and
entry into occupations requiring expensive education. Current and
deferred deductions for students pursuing education that increases
their earning capacity are consistent with income tax principles,
whereas deductions or tax credits for parents of students must be
regarded as a special subsidy or incentive device. The design and
administration of an acceptable scheme of current deduction and
long-term amortization of educational costs would be difficult but does
not seem impossible. The case for modification of the income tax
would become stronger if tuition charges were raised to cover a
larger fraction of college and university instructional costs. Even
in those circumstances, forgone earnings, an item which could not

685106—62—31
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properly be amortized, would be the major component of the costs
of education beyond the high-school level. It seems unlikely that
the adoption of a tax amortization plan would greatly influence
educational expenditures. Nevertheless, the recognition for tax pur-
poses that certain educational expenditures are investments would
help establish an important principle that is often overlooked. Kur-
ther study and public discussion of the subject are desirable.




CHAPTER 18

Research and the Financing of Higher
Education

Herbert H. Rosenberg®

AST YEAR the Nation spent about $1.4 billion for research

in institutions of higher education—an increase of $300 million

over the $1.1 billion level of 1960 (table 1). This represents $1

out of every $5 spent for higher education in 1960, as compared

with $1 out of $10 in 1950 and $1 out of $25 in 1940. Between

1930 and 1960, expenditures for research increased 5.5 times as rapidly

as total expenditures by colleges and universities. This trend clearly

indicates the mounting mgmﬁcance of research in the financing of
higher education.

Higher education in the United States has been defined as “that
convenient abstraction which permits one to deal coherently with
not far from 2,000 institutions of learning, diverse in character and
involving millions of people engaged in a bewildering variety of
activities.”? This abstraction is not, however, very convenient for
appraising the impact of research upon the financing of higher edu-
cation because 186 universities and technological schools—Iless than
10 percent of the 2,000 institutions—oconsistently account for 97 per-
cent of the research funds.

Research activities do not now affect in any major or direct sense
the financing of other equally vital institutions—liberal arts col-
leges, teachers colleges, theological and other professional schools,
junior colleges, and technical schools. But research does play a
powerful role, sometimes the dominans one, in financing the activi-
ties of the 186 umiversities and teohnological sohools. T hese insti-
tutions award more than one-half of all the bachelor’s degrees granted
in this country and oonstitute the Nation’s main resources for grad-
uate and professional training. In these institutions, research in-
fluences the intellectual olimate of graduate and undergraduate
education, the character of physioal facilities, the sise, composition,
and ambitions of the faoulty, the nature of instruction, the aspira-

*Chief of the Resourees Analysis Bection, Office of Program Planning, National Insti-
tutes of Health.

1 National Manpower Counefl, Bducation ond Menpower, Henry David, ed. New York,
Columbia University Press, 1960. p. £00.
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tions of students; it affects significantly the financing of all their
other educational activities.

Someone has likened reading Proust to peeling the successive layers
of an onion. In this chapter I intend to peel away the gross im-
pressions derived from aggregate data and qualitative speculations
in order to describe the impact of sponsored research upon the financ-
ing of higher education.

TABLE 1.—Expenditures of institutions of higher educztion: total, for educa-
tional and general purposes, and for organized research, selected years,

1930-60
Expanditares in milllons Organized research as
pervent of —
Year K

Educa- Organized Edum-

Total i tiopal and | research Total tional and

general general
$60% 8 8701 18 1 38 4.8
878.6 828 8 P N | 41 84
2,200 1,717.9 227.3 11 13 1
3,488.3 1,838. 6 3.4 129 16. 4
2,902 58 2 298 ¢ 374.9 129 18 ¢
38247 2, TR8. N 508 1 143 18.1
. 4, 5436 3,634 1 T3 9 16.1 202
1900 (estimate) ______ . _____ C TN 54 7000 14,5000 11,1000 9.3 M4
108] {estimase), .. s5mer_ ox o lum e B e SL400 0. ... 5 i o Y,
Ratio 1960/1880. . ... ... ___. il 131 00:1 51 81

1 In addition to educational and general arpsndimrg includes student ald expenditures, other current
expenditures, and expenditures for sunlng’
Author's into sccount increase In expenditures for organtised research and the growth
curve for total expen. tween 1963 and 1958,
'Aulbone;um;u.eom ted from dats on Federalsu of research in universities (National Sclence
Foundation, Federal for Sciemes X)—1960 782 .8 million, 1961 estimate $964.3 million—by
assuming that the Federal share continues to approximate 70 percent of the total.

80oURCE: Data for 1980-88 for the m United States from U 8, Defu.rtmt of Health, Educatios,
and Wellare, Office of Education, Biennial Survey of Education, Data for thor’'s estimstes.

Growth of Research

As a component of university expenditures, research was of little
consequence prior to World War II. In 1940, the institutions of
higher education in the United States spent $28 million for organized
research—5 percent of their total expenditures for educational and
general purposes.’

For the three periods for which data from the Office of Education
biennial surveys permit closer scrutiny by type of institution and
control, 1953-54, 195556, 1957-58, it is evident that: (1) Universities
and technological schools consistently account for about 97 percent of
organized research expenditures by institutions of higher education;
(2) the distribution of research funds among public and private uni-
versities closely approximates their numerical relationship, 81 public,

¢ Bxpenditures for educational and general purposes do pot include items such as stu-
dent aid and auxiliary enterprises not directly relevant to financing educational activities, -

per se, and therefore provide a more appropriate base for comparison with espenditares
for organised researeh thaa do total expenditures.

o
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60 private; (8) the 21 private technological schools receive substan-
tially more research funds than the 24 public ones; and (4) the pro-
portion of expenditures for educational and general purposes devoted
to research is largest for the technological schools, especially those
privately controlled, and it is substantially larger for universities than
for the remaining types of institutions (table 2).

TABLE 2.—Expenditurse for organized research in institutions of higher adu-
Magjon, by typs and by control of institution, 1954, 1956, 1958

- [ A mounta tn millions]

Organited research as
Expandiiures for organised research percentage of educational
and genenal expendftures

M'ype of tnstitation R '»'
1964 1968 1088
- ] i 1984 | 1986 | 1968
| percent{percent percent
Amount Percent| Amesat |Parcent; Amount |Percent
Total _ ... $874 9 100.0 $508. 1 10 £33 9 1000 18 4 181 2.2
Universities._.__ | 33| 81 8| M exe| 83 3¢ M| TN0
Publie (81)___. . . 184. 6 ®» %43 5 am|id 8 |- S
Private (@0) ... . 17 2 158 5 3 210.2 N U SRR P
=t = |= s e
Technologioal schools. §7.2 18 7.3 13 107. 6 15 B0 374 41.3
Fublie (M4).._ ____ 80 2 22 .. ... ae ... Momee TP (ST
Private (31)...__ . 4 2 13 85.0 i3 1047 14 L NI, | I N AL
Allother... .| 184] 4 61 3 #w1| 3 20| 18 23
Source: Resources Analysis Section, Office of Planning, National Institutes of Heglth: Bpecfal
analysis of data by the U.8. Department of Health, Education, and Welfare, Offies of Edueation,
Biennial S8urvey l‘.dnu&u

During this period of growth, research has expanded in two distinct .
patterns. One pattern is represented by the creation of large-scale,
off-campus research centers wholly supported by the Federal Govern-
ment and staffed almost exclusively with full-time researchers. About
one-half of all the expenditures for organized research is concentrated
in a few major research centers such as Los Alamos, the Jet Propul-
sion Laboratory, the Applied Physics Laboratory, and Argonne La-
boratories, operated and managed as off-site installations by the Uni-
versity of California, California Institute of Techmology, Johns
Hopkins University, and the University of Chicago, respectively.
These university-managed operations contribute significantly to the
Nation’s research effort. They do not, however, usually engage in
the instruction of students or impinge upon the use of classroom and

laboratory space. )

The other pattern provides support for the work of individual
faculty members, usually in research part time, on campus,
usually in the traditiona ental setting where graduate and

postdoctoral training is tiglitly integrated into the warp and woof of
the total research activity. This pattern also provides support for

o L
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full-time research stafl, generally in a departmental or research insti-
tute framework, and involves a substantial number of graduate stu-
dents and postdoctora] research fellows. The distinction between the
large-scale center operation and the faculty research pattern 1s not
a matter of black and white; there is a substantial gray area where
neither classification fits precisely. Nevertheless I have focused upon
.support of the research being carried on by individual faculty mem
bers and have excluded university-managed research centers from the
first two sections of this analysis for two reasons: (1) Only a few of
the leading educational institutions operate research centers, but
almost all of the major institutions sponsor faculty research; and (¥)
faculty research affects the financing of virtually all departments and
activities within a university—the recruitment, compensation, and
retention of faculty; the utilization of facilities; and the instruction
of students and the training of scientists.

In its quadrennial surveys the National Science Foundation identi-
fies the support of research carried on by individual faculty members
as “Separately Budgeted Research by Colleges and Universities,
Proper.” Expenditures for such research increased from $205.5 mil-
lion in 1954 to $327.5 million in 1958-—4 years ago (table 8). The
number of institutions reporting such research jumped 75 percent be-
tween 1954 and 1958, while research expenditures rose 60 percent.
Analysis by expenditure interval (table 4 and chart 1) shows: (1)
Increasing concentration of research expenditures in fewer institu-
tions: about 6.5 percent of the institutions accounted for 57 percent of
the total in 1958 as compared with 45 percent in 1954; (2) growing
participation by a much larger number of colleges and universities
with modest expenditures for research: 48 percent of those reporting
spent under $100,000 for research in 1958 as compared with 27 percent
in 1954 ; and (8) substantial increase in the number of institutions with
research expenditures exceeding $1 million and, in particular, in the
number exceeding $5 million.

TABLE l.——-Expendlhlm for and number of institutions .
budgeted research 1 s i e

bycollotellndninrduu. proper, 1
Inerease
Item 1084 7 16868 8
Amount Percent
Erpenditures (in millons) ... ... .. $204. 5 $327.8 120 ]
Number of institutions reporting. ... .. ... .coeeo ... 173 302 129 ”
' Excludes Mwmw
lﬂmﬁm maﬁ MM
ures
'NM 'nf&um Colleges and U
MY&!‘..W MdMu muangm

table 2, p. 6.
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CHART §
TRENDS IN DISTRIBUTION OF SEPARATELY BUDGETED R&DIN
COLLEGES AND UNIVERSITIES PROPER, 1954-58:

iy

CONCENTRATION RISES, PARTICIPATION BROADENS

4 i TC’}T} -
f . Hymber of | R8D Lrpenditores
g v tashitutions | (in Witlioas | B
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INSTITUTIONS R & D EXPENDITURES

TABLE 4—Expenditures by colleges and universities, proper, for separately
budget@ research and development, by expenditure interval, 1954 and 1958°*

Percantage distribution of
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(tn ment axpenditires
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580 e " D e 163 032 ¥ 4 1.0
%5 %8 a4 “9.8
2.2 e 7 20
143 1.9 42 17
183 7.3 [ ¥ ) 51
20 2 148 ®ne 3.9
1860 14.8 07 M e
[ § ] 3 17.9 7.8
(¥ a6 452 87.0

el w0 f8) e RS
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NwmmmManm 4

“"D‘:::E.w‘!m u‘;‘:h:l.' B 8 tures for ressarch and development, from
Nstionsl Foundation, ~mmmmm Colleges and Universities, Fiscal

;wéﬂ.nhﬂMM"MﬂdMuMn‘MNanmnﬂh
* Piens than 0.1 peresat.
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CHART 2
TRENDS (N FEDERAL SUPPORT OF RESEARCH AT COLLEGES AND UNIVERSITIES, 1952-19¢€/
962 : 196!
Notional institures
Deportment of T Heolrh

Defense

$ 151 Million

Other
Federol -

Agencies

$ 5863 Million

Sewrce: Derived from Federol Fuads for Sciemce X8 X
Notioaai Science Foundation, Woshington 0. C

Shift in Character and Composition of Federal Support

Between 1940 and 1952, Federal support of this research in institu-
tions of higher education increased tenfold: from $15 million to over
$150 million. In 1840 the Department of Agriculture provided the
bulk of all Federal support for such research. In 1952, the academic
community depended heavily upon the military agencies for sponsor-
ship of research. Since 1952, this situation with respect to Federal
support for faculty research has changed gradually—almost 1mnper-
ceptibly—as these facts show :

(1) Support by the military agencies has dropped from 70 percent to 32
percent of federally sponsored research in universities;*
(2) The nonmilitary agencies pow support more than two-thirds of the
total ; and
(8) The National Institutes of Health has emerged as the leading Federal
sponsor of university research; the National Institutes of Health and
National 8cience Foundation together now provide nearly one-half of
\u Federal funds for separately budgeted research by colleges and uni-

versities, proper—meaning research by individual facuity members
(table 5 and chart 2).

This radical but little-heralded shift in the composition of Federal
agency support has been accompanied by an equally significant shift

5This analysis i limited to support for faculty ressereh It axciudes university-mes-
aged research centers such as those deseribed eariter.
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in the mechanisin by which support is provided. Today the dominant
mode of support is by grant rather than by contmct.  This change has
influenced the character of review, the freedom of nquiry, and the
stability of support. Research proposals are usually reviewed by the
applicant's scientific peers, employing the criteria of scientific menty
promise, and feasibility.  The terms and conditions of research grant

have been liberalized to give the scientist greater freedom of mquiry
W hat is more important, most research grants now provide long
cupport, assuring greater stability for the investigator and transf
ing “s0ft” into hard money for the institution.

TABLE 5—Feders! support of separately budgeted research and development
in collegss and universities, prope., by agency, selected years, 1952 61°

Agency i 1044 1968 1068 | a0
AMOUNTS IN MILLIONS
Total | BB | B ENB| B2 MGO | 8
o d SERCLE Al “ymcon
Depsrtment of Defetise ., ... .. ... 104§ 808 K6 118 3 184 8 | 180 8
Atomic Rpergy Commission . ... ... JA 4 16 ¢ 148 8 32 | 5 3
Departmeant of Health, Edumtian, and |
WAl e - ¥ %08 ™Mo | 1578 m o
(Natlonal Institotas of Heslth) . (Te © (®Q [¢. W) (47 (143 4) | (24 0
Department of Agrionlture ..., 131 14.0 0 U i 6 | X237
Nalonal Sctence Foundation. . ... 10 t O 109 x 7 80| 81 7
Other ngenObeR______ ... 1 § ] 18 44 41 18 8 ‘( '
DENIE |y [ S Sl TR
PRBERCENTAGE DISTRIBUTION
SRR AURAUY SR N M R
1t o | 100 100 | 100 | 100
Department of Defense .. ... 5 | &8 g | 0 &3
Atamie Energy Commissbon .. ___ : Y 13 11 11} 5 §
ment of Health, Eduestion, snd
1 o L] 17 18 88
(Natiopal Institutes of Health). ® anl an x2)
Department of ealtara . ... 9 10 | 15 7|
Naliona! Sctence Astyon . ... 1 3 ) 12 |
Other sgened® . . ... .. 3 ‘ii ] 4|

Detai]l may not edd to 108 bemeose of rounding.
| Excludes Fedaral-coniract ressarch esnbers. Dats from National Rolence Foundsilan, Federel Fusds

' Estimate published in Federel Funds for Seience.

Linked to these two changes has been a third development of equal
significance. The agencies involved, their advisory groups, and con-
gressional committees have taken the view that support of rescarch in
universities encompasses support for research facilities and the train-
ing of manpower for tomorrow’s research. To implement this objec-
tive, the National Institutes of Health, the National Science Founda-
tion, and other agencies have initiated manpower and facilities
resources programs designed to strengthen the Nation's research struc-
ture and to increase its capabilities for future growth. Taken
together, these three developments—the rising tide of civilian agency
dominance, the swing from contracts to grants, and the initiation of




812 BOONOMICS OF HIGHER EDUCATION

substantial resource programs aimed at enlarging the supply and
improving the quality of scientific manpower and providing research
facilities and equipment—have exerted a profound influence upon the
financing of higher education.

Impact

The general impact of research on the financing of higher educa-
tion is self-evident. In some institutions the cost of this research
represents more than half of the university's total budget. It accounts
for over one-fourth of the Nation's expenditures for educational and
general purposes in universities. But to determihe the impact of
research funds upon the financing of higher education, we must
look behind these aggregates and examine theif influence on COSts,
staffing, facilities, and students.

THE ISSUE OF PAYING FULL COSTS

Many university officials claim that the funds received for the sup-
port of research do not cover the full cost to the institutions of such
activities.* To remedy this condition, universities have sought by
negotiation with the military agencies to: (1) Obtain reimbursement
for the full indirect costs, and (2) devise formulas which are now
embodied in the “blue book” for establishing universitywide rates that
would vary with the unique cost conditions at each institution. How-
ever, a new situation has arisen as National Institutes of Health and
National Science Foundation research grants have become the domi-
nant mode of Federal support for faculty ressarch in universities
Such grants providé a flat rate for indirect costs as s percentage of
total direct costs. This procedure differs from the military practice
of paying a separately negotiated rate that varies from institution to
institution.

The issue has shifted from reimbursement for indirect costs to
reimbursement for the full costs, both direct and indirect, of grant-
supported research. By and large, this issue has been answered in
the affirmative insofar as the Federal Government is concerned, with
the reservation that cost sharing is always subject to negotiation. I
say “by and large” for these reasons:

(1) The House Appropriations Committee, unconvineed that' a flat 15-
pemntnuumad.quatctorlndmmumrchnwomwm
National Mm«ﬂmmumwmhwnm
that rate; and

(2) The National Science Foundation has consistently favored a flat rate
mmmwummmmmmm.

‘Admittedly, this statemesnt oversimplies a complex problem, which cammot be fully
wnraveled within the' of this chapter.
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The reservation of the House ocommittee rests in part updh the
knowledge that: (1) Funds for direct costs may be used to pay faculty
salaries, including the institution’s contribution to social security and
other insurance and annuity plans; (2) title to equipment purchased
for use on a research-grant project is vested in the institution, and
such equipment is likely to be used by many scientists and science
graduate students not connected with the project; and (8) advance
payments provide a tangible fringe benefit in the form of short-term
investmenta. The reluctance of the committes is rooted deeply in
the conviction that general aid constitutes a better solution for bridg-
ing the gap bet ween income and expenditures than raising the indirect
008t rate. .

Thus, the issue ahead with respeoct to full costs is not whether they
are to be paid by the Federal Government, but Aow they are to be
determined and Aow mucA they may amount to. Approximations
that are roughly equitable, administratively feasible, and politically
acceptable may prove adequate. On the other hand, it may be neces-
sary to resort to cost determination and negotiation procedures such
a8 those currently applied to research contracts.

STAFFING

The terms and conditions of sponsored research in universities have
influenced college and university staffing in a number of ways. They
have— '

(1) Attracted research-oriented aclentista to academic careers, but pre-
dominantly in nontenure positions ;

(2) Increased the number of faculty-research staff far out of proportion
to enrollment growth, especially at tbe graduate and professional levels ;

(8) Reduced the teaching workload of individual faculty members ;

(4) Increased the proportion of faculty time devoted to research as ocom-
pared with teaching;

(5) Bhifted a larger share of the salary burden to the sponsors of research,
and especally to the Federal Government. (To some extent this is
social bookkeeping pure and simple. To the extent that universities
use this opportunity to expand their faculties, then each dollar of the
institution's funds buys a larger quantity of total faculty effort) ;

(6) Enabled the institutions to.cope more easily with the 6-percent annual
increase in faculty sslaries, especially where a rising proportion of
science-faculty salaries {s paid through research grants and contracts;
the added costs are absorbed by a third perty not involved in the
negotiations ; and

(7) Facilitated the recruitment of Junior faculty members through sub-
sidising tbeir period of postdoctoral tralning either through employ-
ment as research associates or more directly as postdoctoral research

" fellows.
Research has had a substantial impect in terms of the sheer number
of university scientists and engineers engaged in this activity either

«
[4
‘
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part time or full time: between 1954 and 1958 the number of scien-
tists and engineers (including graduate students in faculty research)
roso from 43,315 to 61,635, a total increase of 40 percent and an average
annual increase of approximately 4,500. (See table 6; to insure com-
parability, T have included graduate students employed as research
assistants in the totals for both years because it is not possible to
distinguish them within the aggregate for 1958). The number of
faculty members engaged full time in research rose from 7,000 to
10,400—roughly a 50-percent increase—between 1954 and 19588

Morosignificant than the sharp increase in faculty members engaged
fuil time in research is the steadily rising proportion of faculty. sal-
aries paid from research funds. In 1958, the salaries of nearly three-
fifths of all university scientists in research were paid from grant or
contract funds, either wholly or partially, and more than one-third of
them entirely from grant or contract budgets. The figures are given
in table 7. Unfortunately, these data indiscriminately mix faculty
with fraduate students, and a further breakdown is unavailable at
this time.

TABLE 6.—Scientists and engineers engaged in faculty research at colleges

and universities, 1954 and 1958
Increase
Type of personnal 1064 1058 1 :
Number Pearocent
Total. ... R 8315 161688 18 320 Q i
Bcfentific-and professional personnel__._______._________ LR 7L R S SO a
Graduate students_ .. ________ _______TTTTTTTTTTTTTT 1,800 |||
1 1968 total: Natlonal Science Foundation, “Scientists and Engineers in Research and B¥iwlop-
ment in Colleges and Universities, 1958, a Preliminary Report,” Resiews on Research and Develop-

ment, No. 27, April 1961, table 8, p. 4.

? In 1988 graduato students engaged in research were included In the total but not identified separately.

¥ 1954 Scientific and professionsl el from National Science Foundation, Colleges and Universities,
Espenditures and Man e, 1953-54, p. 62-63,

41084 Graduate students: National SBclence Foundation, Graduate Student Ewrollment and Support in
American Universities and Colleges, 1964, p. 85.

TABLE 7—Scientists and engineers engaged in research and development in
- 377 colleges and universities, by source of salary support, 1958 *
L

7
Bouroe of salary support Number
Mot e — 50, 204
Entirely by grantorconteaot.. ... ... ____ 17, 668
Partly by grant or contract, and partly by institation____._______ - T T 11, 560
Entirely by Institution_..__._______ T 0 T 21,160

N
! Natlonal Bcience Foundation, “Sclentists and ln*lm E in Research and Deve
golkge:l:n;lvplmm‘.lm 8 Preliminary Report, Rmm on Research and

s . .

’*&udu b‘danl r&nrch centers and agricultural experiment stations,

¢ Natlonal Science Foundation, “Sclentists and Engineers BEngaged in R
Development in Colleges and Universities, 1958, a Preliminary Report,” Reviews of

on Research and Development, No. 27, April 1961.
- .
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CHART 3

NUMBER OF FULL-TIME MEDICAL S8CHOOL FACULTY RECEIVING A
PORTION OF THEIR SALARY FROM FEDERAL TRAINING
AND/OR RESEARCH GRANTS

10,468
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9,000 - o ,
> 00 " No Salary From Fedsrof Gronts
k8000 ' '
5: 7000 +- o Up to 49% Salary From Federal Gronts
q 8 i g ;
I spo0 o - 50-100% Salary From Federal Grants
W 5000 | '
0
T 4000 3,97
5 30 : 2677
%1 3000 2364 2230 ¥ b7
f;‘,{}) v - g3 X
5 2000 % N
Z ) 2
1,000 S, bt
ALL FULLTIME PRO- ASSOC. ASST. INSTRUCTORS
FACULTY FESSORS PROF. PROF.¢

Source : Journal of American Medical Association, Education Number, 1959
60, 174: 1442, Nov. 12, 1960.
-

Information for a breakdown of faculty and graduate students in
research is available for medical schools. 1In the academic year, 1959
60, about 25 percent of the full-time faculty members in medical
schools were paid partly through support from Federal research or
training grants; more than 50 percent of the salary of roughly one
out of every seven came from such sources (chart 3). These data
indicate the average for all 85 medical schools taken together. Such *
an analysis does not differentiate between those institutions that paid
faculty salaries from Federal grant funds and those that prohibited
this practice. If the analysis were limited to the former group only,
the proportion of faculty paid more than half their salaries from Fed-
eral grant funds would increase, perhaps substantially.

The wisdom and propriety of paying faculty salaries with research
funds were touched upon only gingerly by the National Science Foun-
dation in its 1958 report, Government-University Relations. How-
ever, in 1960 the Seaborg Panel of the President’s Science Advisory
Committee firmly grasped this nettle when it recommended that uni-
yersities, as a matter of national policy, should “strengthen their fac-
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ulties for both research and graduate teaching by accepting and using
Federal as well as non-Federal support for faculty salaries.” *

In the interim between the two reports, many institutions had al-
ready changed their policies with respect to payment of faculty sal-
aries from grant or contract sources; others may be expected to follow
their lead in the direction recommended by the Seaborg Panel. Asa
consequence, the continued availability of research funds for the pay-
ment of faculty salaries is crucial for budgetary planning in a steadily
increasing number of institutions of higher education.

FACILITIES

As research activities have expanded and exerted pressure upon
limited space, some institutions have responded to this space squeeze
by allocating to research some space previously utilized for other
activities.

In recent years this pressure has been alleviated—though by no
means adequately—by the availability of matching funds for the con-
struction of health research facilities and computer facilities, and the
purchase of costly laboratory equipment. The Health Research Facil-
ities program, for example, has awarded more. than $180 million in
Federal funds to universities since 1957. This program has resulted
in capital expenditures of nearly $500 million for health research
and related facilities, and assisted more than 800 academic and research
institutions, in every State, in constructing or renovating approxi-
mately 20 million square feet of research space. Thus, every Federal
dollar has stimulated the investment of nearly two non-Federal dol-
lars. The construction of modern, well-equipped research facilities
not only enables the institution to expand its research effort but also
provides sorely needed space for graduate research training in the
sciences.

On the one hand, the availability of matching funds for research
facilities has channeled university building funds away from con-
struction of new classroom space. On the other, this availability of.
funds has stimulated large-scale fundraising campaigns so that many
institutions have been able to take advantage of the booster effect of
matching funds. All in all, however, there can be little doubt that the
university’s building priorities have been strongly influenced-and per-
haps distorted because Federal matching funds have been available
for research space but unavailable for classroom space.

STUDENTS

The rapid growth of research activities has generated fellowship
and training programs designed to expand the supply of research

¢ The President’s Science Advisory Commlittee, Solentifioc Progress, Universities and the
Federal Government, 1960, p. 23.
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scientists. These programs, which are inextricably linked to the sup-
port of research itself, have revolutionized the financing of graduate
education. For the most able students in the sciences, graduate educa-
tion is almost entirely subsidized. More than 30,000 graduate students
in the sciences in 1960 were employed as research assistants on projects
supported by Federal grants or contracts.” About 5,000 full-time pre-
doctoral students in selected science fields were receiving stipends
through fellowships and under training grant programs at 80 leading
schools.*

These programs have—

(1) Relleved universities of a substantial burden of support of graduate
students ;

(2) Released funds that can be allocated to support students in nonscience
flelds ;

(8) Accelerated the flow of students through graduate training and thereby
expanded the supply sooner than it could have been expanded without
such support; and

(4) Provided in some programs a cost-of-education allowance paid to the
institution, and thereby directly aided the university in financing its
graduate tralning programs.

IMPLICATIONS

Available data indicate that federally sponsored research programs
have brought tremendous benefits to universities and technological
schools in terms of staff, facilities, students, and fringe benefits, and
that such programs now constitute a vital form of aid to higher educa-
tion. However, it must be noted that research has been purchased by
the military agencies as a service or commodity—not to aid higher

“ducation, but rather to utilize the most competent suppliers. Simi-
larly, research of interest to the sponsoring agencies has been supported
on the basis of scientific merit or promise in the arena of national com-
petition. Support of research in higher education strictly on the basis
of competence or merit has avoided the issues of racial discrimination
and religious preference that have stymied nearly all attempts to pro-
vide general Federal aid to higher education.

There are many indications that Federal agencies have dropped
their laissez faire attitude toward the effect of Federal sponsorship of
research upon higher education. Civilian agencies such as the Na-
tional Institutes of Health and the National Science Foundation
have become increasingly concerned with the “university as a whole”
and with the total effect of Federal research programs upon the

Y Budget of the United Btates Governmont for Fiscal Year 1961, Special Analysis of
Federal Research and Developmént Programs, p. 10.

* U.8. Department of Health, Bducation, and Weifare, Public Health Bervice, National
Institutes of Health, “Trends in Graduate Enrollment and Ph. D. Output in Selected
Science Fields at 80 Leading Schools, 1939-60 and 1960-681," Resonrces Analysis Memo,
No. 8, June 1961,

Q . ;
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structure, character, and financing of higher education. We can
understand their concern if we consider the probable future growth
of research in higher education and the problems that will very
likely result from it.

PROJECTION FOR 1970

This projection treats higher education as a sector of the research
economy. Hence, it includes research in university-managed research
centers as well as the type of faculty research which has been the
main focus of the preceding discussion in this chapter. A 1970 pro-
jection of $3.5-$4.0 billion for such research expenditures by institu-
tions of higher education seems reasonable. The projection is limited
to current expenditures for research. It does not include outlays for
research plant and equipment or the costs of research training, both
of which are classified as capital expenditures for research resources.

The 1970 projection has been developed by assuming that (1) the
Nation’s expenditures for research and development will continue to
rise as a percentage of the gross national product; (2) the proportion
of higher education’s expenditures going to research and develop-
ment will increase slightly, from 9 to 10 percent of the total; and
(3) expenditures for research in higher education will continue to
grow at the rate of $250 to $300 million annually, whether or not
total expenditures for research and development grow as rapidly as
my projections indicate.

- Such projections are useful in establishing probable ranges of ex- h
penditures in terms of general orders of magnitude; they are essen-
tial in appraising the potential impact of research upon ti-o financing
of higher education in the decade ahead. Inevitably, such projections
draw upon past experience, take account of prevailing trends, and

“Nthen reflect the judgment and the bias of the person making the
projection.

The Nation’s total expenditures for research and development more
than quadrupled during the fifties, from $2.9 billion in 1950 to an
estimated $13.5 billion in 1960 (table 8). Expenditures for this re-
search in institutions of higher education more than kept pace, rising
from $227 million te $1.2 billion—an increase of 430 percent ag com-
pared with 365 percent for total research and development. College
and university research expenditures fluctuated as a proportion of
total research and development—hovering around 8 percent between
1950 and 1955, dropping to 6 percent in 1957, and then moving up-
ward steadily to 8.9 percent in 1960.

Expenditures for research and development have increased steadily
as a share of the gross national product, from 1.02 percent in 1950 to
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CHART 4

ALTERNATIVE PROJECTIONS OF 1970 EXPENDITURES FORR & D
AND FOR RESEARCH IN COLLEGES AND UNIVERSITIES
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$2.37 $31/6 $356 $395

BILLIONS OF DOLLARS

*Based on Gerhard Colm’'s “Judgment” Model for 1970, National Planning
Association, Long-Range Projections for Bconomic Growth, Oct. 1959.

2.68 percent in 1960. Simple extrapolation of this 0.166 percent aver-
age annual increase would raise the research and development share
to 4.34 percent by 1970. I have taken a more flexible approach by
developing a range of projections, assuming that expenditures for
research and development will approximate from 8 to 5 percent of
the gross national product by 1970 (chart 4). For this purpose, I
have used the $790 billion judgment model published by the National
Planning Association. If gross national product stated in current
priceg/reaches $880 billion by 1970, as suggested earlier in this volume,
the dpper range of the projection shown in chart 4 would rise roughly
10 percent to $4.4 billion. Application of the same projection technique
suggests a range of $5.7 to $7.5 billion when carried forward to 1975.
National security needs provided the impelling force for the
growth of research and development during the fifties. Conse-
quently, I have assumed that any reduction in research and develop-
ment expenditures for national security will be offset by increased
expenditures in other areas such as space exploration, atmospheric
sciences, oceanography, automation, protection against environmental
635106—62—22
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hazards, and the development of new products for the civilian market,
Admittedly, this assumption cannot easily be tested.’

We can, however, examine the feasibility of the deri projections,
which assume that research expenditures by institutions of higher
education will approximate 10 percent, of the total. The ultra-low
projection of $2.37 billion anticipates a doubling of college and uni-
ve{sity research expenditures in the next decade, in contrast to a five-
fold expansion in the fifties; it would call for an average annual
increment of $100 millign- as compared with the present increment
of $250 million. For all practical purposes, both the ultra-low projec-
tion of $2.37 billion and the low projection of $3.16 billion are prod-
ucts of an arithmetical exercise. I regard them as outside the range
of probability.

The high projection of $3.95 billion would require an increase of
$2.8 billion, or an average annual increment of $280 million. Even
if the Nation’s total expenditures for research and development
should expand less rapidly &8 a proportion of the gross national
product than is projected, it seems: likely that expenditures for re-
search in institutions of higher education will continue to grow at
the rate of $250 million to $300 million per year.

While I am personally inclined toward the probability of $4.0 bil-
lion or more for college and university research expenditures by 1970,
a range of $3.5 to $4.0 billion takes into account the growing partici-
pation of more and more educational institutions in research, the
continued expansion of research facilities, the future supply of man-
power now in the graduate and postdoctoral research training pipe-
line, and the mounting attraction of research careers for the Nation’s -
youth. Such a projection offers a feasible framework within which
we can identify the issues likely to confront college and university
presidents, faculty, and research staff, on the one hand, and Federal
agencies with major investments in university research, on the other. *

THE TASK AHEAD

Rapport between higher education officials and Federal adminis-
trators has greatly improved as they have recognized the bond between
science policy and higher education. The national interest in research
i8 firmly established. These considerations increase the Nation's
ability to confront the issues posed by a continuing expansion of
research. .

* My assumption differs, for example, from Dexter Keeser's as expressed in ‘“The Out-
look for Expenditures on Research and Development During the Next Decade,” 4meriosn
Boonomic Review, 50: 805-867, May 1060. Keeser's estimate of $22.2 billion for total
research and develeagment expenditures in the United States in 1069 is strongly influ
by the assumption that defense research spending will decline and not be com
for by increase in nondefense research.
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TABLE 8.—Growth of gross national preduct and of expenditures for research
and development in the Nation and in celleges and universities, 195060

Expenditures for research and development

Total, national ? Colleges and univer-
sities ?

Grosa
national
Year pmdud,t‘
Amoun Fercent
(in bildons) of total

) Percent
Amount | of arml Amount | national
(in national (in expenditure
billlons) | product | millions) | for research

velopment

284 6 29 1@ 278 7.8
829 0 34 1.08 2738 81
M7.0 18 1.10 320 ¢ 84
3648 ¢ 512 1.41 388 2 7.4
8638 1| 56 1.88 450 0 &0
7.8 64 1.61 480 0 7.8
41983 88 2.0 530 0 62
42 8 10.0 227 600. 0 6.0
“es 1.3 2 81 7380 a6
4528 12 ¢4 257 880. 0 7.8
504 ¢ 140 278 11000 7.9
ns |AA (... ... 8889 (...........

t of Growth of Scientific Research and Derelopment,
Science I “Punds for Ressarch and Deve tin the
Data on Research Dado'-a& No. 148, December 1959, chart 2,

for Performance Research and Development in

Data o8 Research end Derelopment, No. 30, Beptember 1961.

FULL COST

Payment for the full cost of research by sponsoring agencies is the
immediate bread-and-butter issue that dominates the attention of col-
lege and university business officers. The more pressing problem,
however, is how to bridge the gap between the mounting costs of
higher education and the revenues received from research and all
other sources. Higher indirect cost rates will help, but I strongly
belieye that action taken on other issues inherent in the expansion of
research will alleviate the situation sooner and.more effectively.

MORE GENERAL SUPPORT FOR PROGRAMS AND
INSTITUTIONS

Support for individual project applications on the basis of scien-
tific merit without reference to institutional considerations has devel-
oped a top quality national research-program. However, exclusive
reliance upon the project system has engendered some problems with
respect to the optimum development of research in colleges and uni-
versities. To overcome these problems, several Federal agencies have
moved toward new and less restrictive forms of research support,
bearing in mind the President’s Science Advisory Committee’s admo- -
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nition that: “Not only the Nation’s security, but its long-term health
and economic welfare, the excellence of its scientific life, and quality
of American higher education are now fatefully bound up with the
care and thoughtfulness with which the Government supports
research.” »

These new forms of support provide general assistance to programs
and institutions in a variety of ways: (1) training grants, (2) pro-
gram grants, (3) institutional grants, and (4) general research sup-
port grants. :

The training grants, for example, provide general support for
research training in specific fields of science. These grants, awarded
to academic departments, include provision for faculty salaries,
equipment, supplies, and stipends for graduate and postdoctoral stu-
dents. Training grants invest in academic strength at the point of
maximum Jeverage in the sense that the faculty transmits knowledge,
instills competence, and evokes the spirit of inquiry that must provide
the essential foundation for research training. A strengthened uni-
versity department not only gives better research training tpday, but
will also be better prepared to take larger numbers of hate and
professional students in the future and to give them better traini
than it would otherwise be able to. In this connection, the Seaborg
Panel took note of the successful pioneering experience of the Natjonal
Institutes of Health and urged both the Government and the univer.
sities to take energetic action to brosden the scope of training
programs.

Program grants are another mode of more general support for
research in a broad field of science or a problem area. These grants
have been made, for example, to biology departments and to centers
for the study of aging. Such grants may also arise from the pack-
aging of individual projects that have been awarded on a piecemeal
basis over time and have come to canstitute s coherent, integrated
program of research. Program grants provide a broader, more flex-
ible basis of support than grants for separate research projects and
reduce the administrative minutiae encumbering both the sponsor
and the institution. ,

Perhaps more significant than either of these two is the movement
toward institutional grants and general research support grants. This
movement recognizes that— (1) institutions have encountered diffi
in ‘maintaining control over the content, emphasis, and direction of
their research and training activities; (2) lacking any significant
amount of unrestricted money for research, some schools attempt to
expand in areas where funds are readily available; while other prob-

R

¥ The President’'s Belence Advisory Committes, Btrengthening Americon Solenge, 1088,
p. 2.
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lems of & less dramatic nature but of no less scientific significance have
been given lesser priority; (8) strong departments with outstanding :
researchers attract grant support and grow stronger, while weak "
departnients experience greater difficulty in obtaining research support
that could give them the necessary impetus for improvernent.
The real issue is not that restriction of Federal funds to certain
areas has caused some schools to develop programs that they do not
want. It is, rather, that there is a lack of financial resources to develop
equally important activities that may be of less interest to Federal
agencies, but which the dean, faculty, and research stafl know would
give greater balance and direction to their research and training pro-
grams. Inresponse to this need for more general support, the National
Science Foundation has initiated an institutional grant program aimed
at strengthening the scientific potential of colleges and universities re-
ceiving ressarch grants from the Foundation. The National Institutes
of Health is authorized by Public Law 86-798 to set aside an amount
not exceeding 15 percent of its research project funds to be used for
grants-in-aid for the general support of research and research training
in the sciences related to health. Under this authorization, NIH has
swarded general research support grants to strengthen research and
research training capabilities of institutions of higher education and
other nonprofit research organizations.
In the early years, these two general support programs will pro-
vide substantial fluid funds—$40 to $50 million in fiscal year 1963 —
for universities with large-scale research programs, but only “boot-
strap” money for lesser institutions, because the procedures currently
governing the amounts to be awarded to eligible institutions
are closely geared to the level of current research activity. In sub-
sequent years, however, as the total amount available rises, grants ‘
for the general support of research and research training may well
become one of the more significant forms of aid to higher education.
Each of these new developments illustrates the significant strides that
have already been taken toward meeting the need for more general
support of research in institutions of higher education. °
Scientific merit—the criterion of excellance—governs today’s de-
cisions to support university research. If the projected expansion
of research in the university sector is to be realized, many new centers
of excellence must be developed. To some extent this development will
take place in the natural course of events as weaker institutions are
, enabled to provide opportunities for topflight teachers and scientists
and their younger proteges, who in turn will attract better students.
However, the Nation can ill aff ord to leave this oritioal transition en-
tirely to the foroes of the marketplace. No Federal agenoy now has
amwfaoa‘mg&hnthumﬁhgof/aoulﬁa,buadingc,md
equipment of weaker institutions or the oreation of new ones. This
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growing regions of the country.

EXPANSION OF THE RESOURCE BASE

Achievement of a $4 billion college and university research effort
by 1970 will demand substantial expansion of the Nation's facilities
&nd trained manpower for research. Fortunately, the device of match-
ing grants has proved its worth as an incentive to encourage timely
construction of needed research facilities at colleges and universities.
Applications for such assistance, however, clearly indicate the need
for wider latitude for matching requirements, for more nearly sdequate
suthorization, and for longer range planning. The prevailing 50-50
matching ratio now imposes severe burdens on the less affluent schools
and States, and often diverts funds from construction of educational _
facilities. This drain upon institutiona] finances will be reduced as
matching requirements are modified and the inseparable relation be-
tween research and research training is recogniged.

The matching incentive, however, is not appropriate for financing
costly, highly specialized facilities, constructed and operated in the
national interest. Such facilities, sdequate for sustained and complex
research activities, are becoming increasingly strategic for the ad-
vancement of science in an ever-widening range of fields. Although
these facilities are utilized by university scientists and contribute to
graduate and postdoctoral training, they are wholly financed by the
Federal Government and, in all likelihood, will continue to be so
financed.

With respect to the expansion of manpower resources, the outlook
13 generally favorable. There are abundant opportunities for careers
in research. However, it will probably be necessary to modify existing
mechanisms for the support of fellowship and training programs in
order to provide a more nearly adequate and flexible framework for
expanded ‘activities at the graduate and postdoctoral levels. More-
over, the potential pool of talented youth for research (and for all
other intellectual endeavors) could be dramatically expanded if the
incentives and opportunities now available for graduate education
were extended to the undergraduate level. -

~ MORE SPECIALIZED ORGANIZATION OF RESEARCH
ACTIVITY

Universities have sought to encourage research as a necessary and
fmitfnloomplementtomc’hingbyencompulingitwithinﬂnm

.
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, demic departmental structure. However, as the volume of research
expands, it behooves universities and their sponsors to take full cog-
nizance of the emergence of research as a full-time, highly specialized
activity. Nearly a decade ago, the president of the Massachusetts
Institute of Technology cogently stated the need to evolve new or-
ganizational arrangements for research that would foster optimum
utilization of scarce talent and costly facilities :

We would be lacking In our responsibility if we were to fall to push the
organisation of scientific research to its ultimate comclusion. This road
apparently leads to larger laboratoriea, a growing costlipess of facilities,
and an increasing need for the planning of programs.

nmuummmpumuummmmtpu unliversity
and those elements of management which tend (o creep into the organisation
of projects, the planning of programs, and the utilization of costly facilitiea
One must recognise that there may be an ultimate need to establish central
institutions to supplement the universities in fusdamental research . . ..
1t we strive to contain the widening scope of research entirely within our
large unlversities, we shall end by changing their character and purpose.
umwunmmmmmmmmmam
of research fteelf.™

This problem will become acute in the years ahead. In some cases,
the best solution will be to establish research institutes affiliated
with undversities or research centers operated by groups of univer-
sities; in other cases, to establish independent research organizations
outside the academic environment. I cennot agree with those who
counsel universities not to regard such institutes as competitors; they
will compete for funds, talent, facilities, and recognition of excellence.
The real challenge is how to develop research institutes that on balance
will complement, not weaken, the Nation's structure for higher
education.

FEDERAL POLICY

We are witnessing a basic transition in the role of the Federal Gov-
ernment in the ad vancement of research in higher education. Moving
from a limited base of operations concerned with project-type research
support for individual ecientists, the Federal Government is under-
taking a more difficult role aimed at bringing into being & new concept
and framework for the support of university research in the years
ahead. This more creative role involves anticipation of future needs,
stimulation and development of research resources essential to future
growth, concern with terms and conditions that increase the vigor of
institutions and foster the freedom and productivity of investigators,

UJ. A. Btratton. Research and the University. Ohemios! ond Hngineering News,
81: 28582, June 22, 1988.
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- and expansion of internstional research activities in consonance with
the National interest.
In this new role, the Federal Government will have to—

(2) Develop mechanisms that will provide a continuing, effective apprais)
af the total impact of research upon all major aspects of higher educs.

tion, including financing ;
(8) Pmﬂdoltoulpolntwhenmkunmmtthdrmwm
and resources ;

(4) Develop a method of communication wheredy all institutions of higher
education may be informed mzmmmmmamw
programs directly involving the academic community.

Ishallnochbortheﬁmtbmpointaoonoumingwhichthueh
sufficient consensus to permit me to assume they have become self-
evident propositions. With respect to the issue of systematic com-
munication, it has been shid that— ‘

mmmmmmmmmww.mmqm—m
umﬂmﬂmm«ﬂoﬁm—cmﬂmmuwm
perhnp-monthanone.w’bom«nmtatoldmormnm The
nnhmtyhcnumchnmqnlmmhwtwmdua
university ®

Although this view may exaggerats the situation, it is true that
many institutions have been unable to keep abreast of rapidly evolving
opportunities scattered among many agencies and spanning s wide
variety of programs and mechanisms. To help cope with this problem,
I would propose an annual assembly of university representatives and
Federal officials. Such an assembly would: (1) enable Foderal offi-
cials to brief university representatives on major new developments,
and (2) provide each institution with an opportunity to obtain com-
plete information on programs of special relevance to its interests
and capabilties. The assembly perhaps might also convene in work-
shops, each devoted to a major topic; for example, facilities, coopers-
tive studies, international programs, research centers When cofl-

GENERAL AID

Educational institutions desperately need new sources of suppgrt to
meotdmdﬂynmngopennngaxpendm:m Although federally spon-

™ The American Assembly: mrmoommauulm New York,
o Columbia Untversity Press, 19060, p. 161.
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sored research contributes a cash flow of considerable dimensions and
has a ctucial impact upon the financing of many institutions of higher
learning, it is no substitute for general aid. However, as the Federal
(fovernment moves toward general aid, accumulated research experi-
ence 18 both relevant and reassuring. It has demonstrated that Fed-
eral funds can be provided without restricting the freedom of aca-
demic institutions.




CHAPTER 19

Financing Higher Education in the United
States and in Great Britain

Dennis 8. Lees®

THE DEMAND for higher education is rising sharply. In the
United States total college and university enrollments rose from
1.5 million in the academic year 1938-39 to 3.5 million in 1958-59, and
are estimated to rise to 7 million by 1970. In Great Britain enrollment
in universities alone doubled to 100,000 in the 29 years before 1958-59
and may rise to 170,000 by the early seventies. In part this is a natura]
response to the postwar rise in birth rates, higher per ‘capita real
incomes, and increasing awareness of the payoff of college education
in terms of increased earnings and status. But these factors are power-
fully reinforced by a growing realization on the part of governments
in the free world of the fundamental contribution of higher education
to strong and growing economies. This gives urgency to the current
quest of free societies to secure adequate resources for institutions of
k higher learning and that makes internutional com arisons of more
than academic concern. Its most recent 'expmesiorrf? in Britain is the
appointment of an official committee under the chairmanghip of Lord
Robbins, formerly professor of economics at the University of London,
“to review the pattern of full-time higher edutation in Great Britain, _
and in the light of national needs and resourcas boadvise Her Majesty's
Government on what principles its long-term.development shéuld»!)e -
] P R

FINANCING EXPENDITURES: POSITION IN THE
P FIFTIES 3 -

It is a remarkable fact that there are in Britain no tonsolidated
official statistics on higher education. The data are scattered in numer-
ous published documents, both official and private, or tucked away in
the files of governmental departments. To get anything like a com-
"plete picture would require a major piece of research, and this I have
been unable to undertake. For the most part I shall be concerned with

*Senfor lecturer in economics, University College of North Staffordshire, England.
328 '
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the universities.! As these account for over half of the total annual
expenditure By institutions of higher learning and are the main focus
for increasing student numbers over the next decade, it should be
possible to identify the major differences in the financing of such
institutions in the United States and Britain and to establish their
broad significance.

In 1958-59, the latest year for which adequate data are available,
the number of students aged 18 and over in all institutions of higher
learning was 3.5 million for the United States and 190,000 for Britain,
representing 20 percent and 4 percent, respectively, of their young
people aged 18 to 24 years® From this point of view, Britain in
that year was in the position held by the United States in 1920; and
it had the smallest proportion of young people in institutions of
higher learning in the major countries on either side of the Iron
Curtain.®  Differences in quality may narrow the gap somewhat but,
with that taken into account, there can be no question that the
quantum of higher education in the United States is far greater than
. in Britain.

The same can be seen for expenditure. Again in 1958-59, current
expenditures of colleges and universities in the United States were
approximately $4 billion, representing almost 1 percent of the gross
national product, or*$23 per head of the population. The correspond-
ing figures for Britain were £112 million—representing 0.5 percent
of the gross national product or rather more than £2 per head.* In
other words, such institutions in the United States spent twice as much
in proportion to its gross national product and four times as much
in proportion of population ® as did those in Britain.

There are marked differences between the two countries in the way
this expenditure is financed. This can be seen from the table1. For
the United States the latest year for which complete data are pub-
lished is 1957-58; this is compared with 1958-59 for Britain.

" !Twenty-one universities and three colleges. This greatly understates the number of
Institutions concerned. For example, Oxford is made up of 81 self-governing colleges,
and Cambridge of 22. The University of London includes 38 self-governing colleges and
10 institutes airectly contrelled by university. Institutions of higher education other
than universities inelude 200 teach Ining colleges, 8 eolleges of advanced technology,
22 regional colleges of technology, and in addition almost 500 other recognised institu-
tions of higher education, which vary consideradly in size and importance.

* The student population of British universities amounted to 100,000, of whom all but
10,000 were residents of Great Britain (Great Britain, Central Statistical Office, Annual
Abdstraot of Statistics, 1960, table 124). The figure of 80,000 students in other institutions
of higher learning is a necessarily rough estimate, converting what are mainly part-time
courses into 3-year equivalent courses.

® See The Boonomist, London, 197 : 1211, Dee. 17, 1060.

¢ The methods of estimation of the British figure are indicated In table 4, notes and
sources, given at the end of this chapter.’

¢ At the current rate of exchange ($3.80), British expenditure per head ts approximately
$6.

M - s
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The major differences lie in the roles of students fees and govern-
mental payments. In the United States s quarter of the institutions’
income. is derived from fees; in Britain, less than one-eighth. Pay-
ments by government at different levels make #p slightly more than
half of the institutions’ income in the United States as compared with
over two-thirds in Britain.

TABLE 1.—Percentage distribution of current income* of institutions of higher
learning in United States and Great Britain, by source

8ource of income United Btates,!| Great Britains
19567-88 1968-59

Allsowroes.... ... .. , 100.0 100.0

Btudentfees...._.... . _ . e I S 28.0 2.3
Government

National . . 18.9 } 67.1

Btate.....__.... . . 30.7 :

Local..__ . 3.4 26

Endowments, ete - 13.8 8.0

e r [ ¥ ) 10.0

! Represents inoome scurces for all educational and general purposes and is not limited to income for
student higher education.

" : Ud%t. l;cspartmm67 %gt of Health, Education, and Welfare, Office of Education, Bjennial 8urvey of Educs-
on or

} Oreat Britaln. University Grants Committee: Rdurns from Unioersities and Univer Collepes in
R«dud Treasury Gront, Academic Years, 1968-59, London, Her M s Btationery Office (Cmnd.

1168, 1 table 11); amounts reported plus sutbor's estimates for at Orford and Cambridge
Universities,

The contrast becomes even sharper if we exclude the Oxford and
Cambridge colleges (as distinct from the universities), whose income
i8 derived solely from fees and endowments. Student fees in Britain
then fall to one-ninth of the institutions’ income, and governmental
payments rise to nearly three-quarters. Endowments fall from 8
percent to under 5 percent, compared with 13.5 percent in the United
States. Furthermore, these proportions are virtually uniform for all
the universities. Except for Oxford and Cambridge, no university
depends on student fees for more than 16 percent of its income, nor
on endowments for more than 9 percent, nor on governmental pay-

ments for less than two-thirds. In the United States, on the other
hand—

For 1,025 privately sponsored colleges and universities, it is estimated that
in the academic year 1957-58, student charges provided 48 percent of edu-
cational income. For 864 publicly sponsored colleges and universities, the
proportion of income for educational purposes obtained from student charges
has been estimated at 8 percent.*

The variation in governmental payments for operational budgets
can be inferred from the fact that lees than 4 percent of such pay-
ments goes to private institutions.” Thus, although British univer-

*John D. Millett. “The Role of Btudent Charges,” in Pinancing Higher Bduostion,

1960-70, Dexter M. Keeser, od. New York, McGraw-Hiil Book Co., 1959. p. 162.

TW. Homer Turner. “The Prospeets for Private-Sector Bupport of Higher Bducation,”
in ibid., p. 244.
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sities are private, autonomous institutions, all but the Oxford and
Cambridge colleges resemble U.S. public institutions of higher learn-
ing in their sources of finance. How, in spite of this, they retain their
independence of governmental control is an issue to which we shall
turn in & moment.

This extremely heavy reliance by British universities on govern-
mental payments is a post-1945 development. As table 2 shows, in
prewar years fees and endowments together provided over 50 percent
of the universities’ income, with governmental payments constant
around one-third. Since 1945 the position has been revolutionized,
with governmental payments rising to two-thirds of income in 1959
and fees and endowments falling to less than a quarter. Further,
the Central Government now accounts for virtually all governmental
payments, whereas before the war its share was less than four-fifths.

There has been a similiar trend, though far less marked, in the
United States. From 1929-30 to 1955-56, revenues from student fees
fell from 30 percent to 25 percent and endowments from 20 percent
to 16 percent; governmental support rose from 36 percent to 50
percent.® And a growing proportion of governmental support has
come from the Federal Government, principally in payments for
research. This last is the opposite of the position in Britain, where
Central Government support takes the form of grants to meet oper-
ating expenses in general and where payments for research equal only
3 percent of university income as against 12 percent in the United
States.

TABLE 2—Percentage distribution of income of British universities, by source,
specified academic years, 1924-25, to 1958-59*

Bource of income 1924-25 | 198435 | 194748 | 1954-85 | 1058-50
PERCENTAQGE DISTRIBUTION
Allsouroes. ... ...... oo eeeeeiiaccaaaann 100.0 100.0 100.0 100.0 100.0
Btudentfees. .....__._....__ 283 0.9 2.2 18.8 12.3
Parliamentary grants_ 2.9 2.0 47.3 62.¢ 64.0
Local governments., _. ... ... _________._._....... 8.9 7.3 4.2 32 26
Endowments, ete. ... ... 2.6 28 13.8 8.7 80
Otherincomed. . __ . ..., 0.3 13.0 12.8 12.2 13.1
AMOUNTS IN MILLIONS
Total income (In pounds)......ococmeeeeee__.. 53 80 18.3 381 87.0

! For 192¢-28 to 196485, years ended Mar. 31; for 1 the ended Bep. 30.

! Includes payments by central Government for mxunuo i'f'imxm@mm.
Bouncs: Data for 102¢4-26 to 1 from John V: , The Costs of Bducstion, London, George Allen &
Unwm,lmp.m;lﬂu-nmu;mhml.%&thhm.

®Robert D. Calkins. “Government Bupport of Higher Bducation,” in Méinancing of
Higher Bduostion, 1960—70, Dexter M. Keeser, od. New York,- McGraw-Hill Book Co.,
1980, p. 103,

Q -
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FINANCING STUDENT MAINTENANCE AND FEES

The amount of public support in Britain is understated in table 9,
as the figures do not report governmental payments to persons as dis-
tinct from institutions. In 1958-59, 79,000 resident British students
were taking first-degree courses in the universities, and over three-
quarters of these had received awards from public funds that paid
full student fees® Although fees differ somewhat as between uni-
versities, we shall not be far in error in assuming that three-quarters
of the institutions’ income from fees comes fram public funds. This
works out at roughly £5 million. Governmental payments to uni-
versities—directly or through student fees—in 1958-59 were made
then as follows:

Payments to universitics

Bource of tncome (millions of pounds)
Total 4.7
Oentral Government ; —_
Parllamentarygrants___.__________________ 86.4
Payments for research______________________ 1.8
Local governments.._______________ 15
Students fees pald from public funds..________________________________ 5.0

Since British universities’ income is equal to their estimated ex-
penditure of £57 million (see table 4 and notes), they as a whole are
dependent on Government for almost four-fifths of their current
income. When the figures for the Oxford and Cambridge colleges are
excluded, this proportion rises to 85 percent, and for some universities
it is over 90 percent.

The total cost to public funds of university awards in 1958-59 was
£17 million." Deducting the estimated £5 million for student fees,
this leaves £12 million for maintenance. Any figure for annual main-
tenance costs of the 79,000 first-degree students must of necessity be
a guess, but 2300 per student seems reasonable, amounting to an annual
total of £24 million.® Thus public funds bear something like half of
student maintenance and 55 percent of maintenance and fees combined.

Likewise, the amount of payments to institutions in the United
States understates the Federal Government’s support for higher edu-
cation. In 1957-58 these Federal payments for student education

® Great Britain. Grants to Btudents, Report of the Committee appointed by the Min-
istry of Bducation and the Secretary of State for Scotland in June 1968 (the *“‘Anderson
report”), London, Her Majesty's Stationery Ofice, Cmpnd. 1051, May 1960, par. 811 and
appendix 8.

1%Great Britain, University Grants Committee, op. eft., table 11. Fees for universities,
excluding Oxford and Cambridge colleges, amounted to £5.7 million. One and three-tenths
million pounds has been added for Oxford and Cambridge colleges, making a total of £7
million. Thmqum-ofthulmnuronm:toudnm.

1 “Anderson report,” op. eit, par. 11.

® The £300 1s based on data on term-time maintenance grants, given in “Anderson
report,” op. eit., app. 9.
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purposes are estimated at lees than $100 million.* But Federal con-
tributions for higher education excluding research aré estimated at
$616.4 million, of which $363.83 million originated in the Veterans’
Administration and consisted largely of payments to veterans.* The
proportion of this and other public funds that went for student fees
is not known, but it is clear that, in the financing of students’ main-
tenance and tuition expenses, the United States differs radically from
Britain.

In 1959, 40 percent of U.S. college students’ expenses came from
family income, 20 percent from long-term family savings, 25 percent
from part-time and summer earnings of students themselves, and the
remaining 15 percent from scholarships, veteran benefits, and loans.!®

It seems reasonable to suppose that a small proportion of student
expenses came from public funds in the United States, compared with
our estimate of 55 percent for Britain. The British proportion rises
sharply beginning October 1961, when the parents’ contribution to
maintenance and tuition costs will be reduced and the governmental
contribution correspondingly increased.!®

FINANCING EXPENDITURE: OUTLOOK FOR THE
SIXTIES

The requirements of higher education in the United States over the
next decade and alternative methods of financing them have been
widely discussed, and a brief summary is all that is necessary here.
Enrollment is estimated to rise from 8.6 million in 1960-81 to 7 million
in 1970-71. Current expenditures for student higher education are
estimated to increase from the $2.4 billion level of 1957-58 to $9 billion,
and total educational and general expenditures to increase to about
$10 billion without inflation and to about $14 billion with a price rise.
(See ch. 11 of this publication.)

There is wide disagreement on the best or most practicable ways of
financing the increase in expenditure. This is brought out in table 3,
which summarizes projections from four economists.

Harris, for example, argues for a steep increase in tuition feeg,
financed mainly by massive long-term loan programs. His grounds
are practicability (sufficient finance cannot be expected from the other

_sources—governmental payments and private philanthropy) and
equity (higher education is a form of investment in human beings
which pays off in higher future incomes and is thus most appropriately

¥ 8¢¢ ¢b. 11 of this publieation.

14 Bee ch. 18 of this publication.

s Devereux C. Josephs. College on Credit. Thiah, 35: 8, May 1089,

“Great Britain. Perilementery Dedstes (Hansard), House of Commons Official Re-
port, vol, 634, No. 50, Feb. 9, 1081, London, 1961, cols. 88-90.
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financed by loans rather than grants). In his view, tuition fees will
rise from 25 percent to 40 percent of the institutions’ income, and
governmental payments will fall.’* Even so, the absolute amount of
governmental contribution will more than double.

TABLE 3.—Percentage distribution of income for educational and.general pur.
poses and for student higher education: United States, 1957-58, and projected
1969-70 and 1970-71

1967-08 1960-70, educational and
general 1970-71
Source of In h!(hg‘
£ cOme
Educs- | Stodent educs-
tional higher | Harrs? Mus- |Calkins*|" tfon ¢
and oducs- ‘| graved
general!| tion?
All sources_ ... S e 100 100 100 100 100 100
Btudentfees. .. ... ___________ ... __. 2% 0 0 35 28 b 1]
Federal Government._...____._.________ .. 19 ¢ 18 n 14 4
Forresearch ... ... .. .. ___ . M., 13 8 8 e
For other purposes......._...________. [} [} - 11 ¢
Stategovernments.._....._____._ .. ______ 81 17 19
governments_ .. ______ 3 a } 2 3 } » 4
Endowments, etc. ... ... 14 18 13 12 13 18
income.... ... __ ... ... .- 8 ] 11 ) 9 3

} U.8. Department of Health, Educatian, and Weltare, Ofice of Education, Blennial Survey of Edocs.

tionédmhrlm—ﬂ.

:s« “i‘wsmum Broad lsues” In Finencing Higher Educotion
ymour

1960-79, Dexter M. Keazer, od. New York, McGraw- Book Co., 1960, table 9. p. 72.

¢ Robert D. Calkins ‘‘Government Suppert of ldnmumi" ibid., table 3, p. 197,
l%%uw:m“l ugamnmrm udget.” Review of Evonomics ond
-m&amtﬁ;ﬂma.uumspuuum,-ndh-dmmmammamamn.
mation of income, Lllnstration 1.

Musgrave also expects fees to provide a larger share of income
(though he does not expect so large an increase as does Harris) on
the grounds that “Not only will rising family incomes be available
to pay for tuition, but a growing awareness of the profit of higher
education may be expected to increase the parents’ willingness to
contribute.” ** In contrast to Harris, he expects the governmental
share to remain roughly constant, with a sharp tendency for the share
of the Federal Government to increase. Again differing from Harris,
he expects the bulk of the increased Federal support to be in the
form of contributions to general operating expenses rather than
payments for research.

Calkins, on the other hand, is at odds with Harris (and by infer-
ence with Musgrave) in assuming that student fees need do no more

¥ Seymour B. Harris. “Financing of Higher Bducation: Broad Issves,” in Pinencing
Higher Bdwoation, 1960-70, Dexter M. Keeser, ¢4. New York, MeGraw-Hill Book Co.,
1959. p. 85-78.

¥ Richard A. Musgrave. “Higher Bducation and the Federal !ud:et.” Review of
loWo ond Staotistics, 42 : 98, (Sup. August 1060, pt. 2.)
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than maintain their share of the institutions’ income. “Professor
Harris,” he says, “assumes tuition increases for private institutions
that are higher than will be necessary or likely, if present forms of
public support-are continued and his assumed tuition increases for
public institutions are higher than seem to be feasible or probable in
view of the low-charge tradition of many of these institutions.” * He
differs again with Harris in assuming both that the share of the Fed-
eral Government will fall (though biased more in favor of general
contributions rather than research) and that the share of State and
local governments will rise.* Indeed, the only settled point in the
controversy seems to be that income from endowment will double over
the next decade and will do rather less than keep pace with rising
expenditure,

The projections of expenditures for student higher education as-
sume that income from the various sources will expand roughly in
proportion to previous income, with the substantial proportion of
needed additional funds being supplied from the other sources, public
gnd private.®

Harris, Musgrave, and Calkins emphasize the need for growing
Federal support of a general kind for higher education. The obstacles
in the way are set out by Musgrave:

. . . Federal aid to education involves collateral issnes of a highly con-
troversial sort. These include concern over infringements of centralized
direction on educational freedom and with it the States’ rights issue. There
is a fear that Federal aid be made contingent on compliance with policies
for racial integration, . . . People are aware that publicly financed educa-
tion will be supported by more or less progressive taxes if the finance is
Federal, and by more or less regressive taxes if the finance is State and
local. Hence, questions of income distribution are involved. Also, there
is a further aspect of redistribution between high- and low-income States.

And last but not least, there is a question of bow Federal aid will affect
the relative positions of public and private institutions.”

To the extent that obstacles to Federal aid to colleges and universi-
ties prevent an adequate flow of such aid, tuition fees will need to
be increased further. As the increase is likely to be more pronounced
in private than in public institutions, the effect will be to divert more
students to public institutions, thus aggravating the problem of State
governmental support.

‘Britain avoids most of thess problems through its unitary consti-
tution and a responsibility for higher education placed firmly in the
hands of the Central Government. There is not, as yet at least, much

¥ Robert D. Calkins. *“Government BSupport of Higker Education,” in Finonoing eof
Higher Bducation, 196070, op. ¢it., p. 198,

= Inid., p. 188-210.

2 See projections by Beima J. Mushkin in ch. 11 of this publication.

® Richard A. Musgrave, op. cit., p. 100.
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in the way of real competition between:the private universities and
publio institutions such as technical colleges. And'the threat to the'
independence of the universities that s implicit in their heavy and
growing dependence on central funds has so far been averted by an
institution unique even in Britain itself, the University Grants Con.
mittee. :

The “UGC,” as it is known, acts as an intermediaty between the
Central Government and the universities. The 18 members of the
committee are appointed by the ChanceHor of the Exchequer. Some.
what more than half of these are university professors and the rest
also are prominent figures in the seademic or the business world.

for operation of budget (recurrent grants) is based on a 5-year period
and takes the form of general grants to the university. Within cer-
tain broad limits, agreed upon with the committee (for example, range
of salary scales and staffing ratios), each university is then free to
allocate the funds as it thinks fit. Aid for capital expansion (non-
recurrent grants) is agreed upon annually and, unlike the recurrent
grants, is earmarked for specific purposes.®
The large postwar growth of parliamentary grants has rpened
the “inevitable conflict between the general desire to maintain the inde-
pendence of the universities and the need for the exercise of proper
financial control both by the University Grants Committee and by
Parliament.”* For the 10 years after 1946, the Public Aoocounts
Committee was persistent in its efforts to induce the Treasury to open
the books and accounts of the universities to inspection by the Comp-
troller and Auditor-General, in line with the practice in_other institu-
tions that received the greater part of their income from public funds.*
This the Treasury mooasfnllyraaisudontlwgroundsﬂlu—
- - . the relationship between the Universities, on the one hand, and

Pmummttnddeov%mment,onthoother.manrylpednone.
m’l‘rmnryhadnonrmmmedmennhﬂudboohuddidmum

% Great Bﬂhln.. The Grant in Aid of Colleges and Universities, in the FiftN Report
from the Select Committec on Botimetes, Sess. 1961-52, House of Commons 168, London,
1982, rar. 28.

S For a detalled account of this epirode, #2¢cc H. V. Wiseman, Parliament and the Unl-
versity Grants Committee, Pubdlic Admintatration, London, 34 : 78-92, spring 1956.
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mattars and to eularge thelr control fa & way which would certatsly ehange
and, the Treasury belleved, be prejudicial to the present harmonious rela-
tionships between the universities and the UGC.™

And there for the time being the matter rests, with the committee
functioning as successfully as ever. But we shall have cause to doubt )
in a moment whether even this remarkable administrative device will
be capable of withstanding probable future strains.

Students in the United States are fortunate in having a plethora
of estimates of future requirements about which to disagres. In
Britain there are no estimates at all; in some way, to look ahead as
far as 1970 is to be thought lacking in proper pragmatic spirit. The
figures that folow are thus necessarily rough, though they should
illuminate the major issues.

The Government’s aim is to expand university enrollments from
their present 100,000 to 170,000 (not including enrollments in other
institutions) by 1970 The financial implications would seem to be
as follows: If cost per student remains constant, current expanditure
by universities will rise from £57 million to £100 million. But sal-
aries will need to rise sharply if & sufficient number of faculty of
quality are to be recruited, and the emphasis on science courses will
raise operating costs. It seems reasonable to assume that cost per
student will increase by 50 percent (a similar assumption is being
made in the United States), bringing total expenditure up to £150
million. This assumes no,inflation; if prices rise, as they are likely
to do, thé expenditure will be so much greater.

How will this sum be financed! Let us assume provisionally that
tuition fees will remain unchanged at their present average of £70 per
student will produce £12 million in 1970. Endowments, and so forth,
now amount to approximately £5 million and they have barely doubled
since 1980 (compared with a more than fourfold increase in the
United States), they are unlikely to do more than this in the next
10 years. Let us put them at £10 million by 1970.- All other income,
excepting governmental aid, will do well to maintain its present pro-
portion of income and might reach £18 million in 1870. This leaves
a gap to be filled by governmental aid of £110 million, or about triple
the preeent amount of such aid. The great bulk of this would come
from the Central Government. This means that over three-quarters
of the universities’ income would be derived from direct govern-
mental aid, compared with two-thirds today. Payments for research
and public support for student fees bring that proportion to over
four-fifths. If the colleges at Oxford and Cambridge universities

*Ibid., p. 82.
7 Great Britain. University Granta Committee. Returns from Universities ond Uni-

versity Oolleges in Reoelpt of Tressury Grems, Academic year 1958-1969. London, Her
Majesty’s Stationery Office, Cmnd. 1168, 1960, par. 7.
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are excluded, the proportion of expenditure financed by Govern.
ment approaches nine-tenths. For all practical purposes British
universities would be wholly maintained out of tax-financed public
funds and would be akin to schools and colleges €inanced directly by
the Ministry of Education and local governments.

It is extramely doubtful if the independence of universities could
survive these circumstances, or, from the constitutional point of view,
whether it should do so. The curious mystique of the UGC, so suc-
cessful up to now, may prove an inadequate shield. As we have seon,
the Public Accounts Committee grew restive as parhiamentary grants
increased from their prewar level of £2 million to £27 million In
1855-86. Since then it has been quiescent while grants have been ris-
ing to £38 million. But it is difficult indeed to beliove that it would
not insist on detailed inquiry into the spending of well over £100 mil-
lion of the taxpayers' money. From then on, detailed state con-
trol of university affairs would follow—and constitutionally should
follow—as a matter of course. The deep-rooted forbearance of state
interference with universities may hold this up for a time, but it is
hard to see that it could be long delayed.

Nor would the pressures come solely from parliamentary concern
with the proper use of public funds. There is a growing and articu-
late demand by the general public for a rapid expansion of university
places to promote equality of opportunity, to diminish wasting of
talent, and to lift Britain from the bottom of the list of wealthy
nations. Even the expansion to 170,000 students by 1870 will pro-
vide a university education for only 3 percent of persons aged 18-24—)
little more than the 2.5 percent of today. Institutions almost wholly
dependent on compulsory levies from persons making the demands
are in no strong position to resist. At best, the pace of -expansion
will be out of their hands; at worst, a type of expansion may be
forced upon them which they deeply believe to be against the long-
run interests of the universities. Only the colleges of Oxford and
Cambridge, secure with their fees and endowments, would be immune.

The obvious answer to this threat is to raise student fees. If the
prewar share of 80 percent could be restored, the present need for
Central Government aid would be cut from £36 million to £24 million,
and the estimated need in 1970 from £110 million to £75 million.
Although large in amount, this latter sum would represent no more
than half of current income. Universities would then at least have
more of a chance against parliamentary control. But, while this
course is evidently feasible for the United States, it is not for Britain.
The reason is that the bulk of the fees are themselves paid out of
public funds. (
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The amount received from this source [fees] bas remained relatively
stable because there has been no general change in the rates of fee in
force during the period under review (1852-57). In general, the uni-
versities would be glad to develop any source of income which would reduce
their growing dependence on Treasury grants, but they have hesitated to
vary rates of fee when the greater part of their fee Incowe {s derived from

public funds . . .° .

To raise fees in these circumstances is simply to replace one form
of governmental aid by another. Thus the universities are in & cleft
stick: governmental grants are high because fees are low, and fees
are low because governmental grants are high.

There is general agreement that the independence of the universi-
ties should be preserved. It is in real danger of being lost through
inappropriate methods of financing. New methods must be sought.
The solution is to be found in a program of loans to students to replace
the present system of tax-financed grants. Universities could then
raise their fees to whatever level seemed appropriate. Dependence
on the Treasury could be sharply reduced. The cleft stick’ would be
broken.

This is an unusual arfument for student loans as against grants.
and may well be peculiar to Britain. It strongly reinforces the more
orthodox argument that a college education pays off in higher future
income and is, best regarded as a personal investment. The general
principle was stated long ago by Adam Smith. One part of fixed
capital, he said : 7

consists . . . of the acquired and useful abilities of all the inbabd-

itants or members of the soclety. The acquisition of such talents, by
tbe maintenance of the acquirer during his education, study, or apprentice
ship, always costs a real expense, which is a capital fixed and realised, as
it were, in his person. Those talents, as they make a part of his fortune,
so do they likewise of that of the society to which be belongs. The im-
proved dexterity of & workman may be considered in the same light as a
machine or instrument of trade which facilitates and abridges labour, and
which, though it costs a certaln expense, repays that expegge with a

proft.”
Unfortunately, this notion never became part of the main stream
of economic thought. Instead, economists placed almost exclusive
emphasis on investment in physial capital to the neglect of invest-

*

® Great Britain. University Grants Committee. University Development, 1952-87.
London, Her Majesty's Stationery Office, Cmnd. 534, 1988, par. 150.

® Adam Smith. The Wealih of Nations, 6th edition, Edwin Cannan, ed.,, 1950, Book 11,
ch. 1, p. 264-268.
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ment in Aumaon capital—a neglect which is now fast being remedied »

The personal profitability of an investment in a college education
has been established by several studies When due allowance has -
been made for such factors as the greater natural talent of college
graduates and education by experience after leaving college, college
education would still seem to yield a substantia) monetary rate of
return on investment, and it may readily be presumed that the psy.
chic rate ih terms of more congenial employment, higher
social 80 forth is even greater.

It need hardly be said that higher education is eminently defensible
on noneconomic grounds. But the hard fact is that most students go

ulmxgnthou&ofmtumwumuuivemdmknowutobem
“Neighborhood effects” are 8 necessary, but in my view not a sufficient
condition, for public intervention. But the fact that the majority of
students take vocational degrees means that the benefits accrue over-
whelmingly to the individual. It is for these reasons—profitability,
motive, and individual benefit—that the costs of higher education are
sppropriately financed by loans.

Two conditians would be neéded to enable the loan system to work
well. The first is adequate information given to students on the
expected yield of the various courses. Only if this were provided
could rational choices be made. The second js adequate capital. If is
unlikely that private capital markets would be capable, for some time
at least, of supplying at reasonable rates of interest, all, or even the
major part of the money required. It would be up to the Government
to make the funds availabla

In Britain there has been virtually no discussion of a student loan
program.* The Anderson committee on student grants dismissed the
idea in a paragraph: :

-mmwxmuaummmmx.wmmuma
Education, Boottish Jewrnel of Politicsl Boonomy, (February 1939), and A. T. Peacock,
Ths Wetfare Secicty (Unservile Btate Group, London),. Both favor o student Joan program.
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We were . . . struck by the oficial use of the aystem of loans (o students
in, among other countries, Norway and the Unitad Btates, and we felt it
right to consider the merits of some such system ; but, though we recognise
(hat & loan may occastonally be e reasonable way of meeting ‘a particular
difkulty, we have had no hesitation in rejecting loans as an integral part
of the national awards system. The principle of using loans as a standard
weans of Anancing students has now been abandoned by public suthorities
ip Great Britaln, and our evidence disciosed no wish to see it revived. The
obligation to repay, no matter how easy the tprms must represent &n un-
timely barden at ¢(be outset of & career. We far prefer the system of out-
right grants with the safeguards aguinst misuse, contained in our recom.
mendstions ™

A majority of the committee recommended larger grants to students®

CONCLUSION

In both Britain and the United States the current expenditure of
institutions of higher learning is estimated to increase by spproxi-
mately three times or more during the sixties. While large in abso-
lute money terms, the sums required are comparatively small when
related to growing national products and governmental budgets.
Raiging these sums should present no fundamental problems to in-
creasingly prosperous societies. The difficulties lie rather in the devis-
ing of appropriate means.

In the simplest terms, the principal danger is that, in the United
States, government will provide too little money, overstraining pri-
vate sources as they are at present organized; and, in Britain, that
government will provide too much money, threatening the preser-
vation of academic fresdom. In both countries the most hopeful
measure of reform is s loan program for financing student costs.
This would enable tuition fees to be raised sharply—in the United
States to meet the expected deficiency in governmental payments and
in Britain to reduce a growing and unheslthy dependence on public
funds.

Nor, a3 we have seen, is the proposal for s loan program tied to
these contingencies. Higher education is in large measure a personal
investment, and, while there would ocontinue to be ample scope for
public funds and private philanthropy, it is therefore right in princi-
ple that loans to students should play a major role.

® “Anderson report,” op. dit, par 4.
s Through the abolition of the parents’ contribution.

A
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“

TABLE‘.—" Estimated current expenditures of British institutions of higher
‘ education, ncadgmic year 1958-59 4

o Type of institution ! of pounds)
Al institutions .. ___ . ‘ . . 111.8

A. Universities_..___. .
1. Colleges at Oxford and Cambridge . ____ . LT S e ha
2. Other universities_.___._________ 7 S S N

1. In England and Wales___: ' A ' 44.3

2. In Scotland---_--,--_,_-----__,--_-__-_--__-_,' ..... .- 4.4

C. Teacher-training colleges {—_---___---_-------f_ ........... 6.0
Norzs AND 80URcEs

- A-L P.J. D. Wiles estimates expenditures for 195253 at £3 million (The Nation's Intellectual Invest.

ment, Bullefin of the Ozford Unisersity Inatitute of Statistics, 18: 279-283, August 1960). We assume that
expenditures by the oolleges st Oxford and Cambridge (ncreased st the same rate between 1963-53 and
1958-50 as did those of the universities. v :
A-2. Grest Britain, University Grants Committee, Returns From Universities ond Usniversity Colleges in
Receipt of Treasury Gront, Academic Yoar 1965-1969, London, Cmnd. 1168, 1060, table 12,
B-1. Great Britain, Central Btatistioal Office, Ann: bstrect of Statistics, No. 97, 1960, table 108. (For
) dwlptkmol“hmheredumlon,"mz( ucational System of Emgland and Wales (Ministry

a figure for emenditnm by teacher-training oolleges, excluding maintenance, of £4.6 million for the academic
year 1954-58 (John Vaizey, The Costs of Bducation, Londoi, George Allen & Unwin, 1058, table 26). Rising
costs suggest a figure approaching £6 million in 1958-50, :
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CHAPTER 20

101 Questions for Investigation

Willard L. Thorp*

SOME ASPECTS of higher education have been explored exten-
sively, othersyhave had only limited examination. Thus the
academic library shelves contain many more printed pages about.
the philosophy of education than about the management of educa-
tional institutions. There is a much more nearly complete public
record of railroad conductors’ salaries than of college professors’.
And we have many more sociological interpretations of trade union
behavior than of faculty mores, unless fiction is included.

The social scjentist has tended to concentrate his attention either
upon the individual or upon the economic and political aspects of
society, and to overlook education, although it could qualify under
all three headings. The economist also has looked away because
the pecuniary calculus is not readily available and there is great
difficulty in defining and measuring the “product.” Many of the
economists’ technical devices, such as marginal analysis, demand
elasticity, product differentiation, cost behavior, comparative advan-
tage, and input-output analysis, would seem to be relevant to various
problems in the education field, but they seldom have been applied.

Similarly, the political scientist has concerned himself with only @
a few fringe problems in this field, perhaps because higher education
has such a tradition of being a private operation even though State
universities now carry the heavier load. Some few, like some soci-
ologists, have studied the similarities of academic communities to
other groups, and their differences, but the study has been more
casual and episodic than systematic. The psychologist has been more
deeply interested in the learning process than in the working condi-
tions of the teacher.

This state of affairs is changing rapidly. Although the problems of
education were important in the past, it seems clear that we are faced

*This paper was first drafted after discussions held at the Merrill Center for Economics
in Southampton, N.Y., in June 1858. Twenty-two economists and educators assembled
for & ‘week under the suspices of Amberst College anll The Funa for the Advancement of
Bdueation to 1dentify problem asreas in the fleld of edncation where it was believed that
ressarch might be valuable. The author, direetor of
sesslons, made his own summary at the time, and bas now amended and elaborated it
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today with educational choices of increasing importance and difficulty,
in terms both of public policy and of organizational structure and
behavior. Greatly increased resources of capital, labor, and manage
ment are being demanded to carry education forward and to rAise the
standards of the weaker institutions. We cannot disregard the impli-
cations for education of the rate of population growth and the ac-
celerating expansion of knowledge. The accumulations of data of
various types, development of new research techniques and methods
of analysis, and the recent availability of funds for research all suggest
that much will be done to shed light on these problems during the
present decade.

It seems clear that higher education is and must remain a process
with wide differences among institutions. Although they may have
quite different objectives, they do compete for students, faculty, and
financial support. The wide spread in amounts of tuition in public
and private institutions tends to create another source of conflict. And
the national process of growth is pushing all of them to increase their
productivity, whatever that means, within their limited resources.

These conflicts and pressures raise problems and some of them are
listed below. It is obvious -that it is an economist’s list, although

uckily the interdisciplinary boundaries among social scientists have
ther low visibility. For the purposes of the list of questions given
below, a number of broad and basic problem areas are not included,
such as €What are the objectives of higher education $” or “How much
higher education should there be and for whom#” or “What prepara-
tion is essential for teaching at various educational levels and in var-
"ious types of institutions?” Problems concerning the nature and scope
of the curriculum or the actual teaching process itself have been dis-
regarded. Finally, the infinite possibilities of comparisons over time
and space (especially international compgyisons) have not been in-
cluded in the list, although some of them might be very fruitful.

Many of the questions may be asked in terms of all education, of
some type or level, or even of a single institution. It is important to
note that research does not need to start with a broad coverage and
an electronic machine. It is quite likely that some of the problems
can only be stated properly after some individuals have made local and
limited studies at their own college-level institution# or in their own
communities with respect to the public grammar- and high-scyool
level. Analysis of costs, for example, needs to be developed in a num-
ber‘of individual institutions.

It is also important to realize that many of t.he questions asked
should be considered with reference to various time intervals. A
problem can be stated in its current phase, or M terms of a historical
perspective, or in térms of forecasting the future. All these elements
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need to be considered, for the spot survey is likely to)be difficult to
evaluate unless one has some notion as to what the trends are.

The 101 questions do not present a complete or detailed set of prob-
Jams in the field of higher education. They are intended to start the
process of inquiry, and often a dozen or more questions are hidden in
a single one. Although an attempt has been made to group questions
that seem to be closely related, other schemes of arrangement would
probably do just as well.

I. Extent and Structure of Higher Education

1. What is the direct contribution to nationa] income which 1s [has
been, can, should be] made by oducation? How ‘should it be defined
and measured ! '

9. To what extent does the demand for higher education reflect
general business conditions and employment?! How does the business
cycle affect the resources available—the yields on endowment, legisla-
tive appropriations, scholarship needs, alumni gifts, and so forth.

3. What shares of various types of economic resources are devoted
to educational activity in the United States? It might be useful to
develop such data both in a product and in an industrial classification.
Data as to capital employed are weak or nonexistent. In fact, capital
goods like buildings are often not treated like capital; that is, with
respect to deprecigtion, earned return, and so forth. Labor input needs
to be examined in terms of degrees of skill and of divisions such as
teaching, managerial, administrative, and maintenance.

4. How are resources (using national income subdivisions) @strib-
uted through the educational structure by level and type of education
and by type and size of institition? At what points would additional
resources be most productive? :

5. Ts there unused capacity in terms of plant and faculty? Where?
Why! What appesr to be present standards of use?! Where does
[should] obsolescence come into the picture? What motivatiop1s
there for changef N5

6. What is the relation between various inputs (and combinations
thereof) and the level of student performance and accomplishment?

Is it possible to develop meaningful concepts and techniques that .

would permit comparisons of performance among educational units,
maki propriate allowance for differences in student potential ¢

7. What assumptions should. be #nade as to future demands for
higher education? What assumptions should be made concerning
quality, quantity, and types of education _
8. What are the relative economic and other costs involvéd in
creating a new institution, setting up & geographically separate branch
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of an established institution, and expanding an established instity.
tion?

9. What are the relative economic and other costs involved in
carrying on higher education in urban, suburban, and nonurban
locations? ¢

10. To what extent can the student “bulge” be fet by expanding
trade training and junior colleges? What effect would this have on
resource requirements ?

11. At what level should various subjects be taught? Can any
appreciable saving be made by shifting the level and timing? Are
extra costs incurred through not doing the right thing at the right time
in the right place? What shifts and changes can be made in language
study? What about remedial work and its proper location .

12. What adjustments may be needed at the college level if more
“college work” is done in the high schools? How will this affect costs?
Is there a similar adjustment problem between the college and the
graduate or professional school §

13. What resources are now used in nonformal types of education;
for example, music lessons and clubs for young people of school or
college agef ’

14. What will be the future economic requirements for graduate
and professional schools? How do their resource requirements and
costs differ from those of college level institutions? How sensitive are
graduate and préfessional schools to changes in demand$

15. How much specialized training is given and never used { that
elements in past training have proved obsoleted

16. To what extent is there [will there be] further training added
after the completion of formal education? What alternative meth
are possible for providing specialized training and “refresh

~courses? How would the costs of these methods ‘differ?

17. What is the relation of research to teaching time and to avail-
ability of faculty to students! What is the basis for the financing
of research and how much is contributed by the institution? To what
extent is research a source of supplementary income to faculty and
graduate students! What is involved in providing research facili-
ties? How can [should] research interest be maintained in smaller
ihstitutions C .

18. What peripheral activities affect income and cost and in what
way—athletics, dramatics, university Prees, s0il testing, employment

-agencies, and the like! W ST . '

19. Who participates in the decision-making process in various edu-
cationa] institutions? In.what wiys .do individuals or committees
or other groups participate, both inside and qutside the institution?

4
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Is there any relation between faculty puﬂolpatmn in decision making
and allocation of resources as well as in the obtaining of resources?
What are the limitations on freedom of planning in publicly supported
institutions? In private institutiens?

20. What is the effect on colleges and universities of such market
situations as location and competition! What are the competitive
elements in the picture! To what extent and with regard to which
matters are there trade agreements and interstate compacts¥ Do they
contribute to more efficient resource use

II. The Student Body

21, How can one define enrollment? What is the trend in enroll-
ment by type and level of education{

22, What factors affect the demand for college entrance! How
important are the tuition charges and other ocosts to the students?
What is the likely trend of student costs?! How is college entrance
affected by changes in the level and distribution of family incomes?
How many students are unable to enter because of faulty preparation{.

23, What is the extent and character of the enrollment in private

preparatory schools! What are the charges for tuition and other
costs? .
24, What is the basis for student choice among various types of

institutions (public and private, rural and urban, large and small, .
etc.) ? To what extent and at what levels of education do students

ﬁrst leave home for schooling?

25. Are there established geographical controls indicating that a
Jocality requires an institution! To what extent do students go to
State universities outside their own States, despite tuition differen-
tialsf Should there be a national travel allowance for students?

26. How much do differences in tuition charges among institutions
affect the distribution of enrollments? (In cornection with the more
obvious facts, there might be an examination of multiple applications
to see to what extent applicants apply to—and choose among—colleges
of varying tuition Jevels.) Similarly, how much does the amount
offered for scholarships appear to control choice?

27. How extengive are scholarship programs? On what should
they be based? Ability? Need? High-school record? What should
the scholarship cover? How does the development of national scholar-
ship programs affect the operation of individual institutions’ pro-
grams! Are sufficient fellowships available for graduate study!

- 28, How would substitution of low-coet, long-term loans for direct
subsidization of tuition {low or no tuition charges) alter the college

>
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entrance of students in various economic and social groups! What
are the good and the bad elements in the various student loan plans

-in operation! What is the potential of a loan program and what
18 its likely cost, on a national scale, under various assumptions of
coveragef

29. To what extent are educational ifstitutions able to make intel-
ligent selections among applicants? What are the existing methods
of selection, their effectiveness, and their cost (indollars and in tension
among applicants) ¥ What is [should be] the extent of formal edu-
cation obtained by the high-school graduates of the highest brain
power (perhaps the top 20 percent) § :

30. Disregarding tuition and scholarship differentials, what other
methods exist for competing for students? Advertising? Bonuses!
Entertainment? Solicitation? Alumni persuasion or pressuref And
how much are all standards distorted by special abilities such as for-
ward passing or oboe playing?

81. Is there a tendency for prestige institutions, including graduate
schools, to develop preferred sources for studentsf Are there ob-
servable geographical, racial, religious disdtiminations?

32. To what extent, when, and why do students drop out? How
many return after an intervalf What would be the saving if the
attrition rate were higher or lower!

33. What is the possibility that junior-college graduates will enter
4-year college! How much does [can, should] this happen {

34. How extensive (and how desirable) are transfers?

35. What organizational requirements and costs are involved in the
giving of advanced credit . of advanced standing or of acceleration{

36. What is the relationship of military service to the educational
process? -What can be leggned from the GIbill experience? Any
insight into college education and age, marital status, and experieri¢e ¥

87. What significance, if any, does the summer vacation have for
students as to economic costs or earnings, and experience? Could it
be utilized to greater advantage? '

38. To what extent do college students work on the side?* Would
it be possible to substitute employment for scholarships to a greater

~ extent? o

89. Are there any observable consequences when the educational
Process is delayed or interrupted? What about intervals between
college and graduate school §

40. What is the effect of early marriage on the students’ financial
needs and financial resources?! On attrition of students in the col-
legegi On the education of husband and wife!

w
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41. To what extent is there a trend for a semester or year abroad to
be included for college credit?! How is this inclusion organized{
What costs are involved ¥ What are the faculty requirements? What
scholarships are required ! Is such inclusion feasible on any consider-
able scalef

42. What are the apparent trends in the enrollment of foreign stu-
dents in American educational institutions by level and type of insti-
tuition? What special burdens are involved? How much special
support i8 [should be] provided for this activity? Should it be more
concentrated in & few institutions? Can these programs be evaluated !

43. What controls the enrollment in graduate and professional -

schools? Can one compare the number who go on with the number
who might meet existing standards yet do not continue! How is
selection made by students? How is their decision affected by tlIfion
costs? Scholarships? Opportunities for employment? What fs the
attrition rate and why? Is there any apparent ¢ in the q'ualit.’v
of applicants and if so why? Do they tend to m Itiple appli-
cations? '
44. Is there any way of rating graduate and professional schools
on an objective basis rather than relying on historical prestige! What
information might improve student choice? Is there a danger of too
much concentration of the better students in a few institutions{

II1. Educational Costs

45. How adequate are present cost-accounting definitions and meth-
ods for educational institutions in terms of their relevance for mana-
gerial purposes, f§r comparative purposes, and for social evaluation?

46. What controls allocations of ds between departments and
among various functions? How can costs be ascertained when teachers
instruct at both undergraduate and graduate levels? Is there any
basis for comparability? What variations in cost exist! Why are
high-cost activities tolerated { )

47. What has been the trend in the cost of education of various
types and at various levels in recent years! What has been the trend
in physical requirements, such as for classroom space, laboratories,
library books? How has administrative cost behaved? Are there
some resources which are more fully utilize§ than others?

48. What is the relation in marginal terms between eost and total
number of students for various sizes and types of institutions? What
i8 the relation in marginal terms between actual resource requirements
and number of studentst .

49, What is the minimum cost of a 4-year college education and
what are_the added costs resulting from additions, decorations, and
635106—63—— 24 s
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diversions{ What is the added cost of community living (dormitories
and eating halls) {

50. What i3 the cost of operating a college for each of the academic
years? How do junior-college costs compare with 4-year collage costs|

51. What can be learned about the economics of class size f

52. What costs are involved in administering “independent study ¥
Reading coursas? Honors work ! Dootoral theses§

53. What are the material requirements for college operation? How

°  can purghmsing methods be improved ! What about methods of buying
and handling books{

54. What is the relationship between cost and multiunit operstion !

55. Are there improved methods of space utilization and contro]

56. What are [can be, will be] the effects on the cost of education
and on faculty requirements of various innovations in instruotional
and administrative teshniques and in utilization of new media of
communication such as television {

57. What aro the economio implications of a thanged college cal-
endarf Of an accelerated®ollege course reducing the time to 3 years !
The use of reading periods on or off campusi A year abroad as a part
of the formal educational process

58. What is the actual elapsed time for graduste work! What isthe
estimated cost of a Ph. D, and of the various professional degrees to
the individual? To the institution! To society

59. Can costs be reduced by additional oooperation between schools
within a university and among universities

IV. Teacher Supply and Salaries

60. What can be said as to the derived demand for teacher services,
in terms of predictions as to enrollments

61. What in fact does a faculty member do? What s his real
teaching load? How much service does he give to the profession{
How much time is devoted to personal scholastis maintenance and de-
velopment? To what extent are nonteaching demands made on the
faculty by the educational institution? What are the noncompensated
demands made by the community? How equitably and by whom
are these claims on the teachers’ time distributed ¢ To what extent
umteschmrequimdtoperformuaksthumightbepu-formedby
leas expensive personnel f :

62. What factors affect the supply of teachers—salaries and fringe
benefits, degree requirements, social position, and so forth! How ex-
hnjveiathamoveofhjgh-eohoolwhnnintooollegom&ing! '

{
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63. To what extant have faculties absorbed foreign scholars, and
at what level of the college course have these foreign scholam been
absorbed parmanently or temporarily? In which fieldsi At what
rank? Have any special costs been involved i

64. To what extent are graduste students engaged in teaching ¥
In research? Are they teaching elamentary or advanced coursesi
With how much supervision! At what scales of pay ! How does this
affact the overall budget! Does it delay the graduate work of the
teaching fellow {

65. Where do graduate students finally go and why

66. What has been the historical record of teacher salaries, with
appropriate allowances for fringe benefits, conditions of work (includ-
ing availability of outside eamployment), and the age and qualifications
of the teacher {

67. How adequate are retirement arrangements for faculty and for
other employees |

68. To what extent do teachers earn additional income through
other employment{ How do institutions safeguand effective instruc-
tion! How much variation is there in their procedures on outside em-
ployment and why {

89. How are faculty administrative positions handled, such as that
of head of a depgrtment? Is extra compensation grantedi Reduced
teaching load? What should be the division of labor bnt“oen faculty
and administration !

70. What would be involved in more “refresher” or developmental
activity for teachers? How costly, how necessary, and how valuable
are sabbatical leaves{

71. What are the trends as to leaves of absence ! How xmportuu are
fellowships and grants for temporary absence from the campus as s
factor in reducing the supply of teachers on duty

72. To what extent is faculty housing provided! How are houamg
provisions administered! What is their economic réle

73. What salary differentials areggshoald be] found within in-
stitutions, and among institutions! By subject area? By character
of preparation! By seniority? By type, character, and location of
the institution! What would be the result of substantial increases in
the top salaries! v

74. To what extent do civil service requirements reach into public
colleges.and universities !

75. What costs would be involved in expa.ndmg the supply of
teuhemfor]umor colleges

-
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76. What is the nature of the labor market for teachers{ Can it be
improved{ Is there enough, too much, or too little mobility and
turnover {

77. To what degree does academio tenure prevent the management
of an educational institution from behaving like a rational employer,
removing “‘expensive” or incompetent employees !

78. To what extent do mature individuals otherwise employed
shift to the academic world, and vice versaf What fields have the
most mobility!  Could not more women over 40 be attractad back
to teaching or research f '

V. Financing

79. What are the trends in the sources of financing of privately
and of publicly supported nstitutions, including tuition as Bourcef

80. Are any considerable number of private institutions under
severe financial strain! What is the death rate of private institu-
tions? Is the problem caused by competing low-tuition public insti-
tutions? Is there similar pressure on Junior colleges? On graduate
schools !

81. What is the economic effect of church sponsorship? On con-
tributions? On faculty recruitment? Are gpecial costs involved f

82. What is the actual burden on the taxpayers of public educational
nstitutions? Of private institutions via tax exemption of gifts?

83. What is likely to be the future trend of private gifts! How
18 this related to income levels? To tax levelsf What economie¢
considerations enter into gifts from individuals, corporations, and
philanthropic bodies to private institutions and to public institutions?

84. What is the record of alumni contributions! How do they
vary by age of donor and by type of institution? Do they bear any
relation to capacity to pay? To what_extent do alumnj contributions
represent the equivalent of a delayed payment f

85. How are educational endowments administered? What ecq;
nomic principles should be applied ! '

86. To what extent are State and local governments in a position
and willing to finance educationa] expansion at the junior-college or
the 4-year college level! At the graduate and professional-school
level? How would the situation be changed by various Federal pro-
grams of guaranty, credit, or grant f '

87. How much income is the result of using facilities for nonedu-
cational purposes (campus for synmer conferences, and so forth) !

88. What has been the experience—advantages and disadvantages—
of Federal programs relating to education! What has been the

L 4




ECONOMIC REBEARCH IN HIGHER EDUCATION 355

experience in land-grant colleges? In Government contructsi In
the Reserve Officers’ Training Corps?  What bases might be used for
allocating Federal aid to higher education? To what extent and on
what basis should public funds be available to private colleges?

89. On the basis of estimated future enrollments, what plant con-
struction will be required in the future? What costs am involved,
broken down into public and private, geographical location, and type
of facility? :

%0. With particular reference to capital requirements, what meth-
ods of financing, including tax sources, should be used for public
schools and public colleges?  What has been the financial experience
with dormitory and other financing up to the present! When and
for what purposes do [can, should] various types of institutions of
higher learning engage in borrowing 1

91. What forms of aid from foundations appear to have had the
greatest impact upon educational institutions? Can directed aid in
fact be prevented from spreading through the budget §

V1. Evaluation

2. Are thera criteria and measurements of the historical develop-
ment of education which might indicate its relation to American

society ! What seem to be the forces that controlled the development *

of education! Has education adapted itself speedily to changing”’
needs? Inturn, what was its impact

93. Is it possible to break down the “product” into such elements
as training for citizenship, general tools for living, and specialized
tools, and then measure the allocation of resources to each purpose?

94. What part have institutions of higher education played as pools
of skilled’ manpower and research resources in time of national
emergency { ' : )

95. What resources do educational institutions devote to the ad-
vancement of knowledge? What is [ought to be] their future role
in view of the expansion of industrial and governmental research
and development programs{

#6. What is the cost, or the benefit, involved in keeping young
people off the labor market? -

97. What part can education [educational institutions, educational
resources] play in the development of lees developed countriest How
can this activity best be organized? What are the chief cosfs in-
volved! How much priority should it be given as compared with
other demands?

98. What is the level of edycational input and output by Stdtes
(with particular reference to possible criteria for Federal contribu-

°
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tions) ¥ Can specific benefits and results be attributed to publicly
supported institutions? What is the relation, if any, between the
level of education in the State and the level of productivity and of
incomes? Of outmigration or inmigration § ;

99. What 15 the relationship between the degree of education and
the level of personal incomef (This not only involves the estima-
tion of present worth of various levels and types of education, but
also the development of a method of imputation to education when
corrected for different initial endowments and economic and soclal
advantages.) '

100. What is the relationship between education and other meas-
ures of personal achievementi (Here also “value added” coneepts
must be developed along with methods of measurement. )

101. What 1s the present amount and productivity of resources
now being spent in studying problems of education { And how can
& greater number of competent scholars be induced to apply their
skills and techniques to answering some of the above questions—and
raising others?{

Perhaps the last question should be the first.

[




CHAPTER 21

Research in the Economics of Higher
Education: Progress and Problems
Alice M. Rivlin®

MMHE ECONOMICS OF EDUCATION is a new field of study.

Until very recently most economists viewed the problems of oduca-
tional enterprises as outside their sphere of interest and competence,
and educational decision makers showed little disposition to call on
economists for help.

This situation is changing. Within the last few years the economics
of education has become a respectable, even a fashionable field in which
to write a doctoral dissertation or direct a research project. A presi-
dent of the American Economic Association has even devoted a presi-
dential address to the subject. FEconomists have begun to investigate
the return on investment in education, the demand for and supply of
persons with specific types of training, the economic advantages and
disadvantages of alternative means of financing education, the com-
parative costs of different ways of organizing an educational system
and so forth. Those who make decisions affecting education have
also begun to realize that this type of research may be useful to them
and to call for more of it.

Several conferences have been held on the economics of education,
both here and in Europe, and some of the papers delivered at these
meetings have been published. A few articles on the economics of
education have appeared in professional economic journals. Much
work, however, is still in progress, and the results have been distrib-
uted in processed form, if at all, or published in journals not easily
accessible. It is the purpose of this article to review as much as
possible af the recent research in this field, mentioning some studies
In progress, as well as some which have been completed, to assess
roughly what has been accomplished so far, and to suggest some of the
problems on which future efforts should be concentrated.

As in the rest of this publication, the focus will be on higher educa-

tion—that is, education beyond the high-school level —although refer-

*Research assoclate, Broskinge Institution.
1 Theodore W. Schults. Iavestment In Humen Capital. American Economio Review,
861:1-17, March 1961.
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ences to other levels of education are necessarily included, since higher
education cannot meaningfully be viewed in isolation from the rest,of
the educational system.

What Good Are Economists?

The reluctance of educators and educational decision makers to
turn to economists for advice and counse] has by no means entiraly
disappeared. Some research in the economics of education—especially
attempts to compute rates of return on investment in education, or
consideration of the costs of alternative teaching methods—has met
with protests from educators. The protests have been directed not so
much against the methods and conclusions of the economists, but
against the whole idea of doing this kind of research. Education, say
some educators, is far too precious to be compared in crass money terms
with the ordinary commodities and services that are bought and sold
in the marketplace. The instruction of our children is, or should be,
80 important to us that we are willing to devote to it whatever re-
sources are “required,” regardless of cost. Not al] educators take such
extreme positions, but even those who do not are of ten fearful that if
economists are turned loose on educational problems they will recom-
mend cheaper methods of doing things even though these methods
produce inferior results. These educators have visions of economists
pointing out that it would be cheaper to teach students in classes of
400 than in classes of 15, or that money can be saved by substituting
television tapes for live teachers—without bothering to investigate how
much the students really learn in these different situations. Or they
imagine economists estimating that the rate of return to an individua]
on investment in a college education is lower than on other invest-
ments (a conclusion not supported by any evidence so far) and
advising that fewer students be sent to college—without considering
the cultural and spiritual values of education to the individual or the
benefits of his education to others besides himself.

The answer is that if economists behave in this irresponsible fash-
ion—and almost none of them have—they are not being good econo-
mists. The educators’ fears are based largely on misconceptions about
what economics is, and hence it may be useful to spend a few para-
graphs considering just what it is that economists may be expected to
contribute to the solution of educational problems if they do their job
well, ,

It is not the job of the economist to tell people qr nations what they
ought to want. Rather it is his job to assist them in making choices
which will bring them as close to what they want as possible. It is his
job to point out— what should be obvious, but often is not-—that their
resources are never adequate to do all the things they want to do and

Qo
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that they must make choices among alternative uses of these resources.
Raw materials and labor and machinery and time devoted to one use
must be taken away from others. At a given moment. morg of one
thing generally means less of another. More in the present generally

means less in the future. The basic function of the economist is to
' ey face and

show those who make these decisions what al

t the consequences of various choices seem likely to be. e

point out which combinations of objectives are not feasible

sense that they cannot b simultaneously with the resources

available), which methods of using resources are ineficient (in the

t), and

sense that the same objectives can be attained at a smaller cc
what are the consequences of applying vartous explicitly specitied
criteria of choice to the alternatives that remain.

If a nation’s representatives are deciding whether to spend a certain
amount of tax money either on schools or on superhighways, the
proper role of the economist is not to express his own subjective
preference, but to marshal what evidence he can about the probable
consequences of each choice~-to-point out what the immediate and the
eventual benefits of each seem likely to be and to whom they will go,
and to show what the impact on the economy as a whole might be in
the near and the distant future. It is not obvious that the Nation's
representatives should choose the alternative that maximizes expected
national income, although this would be one criterion of choice which
an economist might suggest, but it is clear that the impact on national
income, among other things, is relevant to an intelligent choice.

Some educators have the idea that an economist cannot be of any
help with a problem unless all the elements of the problem are easily
translatable into money terms. This is not really true. A problem of
cholee is usually easier to handle if all the costs and benefits of the
various alternatives can be made commensurable by expressing them
in some common unit such as money, but this is not always necessary
or even useful. If an economist were addressing himself to the prob-
lem of how best to utilize the existing resources of an educational in-
stitution, he might not want to introduce the subject of money at all.
He miight just concern himself with the educational output that could
be produced by making use of professors’ and students’ time and of
buildings in different ways—the output being expressed in test scores
or in measures of student satisfaction. The main usefulness of an
economist in this kind of situation is that, being in the habit of thinking
about alternatives and measurable costs and benefits, he may ask the
right questions and get other people started thinking in these terms,
! too.
| The difficulties are much greater when the costs and the benefits
 cannot be measured. Nobody thinks we can measure—in money or

ERIC
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in any other units—the cultural and spiritual benefits of education to
8 person or to & nation. These benefits are certainly very great and
they should not be 1gnored just because they cannot be measured.
On the other hand, their existence should not preclude all objective
thinking about costs and benefits in education. Many of the benefits
of education are measurable, at least approximately, in achievement
tests, expressed satisfaction, job performance, and income. Almost
all of the resources used in education are measurable—in rhysical
uruts and their monetary equivalents. Since these resources ‘dre far
from unlimited, it certainly makes sense to think about their eficient
use 1 achieving the measurable benefits of education—as long as the
measurements are not taken too seriously and the immeasurable bene.
fits are not forgetten.

Somewhat arhitrarily, I have divided studies in the eCONOMIics
of higher education into three groups. The first group consists of
studies of the Nation's total investment in education and the return
on that investment. The second, discussed somewhat more briefly,
consists of studies of the supply of, and the demand for, educated
persons—studies of college enrollment and manpower. The third
includes research on the financing of education.

L. Total Investment in Education and the Return on the
Investment

Generations of economists, going back at least as far as Adam Smith,
have paid lipservice to the importance of education, not only for
its own sake but as a contribution to economic growth. There are
& great many motives for getting an education, but clearly, when
people take resources away from present consumption to devote them
to training and education that enable them to earn more income in
the future, they are, whether they plan to or not, making an invest-
ment in themselves-—one that has many similarities to an investment
in & factory or a machine.

Until quite recently paying lip service was about all that economists
did with regard to investment in human beings. In order to sim-
plify the world with which they had to deal, economic theorists
generally assumed it to be peopled with homogeneous laborers working
with a fixed technology. Output in such a simplified world could,
of course, grow only as the number of workers grew or as the amount
of capital or natural resources per worker increased. With this simple
picture in mind, economists concentrated much of their effort on
studying the process of physical capital accumulation, neglecting
changes in the skills and knowledge of the human agents that work
with this capital.
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Regrettably —at least for the economists -increases in the amount
of physical capital per worker proved only a partial explanation of
the fantastic increase in production that actually occurred in the real,
unsimple world in which we live,

Some recent hard work on historical statistics for the United States
has made this particularly obvious. Among the most quoted statistics
i those brought together by Fabricant, who indicates that the total
physical output of our private domestic economy grew 3.5 percent.
year between 1889 and 1957.* Part of this growth, he found, was
witributable to an increase in the size of the labor force, but by no
means all of ity for output per man-hour increased by about 2.0 per-
cent per year in this period. Some of this increased productivity per
man-hour in turn, he concluded, can be attributed to increased capital,
but not very much of it, for output per (weighted) unit of capital
and labor combined grow at a rate of 1.7 percent per annum.

Others have come to similar conclusions. Solow, for example, ap-
proaching the problem somewhat differently, estimated that only
about 10 percent of the increase in output per man-hour in the period
he was observing (1909-49) could be attributed to increases in the
amount of capital.? "

The failure of physical capital accumulation and increases in the
number of workers to explain economic growth has forced aconomists
to look for other possible explanations, long mentioned, but hitherto
largely neglected. They have turned principally in two directions.
First, they have begun to study the mechanism of technological
change—how improvements in the methods of production come about.
The economics of research, invention, and innovation are now the
subjects of a rapidly burgeoning literature. Secondly, they have
begun to study changes in the quality of the labor force and the process
of investment in human beings, especially investment in health and
education.

The first step toward determining how important investment in
education is to economic growth is to find some way of measuring
the amount of such investment. Defining and measuring educational
investment is every bit as difficult as defining and measuring physical
investment, maybe more so, and a great deal of recent effort has gone

*8olémon Fabricant. Baedo Facts om Produwctivity Change. National Bureau of Eco
nomic Rededreh, Occasional Paper No. 68. New York, The Bureau, 1959.

* Robert M. Bolow. Technical Change and the Aggregate Production Fubction. Review
of Fconomics and Btatistios, 39 : 812-828, August 1957.

For a computational correction, see Warren P. Hogan, Technical Progress and Produe
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into simply finding ways of measuring investment in education in the
United States and other countries at different pointgin time. Various
possible approaches to the problem and some of the difficulties are
elucidated by Bowman and by Eckaus.*

One difficulty is that while factories and machines are seldom wanted
for their own sake, apart from the goods they can produce, much
education is considered desirable in itself, as a contribution to the
good life rather than as a means to future income. Education is
partly investment and partly consumption, and it is very difficult to

~separate the two. It is so difficult that many economists have decided
to ignore the problem and treat all education as though it were
Investment. '

The simplest way of measuring this investment in education in a
given year is to add up the number of years of schoeling acquired -
by the population in the period. This, however, is nearly as unsatis-
factory as measuring physical capital investment in numbers of ma-
chines. It makes about as much sense to equate a year in second
grade with a year of advanced chemical engineering as it does to
equate a small lathe with a turbine generator. The school years,
like the machines, have to be weighted in some way if comparisons
between different times and places are to have any meaning at all.

One way to weight them is in terms of their costs—a proocedure
often used in measuring physical capital.  The costs used may be
either costs of production or costs of reproduction; that is, a unit
of schooling acquired in a past year can be valued either in terms of
the resources actually devoted to its production in that year or in
terms of the resources that would have to be devoted to replacing it
with an equivalent unit in the present. -

Another distinct possibility is to focus on the yield of the education,
valuing a unit of schooling either in terms of its expected contribu-
tion to productive activity at the time it was acquired (its capitalized
expected earnings) or in terms of the expected contribution of an
equivalent unit in the present.

Schultz has taken the cost of production approach in making esti-
mates of gross investment in education in the United States in the
period 1900-56.* He limits his attention to formal schooling at the
elementary, secondary, and college or university level. His estimates
include both the direct cost of education (outlays for teachers’ sal-
aries, books, equipment, maintenance of buildings, etc.) and the indi-
rect cost, of the earnings forgone by students who would have been

- working if they had not been studying. The main outlines of the pic-
ture emerging are that since 1900, gross investment in education has

¢ Mary Jean Bowman, and R. 8. Eckaus, chs. 6 and 8 of this publication.
® Theodore W. Schults. Capital Formation by Education. Jowrnal of Political Eoonomy,
48: 571-888, December 1960,
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been far from an insignificant part of total investment in the United
States and that it has been growing rapidly relative to gross physical
investment, rising from 9 percent to 34 percent of gross physical
investment between 1900 and 1956 Also income forgone by studants
has been an Increasingly important part of total educational invest-
ment, partly because enrollment has grown faster at the high school
und college levels than in elementary scheols.

Some refinements of this general approach are suggested by Bhtz.”
In particular, he has attempted to include in the cost of education
the value of the free services rendered to tax-exempt educational insti-
tutions by State and local governments—such services being assumed to
be roughly equal to the estimated value of the property and sales taxes
which these institutions would have paid if not exempt. Blitz also
believes that Schultz’ estimates of income forgone by college students
are too low, since they are based on the averige earnings of college-age
workers actually in the labor force. College students, with their gen-
erally superior ability could presumably earn more than this on the
average if they decided to quit school in search of permanent full-time
jobs. Blitz offers some alternative estimates. Schultz, incidentally,
has pointed dut that his own estimates of earnings forgone may also
have an upward bias since he did not subtract the earnings of students
while they arain college (income not forgone).®

There has been some confusion over the question of whether food
and maintenance of students should be included in the resources de-
voted to education. Clark and Sobkov estimated the total cost of
education .in the United States in 1956-57, including on-the-job and
adult education, as $59 billion, or 17 percent of the national income®
Over 40 percent of this startling total consisted of an estimate ($600
each) of the minimum cost of feeding, clothing, and sheltering the
more than 40 million students enrolled in the regular school system
from kindergarten to college. That cost, however., is not properly a
cost of education. It is simply a cost of having these young people in
the population. They would have to be fed whether they were in school
ornot. On the other hand, the contribution to national income which
these young people would have made if they had been working instead
of studying is & proper cost of education. It is & real cost, not only
to the students but to the economy, which is deprived of a certain
amount of production (roughjy measured by the students’ forgone
earnings) if part of the potential labor force is in school.

¢Ibld., p. 588. .
! Rudolph C. Blits, ch. 10 of this publication.
¢*For some other discussions of Bchults’ estimates, see R. 8. Eckaus, ¢h. 8 and app
B of this publication.
* Harold F. Clark end Ruth B 8obkov. How Much Can the People of the United States
Afford To Spend on Education? New York Teachers College, Columbia University,
” processed, table C, undated (about 1988).
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It is a real cost to the economy which should be considered in
deciding whether it would be economically advantageous to increase l
the number of young people going to school. The only question is
how this forgone income should be measured. As we have seen,
Schultz and Blitz take as their measure the income that an average
person with the characteristics of a student can presently earn if
he is not in school (although they differ in their estimates of this
income), multiplied by the number of students. This approach will-
yield a valid enough approximation if there is little unemployment
‘and if one is concerned with measuring the amount of mi ‘onal
investment involved in small or gradual changes in the number of
students. Lt is not valid if there is substantial unemployment or
if one i3 concernad only with large or rapid changes. If half our
present collcgn population suddenly left college, for example, na-
tional income would not increase by anything like as much as the
Schultz or Blitz estimates of income forgone by these students. Many
of them would be unemployed and would be absorbed by the economy
only slowly and at lower rates of pay than now commanded by
persons in the same age group. o

To go back to Clark and Sobkov, another reason why their esti-
mate of the total cost of education is so high is that they include
not only the costs of formal education in schools and colleges, but
the costs of other types of education—business and industry courses
for employees, study in organized groups (extension, adult educa-
tion, labor union and club courses, etc.), and “systematic self-edu-
cation” (correspondence courses and the like). Clark and Sobkov
stress the unreliability of their statistics concerning these other kinds
of education, but their study at least directs attention to the fact
that much educational activity goes on outside the regular scliool
and oollege system and to our need to know more about these activities.

One should not leave this subject without mentioning that parallel
efforts to measure the resources devoted to education are going on
in other countries besides the United States. In estimating educa-
tional investment in the United Kingdom for 1933, Wiles attempted
to include the costs of industrial apprenticeships and of adult edu-
cation.!* Hid study was followed by a thorough attempt by Vaizey
to piece together estimates of total expenditures on education in the
United Kindgom in the years }80-5511  Vaizey has also attempted
some tentative international comparisons in a document prepared
for the Organization for European Economic Cooperation.'*

¥P. J. D. Wiles. The Nation's Intellectual Investment. Bulletin of the Owford Uni-
versity Institute of Btatistics, 18 : 27990, August 1958.

3 1 John Vaisey. The Oosts of Néuostion. LonGon, Gedrge Allen & Unwin, 1088,

1 John Vaisey. S8ome Notes on the Relation Between Beosomic Growth, Bocial Change,
and Investment in Bducation. Paris, Organisation for European Cooperation, 1089,
processed. B8ee also P. Bading. IWM?’M&C«W‘«AW
gaden Iur Bchulen und Hochschulen, Kiel, processed, 1938,
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So far:we have been talking about attempts to measure the gToss
mvestment in education or the value of new education acquired 1n
n given year. There have also been attempts to measure net invest-
ment, or additions to the stock of education, minus depletions of
that stock in a given year, and to measure the stock itself. There
are some difficult problems here, just as there are in measuring the
stock (or net additions to the stock) of physical capital. Among
other things it is necessary to distinguish between the stock of edu-
«ation embodied in the labor force, which might ba called the active
Jock . and the stock of education embodied in the whole population
or the population of working age, some of which is not actively
1N usa.

Schultz makes & start by simply aggregating the number of yoars
of education embodied in the labor force at different points 1n time,
adjusting for changes in the length of the achool year.”® (He makes
g similar computation for the population over 14.) He evaluates
different stocks in terms of the cost of reproducing them in 1956
prices. The differences between these estimates for sucoassive years
would yield estimates of net investment in education in the follow-
ing sense: the cost of education of new entrants to the labor foroe,
minus the cost of the education of those dying or leaving tlie labor
forcet  This 18 the sense in which Wiles computes net investment
in education in tho United Kindgom.’*

Schultz and Wiles do not allow for depreciation of human capital.
They treat a man's education as having a constant value over his
Lifetime, & value which drops suddenlyto zero when he dics or
leaves the labor foree. Physical capital, however, is generally treated
as though it were used up, not all at onoce, but gradually over its
lifetime, its value falling to zero over a period of time. Human
capital ought to be treated in the same way if meaningful comparisons
are to be made, either over time or with physical capital. Clearly
the same number of completed school years is more valusable if
embodied in a relatively young labor force than if embodied in &
relatively old labor force, since the young labor force will be produc-
ing for & longer time in the future—a point that Schultz recognizes,
but does not adjust for. Moreover, educational capital, like physical
capital, not only depreciates, it obsolesces. Some would question
whether the quality of éducation has risen over time, but few would
deny that recently aoquired knowledge is most applicable to current
problems and procedures.

* Theodore W. Schults. Bducation and Beonomie Growth, in National Rodety for the
Rtudy of Education, Sixtieth Yearbook, Nelmon B. Heury, ed., part 2, Social Porces In-
Suencing Americen Bducstion, 1941, Chicego, University of Chicago Press, 1961.

' Wiles, op. eit. _
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Hansen computes the value of the stock of education in the United
States at the college level in 1949—applying Schultz’ cost of produc- l
tion estimates to the college education held by each age group and
then allowing for straight-line depreciation (but not for obsoles.
cence).'®

One way of avoiding the depreciation problem (and acquiring
some others) is to abandon the cost-of-production approach alto-
gether ‘and to estimate the value of the stock of educational capital
on the basis of its expected future yields, discounted at soms appro-
priate interest rate. The value of a given amount of education em-
bodied in a young man in this type of computation is high because it
1s expected to yield an income over a long period, while the value of
the same education embodied in an older man is less, since much of
the income yield is a thing of the past. There are at least three diffi-
culties, however: (1) The only measure we have of the yield of edu-
cation is the average difference in income between persons with
different amounts of schooling. This may not be a very good measure,
because amount of education is closely related to ability and to other
things that affect incomes. (2) One cannot predict future incomes
according to education with much confidence and must generally relf
on cross-sectional distributions of income by age and education at a

~ given moment. (3) The results depend heavily on the discount rate
chosen.

Renshaw has made some rough calculations of the present value of
the educational capital embodied in the labor force by this method
and finds that they do not differ drastically from Schultz’ cost-of-
production estimates.®

Along the same lines a recent paper by Weisbrod suggests some
Interesting comparisons between regions on the basis of the value of
their human capital’’ He makes the point that for some purposes
the value of human capital in different regions as measured by ex-
pected future income is a better gage of economic well-being than is
current income. A region with a hifh proportion of young people
may have a comparatively low per capita income, especially if a large
proportion of the young are enrolled in school and college, but it
may have much better income prospects than a region with an older
population, a higher proportion of which is in the labor force.
Weisbrod computes expected income:per capita for four cities on
the assumption that income, survival rates, and labor-force partici-
pation rates by age remain constant. He does not explicitly intro-

3W. Lee Hansen. Rates of Return on Human Versus Non-human Investment. Eco-
nomics Department, University of Califdrnia at Los Angeles, draft papers October 1960.

1 Edward F. Renshaw. Hstimating the Returns to Bducation. Review of Eoconomics
and Statistics, 42 : 318-824, pt. 1, August 1960.

¥ Burton A. Weisbrod. An Expected-kncome Measure of Bconomic Welfare. 8t. Louls,
Washington University, Economics Department, processed, March 1961.
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duce education into his computations, although this would be a logical
improvement and might yield some interesting suggestions about the
incentives for interregional migration by people at different age and
education levels.

Although the “expected income” approach has not been employed
very much in estimating the total value of educational stock in being,
it_has frequently been used in computing the value of a specific
amount of education to an individual planning to undertake it. Sev-
eral years ago Glick and Miller wrote an article in which they esti-

. mated the lifetime incomes of persons with varying amounts of edu-
cation, based on average (mean) income by age and education in
1949.'* They were not the first to look into this question. Walsh,
for example, had written an article in 1985 in which he estimated
lifetime incomes by education, including specific types of professional
education, from an assortment of cross-sectional age-income studies.’®
The Glick and Miller study, however, received a great deal of atten-
tion and set off a chain reaction of other related work. The most
quoted figure from the Glick and Miller article was their estimate
that the lifetime income of the average male college graduate was
about $100,000 more than that of the average male who never went
beyond high school. Despite the explicit objections of Glick and
Miller to this interpretation, $100,000 was widely referred to as “the
value of a college education.”

Some of the arguments against this interpretation were stressed
by others. Houthakker, for example, pointed out that estimates of
the Glick and Miller type were based on income before taxes and
that no attempt had been made to discount future incomes back to the
time at which the decision to acquire the education wag made.*® A
dollar now is clearly more valuable than a dollar 10 years from now,
and the rate at which the future income is discounted is important.
The income of college graduates is more heavily concentrated in the
later years of life than is_the income of high-school graduates, so
that the college graduate’s advantage dwindles as the rate at which
the future is discounted goes up. This is very clearly shown in
Houthakker’s illustrative computations.

Bridgman focused on another difficulty : the fact that college grad-
uates have higher average ability than high-school graduates.® This,

“Paul C. Glick and Herman P. Miller. Educational Level and Potential Income.
Amerioan ' Soolologioal Review, 21: 807-812, June 1938. See also Herman P. Miller,
ch. 9 of this publication.

®J. Raymond Walsh. Capital Concept Applied to Man. Quoarterly Journal of Boo-
nomios, 49 : 255-286, February 19385, . '

®H. 8. Houthakker. Education and Income. Review of Boomomice and BStatistios,
41: 24-28, February 1959.

2 D. 8. Bridgman. Problems in Estimating the Monetary Value of a College Bdueation.
Review of Economice and Statistics, 42 : 180--184, August 1960, pt. 2.
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coupled with fragmentary evidence that persons with more ability
have larger incomes even when they do not have more education,
would indicate that part of the “value of a college education” is just
the value of being more intelligent. Bridgman also emphasized the
very wide dispersion in the incomes of both high-school and college
graduates. )

Whatever the interpretation of the differentials between college and
high-school graduates’ lifetime incomes, it would be interesting to
know whether they have been widening or narrowing over time. The
number. of college graduates has been increasing so fast that one
might expect their relative advantage over high-school graduates to
have declined. According to a recent article by Miller, however, there
18 no evidence of such a decline since 1939 ** In fact, after adjustment
for price changes, the ratio of average lifetime income of college grad-
uates to that of high-school graduates (as shown by cross-sectional
data for 1939, 1946, 1949, 1956, and 1958) has been very nearly constant
between 1.5 and 1.7.2

Renshaw * suggests that there may have been a substantial fall in
the lifetime-income advantage of college graduates between 1926 and
1939, but the reliability of the data for 1926 is open to question.

The main reason for wanting to know the “value” of a higher
education is to compare this value with the cost in order to see whether
higher education is a profitable financial investment. Another way of
looking at the same problem is to compute the rate of return obtained
on the cost of a higher education and compare this with rates obtained
on alternative investments.

The profitability of higher education can e looked at from the
point of view of the individual or from the point of view of society
a8 & whole. The individual, presumably, is interested in the relation
between the expected increase in his own income if he invests in higher
education and the cost of that education to himself. This, among other
considerations, is relevant to his choice of career.

Walsh, and Friedman and Kuznets, looked into the profitability of
various types of higher education from the point of view of the in-
dividual—the average individual, that is. Walsh found the average
value of a college education, as well as of legal and business school
training, to be considerably greater than the cost to the average recipi-
ent (discounting at 4 percent).” Friedman and Kuznets, though
critical of some of Walsh’s procedures, supported his general con-

# Herman P. Miller. Annual and Life-time Income in Relation to Bducation, 1989
1939. American Roonomic Review, 60 : 962-985, December 1960,

= Ibid., p. 984

% Renshaw, op. cit. (Note that Renshaw's estimates are of median, rather than mean,
lifetime incomes.)

% Walsh, op. eit.
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clusions.* They were principally interested in explaining the ex-
isting income differentials between professional and other workers
and among the various professions. They came to the conclusion
that training costs alone explained only part of these differentials.
For example, they estimated that in order to earn a reasonable return
(4 percent) on the average direct and indirect cost of the additional
training required to enter medicine, the average physician would have
to have an annwal income 17 percent higher than the average dentist.”
In fact, the average income of physicians seemed to be about 32 percent
higher than that of dentists in the period they were examining, indicat-
ing that the average physician was receiving a good deal more than
a 4-percent return on the costs of his training.

More recent and more complete evidence on rates of return in the
professions and their implications for career choice is being examined
by Hansen.** .

A thorough review of the evidence on rates of return on investment
in higher education has beenundertaken by Becker at the National
Bureau of Economic Research.® Becker is not much concerned with
the rate of return to individuals on the costs to them, although he does
compute such rates. After adjustments for differences in color, abil-
ity, unemployment, and certain other factors—adjustments not made
by Walsh or by Friedman and Kuznets—Becker estimates that the
mean lifetime income advantage (after taxes) of college graduates
over high-school graduates, as computed from age-income data for
1940, represented about a 12.5-percent return on the average private
costs of college attendance. This estimate is for urban white males
only, the returns for other population groups being apparently some-
what lower. By 1950, the private rate of return seems to have dropped
to about 10 percent largely because of increases in the income tax.

These returns seem high enough to encourage a considerable increase
in college going, but as Becker points out they are not really relevant
to the question he wants to answer : Could national income be increased
by changing our level of investment in higher education? To answer
this question one needs to know what rate of return society as a whole
13 getting on the resources devoted to higher education and how this
compares with rates of return obtained on resources devoted to other
types of investment. The social return on education will differ from
the private return for two reasons: (1) because not all the costs of
higher education are borne by the individual, and (2) because not all

™ Miiton Friedman and 8imon Kusnets. Income From Independent Professional Preo-
t¥ce. New York, National Bureau of Beonomie Research, 1945, chs. 3 and 4.

7 Ibid., p. 128.

®W. Lee Hansen. “Shortages” and Investment In Professional Training. Hconomies
Department, University of California at Los Angeles, draft paper, 1961.

® Preliminary results are réported in his article, Underinvestment in College Education?
Amerioan Hconomio Review, uo 846-854, May 1900.




370 ECONOMICS OF HIGHER EDUCATION

the income produced by the education accrues to the individual who
obtains it. .

The first point is easier to cope with than the second, since reason-
ably good estimates can be made of the total resources going into
higher education. On the second point, one component of the social
return on educational investment is the income tax paid by an indi-
vidual on additional inceme attributable to his education. Other com.
ponents, such as the spillover effects on the incomes of other people,
are not so easy to measure, and Becker does not attempt to measure
them. He simply computes the rate of return that equates the average
total cost of college education per student with the value of the average
difference in lifetime incomes of high-school and college graduates be-
fore taxes (after adjustments for ability and other diﬂ:emnces).
Becker estimates that for urban white males, this rate was about 9
percent both in 1940 and in 1950, and that for other population
groups it was probably lower. The 9 percent does not seem very high
when compared with Becker’s estimate of an average rate of return
on business capital of about 8 percent. Becker concludes that, if his
computations are substantially correct, persons who argue that increas-
ing investment in higher education relative to other investment will
enhance economic growth will have to show that this increased educa-
tional investment is likely to contribute to raising national income
through effects on the incomes of others than those educated.

Even though Becker’s full study has not yet been published, it has
slready aroused considerable discussion. The discussion centers on
the implications for economic growth of his comparisons between rates
of return on educational investment and rates of return on business
investment. Becker has been criticized—perhaps somewhat unfairly,
since he explicitly limits himself to consideration of direct returns—
for meglecting the indirect economic benefits of educational invest-
ment. If investment in the education of individuals raises, not just
their income, but the whole income distribution—through its effects on
research and development or through other indirect means—then the
total rate of return on education will be higher than the private return
measured by Becker. Attention has also been called to Becker’s omis-
sion of the fact that education is desired as a public and private con-
- sumption good for its own sake, not just as an investment in future
income. If a part of the resources devoted to education is intended as
oonsumption, then the rate of return on that part which is intended
a8 investment is higher than the rate of return on the total.®

In this connection, Denison has pointed out that whether the persons
spending for education think of themselves as consuming or investing

® Both of these points are made in Heary H. Villard’s discussien of Becker's paper
in the American Boonomio Review, 50 300878, May 1960.
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is not as important as whether these resources would have been used
for consumption or investment if they had not been spent on education.
Families that reduce their consumption in order to pay for education
might not do so to make other types of investment even at a higher
return; and the taxes that support public spending for education re-
duce consumption as well as investment. Hence, additional investment
in education may make a positive net contribution to economic growth
even if the rate of return on this education is considerably lower than
that on business investment. Y

On somewhat more technical grounds, Becker’s juxtaposition of
different types of rates of return has been questioned. Hansen points
out that Becker averages the return on the stock of business capital
(current income expressed as a percentage of the value of existing
business capital) and compares it with an internal rate of return on
education (the rate that equates the present value of expected income
from education with its cost). According to Hansen’s computations,
the average rate of return on the stock of educational capital is con-
siderably higher than the comparable rate of return on capital in
manufacturing.®*

It should be noted that even if one could compute comparable rates
of return in education and in business for the recent past, one would
have to be cautious in their interpretation, not only for the reasons
already stated, but also because the education “industry” is not com-
posed of profit-maximizing firms. When one compares rates of return
In two segments of the business sector to see ‘Which one seems to be
more profitable, one is assuming that the firms in the industry are
already exploiting the most profitable opportnnities since they are
forced to do so by the necessity of competing with each other in the
marketplace. This assumption is dubious, even in manufacturing, and
it is much more so in education. Heavily subsidized educational insti-
tutions are not forced to compete with each other to increase the
economic benefits pgssed on to the student. They may be missing
opportunties on which the rates of return are high.

Taking quite a different approach, Denison has attempted to meas-
ure the role of education in economic growth in the United Stites
from 1920-57 and its possible role in future growth.*® In a series of
computations too complicated to describe here, he uses adjusted income
differentials between education groups in 1949 to convert changes in
the amount of formal education embodied in the labor force into
changes in the size of the labor force that are estimated to have the
same impact on output. He assumes that a given percentage change

L 3

“ Bdward F. Deaison. TAe¢ Sowroes of Boonoméc Growth in the Usnited Htates and the
Alternatives Before Us, draft of a book, March 1961, p. 126-128.
® Hansem, 0p. cit. Bee footnote 185, ‘
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in the size of the labor force and in the walue of capital produces a
constant percentage change in output throughout the period—what the
economists call constant returns to scale. On these assumptions he
attributes over a fifth of the 2.9-percent average annual growth rate in
the period 1929-57 to increases in the quality of the labor force as-
sociated with more formal education. He also indicates that prospects
for further contributions from education to raising the growth rate
in the future, while by no means negligible, are less spectacular than
in the past, on account of the high level of education already achieved.

Before leaving the subject of human capital, we should mention
other studies that have looked at somewhat the same information from
the opposite point of view—namely, studies that attempt to explain
features of the income distribution on the basis of differences in educa-
tion (generally assuming constant returns to educational investment).
In a theoretical article, Mincer has shown that, on some quite plausible
assumptions, the fact that different occupations require different
amounts of training can be used to explain the well-known but mys-
teriously unsymmetrical shape of the distribution of personal income.*

Others have looked at education as an explanation of income differ-
ences between particular groups. Zeman, for example, found that
differences in education went a long way toward “explaining” (in the
statistical sense) the differences in income between white and non-
whites in the United States® Friedman and Kuznets' efforts to
explain differences in income between different{pdofessions on the basis
of education have already been mentioned. A recent article by Keat
focuses on the narrowing of wage differentials between skilled and
unskilled workers which has occurred in this century and the possible
role of education in explaining this phenomenon.® Keat indicates that
the costs associated with apprenticeship to a skilled trade (mainly
income forgone) are lower than they used to be, presumably because
much of the training formerly given to apprentices is now acquired by
almost everyone in school. If rates of return on these apprenticeship
costs had been constant, one would have expected the differentials in
later-life income between skilled and unskilled workers to have nar-
rowed over time, which is exactly what has happened.

All this adds up to no more than a good start on a very difficult
set of problems. After years of neglecting the obvious, economists
have finally “discovered” investment in human beings. They have
begun to think of the resources devoted to education as, at least in
part, a type of investment, to be considered alongside other types of

% Jacob Mincer. Juvestment in Human Capital and Personal Income Distribution.
Josrnal of Political Economy, 66 : 281-302, August 1988.

% Morton Zeman. Quantitative Analyeis of WAite-Nonwhite Inocome Differentisls in the
United Btates. Doctoral dissertation, University of Chicago, 1958, ch. 4.

* Paul G. Keat. Long-Run Changes In Occupational Wage Structure, 1000-1966.
Journal of Political Economy, 68 : 584600, December 1960.
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investment as & means of achieving economic growth. They have
begun to look for ®ays of measuring this investment in education at
cost and foriways’of estimating its yield. .

A great deal remains to be done. Much of it will be grubby,
unglamorous work—digging out statistics and making estimates of
gross and net investment in education and the value of the educational
stock in the United States and-other countries for a sufficient number -
of yvears to permit some real analysis. Very hard work will also
have to go into obtaining better measures of the economic benefits
of education both to the individual who gets it_and to society as a
whole. Estimating private returns is the ecasfer problem, but we

“must have much better information on earnings according to type
of education, ability, and other complicating factors before we can
have much confidence even in these estimates. Estimating social re-
turns 18 much harder and it will probably never be possible to do it
very satisfactorily. Nevertheless the social returns must not be for-
gotten and an effort must be made to identify them and to find at
least approximative ways of estimating their magnitude. This is
absolutely necessary if economists want to give any uidance to policy

makers on desirable levels of national investment in education.

I1. Supply and Demand Problems: Students and Trained
Manpower

The first question which those who make decisions aboit education
generally want answered is: How many students do we have to plan
for! What will enrollment be 5 or 10 years from now? Perhaps
because college enrollment has grown rapidly and fairly steadily for
a good many years, educators have come to think of it as having an
inexorable trend of its own with which they have to cope, rather than
as something under their control. They have clamored for enroll-
ment projections on which to base their future plans, and the Office
of Education and others have attempted to produce such projections.
The usual method has been to estimate enrollment ratios (college
enrollment as a percentage of the population in the college age group,
sometimes broken down by sex) for the recent past, to fit a trend to
these ratios and project it into the future, and then apply the pro-
Jected ratios to estimates of the college-age population in future
years.*!

- Such trend projections can be useful if they are not taken too seri-
ously, but several things about them should be remembered. One is

¥ For some refivements of this method, -ses Louis Conger, ch. 1 of this publication.
Barlier examples include: Fund for the Advancement of Edueation, Teachers for To-
morrow (Fund for the Advancement of Education Bulletin No. 2), November 1955 ; Bdu-
cational Policies Commission, Higher Bduocstion in @ Decade of Deoision, Washington, the
Commission, 1967, p. 81; Ronald B. Thompeon, “Projected College Enrollments, 1950-
1978” (by Btates], Oollege Biue Book, ninth edition, 1969, p. 919-934.
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that the tendency of yéung people to go to college is influenced by
their family income, their parents’ education, their estimates of job
opportunities, and so_forth, not just by the march of time. Project-
ing & time trend in enrollment is therefore a substitute for trying to .
estimate the effect of changes in these other variables. Furthermore,
enrollment projections cannot be very useful to dacision makers unti]
they are broken down into different types of enrollment (full time
and part tir‘n‘e, graduate and undergraduata, etc.). A beginning has
been made toward recognition of variables in projections of enroll.
ment, as illustrated by Conger's estimates in chapter 1 of this
publication.

Finally, and most important, enrollment itself depends on the
policies adopted by educational institutions, particularly as to the
level of tuition, the availability of scholarships and loans, the distri-
bution of college facilities, and the type of education offered. When
educators ask, “What is enrollment going to bei” they are really ask-
ing the wrong question. The right questions are, “What would
enrollment be if certain policies were adopted 1" and “What policies
should be chosen in order to obtain the size and quality of college
enrollment the Nation needsfi”

Much effort has gone into studies of college going among high
school graduates in recent years, directed at finding out how many
able students do not go on to college and why they do not.* 1In gen-
eral, these studies have shown that the probability of a student's
going to college is strongly related to his ability, his sex, and his par-
ents’ education or occupation. The nearness of a college also seems
to exert a positive influence. These studies have not yielded much
direct evidence on the influence of financial factors on college attend-
ance, since little information has been collected on the income and
assets of the students’ parents or on how the college costs of the
students that attend are financed.

A few surveys have been made of parents. One was directed at
finding out how many parents expect their children to go to college,
how much they think it will cost, and what plans they are making
to pay the costs.® Another focused on the costs incurred by students

® The most Important national study is reported in Charles C. Cole, Jr., Encoureging
Solentific Talent, New York College Entrance Examination Board, 1956, and Bducational
Testing Bervice, Background Pectors Relating to Oollege Plens end Ooliege Bwroliment
Among Pudléo High Bchool Btudents, Princeton, N.J., April 1987, processed. Tbere have
been at least a dosen Btate studies, including: Ralph F. Berdie, After High 8ohool—
Whet? Minneapolis, Minn., Usiversity of Minnesota Press, 1004 ; J. Keaneth Little,

® Bimo Roper end Assooiates. PWOWMB;“'(lumme
Foundation), processed, 1959. Ammnmmmm.a:ocmmm
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actually or recently in college, the incemes of their families, and the
ways in which the expenses were paid.«

These studies of college going, although numerous, have been of
limited usefulness because most of the samples have been too small
to support statistical analysis of several variables at once, and no one
study has collected information both from the students and from
their families* Hence we are still a long way from being able to
estimate the separate effects of ability, achievement, family resources,
nearness of a college, costs of different kinds of colleges, and so forth,
on the probability that a student will apply for college entrance, and
from being able to use these estimates to make projections of what
enrollment might amount to if certain policies were adopted. In other
words, we have not succeeded in making useful estimates of what
economists would call “the demand for college education.”

We have been talking about the market for college education—a
market in which potential students furnish the demand and colleges
and universities furnish the supply. When the students complete
their education most of them move on into & new market—the market
for labor services—in which they are among the suppliers. A good
deal has been written in recent years about “shortages” and “sur-
pluses” in this market, not all of it enlightening.

Harris published a book in 1949 in which he predicted that by the
end of the 1960's, there would be a substantial “surplus” of college
graduates.** By this he meant that large numbers of college graduates
would be seeking professional and executive jobs, would be unable to
find them, and would have to settle for lower status jobs in which they
would be underutilized and dissatisfied. Harris estimated that 70
percent of all employed college graduates in 1940 were in professional
occupations. He assumed that 70 percent of future graduates would
continue to seek professional employment. If they were forced into
other occupations by lack of professional openings, they would con-
stitute & “surplus.”

Harris was right in predicting that as the number of college grad-
uates increased, the proportion going into the professions would
decline—a trend already discernible at the time he wrote. But there
s no evidence that many of the college graduates now going into other
occupations are disappointed seekers of professional jobs. What Har-

% Johs B. Lansing, Thomas Lorimer and Chikashi Moriguchl. How People Pay for
College. University of Michigan, Burvey Research Center, September 1960. BSes¢ also,
Ervest V. Hollls. Costs of Attending College. U.8. Ofice of Education, Bulletin 1957,
No. 9. Washington, U.8. Government Printing Office, 1987.

@ Bome of these deficlencies may be remedied by a study in progress at the University
of Pittsburgh. This study, referred to as “Project Talent,” is based on a large national
sample of high-school students. :

® Seymour B. Harrls. The Marbet for Oollege Gradustes. Cambridge, Mass, Harvard
University Press, 1949.
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ris did not foresee was the growing acceptance of college as prepara-
tion for a wide variety of occupations outside the professions and
the accompanying shift in college curriculums toward' preparation
for these occupations—witness the growth of business education at the
college level.

Even if college-trained persons in jobs outside the professions are
not manifestly dissatisfied, one might question whether their educa.
tion is being fully utilized. This suggests the possibility of trying
to measure the amount of education required to operate the economy
at its present level and comparing that amount with the education
actually embodied in the labor force—a problem to which Eckaus
addresses himself ¢

Predictions of “surpluses” have been much less frequent in recent
years than predictions of “shortages”—particularly predictions of
shortages in particular profegsiofis such as teaching, medicine, and
engineering. “Shortage” is an ambiguous term and has been used
in several different senses, often without adequate definition.*

By 8 “shortage” of separticular type of manpower, an economist
usually means a situation in which the demand for this type of spe-
cialist at current wages has sudderlly increased so that some jobs are
going unfilled. Unless there are wage controls or other restrictions
imposed on the market, this situation will not persist for long. The
firms or clients to whom these specialists are most valuable will bid
them away from others and/or induce more of them to enter the labor
market by offering higher wages. Firms or clients to whom it would
not be profitable to pay the higher wages will have to reorganize their
activities 80 as to use less of these specialists’ services. To find & short-
age in the economist’s sense, one would look to see whether there were
large numbers of positions open at current salaries which could not
be filled, and then one would inquire what kinds of artificial restriction
or market stickiness were preventing the pay from rising and elimi-
nating the “shortage” by attracting a larger supply of specialists and
allocating them to activities in which they were most valuable.

The word “shortage,” however, frequently appears in the literature
In quite a different sense, meaning 8 situation in which there are fewer

: of a particular type of specialist than the person alleging that a short-
age exists thinks there ought to be. By “teacher shortage,” for
example, most people do not mean that there are many unfilled posi-
tions at current salaries, but that the positions are filled with persons
who are not as qualified as they should be or who are teaching a larger
nu:nber of students than is pedagogically desirable. Those who pre-

# Ricbard 8. Eckaus. Ch. 8 of this pubdlication.
“ For a discussion of various possible meanings and thely u-me,mu, eoe A A

Alebian. K. J. Arrow, end W. M. Capron. An Boonomio Analyeis of the' Market for Boien-
tists and Engineers. Banta Moniea, Calif., The Rand Corp., processed, June 1988.
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dict future shortages in particular professions usually mean that if
present rates of entry into the profession continue, there will not be
as many doctors per thousand population or as many college profes-
sors per thousand students as they believe thero should be*® This
waning of “shortage” should be carefully distinguished from the
usual economist’s meaning because the remedy forat is quite different.
This “shortage” will not disappear if the market mechanism is al-
lowed to operate freely. That mechanism may be operating very well
indeed. The “shortage” will only diminish if the demand for the
specialists increases enough to bring about an increase in their pay and
to call forth an increased supply. The “teacher shortage” will be
abated only 1f society decides to devote more resources to hiring
teachers, and whether or not it will do this depends on how it values
this use against other uses of the same resources.** _

The word “shortage™ has been used in a third sense, indicating any
situation in which the wages of a particular group are rising, so that
s given sum of money does not purchase as great a volume of their
services as 1t used to. This is a rather unfortunate use of the word,
but a few economists have adopted it. Blank and Stigler, for example,
defined & shortage as a situation in which the “number of workers
avallable [the supply] increases less rapidly than the number de-
manded at the salaries paid in the recent past™ [their italic], and
hence salaries are rising.’ Applying this standard, Blank and
Stigler found that there had been no “shortage” of engineers in the
period 1929-54. In fact, engineers’ salaries had declined relative to
those of all workers and to those of some other professions. However,
Hansen has reexamined this and more recent evidence and he indicates,
among other things, that a substantial Blank and Stigler type “short-
age” of engineers, especially those starting in their profession, did
develop between 1953 and 1958.¢

The reason the Blank and Stigler use of the term “shortage” seems
unfortunate is that “shortage” is definitely a pejorative word. If
one alleges that there is a “shortage” of something, one is implying that
there is some misallocation of resources, which should be corrected.
But a rise in wages is no evidence of that. Indeed, it is through

“ For examples of this type of manpower projection, see Dael Wolfle, America’s Re-
tources of Specialiced Talem! (Tbe Report of the Commission on Human Resources and
Advanced Training), New York. Harper & Bros, 1954; Fund for the Advancement of
Education, Teschers for Tomorrow (Fund for the Advancement of FEducation Bulletin
No. 2), 1938 and National Manpower Council, 4 Policy for Scientific and Professional
Manpower, New York, Columbia University Press. 1958, ch. 7-11.

® For a discussion of these points, see Procter Thompson. Manpower Allocation and the
Pricing Process. Jowrnal of Politicsl Boonomy, 68 : 441—448, October 1988,

“ David M. Blank end George J. Btigler. TAe¢ Demand ond Supply of Betlentifio Person-
nel. New York, National Bureau of Economic Research, 1957. p. 24.

“W. Lee Hansen. The “Shortage” of Engineers. Review of Boonomics and Btatietics
43:281-266, August 1961. '
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changes in wages and prices that a free market operates to insure
optimum resource allocation. .

Here agnin, economists have just made a start on some very difficylt
problems. They have begun, belatedly, to apply the useftl tools of
supply and demand to the market for college educations and the mar-
ket for college-educated people. But a great deal more work needs
to be'done before we can gain much understanding of how these two
markets work or of the interrelations bet ween them, and befors we
can use this understanding accurately to predict the effect of policy
changes on the numbers of persons seeking higher educations or the
Job opportunities that will confront them.

II1. Financing of Higher Education

American higher education is financed in an extremely complicated
fashion. Anyone who is not already impregsed by this should try
explaining it to a foreigner. Our system, if it can be described as a
“system,” consists of nearly 2,000 institutions of widely different types,
supported by various combinations of student fees, gifts and grants
from private sources, and subventions from at least three levels of
government. Ideally, economists would like to be able to provide
answers to two sets of questions—questions about how the present
gystem works and questions about the probable advantages and dis-
advantages of shifting to different methods in the future.

Even the first set of questions is hard to answer.. The main source
of information on where the money for higher education comes from
and how it is spent is the Office of Education’s Biennial Survey of
Education. This provides some facts about the amounts obtained by
higher educational institutions from different sources (student fees,
Federal payments for research, State governments, etc.) and the broad
categories of expenditure to which the funds are devoted (instruction,
organized research, libraries, etc.). Although the categories are
broad and may not be consistently interpreted in different years by
different institutions, the Biennial Survey data provide a useful start-
ing point for studying higher educational finance, and it is surprising
that they have not been analyzed more thoroughly than they have.

For example, the Biennial Survey data have received only limited
examination on a State-by-State basis. In 1952 the Council of State
Governments published a useful volume, based primarily on the
Biennial Survey, giving State statistics on income and expenditures
of educational institutions, by sources of funds and type of insti-
tution, as well as information on enrollments, migration of students,
and other subjects. Unfortunately, the last year covered by these
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tabled was 1950 and no attempt has bean made to keep them up to
date.*® ' . ‘

Some State-by-State comparisons were made by Hungate, using
- 1951-52 data.® He produced tables showing State rankings in ex-
penditures for resident instruction per full-time equivalent student
and per college-age person in the State population and in relation to
State income. He also studied the financial implications of student
migration, indicating which States were “‘deficit” States—-in the sense
that they spent less on the education of out-of-State students than
other States spent on the education of the students from da:¢it States.

A more detai"id study of higher education expenditures and sources
of income by States (1957-58) was made by Mushkin and Mcloone
for 18 States®® They separated out amounts ape.r*by higher educa-
tional institutions in actually educating students (as contrasted with
other activities) and compared the St tes with regard to the amount
of such expenditures per college age person in the State and per
full-time equivalent student. They examined the sources of such
funds in the different States and noted especially the extent to which
students and their families contributed through tuition payments and
the amount of tax support. They included some information on the
tax support of private institutions and State scholarship aid ‘to stu-
dents, and related both the tax support and the private contributions
in the 16 States to per capita personal income.

This kind of basic statistjcal analysis of public and private efforts
to finance higher education in relation to needs and resources is use-
ful and ought to be available for all States on a regular basis.

The role of the Federal Government in financing higher education
has recently attracted particular attention, and considerable research
effort has been devoted to studying Federal programs that aflect
higher education and in trying to establish what their impact has
been. The American Assembly held a session on “The Federal Gov-
ernment and Higher Education” in 1060 and published a volume of
background - papers giving a brief history of the Federal programs
and discussing some of the issues they raise."

The Carnegie Foundation for the Advancement of Teaching 18
currently supporting a study on the relationships of the Federal
Government with higher education, directed by Reuben Gross. About

® Council of State Goveramenta. Higher Education (n fAe Forty-eight Btates. Chicago,
the Coundil, 1982, :

® Thad L. Hungate. 4 New Basis of Bupport Jor Higher Education. New York, Teach-
ers College, Columbla Usiversity, 1937,

® Belma J. Mushkin end Eugene P. McLoone. BStudent Higher Bducation,; Espends-
tures end Bowrces of Income tn Bisteen Belected Btetes. Washington, D.C., National
Planning Association, 1960, processed. See also Beima Mushkin, ch. 14 of this pubdblication.

® Douglas M. Knight, od. The Federsl Governmen! and Higher Education. The Ameri-
ca Assembdly. Baglewood Clifa, NJ., Preatice-Hall, 1960. ,
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20 representative institutions are participating in the study, providing
information on the amount and type'of Government support they
receive according to department, the extent to which their faculty
members are involved in federally financed programs, the criteria
used in accepting or rejecting Government money, and other subjects.
A report on this study is expected in 1962. :

The U.S. Office of Education is also engaged in a review of Federal
programs, with J. Kenneth Little of the University of Wisconsin in
charge of the review. Under this program the Office is supporting
a study by Harold Orlans at the Brookings Institution on the impact
on higher education of Federal activities. As in the Carnegie Foun-
dation study, information is being collected from a group of repre- F
sentative colleges and universities. The emphasis is on ways in which
Federal activities have affected the quality of education, especially
the teaching of undergraduates, and the extent to which greater use
could be made of colleges and universities that are not now participat-
ing to any great extent in Federal programs. 3

Two other general studies of the Federal Government and its rels-
tions to higher education have recently been completed ; one by Homer
D. Babbidge, Jr., and Robert Rosenzweig (to be published in 1962) ;

. and one by the author 9’ the present chapter.® Both of these have
. used information obtained mainly*from Federal sources, rather than
data collected from the colleges and universities themselves.

While these various studies of Federal activities in higher educa-
tion have somewhat different emphases, it is clear that there has been
some duplication of effort here and that more might have been learned
with the same expenditure of time and money if there had been better
communication among the organizations supporting research in this
field. It is also clear that many questions remain unanswered, largely
because no one can say what would have happened to American higher
education in the absence of Federal programs.

By comparison the effort devoted to comprehensive study of State
and local financing of higher education seems to have been dispropor-
tionately small. Many States have recently made studies of their
own higher education systems, some covering all the institutions in the

® Alice M. Rivlin. TAe Role of the Federal Government in Financing Higher Educe-
tion. Washington : Brookings Institution, 1861. In addition to thexe general studies
there bave been a number of more Intensive studies of the development and functioning
of particular types of Federal activities affecting higher education. Bee, for example,
Charles V. Kidd, American Universities and Federal Research, Cambridge, Mass., Har-
vard University Press, 1969 : Edward D. Bddy, Colleges for Our Land and Time ; The
Land-Grant Idea in American Education, New York, Harper & Bros., 1957 ; Gene M. Lyons
and John W. Masland, Education and Military Leadership: o Btudy of the ROTO, Prince
ton, N.J., Princeton University Press, 1939. Bee also Roy B. Moor, ch. 18 of this
publication.
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State and some just those receiving State support.** These studies are
of varying quality, but many of them contain information about costs
of providing different types of higher education and the ways in
which State and local governments contribute- to these costs—the
use of earmarked taxes and general appropriations, criteria for appor-
tioning State money, forms of aid to private institutions, etc. No one
has tried to bring together the data presented in these studies to form
% national picture, or to fill in the gaps by obtaining information di-
rectly from the States.

Many of the State studies contain projections of higher educational
“needs” 10 or 15 years in advance, with recommendations on how to
meet these needs, and there have been some attempts to make this type
of projection on & national level.*® Typically, needs have been esti-
mated by gaking one of the trend-type enrollment projections men-
tioned earlier in this paper, making an arbitrary assumption about
costs per student, and multiplying one by the other. Then dmounts
to be expected from sources such as tuition payments and contributions
by private philanthropy are roughly estimated and the rest of the
check is assumed to be picked up by some level of government. The
amount expected from private sources may reflect, implicitly or ex-
plicitly, the views of the person making the projection about how much
of the burden of higher education ought to be borne by such sources.

Making projections is a hazardous art at best, but clearly necessary
to rational planning. It would be useful for someone to do a mare
thorough and better documented job of projecting costs of higher
education and revenues for meeting them than has been done to date.
The effect of specific assumptions about the future on the projections
should be indicated ; for example, of alternative enrollment projections,
of different proportions of full-time and part-time students, of dif-
ferent proportions in junior colleges and other types of institutions,
of alternative assumptions about class sizes, faculty salaries, and other
components of costs. It should not be forgotten that enrollment itself
will be affected by the means of financing (especially by the level of
tuition) and by the type of facilities provided, and that costs per
student may be affected by the size of enrollment.

Considerable effort has gone into estimating the capacity of the
States to meet future demands for public services in general and

% Council of State Governments. Reportdé on Higher Education: An Annmotated Bid-
liography of Recent Reports of State Btudy Commissions and Other Official Agencies.
Chicago, the Council, March 19358, processed. More recent ones are listed in the Office
of Education’s monthly publication, Higher Education. See also Selma J. Mushkin, ch. 14
of this publiecation.

% Se¢e¢ Dexter M. Keezer, ed. Financing Higher Bducation, 1960-76. New York, McGraw-
Hill Book Co. 1939, especially the papers by Seymour E. Harris and Robert D. Calkins;
also Council for Financial Ald to Education, WAere’s the Money Coming Prom? New
York, the Council, 1980,
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public education in particular, often as a background for decidin

whether or not increased Federal aid to the States would be desira-
ble.** Higher education by itself, however, is a small item in State
and local budgets, compared with elementary and secondary educa-
tion or roads or welfare programs. Hence expenditures on higher ed-
ucation by State and local governments need not be closely related
to their overall fiscal capacity, but depend on the priority assigned
to higher education in the hierarchy of State and local needs.

One study of State and local taxes, however, should be mentione |
here because of its specific focus on higher education. Pitchell of
the Bureau of Government Research at Indiana University is con-
ducting a study of State and local taxes in & group of representative
States, with the object of determining the extent to which corpora-
tions support State institutions of higher education through their
payments of taxes. He is endeavoring to estimate the portion of State
and loca} taxes (exclusive of some earmarked for specific purposes)
which ae paid by corporations and the portion of these taxes that
8o to support higher education.*’

Lastly, mention should be made of a few of the many recent p
posals for altering the means of financing education, especially highe
education. One of the most frequent proposals involves changing the
Federal tax laws to allow parents to deduct part or all of the college
expenses of their children from their taxable income or even from
their Federal tax liability,ss

A much more fundamental change in the tax treatment of educa-
tion has been proposed by Goode.* He points out that the Federal
income tax discriminates against persons who choose to invest in
themselves through education rather than in physical capital. He
suggests that the student himself be allowed to write off the costs of
certain kinds of education against his taxable income over a period
of years, just as he is presently allowed to write off investment in
physical capital goods.

® For general studies of State capacity, see Belma J. Mushkin, “The Fiseal Capacity of
the States.” National Tax Association, Proceedings of the Pifty-Arst Annual Conference,
1958, p. 297-306 ; Dick Netser, The Outlook for Fiscal Needs and Resources of State and

Jesse V. Burkhead, Pinancing Education, 4 mericen Economio Review, vol. 47, May 1937,
Burkbead bas a study In progress at Syracuse University eatitled “State and Loeal Tax
Bases for the Bupport of Edueation.”
" 8ee Robert J. Pitchell, ch. 15 of this publicatton.
®John F. Meck. The Tax Credit Proposal, in 8eymour B. Harris, od., Higher Bduca-
tion in the United States, the Boenomio Prodiems. Cambridge, Mass., Harvard Univer-
. sity Press, 1060. p. 93-05: Homer W. Turner. The Prospects for Private-8ector Support
v L of Higher Eduecation in Dexter M. Keezer, ed. Pinenoing Higher Eduocstion 196¢0-70.
New York, McGraw-Hill Book Co., 1859. p. 248-250.
® See Richard Goode, ch. 17 of this publication.
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Among the many other tax proposals is Robert Heller's suggestion
to encourage State and local governments to raise taxes for education
by allowing individuals to deduct these increased payments from their
Federal income tax.®°

Harris has argued for substantial increases in tuition at both pri-
vate and public educational institutions, accompanied by greater reli-
ance on student borrowing.®

Friedman and Vickrey separately have made suggestions for en-
couraging students to borrow to finance their education by allowing
them to repay a percentage of their future income rather than a fixed
sum with interest.*s

In addition, there has been an abundance of less original, but pre-
sumably thore feasible proposals for expanding or otherwise altering
existing programs of scholarships and loans, Federal and State grants,
etc. Unfortunately, the legislators who must act on these proposals
are seldom given more thun sketchy guesses about their possible effects
on higher education nnd its distribution. Economists have a great
deal more work to do before they are able to provide projections of
the probable effects of alternative policies so that appropriate deci-
sions on the financing of higher education can be made.

® Robert Heller. A Proposal for Financing Tax-8upported Education. Harvard Edu-
cational Review, 28 : 214-215, summer 1938,

@ Seymour B. Harris. Cbarging the Student Tuition on the Basis of Costs. Edwos-
tionsl Reoord, 40:24-29, January 4989; and College Salaries, Financing of Higher
Education, and Management of Institutions of Higher Learning, Bulletin of the American
Assooiation of University Professors, 44 : 659-593, summer 1958.

® Miiton Friedman. ‘‘The Role of Government in Education,” in Robert A. Bolo (ed.),
Eoonomics and the Pudblic Interest. New Brunswick, N.J, Rutgers University Press 1955
end William Vickrey, ch, .16 of this publication.
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APPENDIX A

Summary of the Sampling Procedures Used in
“Patterns of Family Change” Study

Harvey E. Brazer and Martin David

HE MAJOR OBJECTIVES of the study “Patterns of Family

Change” required a versatile sample of the United States popula-
tion which would mget three major requirements. First, the sample
was to provide reliable data on a group of families with relatively low
incomes. For these families the study attempts to determine causal
factors related to their income position, aspirations of the family,
the probability that their children will receive an adequate education,
and the attitudes that might be related to planning horizons, depend-
ency, and achievement motivation. Second, the sample was to pro-
vide a group of middle- and high-income families whose aspirations,
attitudes, and accomplishments could be compared with those of the
low-income group. This would establish the extent to which differ-
ences in these attributes were connected with income position. Third,
the sample was to provide an unbiased representation of all families
in the United States for the purpose of determining the distribution
of nonmoney income, property taxes, benefits from public education,
and other measures which were developed in this study or which have
not been available for a cross section of the United States population
for some time. .

These three requirements for the sample can be achieyed by a vari-
ety of sampling plans. The sample design selected idcluded inter-
views with a cross section of the United States and supplementary
interviews with low-income families. The supplementary interviews
were chosen in such a way that they could be combined with the
cross-section interviews by suitable weights.

The low-income families are thus represented by twice as many
interviews, reducing sampling errors of statements made about them,
but these interviews have weights half the size so that they do not
—-dominate and bias statements about the whole populmon or about
groups containing both low and high incomes.

In fact, the weights also adjust for differential response rates in
substrata of the sample, reducing possible bias from this source as well.
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We chose to oversample families with a spending unit head of work-
ing age (under 65) whose per capita income was low :

Selaction was made of thase

whoes Lol family income
Ifthe foamily containad — was less then—

1,2, or 3 members___ __ SeEo oo aoace0000 ©0GCOCRE0 BE06G000000 Coeorg - $2, 000
4ord. _______. ] S e R .. 3,000
Gor7. . 4, 000
8 or more ___ SEccsca  cocssomcomt 0 6 0RGoSO00CeE0 G 6Gam e e 5, 000

The criteria for choosing low-income families selected Approxi-
mately one out of every eight families for the low-income supple-
ment. The supplement was chosen from the 1960 Survey of Consumer
Finances which interviewed about 2,800 families. When nonresponse
is taken into account, the supplement thus yielded interviews with
spending units in about 300 families. A new, independent cross-
section sample was drawn and added to bring the total sample to
approximately 3,000. It was felt this sample would be sufficiently
large to provide reliability in estimating the relationships which were
of interest to the researchers.

The cross-section samples for both the Patterns of Family Change
Study and the 1960 Survey of Consumer Finances were selected from
the Survey Research Center’s national sample of dwellings.! This

TABLE 1.—Sample size, interviews and noninterviews by spending unit and
family classification for the cross section and reinterview sample

) Tten Cross section sample Reinterview sample
Number | Percent | Number | Percent

Occupied dwelltngs ... .. .. 3013 | . ... = o
Al spending units . . 3 300 100.0 1390 100. 0
Nemfresn e e ne r o
e e e e 360 108 22 a7
nm. — “WM nonln‘mi.o'n- 238 10.0 [ ] 151
AlfamiMes .. ... ... ... .. + 8 008 100.0 s 427 100.0
: Nonmtariows. e | 28wy ~ b
Refusals ... .. .. . e R 328 108 38 .84
D e retaet,s Dot &nd noninterivs - L3 " 11
Punmeonoueieetedlnthe-mplo'...-‘.........,,-_... ........................ 4 8.6

! Includes 8 stars which bave double w ts because they were selected ot half the sampling rate. In-
M!mwhﬂmwwhwm&MMnhmmm ’g.mnuumﬂmbe
of familirs interviewed is only 2,800; l.e..‘léuu-—v)-f—ﬁ.

] dhﬁ‘mm'honnhmbw are included In the because tnterviews with other
spen units in the family were not'completed. hmwmmmwm-ummm

ina made it tmpossible to estimate the family income and several aritical financial
'Bch' for famfily o the

1 A detafled description of this national sample is avallable on request from the Burvey
Research Center, University of Michigan, Ann Arbor.
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i3 & multistage, area probability sample that gives equal chance of
selection to dwelling units in the 48 States.?

Dwellings on mihtary reservations are excluded from the universe.
Also excluded are persons living in large rooming houses, residential
clubs, and hotel rooms; inmate quarters or other institutional accom-
modations not qualifying as dwelling units; and other similar places.

Figures on, actual sizes of the cross-section and reinterview sam-
ples, numbers of interviews and noninterviews by spending units and
families are summarized in table 1.

* For tbe dwelling unit definition, see U B Department of Commerce, Bureau of the
© Censua, 1960 Census of Hosusting, vol 1, pt I, p. xvi.
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APPENDIX B

A Calculation of Income Forgone by Students:
Supplement to “The Nation’s Educationa]
Outlay”

Rudolph C. Blits
L. Schultz’ Method of Calculation

IN A RECENT PAPER Prof. Theodore W. Schultz estimates by
an ingenious method the earnings forgone on the part of high schoo)

dents while attending the first eight grades. Because of the avail-
ability of certain key data, he takes 1949 as the base year for his
calculations. Treating Separately male students and female students
in high school and in college and using four age groups, 14-17, 18-19,
20-24, and 25-20, he takes the actua] earnings of each of these age

that students have to forgo on the average 40 weeks of such earnings,
and he therefore estimates that in 1949 a high school student had to
forgo $583, and a college student $1,369. He then expresses these for-
gone earnings in terms of the average weekly-earnings of workers in
manufacturing in the United States in 1949, which amounted to

viously mentioned. Thus, according to his calculation, in 1956 the
average high school student, while in school, had to forgo $881, and
the average college student $2,008.

' Theodore W. Bchults. Capital Pormation by Education. Jowrmal of Political Boon.
omy, 68 : 511-88. December 1960,

390
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In this method there appears to be a downward bias, especially for
the younger age groups. The main causes of the downward bias are
discussed briefly.

First, the most important sources for Schultz’ findings are two
special census reports of 1950, one on &'mployment and Personal
("haracteristics and the other on Educationt One £1Ves & percentage
distribution of the persons in different age groups who in 1950 worked
110 13 weeks, 14 to 26 weeks, and so forth, and the other gives the
median income in 1949 of persong 14 years old and over, by years of
school completed. These census dats do not separate earnings of
casual workers from those of regular workers Since three-quarters
of the population of high-school age are actually in high school, the
majority of them hold only casual Jobs and do not realize their full
potential in the labor market, and this in turn will cause & down-
ward bias. | s

Secondly, most of the casual workers, who are attending schoo) at
the same time, are not working a full 40-hour week, but considerably
less than 40 hours; yet the census calculation of “median weekly
earnings” makes no allowance for this

Thirdly, even 1f we had, for the population of high school age, sep-
arate data on the median income of the “casuals” in the labor market
(the actual high-school population) and on that of workers employed
full time (50 weeks or up) who do not attend school, a calculation
of income forgone by the students on the basis of the income earned
by nonstudents would still contain a downwand bias.  This could
occur because racial and environmental factors or the lower inte]l-
zence of the full-time workers of high-school age will reduce their
income potential in comparison with that of students.

Fourthly, in the case of students the casualness is especially bunched
during the summer months. In earlier years long summer vacations
were largely justified by the seasonal needs of farms.  With progfes-
sive mechanization of agriculture, the needs for casual agricultural
labor have probably decreased, but the proportion of young persons
of high-school and college age who are actually attending school is
growing. It is therefore likely that comparison of the incomes of the
casually and the permanently employed high-school and college age
population is becoming more and more unfavorable for the casual
workers who are actually attending school. ,

Fifthly, Schultz calculates the income forgone by the school popu-
lation by multiplying the median income of each group by the num-
ber of students in the group. This procedure, however, is bound

"It is umnecessary tosgescribe here In any detafl the source and nature of various
tuxlllary data used by Bchults, because they have no effect on the Dblases under
consideration,

635100—83——27
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to introduce a further downward bias, since for income-distribution
data the mean is generally above the median. At the same time,
the mean would appear to be the appropriate measure for calculation
of the income forgone by students as the mean represents the total
income of the group divided by the number in the group.* In com-
puting the arithmetic mean from the income- frequency distribution
in the estimates presented below the problem of open-end distribu-
tions was met as follows: If the lower end of the distribution was
open, the midpoint was set after considerstion of such factors as
overall distribution, type of employment, and income supplements
such as tips. If the upper end was open, Pareto’s income law was
used to determine graphically the midpoint of the highest group.*

II. Empirical Studies

Drawing on five studies of actual earnings of the school-age popu-
lation, an attempt is made here to apcertain the historical trends
in such earnings as & basis for estimating earnings forgone by those
1n school.*

Empirical studies used for comparison with Schults’ caleulations

Yoars fv which dats
are pisen High-achoal aps Ouaieps ape
1899-1923 ... __ .. Brissendenstudy. .. _.___ ... .. . .
1007 ... ... . ... 1907 study. .. ...
1047 ... .. Louisville study. . ..._._. . ... .. . .
1056 ... ... _.... Harrison County (W. Va)study. . ... Indiana study

*EviTor's xors :

Professot Schults in commenting on an earller draft of this study noted that four
factors were omitted from his analysis of Cepital Formation by Bducsliion: namely, (o)
differences in abllity and earning capacity between young people of school age at work and
those of similar age 1a school. (D) the lower earnings levels of young persons o the labor

“ force for drief periods oaly, (¢) earnings of the students while they attend achool, (d) the

bigher unemployment rate Among young people than in the labor force as o whcle. The
first.two of these factors “would lacrease ecarning forgone and two would decrease them ™
Schults potnted out that ia the study presented bere, account fs ot taken of the factors
which tend to decrease average earnings forgone, particularly “earunlngs from jobs that
meny students hold while they attend school—earnings that are not forgone.” The earn-
ings surveys on wbich the present study draws also generally do not refiect the lower
earnings of agricultural workers. - )

* For a discussion of this method, see R. Q. D. Allen. MNothematiosl Adnalysls for Boon-
omists. Londoa, Macmiilan Ltd. 1956, p. 222, ¢01-408. '

® These five sources are: (1) P. F. Brissenden. Bernings of Fectory Workere, 1899-1927,

. Census Monograph No. 10, Washington, D.C., 1929 (referred to bereafter as the Brissendes

stody). (2) Report on Conditions o/ Women end Ohild Wage Barners in the United Btetes
(12 19 volumes). Vol. 7, “Conditions Under Which Children Leave 8chool To Go to Work,”
8. Doc. No. 643, 61st Congress, 2d sces. (referred (o hereafter as the 1907 study).
(8) U.8. Bureau of Labor Standards, “Hunting a Career, a Btudy of Out-of-8choo! Youth ta
Loulsville, Kentucky,” Bureau of Labor Standards, Bulletin No. 118, Wasbhington, 1949
(referred to hereafter as the Loulsville study). (4) Naomi Riches, “Bducation and Work
of Young People in a Labor Surplus Area,” Monthly Lador Review, 80: 7, December 1957
(referred to bereafter as the Harrison County (W. Va.) study). (5) Wendel W. Wright and
Christian W. Jung, “Why Capable Higbh 8chool 8tudents Do Not Continue Thelr Schooling,”
Bullstin of the Bohool of Education, Indlana Ualversity, vol. 38, January 1959 (referred to
bereafter as the Indians study). .
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These studies indicate that the income forgone by high-school stu-
dents 18 substantially larger than was calculated by Schulte, the dif-
ference in estimates of income forgone by college students, is not as
great as for hugh-school students. Schultz’ calculation of income for-
gone by high-school students is more affected by downward biases
than 13 his calculation concerning college students. However the
data drawn from the empirical studies include agricultural earnings
with the exception of the Indiana study.* Particularly in earlier years
a very large proportion of children were employed in agriculture. It
18 conceivable that the discrepancy between Schultz’ estimate and the
data of. these empirical studies could be explained by the difference in
earnings between children in agricultural and other jobs in
agriculture are substantially lower than their wages in other oc-
cupations, and a large proportion of employed children historically
were In sagriculture, the wages reported in the four studies that
exclude that oocupation are higher than the income data used by
Schultz.' Unfortunately we have been unable to discover any sys-
tematic study of children’s earnings in agriculture. The problem is
sufficiently ¥mportant, however, to justify a few brief comments.

In spite of the large proportion of young people employed 1n agri-
culture, less than 10 percent of the total labor force were in agricul-
tural employment in 1956 and only 23 percent of persons aged 15-24
were living on farms.® These figures are relevant to the understanding
of a hypothetical situation in which the entire high-school and college
population would be in the labor force. Although it is difficult to gain
an accurate conception of such a situation, these figures suggest that,
if the entire student body entered employment, the proportion em-
ployed in agriculture would be smaller than the proportion of
employed young people in agriculture today. The fact that the latter
proportion is 8o large may be explained in part by the relatively low
agricultural incomes, which cauges young people living in rural areas
to seek early employment. Other factors acoounting for this phe-

* The Brissenden study is limited to manufacturing ; the 1907 study includes all indus
tries except agriculture; the Loulsville study and the Harrison County study cover trade
and service industries and manufactoring.

YEven as late as April 1947 ope-half of the employed juventles of 14 and 15 years ia
the United States were in agriculture, and a fourth of those 16 and 17 years, according to
Elizabeth 8. Johnson In “Employment Problems of Out-of-8chool Youth,” Monthly Labor
Review, 65 : 678, December 1947. The Curvent Population Report of January 1056 (Beries
P-80, No. 84), p. 8, states that in October 1955—a month of high demand for agricultoral
labor—one third of the employed boys 14-17, both earclled in school and not enrolled, were
employed in agriculture. Of the employed 18- and 10-year-olds, 18.8 percent went {n agri-
culture and eurolled In school, and only 9.6 percent of those not enrolled in school. For
more detalled information on the proportions of adolescents employed in agriculture between
1870 and 1930, se¢ U.8. Department of Commerce, Bureau of the Census, U.8. Census of
Popnhtlo& 1940, and Comparstive Ooccupation Statistics Jor the United Btates, 1870-1040,
Washington, D.C. 1843, p. 97

S Btatistiosl Abetrect of the United States, 1959, p. 34, 219.

o
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nomenon may be the institution of the family farm and the lax
enforcement of school attendance laws in many rural areas.

THE BRISSENDEN AND THE 197 STUDIES

The Brissenden study of the earnj gs of factory workers between
1899 and 1927 gives figures on the Zng earnings of children under
16 in the years 1899, 1904, 1909, 1914, 1919, 1921, and 1923. On the
basis of payroll statistics published in the Census of Manufactures
and of other data, Brissenden estimates full-time annual earnings for
various age-sex groups based on a 51-week year. I have chosen to use
his estimate of “full-time annual earnings” rather than of “actual
earnings,” that is, full-time earnings corrected for unemployment, since
the former figure is comparable with Schultz’ “unadjusted” figures.

Data reported in the 1907 study are from a Department of Com-
merce and Labor survey of 622 children between 7 and 17 years of age
in two Northern and two Southern States, who had left school and
were employed. Their median age was 14. They were employed in a
wide variety of manufacturing, trade, and service industries; the
majority, 56.5 percent, worked in the textile industry. In 1907 the
weighted average weekly wage of these boys and girls was $4.41.

In the following table, figures on annual earnings of children,
quoted from these two studies, are compared with Schultz’ figures for
the years in question.

TABLE 1.—Earnings forgone while attending high, school, as calculated by
Schultz, compared with such forgone earnings as reported in two empirical
studies, selected years, 1899-1923

Annualearnings | Annual earnin
Ave weekly forgone while in forgone while fns
Year earnings, all m&!!\' school high school, based
manufacturing ! (Bchults) 3 on two empirical
studjes
1 3 3 4
BRISSENDEN StUDY
819 90.00 140. 40
.17 100. 87 186. 80
9.96 109. 58 174.00
11.18 122 65 191.20
2.7 44.97 382.00
22.69 249. 59 890.00
24.12 268.32 411.00
1907 Brupy ¢
1907, ceemccececarccccccceaccccaane 10.04 110. 4 176.40

' Historical Statistics of The United States, 1789-1945, » supplement to Statistical Abstract of the United
States, 1949, Series D, p. 134-144.
!Col. 21toms multiplied by 11, equivalent weeks of mannfacturing sarnings,
W'Jt?l; lm—l{% P“nl‘? Bor%anden. Earnings of Factory Workers, 1899-1987. Census Monogrsph 10
n, D.C. , P.
okcp«:cw on’ Conditions of Women and Chld Wage Earners in the United States, vol. 7, op. cit., p. 160-160.
*Norx: For complete coruparability with Professor Schults’ findings, only the eamnings of children 14-17
should be included. However, Brissenden does not give income data by age, but simply for “children
ander 16.” In the 1907 study, data are given by age. For consisten » we have not used this clari-
nmlonlnthebod‘onhohbh. he text says that the children studied 1907 ranged in from 7 to
T 17, and it is uumnmmam&mwm ge of
children 14-17 in the 1907 study was $4.60, or for the 40-week period,




APPENDIXES . 395

For each year the empirical studies give a figure for income forgone
that is more than 50 percent higher than Schultz’ figure for the same
year.® In evaluating the results, however, a number of points should
be kept in mind.

Different methods are used by Brissenden and Schultz in the con-
struction of the wage series on which the figures are based, and these
differences account for about half of the variation in findings. The
series on average wage in manufacturing which Schultz uses in his
calculation of income forgone is taken from a study by Paul H.
Douglas, in which Douglas also compares his method with that of
Brissenden.* Because of differences of method, Brissenden’s figures
are for the years used here consistently about 23 percent higher than
Douglas’ figures. The figures we have taken from the Brissenden
study are, however, for the various years between 55 and 59 percent
higher than those of Schultz. This explanation does not apply to
the 1907 study. The data on children’s wages presented in that re-
port were obtained by diréct questioning and do not depend on any
estimation procedure. For this reason it is particularly interesting
to note how consistent the 1907 figure is with the figures from Bris-
senden’s study. The 1907 figures are, in fact, 60 percent higher rela-
tive to Schultz’ figures and thus, slightly higher than are
Brissenden’s."* '

THE LOUISVILLE STUDY AND INCOME FORGONE BY
HIGH-SCHOOL STUDENTS

The Louisville study, made in the spring of 1947, contains much
information on the very youngest workers in full-time employment ;
that is, of the 14- to 16-year-olds. The study has the additional ad-
vantage that the proportion of whites to Negroes in Louisville is close
to the national average. ,

Almost half of the school dropouts had withdrawn because of
some dissatisfaction with the school environment or because of dis-

* In calculating income forgone by students, 1 followed a procedure adopted by Schults ;
namely, to calculate income forgone on the basis of 40 weeks. This assumes, of course, that .
students are unable to earn an income for 40 weeks because they are preoccupied with
studles for this period; they are able to earn income for 11 weeks and 1 additional week
is lost because of holldayas.

To the extent students hold part-time jobs during m, this framework exaggerates
the income forgone. To a certain extent, however, this double counting is corrected : Many
of the students cannot obtain employment for all of the summer, as we assumed. Thetr
seasonal unemployment is really the result of being in school for the rest of the year.
(Bee the Baltimore Sus, July 18, 1960, p. 1.) ,

* Paul H. Douglas. Resl Wages in the United States, 1890-1926." Boston, Houghton
Miflin Co., 1980. . .

1 Both the Brissenden study and the 1907 study use the arithmetic mean rather than
the median. This may account for some of the difference between the estimates based on
these studies and Schults’ findings. For a discussion of the method of computation, see
D. 26-80 of the 1907 study and p. 269-288 of the Brissenden study.
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couragement about poor grades; only about 20 percent had with-
drawn primarily for economic reasons. This indicates that these
very young full-time workers constituted an academically inferior
- ~ group for this age cohort, not a representative group. " The intellec-
tual, scholastic, and economic contrast between the dropouts.and the
students who remained in school is brought out more clearly in the
Harrison County study, to be discussed subsequently.
The mean incomes listed here were computed from the data arrived
at through interviews with o sample of 524 boys and girls who were
out of school and in the labor market.

Earnings of juveniles, Louisville study'®

Percent of

Mean universe

Age noomae in sample
M4and15years...__._______________ $18. 32 65
8and17years...___________________ " 28.76 1
8and19years..___________________ T 81. 36 4

1Data from Husting o Career, op. eit., p. 7, 47. 40 bercent of the oldest group had
actually graduated from high school, but of the youngest group almost 90 percent bad not
gone beyond the 8th grade (Ibid., p. 20). At the time of the survey, unemployment among
these youngsters was heavy. It is probable that the ‘“{atensity of Jobseeking in this group
was considerably below the average intensity that prevails among the rest of the labor
force, since over 90 percent of full-time workers of high-school age live at home.

If we now use the Louisville study for the calculation of income
forgone by high-school students in 1956 and compare the findings
with Schultz’, the following factors should be considered: (1) The
Louisville study represents a potentially low-wage group, which is
Dot representative of the high-school ppulation of the United States.
(2) The sample contained a preponderance of girls over boys of about
20 percent, but in the actual aggregate high-school population of the

" United States the ratio of boys to girls is about even.* (3) Of the
highest age group, 40 percent were high-school graduates. No good
method could be improvised to correct for this. However, the upward
bias this may cause can only be very minor. Of the aggregate high-
school population of the United States, only 7.3 percent were 18 and 19
years old, so that the oldest age group will have a very light weight
in our calculation.

Applying the age weights just cited we obtain from the Louisville
study an average weekly wage per high-school student of $23.50 for
1947; for the same year Schultz’ estimate of the average weekly wage
would come to $13.75. From 1947 to 1956, average wages in manu-
facturing increased from $49.97 to $79.99, or 60 percent.” Amxlmmg

& ™Ibid, p. 16. Bince 1n the Loulsville study the Income distributions are given only by
age and not by sex, 1t was Impossidble to correct for this factor.

# U.8. Department of Commerce, Business Btatistios (1959 ed.), Bupplement to Burvey
of Current Business, p. 7 .
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then, as Schultz does, a proportionate increase in the income of the
high-school population, we obtain for this group an average 1956
weekly wage of $37.60, or an annual income, based on 51 weeks, of
$1,918.*¢ This compares with Schultz’ figures for the same year of
a weekly wage of $22 under assumption of full employment, or $21.38
allowing for a 3-percent incidence of unemployment. The Louis-
ville study therefore yields a figure for income forgone that is 70.7
percent higher than Schultz’ full-employment figure. Income forgone
per student, calculated on the basis of 40 weeks, would come to $1,504
compared to Schultz’ $881, or $855 with allowance for unemployment.'*

THE HARRISON COUNTY STUDY

The Harrison County (W. Va.) study deals with a recent year,
1956, which is also the last year covered in Schultz’ paper. It treats
as separate groups the dropouts and the high-school graduates and
thereby allows us to get a picture of the relative earnings of the
graduates and of the dropouts. In this and other respects, it supple-
ments the Louisville study well.

Harrison County is an area with a high incidence of unemploy-
ment. The study in that county includes all who graduated from
high school between 1952 and 1955, but did not go on to college, and
also those who were enrolled in the 8th to the 12th grades between
1951 and 1955 and dropped out before graduating.'

The population of Harrison County is 98 percent white and 97 per-
cent native born. At the time of the study it was subject to little
inmigration, but heavy outmigration. One-half of the original study
sample had left the county by the middle of 1956, and over 60 percent
of the outmigrants were boys. For the great majority of boys, out-
migration represented entering military service. By the summer of

4 Income forgone per student was also computed, using the median weekly incomes given
in the Louisville study, op. cit. (p. 46). Income forgone, computed using the median, was
2.86 percent less than income forgone computed by the mean.

In 1935-56 the annual pay of an unmarried private in the US. Army came to $980.
According to information obtained from the Department of Defense, the cost of food came
to $400 ($1.10 per day), and of clothing, $190. Thus the total income of & private—in
cash and in kind-—came to $1.5670. This figure falls short of any allowance for quarters,
medical care, and retirement benefits. Under conditions of a draft one would expect that
the military pay should be below the market price.

% Bome calculations that I made, which cannot be presented here in detafl, lead me to
the conclusion that the cost of subsistence for a single individual at this time was approxi-
mately between $1,400 and $1,500, depending on the age of the individual and the location.
It can thus be seen that the figure used for the potential full-time Income of the average
bigh-school student, namely, $1,917.60, 1s well above the subsistence level. On the other
band, 8chults’ corresponding full-employment income figure would come to only $1,122. In
the face of a great deal of historical evidence pointing i the opposite direction, it does
Dot seem plausible that the average high-school student in the United States in 1956 would
fall short by such ‘a substantial margin from earning his subsistence.

¥ There were 8,305 students im these categories : 2,108 were high-school graduates and
1,199 were dropouts. The sample—040 boys and girls—was made up of 25 percent of the
graduates and of 33 percent of the dropouts.
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1956, 44 percent of the males of the original sample were in military
service, as compared with a national figure of 20 percent for 17- to
21-year-old males. "

The proportion of high-school graduates going on to college from
Harrison County, and its secondary school retention rate, are very
close to the national averages. Of the total group of 8,305, mentioned
previously, 1,741 were girls and 1,564 were boys. However, because
of a high marriage rate and consequent nonparticipation in the labor
force, the proportion of girls in the labor force was much smaller.
Because of a requirement of work permits for dropouts under 16,
only 9 percent of the total dropouts were less than 16 years of age at
the time of leaving school. One-third of the dropouts left school as
soon as they reached 16. However, another third—mostly repeat-
ers—were 18 or older at the time they dropped out. Of the gradu-
ates, none was younger than 17, almost two-thirds were 18, and 26
percent were 19 or older.

The dropouts had lower scholastic achievement and lower 1Q
scores than the graduates. Many of the dropouts we peaters,
and more than one-third of them, compared to 14 percent of the gradu-
ates, had IQ's of less than 85. The dropouts had taken fewer vocs. -
tional courses, and in this respect were less prepared.!’

Because Harrison County was in a state of severs depression in
1956, the earnings of these groups were probably markedly lower
than those we might obtain from a nationwide sample.’® By the
method described previously, I again calculated means from the given
frequency distribution. The values of the medians and means are

as follows:
Boys Girls
Item
Graduates | Dropouts Graduates | Dropouts
Median ! __ e 88500  gm00 $04.00 $38.00
Mean . I 75.80 86. 42 “e nu

! Bource : Riches, op. cit., p. 1462.

Therefore, the mean weekly wage for all the graduates would
come to $60.05 and the comparable wage for the dropouts would
come to $44.43. The corresponding annual full employment incomes
for 51 weeks would be $3,063 and $2,266. It will be remembered
thatfromthedatareportedﬁ'omtholnuisvillestudy,lcllcuhteda
potential anntial income for high-school students in 1958 of $1,918.

¥ Riches, op. cit., p. 1450-1460.
* In the summer of 1956, 18 percent of the school leavers—both graduates and dropouts—
were unemployed (ibid., p. 1463), a proportion much above the national average.
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It appears, however—to the extent that this can be determined—
that the dropouts in the Harrison County study, at the time they
carned the annual incoms of $2,966, represented s group whose
weighted average age was about 3 years above that of the total high-
school population of the United States. ‘

The Harrison County study gives the age distribution at the time
of leaving school for all school leavers, boys and girls, both gradu-
ates and dropouts, for the years 1951-55.* From this I calculated a
weighted average age at the time of leaving school, of 18.21 years
for the graduates and 16.88 years for the dropouts, I assume that
each year’s group of graduates and dropouts between 1952 and 1955
had an age distribution closely similar to that of the aggregate group
for 1952-85. On the basis of this assumption, which seems reason-
able, I use the resulting weighted averages to obtain an average age
for these groups as of July ‘1956, the date of the income figures
cited previously. .

In July 1956 the average age of all who graduated between 1952
and 1955 could be determined as follows:

Graduating olase Age as of July 1966

1955 e e 18. 2141=19. 21
L 18.2142=20. 21
1988 ___. 18. 214-83=21. 21
1862 18.21+4=22 21

The average age of the graduates in July 1956 was 20.71 years, and
of the dropouts 19.38 years. During the period of heavy outmigra-
tion from the county, the outmigrants probably consisted mainly of
older youths who had found the job market at home unsatisfactory.
To make allowance for this, the average age of both the graduates
and the dropouts who were in the labor market in the county in 1956
was reduced by 1 year—to 19.71 and 18.38 years, respectively. We
observe that while the high-school graduates are approximately 1 year
and 4 months older than the dropouts, their income exceeds that of
the dropouts by about 85.2 percent. -

It does not appear possible to correct quantitatively for difference
in intelligence among the groups studied and to make calculations of
the income forgone by high-school students more representative of the
actual capacities of the entire high-school population. The excess
of income of high-school graduates over that of the dropouts found
in the Harrison County study results from superiority in both intel-
ligence and education, but it is not easy to determine how much should
be allocated to one and how much to the other of these two fac-
tors. ThoboystndgirlsintheHnrriaonCounty study are too old

® Riches, op. eit., p. 1488.
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to provide a suitable basis for an estimate of income forgone by high-
school students, and at the same time, since no members of this group
intended to go to college, the earnings of this group would not be suit-
able as a basis for calculating the income forgone by college students.
The findings of the Harrison County study, however, support the
data of the Louisville study and the Indiana study, both of which are
small sample studies. The Harrison County study thus helps to round
out the broader picture of the wage structure of adolescents and in-
creases our confidence in the findings of the other studies used here,

THE INDIANA STUDY AND INCOME FORGONE BY
COLLEGE STUDENTS

On the basis of data from two sources, I have arrived at a figure
for the income forgone in 1956 by students while they were attending
colleges and universities. For ages 14-24 these data were obtained
from a study of high-school graduates in Indiana who did not con-
tinue their education beyond the high-school level. This study was
focused on the upper 10 percent (in rank in their graduating class)
of the 34,343 boys and girls who graduated from Indiana high schools
in the spring of 1955. Of this group, considered to represent potential
college material, 908, or 27 percent, did not go on to college. At the
time of the study the median age of these high-school graduates was
about 19 years. This compares with a weighted average of 20.4 for
those between 14 and 24 who were enrolled in colleges or universities
in 1956.* The mean weekly income of the boys was $49.21 and that of
the girls $55.83.% These weekly income data were weighted for the
Proportion of boys and girls aged 14-24 in the college population,
and the two figures were averaged, giving a figure of $51.75 as the
income forgone by college students during 1 week, During the school
year of approximately 40" weeks, they would forgo $2,070 in income.
These- data, together with other calculations, are presented in the
table that concludes this section. It is important to point out that
this figure of $2,070 represents the 40-week income of a group that are
directly comparable to college students in age, in education (in that

—_—

» Btatistical Adstroct of the United Btates, 1556, table 126.

@ The mean income of the graduates was $54.9 per week. At this rate they would have
earned a mean income of $2.810 for a full year's work (351 weeks). This is close to the
mean Income of high-school graduates in the Harrison County study, which was $3,083.
The median age of the two groups of graduates is very simflar, 19.78 In leﬂooq County

school graduates—the upper 10 percent of the graduating class—and the Harrison County
study does not. The Harrison County study represents an ares of high unemployment,
at the time of the study, and the Indiana study does not.

The phenomenon of the girls earning more than boys in the case of the Indiana sample
seems to be explained by the fact—brought out in other parts of the study-—that a larger
proportion of the boys than the girls who were In the upper 10 percent of their class and
daid Dot 2o on to college were social deviates.
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they have at least graduated from high school), and in intellectual
capacity.

The calculations of income forgone by students aged 25-29 are
based on data from the 1950 U.S. Census of Population special report
on education.® Although the income figures given in this report for
the younger age groups included so many casual and part-time work-
ers that the da% not appear useful for my purposes, the bias
appears to be mud§less in the 25-29 age group. After age 25 there
1s & sharp drop in the percentage of employed males who work less
than 40 weeks of the year.® A similar drop occurs among females
after age 20. ,

The first step in arriving at a figure for income forgone by college
students in the 25-29 age group was to average, separately for males
and females, the 1949 incomes of persons aged 25-29 who had com-
pleted 1-3 years of college and those with 4 or more.* %

The 1949 figure was adjusted for the increase in wages between 1949
and 1956 by applying the percentage increase in wages in manufac-
turing between these years to my data.”® For 1956 I obtained a mean
income of $4,435 for males aged 25-29 with the specified education and

2,743 for females.

In order to arrive at a figure for income forgone, it was necessary
to know the weekly income that these total figures represented. The
census report on employment and personal characteristics ® gives the
percentage of those employed in 1949 who worked 1-13 weeks, 14-26,
27-39, 4049, and 50-52 weeks. The midpoints of 7, 20, 33, 45, and
51 weeks were used, following Schultz’ method in calculating the
average n<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>