Alternative finance for tertiary

teaching

The cost of tertiary education may be
divided into the vost of teaching, the cost
of research conducted as an adiunct o
teaching, and the cost of wages forpone as
students give up their time to study when
they might otherwise have been gainfully
employed. In Australia most of the costs
of teaching and research are borne by the
Commonwealth Governiment, while some
of the costs in terms of wages forgone are
also borne by the Commonwealth by its
provision of substitute incomes through
the Tertiary Education Allowance
Scheme. In the [986-87 budget the dircct
costs of tertiary education absorbed 3.52
per cent of projected outlays, and the
costs of student assistance a further .52
per cent.! These were major items, com-
parable with spending on all economic
services combined.

In many quarters at present there is a
great deal of concern at the size of the
Commonwealth budget deficit, which is
currently running at approximately 5 per
cent of budger outlays, This is leading
people 10 ask whether non-tax firancing
can be substituted for present sources of
funds for any major area of expenditure,
Tertiary education is an obvious can-
didate. It is arpued that universities and
colieges should find their own funds, with
government intervention limited to the
provision of assistance for students who
would otherwise be unable to afford ter-
tiary education.

Though the need to reduce government
expenditure to the level taxpayers can be
required 10 finance provides the major
reason for urgency in seeking to shift ter-
tiary education out of government
budgets, varicus other arguments are
commaonly heard which support the move.
True believers in the virtues of com-
petitive markets argue that the present
system  pives established institutions a
quasi-monopoly position. If they were
forced to find their own funds they would
be more responsive to market demands, if
only because they would become
vulnerable to competition from new in-
stitutions which better served the market.
By «contrast, believers in scholarly
autonomy fear that dependence on
government funds risks subjecting
scholars to the political needs of the
government of the day. They would be
glad of more diversified sources of funds,
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but rightly regard the private market as
potentiailly a barsher taskmaster than
governments.

The demand that tertiary education
become self-financing is complex, there-
fore, in that it comes from three quite dif-
ferent directions: concern for government

budgets, belief in frec markets, and belel

in scholarly autonemy. The complexity is
increased by the fact that the demand is
opposed for two main reasons: the argu-~
ment from ecquality of opportunity, and
arguments concerning the supply of
educated people to the workforce. These
two arguments arc both concerned that
ability and talent should not be wasted,
but reflect different fundamental values.
Supporters of equality of opportunity
regard it as unfair that participation in
tertiary education should be related to the
social and economic standing of students’
parents, and oppese any measurcs which
might further reduce the participation
rates ol students from poorer back-
grounds, Those who wish to maximise the
supply of educated potential workers, on
the other hand, regard education as an
engine of economic growth and 4s an in-
vestiment  with  considerable  potential
returns. They oppose measures which
reduce participation ratcs, whatever their
distributional effects.?

The question therefore arises whether
tertiary education can  become self-
financing without reducing the participa-
tionr rates of students from poor back-
grounds. This question is somewhat easier
to answer if the rescarch side of tertiary
institutions is financed separately, rather
than treated (as the Commonwealth Ter-
tiary Education Commission is wonl to
do) as a charge on teaching costs. in this
paper, I will not consider the finance of
research further, but will concentrate on
teaching.

Sources of finance for terfiary
teaching

CGiiven that very little can be expected
from endowments, there are three major
possible sources of non-governmient
finance for tertiary teaching: prospective
emplovers, students and their parents,

a) Employers

It is sometimes argued that employers
are the major beneficiaries of the training
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which tertiary institutions provide.
Without trained people they would not be
able to profit from investmenis in
technologically sophisticated industry. Tt
is claimed rthat they have succeeded in
foisting the costs of reproduction of train-
ed workers onto the state and onto a tax
system which profit-earners can avoid and
evade. The contrary argument is that the
higher rates of pay commanded by trained
employees by and large exhaust any
economic surplus they may generate,
which exonerates employers from any
liability to pay for the training which their
employees receive,

Whatever the merits of the argument at
this abstract level, the actual contribution
ol employers to the linance of tertiary
education has been small, Sonietimes ma-
Jor employers facing a shortage of trained
workers have been willing to pay the
educational expenses of trainees, in-
cluding a wage-like living allowance
which s generally subject to an actual or
implied bond. The major recent exampic
was the studentship schemes run by the
arious state education authorities.?
Again, emsplovers are often willing to pay
for the wpgrading and updating of the
skills of established employees, though
here the universitics and CAEs face strong
competition from in-house training pro-
grams — competition which is likely to in-
tensify il tertiary institutions attempt to
ofttoad more of their costs onto
employers. However, the long tradition of
employer contributions towards the costs
of apprenticeship training indicates that
employers may nol be completely
uninterested  in contributing  towards
training costs. Such interest is particularly
likely to be generated if the contributing
employers have a guaraniee that they will
benefit from their investment.
(Investments in people can easily misfire
when the graduating trainee defects to
another employer.) This indicates that
employer contributions are most likely to
be available Tor training in skilis which are
specific to their particular industries, and
to depend on the setting-up of traineeship
schemes  financed by levies on  all
employers in each induostry. Such schemes
will take time to implement, and will pro-
bably work best il coordinated with the
investment program of the industry. The
lack of traineeship programs at present in-

dicates that empioyers are unlikely to set
them up of their own accord. Government
mtervention is probably required at least
at the setting-up stage, even though it
woitid not be welcome by adherents of the
free market school. Despite  this,
traineeship proprams should be explored
as a source of funds for education
finance,

b) Parenis

Students’ parents are in many ways a
most attractive source of finance for ter-
tiary education. Quite often they exhibit a
willingness to pay which contrasis
markedly with their grudging attitude to
taxation, This willingness may derive
partly from ambition for their children’s
success, and partly from the fact that
typically students’ parents arc at a high
point in their life cyele pattern of in-
comes. Their children’s age constizutes no
barrier ta the labour force participation
of either parent, and if the parents are in
professional or managerial employment
{as often they are}, their rates of pay are
also probably at a peak. Again, their
house mortgage has perhaps been
depreciated by infllation to the point
where it constitutes no burden, and they
are unlikely to need to spend much cn
consumer durables. In such cases paying
for the further education of children is
hardly a sacrifice, even if it competes with
saving for retirement as a use for the
parents’ income,

The arguments against requiring
parents to pay are well known;:

1. Not all parents can afford to pay.
Even when they are at the relative peak of
their cycle of earnings, parents of fow ear-
ning capacity have little to spare to
finance the censiderable costs of tertiary
echucation. This is particularly likeiy to be
the case for long-term single parent
families. In 1982 the average income of
married couple famities with the father
aged 45-49 was $493 a week; that of single
fathers of the same age was $284, and of
single mothers $186. Single father families
comprised 1 per cent of the total, and
single mother families 8 per cent.* Again,
the parents of large families have refative-
Iy fittle surplus available to finance the
education of each of their children.

2. Some parents refuse to pay. Some
parents have but limited ambitions for
their children ({particularly their
daughters) while others quarrel with their
children and refuse to support them, or
simply regard their own consumption or
saving as more urgent.

3. Until recently, most children became
financiaily independent in their mid-
teens. The extension of financial
dependence until peopie are in their early
twenties is contrary to the trend towards
individualism i other areas of human

hehaviour, and can easily be resented by
hoth parent and near-adult child,

The first two of these arminments con
stiture transpressions, different in degres,
against the principle of equality of oppor-
tunity: the principle that one’s ¢
chances should not denend on birth, They
also transgress the principle that a countr
shiould make the highest and best use of
the inherited abilities of its people. The
third argument constitutes a principle in
itself, and directs attention fo the con-
tribution that students themselves may be
able to make to their educational ex-
penses.,

e
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¢} Students

The main argument for reguiring
students 1o pay is that upon graduation (if
they graduate) they will generally (but
with much variation) earn incomes which
are considerably higher than those of un-
trained workers. Furcther, those students
who successfully compiete the costliest
courses tend to achieve the highest subse-
quent incomes.” This prospect of future
increases in income differentiates siudents
from social security reciptents and so
reduces the significance of the argument
that students should be assisted with their
education costs simply because in terms of
current incemes in the future, whereas
social security recipients by and large suf-
fer from disabilities Wwhich hinder their
earning of a living now, and often will
continue (o do so nto the future, BEvenaf
it is right to assist social security recipienis
hecause of the hindrances they sufler in
earning a living, it need not be right 1o
help students gain high future incomes.

Students may meet the costs of their
own education in four ways:

1. By tightening their belts, and going
without some of the consumer durables
and entertainments available (o their con-
temporaries in  the workforce. Such
tightening can apply to some of the cosis
in terms of earnings forgene, hut it does
not provide a source of cash for fees or
for subsistence expenses,

2. By vacation and part-time work.
Where the work 15 complementary to the
student’s course such work can be a
valuable adjunct to learning, but there are
Hmits to the amount thal can be garned
without interfering with study.

3. By drawing on assets. Some students
may be able to finance their studies by
runping down savings, but it is likely that
only mature age students who have had
past earnings will be able to do this.

4. By taking loans.

Because of the Limitations of the tirst
three sources of funds, discusston of stu-
dent seif-finance has concentrated on loan
sshemes, In normal commercial
arithmetic it is very sensible for 1
businessman to finance investments from
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loans when he believes thar the return will
be greater than the cost of the loan; why
ned o apply the same  principle to
cducation?

Foan sohemes

The basiness anslogy of a student as an
w3 hrnan capiial makes student
foan proposils very appealing to believers
in free markets. Loan schemes also partly
meet the cgalitarian concern that the tax-
payer should not be obliged 1o subsidise
peaple who gre golng 10 be rich,

Unforrunately  such  schemes run
counter to equality of opportunity and are
also likely to reduce overall educational
marticipation, The cealitarian objection
arises because there 1 a considerable dif-
ference between gragduating with a debt
comparable 1o the price of a suburban
house and graduating debt-free. There-
fore, even it Toan schemes are available to
students whose parents are pot able or
willing to finance their children’s educa-
tion, they still leave such students disad-
vamiaged compared 1o students whose
parents have provided finance.

The likelihood of reduced participation
rates arisgs basicaliy from the discourage-
ment to study caused by prospective debt,
and is exacerbated by several features of
the commercial loan schemes presently
availabile.

Ome reason why the prospect of debt s
offputiing bes 10 1he riskiness of career
choice. Those who choose 10 read
geolowy, for example, may graduate dur-
ing an gnanticipated mining boom, or
during & slump, which affects their ability
io repay joans. Loan schemes load the
risks of carcer cholce on (o students at a
time in hite when they are often not very
well informed as to the alternatives open
to them. and not very inclined to shoulder
farge risks, For a student from a working
class home, the casts of tertiary education
may well accumutale inte a debt equal to
several vears of s father's earnings, This
being the case, fpan schemes are likely to
frighten off many of those who could
most profit by higher education, and will
tend 10 make the rest more cautious in
their cholces than is socially desirable.

If Ipan schemes are provided on a com-
mercial basis, there are reasons to believe
that they will impose particularly heavy
burdens on new graduates, The Joans are
made without collateral and are therefore
subject to Insurance charges to cover
defanit, in addiion to normal market
rates of interest, Further, private financial
institutions are only beginning to find
wavs to cope with the effects of inflation
on such lending instrumenis as house
mortgages, and thers 5 no reason io
helieve that thelr administration of stu-
dent loans would be any more enlighten-
ed, This means that, with inflation, it is
likely that the heaviest repayments will oc-
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cur early in the life of the loan, when the
graduate can least afford 10 meet them.

Though there are econemists who
would welcome a rise in graduate in-
debredness, on the ground that it would
compel graduates 1o seck the highest paid
and therefore {in theilr opinion} the most
socially useful jobs, such beliefs are con-
fined 10 those with greas faith in the vir-
tues of competitive labour markets, and a
contra-factual belief in their existence.
The dark side of an increase in graduate
indebtedness is likely to be pressure for in-
creased professional rates of pay, which
in turn would result both in general infla-
tion and in a less egalitarian distribution
of earnings. At a more personal level, the
burden of debt may prevent graduvates
from undertaking activities which are
otherwise desirable, such as postgraduate
training or the poorly paid but culturally
important jobs that abound in the arts
and social welfarc services.

The harshness of commercial student
loan schemes could be ameliorated if the
financial institutions operating them were
willing to wait longer for the return of
their funds than i3 usual at present.
Repayments could then be tied to actual
income received rather than to a fixed
time schedule, and the parents’ respon-
sibility to make provision for their
children could perhaps be emphasised by
giving the lender the right to recoup from
parental estates and bequests. The main
problem with such recoupment, apart
from the political unpopularity of
anything that remotely resembles a death
tax, is that for the average student, it is
not likely to take place till long after
graduation.

Student loan schemes which postpone
repayment till the graduate can afford it
run an increased risk that some graduates
will never repay their debts, and are hence
likely to be possible only under 2 system
of state puarantee, They have the further
drawback that funds do not start to return
to the lending institution till the scheme
has been running for many vears, which
means that the institution will have to
finance most of {15 loans from new funds
for perhaps the first decade of its opera-
ticn. One possible means of overcoming
this financing probiem would be to com-
bine the operations of student Ioan
schemes with occupational super-
annuation funds, which have the opposite
cash flow pattern; considerable funds are
accumulated before payouts begin
(always assuming that the funds are not
raided to the benefit of the present
generation of retirees). This would bring
the current loan schemes into an establish-
ed system of income-related employer and
employee contributions and tax
CONCessions.

Though such provisions might increase
the attractiveness of student loan
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schemes, they still do not equalise educa-
tional costs for students who are obliged
to take loans as against those whose
parents pay for them. Hence they do not
provide equality of opportunity, and also
run the risk that ability will be wasted.
Are there any alteraatives which would
meet these conditions while still shifting
the burden of firancing tertiary education
from the taxpayer in general to the
beneficiaries — graduates and employers?

One possibility is to generalise the loan
schemes, in much the same way as 4 na-
tional superannuation scheme generalises
oaccupational superannuation schemes.
Thus all students would receive assistance
with their education costs, and all would
be liable to repay these costs through an
income tax fcvy on all graduates.® Such a
scheme would shift income from later life
to finance education, just as in a loan
scheme, but without the accumuliation of
[rightening personal indebtedness and
without disadvantaging those students
whose parents cannet or will not pay. Just
as individual ioan schemes could be in-
tegrated with occupational super-
annuation schemes, so this generalised
version could be integrated with a na-
tional superannuation scheme, were that
ever introduced, Thesc are formidable vir-
tues, but hecause this option implies con-
tinued central financing of higher educa-
tion it would not be acceptable to those
whose only concern is t¢o reduce the
overall size of ‘the public sector’ or to
those who want tertiary iastitutions in-
dependently financed in the interests of
market competition, Again, such a
scheme would not exploit parental will-
ingness to pay.

An expanded educational
allowance scheme

An alternative possibility — full cost
fees coupled with a considerable expan-
sion of the present TEAS grants 10 cover
fees as well as living costs, and including a
test against parental means as well as
against the student’s own means, would
exerl maximum pressure On parents to
pay, but recoup nothing from graduates.
However, given that TEAS is already in
place; given that incremental ¢hange is
relatively easy for governments to
manage, and given that they are anxious
to offload tertiary education costs, this
possibifity must be reckoned the most
likely direction which will be taken should
attempts be made to take the finance of
universities and colleges out of the
Commonwealth Budget. 1t has the special
merit that TEAS grants can be targeted on
students rather than institutions, which
goes a long way towards satisfying those
who want to see the institutions become
financially independent. The government
has already moved in this direction with
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the ‘adminisiration charge’ in the 1986-87
Budget.

A decision Lo shift the financing of ter-
iary education back onto fees with the
aims of equality of opportunity and the
nurture of ability met by a student grant
scheme would raise in an acute farm all
the problems of rate sefling and means
testing which arise with the present TEAS
grants, and in addition might stir some
sleeping dogs — as, for example, whether
it is fair to assist tertiary students when
other young people of less academic abili-
ty but otherwise simifar backgrounds
receive much less assistance. In this con-
text grant schemes look much less fair
than those which recoup from graduates.

Apart from such difficulties of under-
lying philosophy, the major problems in
designing means-tested grant schemes lie
in the arithmetic of the schemes. If the
amount of funds to be distributed is fixed,
then the more gencrous the eligibility con-
ditions the more claimants will quality for
the grant, and the less the average rate of
payment will be. Further, the tighter the
eligibility conditions in any particular
respect, the more generous they can be in
others. The cruelty of this arithmetic can
be illustrated from the present THAS.

Tests of ability

The eligibility conditions for TEAS can
be divided inte those which identify the
eligible types of student, and those
associated with the means test. 1f the
student-associated  definitions  were
tightened, it would be possible at constant
expenditure to be more generous with the
means test, or with rates of payment. Cur-
rently  virtually all  fulltime  rertiary
students are eligible {or TEAS, means test
apart, but under the former Common-
wealth Scholarships scheme only those
tertiary students assessed as having above
a certain level of ability were eligible.
Such tests of ability are defended on the
grounds that it is especially important not
to waste the talents of the most able
studenis, and also that povernment
money sheuld not be “wasted” on students
who are likely to fail, The contrary
argurments are that university entrance ex-
amination scores are not 2 good predictor
of subsequent progress; that rewarding
high  scores encourages cramming at
schools, and that confining assistance to
students with ‘ability’ is contrary to the
encouragement of students from poor
backgrounds, in that these students are
less likely to have gone ro academically-
oriented schools and therefore often have
school leaving exam resulis which under-
state their abifily. Again, the underlying
value judgement that tertiary education
should be confined to students with “abili-
ty” may be challenged on the ground that
both society and students can benefit con-

siderably when individuals of moderate
“ghility” receive tertiary education.

For these reasons it is unlikely that an
expanded TEAS would resort (o tests of
ability that excludc less able students.
However, eligible students would stiil
have to be defined, presumably by their
attendance at approved institutions and
courses. This aspect of the expanded
scheme would worry those who wish to
return tertiary education to the market-
place, for course approval for TEAS pur-
poses would continue as a powerful
method of government control, and might
be used to protect existing institutions
against competition.

The student allowance means
test

However, the main points of difficulty
in designing an expanded TEAS arise in
the means test. There are four majer com-
ponents to the means test in the present
scheme:

1. A test of independence.

2. A means test applied to the parents of
dependent students.

3, A means test applied to dependent
students themselves.

4. A means test applied to independent
students.”

The key to the whole system, and that
which puts pressure on parents to pay, is
the test against parental mcans. This test
necessarily disadvantages those potential
students whose parents are assessed as
able to pay but are not willing to do so.
The more rigid advocates of making the
student body more representative of the
population at large are not troubled by
this aspect of the test, since it reduces the
proportion of studenis coming from high
income backgrounds and leaves more
room for the encouragemeni of students
from low income backgrounds, but others
are concerncd that the test excludes
students of ability, and also that it is fikely
to fead to vociferous political objection if
too many prospective students are exclud-
ed.

Independent students

In the present TEAS an attempt is made
to get round this difficulty without relax-
ing the pressure on parents to support
their student children by providing that,
after a waiting period, students’ parents’
means no longer count towards their
eligibility for grants. This waiting period,
which can be avoided if the student mar-
ries, 15 set at two years in the full-time
workforce, or failing this at age 25.
Students who thus qualify as ‘indepen-
dent’ automatically receive the higher,
‘living away from home’ rate of TEAS
grant, in addition to being means tested
on their own earnings without regard for
their parents’ incomes. The result is an in-

centive for families to avoid the parental
means test by delaying their children’s en-
{ry into tertiary education. This incentive,
with its cost in terms of career delays or
{perhaps) precipitate marriage, probably
has some effect already -— 38 per cent of
all TEAS recipients, and 48 per cent of
those paid at full rate, qualify as indepen-
dent. Some of these would be late starters
for other reasons, but many have
doubtless responded to TEAS rules. Such
responses are likely to become more com-
mon if the amounts at stake come to in-
clude fees as well as living allowances.

One government response to increases
in the proportion of independent students
would further postpone or even abandon
the gaining of independent status. After
all, the parents of potential students aged
between 25 and 30 are likely to be in their
fifties and enjoying high incomes and low
expenses. The problem is thar social ex-
pectations have already been seriously
stretched in persuading parents to con-
sider themselves responsible for students
aged between 15 and 25.

A contrary response would be to aban-
don dependent status, and make all
students wait, This would, however,
disadvantage young students whose
parents have low incomes, and wouid be
contrary to the aim of equal opporiunity.

An alternative suggested by Beswick
would be to phase in the degree of in-
dependence by age.® This would mean
that potential students with rich but
miserly parents would be eligibie for part-
rate TEAS at ages vounger than 25, and
also that the present provision for gaining
indepcndence by spending two years in
the workforce, which is difficult to ad-
minister, could be abandoned. Part-rate
TEAS payments arc often helpful in ex-
tracting matching grants {rom parents
and other sources, and can aiso help
students who otherwise support them-
sclves from vacation and part-time jobs.

The definition of means

Basic to any means test is the definition
of means. The presen: TEAS definition is
very similar to the definition of income
for income fax purposes, and (o the
definition of means used for social securi-
ty purposcs before the reintroduction of
the assets test in 1984, In the tax and
social security context this definition had
been much criticised for the alleged case
with which the seif-emploved and people
with asset incomes could understate their
incomes. This raises the guestion as to
whether a broader definition of means
should be used for TEAS. At the very
least it might be expected that students
with assets should be obliged to [inance
their own education. The question here,
however, is whether enough students have
personal assets to make the imposition of
such a test worthwhile.®
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A test might be also imposed on paren-
ial assets on the ground that parents
should be obliged to run down their assetls
1o finance their children's education, or
on the ground that it would help to iden-
tify cases where incomes have been under-
stated. A case for a test against parental
assets could be made if education were
regarded as a capital payment, and so an
intetr vivos bequest which brings forward
the bequests usually made after the
parents’ death, and now untaxed at that
point. However, many parents aie at a
time of life when saving for retirement has
taken on e new urgency, and are likely to
resent an assets test levied against their
retirement nest-cgg.,  Again, if as s
politicaily likely the test exempts owner-
occupied housing, farmiand and super-
annuation accumulations there will not be
much left to test against, and the attempts
to impose an assets test would create
much more annoyance than it is worth.

The argumen: than an assets test should
be imposed to detect undeclared income
can be countered by making greater ef-
forts to detect such income directly.
However, it may be difficult for the
authorities administering TEAS to adopt
such a definition in advance of the In-
come Tax Commissioner — there is great
administrative convenience in being able
to accept the Tax Commissioner’s income
calculations. A supplementary assets test,
social security style, would complicate
already complex assessments, and would
be politicaliy very sensitive, since it would
adversely affect families with high assets
from which they earn low incomes, par-
ticularly farmers. On the other hand, it
would not catch business people whose in-
comes are understated through the over-
statement of expenses.

A rather more significant question of
eqquity in the assessment of means arises in
the treatment of housing costs. Currently
TEAS grants recognise differences in stu-
dent housing costs, in that students who
are obliged to live away from home
receive payments at a higher rate, but no
allowance is made for the effect of hous-
ing costs on their parents’ ability to con-
tribute to education costs, Thus the hous-
ing expenses of parents who own their
houses putright are limited to rates and
maintenance cosis, while those who are
still purchasing have to pay off a mor-
tgage as well. In 1982 the average mor-
tgage for home buvers aged 45-49 was $58
a week. Similarly tenants, particularly in
the private market, tend to have high
housing costs: those aged 45-49 were in
1982 on average paying 359 a week rent.'?
it would be possible to allow such housing
costs as deductions from parental income
for TEAS means test purposes. This
would, however, complicate the test,
From the point of view of general
economic policy, it is also doubtful
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whether any {further enmcouragement
should be given to the taking out of mor-
iage loans.

Income taxes, like housing costs, make
an unavoidable call on family incomes,
and if is arguable that the TEAS means
test should allow them to be deducted.
The reason for not making the deduction
is that the income tax and the means test
are assessed on income defined in very
similar terms, so that the deduction of in-
come taxes would not make much dif-
ference to the distribution of means for
TEAS purposes, except that it would
favour students with one parent working
as against those both of whose parents
work.

Though the TEAS means test does not
permit deductions for housing costs or in-
come tax, it does allow for the cost of ljv-
ing off the student’s brothers and sisters.
The problem is that the deductions for
dependent siblings are a good deal smaller
than the tikely costs of housing, feeding
and clothing them, as assessed, for exam-
ple, in the literature on poverty line
equivalence scales.!!

A matter of some concerr. to those who
see TEAS as an engine of social mohbility
is the treatment of the earnings of
mothers. Currently the income of both
parents is totalled in assessing means.
This can result in the denial of TEAS to
students of working class background if
both their parents work, even though
neither parent commands more than an
ordinary wage. The hard-hearted reply is
to argue that it is in just such families that
the parents are most likely to be willing to
assist their children.

In the present TEAS means test as ap-
plied to students, income from scholar-
ships is treated differently from other
sources, there being a Himit beyond which
the grant is reduced doliar for dollar. This
differential treatment perhaps encourages
the donors of student assistance to spread
their benefactions to students who miss
cut on TEAS, but perhaps simply
discourages scholarships from private
sources. 1t also raises the question as to
whether social security inecomes should be
treated in the same way. Until 1986 it was
possible for recipients of invalid and
widows® pension and supporting parents
benefit to gain TEAS in addition. Prima
facie the granting of two needs-based
aflowances to one person was anomalous,
but it was defended on the grounds of that
single parent and invalids are so depressed
economically that they should be given ex-
tra incentives to study, particularly if in
doing so they have to meet extra costs, for
example for transport or chiid care. When
double benefits were withdrawn in the
1986-87 budget some recognition was
given to these costs by the provision of an
education allowance of $15 a week paid
through the social security system.
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Once means have been defined, the
question arises as 1o the period over which
they should be assessed. Since payments
to meet student expenses are intended o
caver current outgoings, it is appropriate
to assess alternative incomes at their our-
rent level. The present TEAS practice is 1o
do this, as far as possible, for the student,
but to assess parcnial incomes a year in
arrears, with provision for updating the
assessment if income falls, Assessing
parental incomes in arrears eases the ad-
ministrative  burden considerably, and
also in inflationary times make the means
test a little less harsh than it appears.

Having defined and assessed means, the
next step is to calculate the claimant’s
entitiemenis. These depend on the basic
tablc of rates payable to those not af-
fected by the means test; the level of
means at which entitlements begin to be
reduced (known in social security
parlance as the free income allowance,
and in TEAS as the Marginal Family Ad-
justed Income or MATD); and on the
abatement rate by which grant is reduced
as means increase,

The free income allowance
(MAFT)

Currently a program is under way to
align education allowance rates with
unemployment benefit rates, and in the
pracess to introduce different rates of
payment for people aged under 18, those
aged 18 and under 21, and those aged 21
and over."? The change from the previous-
ly flat-rate TEAS allowance will remove
some of the previous anomalous relation-
ships between education allowances and
unemployment benpefit, bui raises the
question as to whether costs of living real-
ly are so much less for the younger
stucents. The defence of lower rates for
younger students involves the claim that
parents are generally more willing to pay
for them (though whether this is relevant
given the means test on parental income
may be doubted) and also the observation
that juvenile wages are generally paid at
low rates, so that the opportunity cost of
young students’ time is less, One effect of
the introduction of age-related rates of
altowance will be to strengthen the incen-
tive to work for a couple of years before
going on to tertiary educaiion,

Though education allowance rales are
to be equated with unemployment benefi
rates, it remains that they will be more
generously means tested than unemploy-
ment benelits, so allowing students to
supplement their incomes by part-time
and vacation work. At present students
whose parents’ income is below the MAF]
can carn up to $2000 a year before their
grant is reduced, as against the free in-
come allowance for single unemployment
beneficiaries of $20 a week ($1010 a year
if earned in constant weekly amounts).
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The walue of both these free income
allowances is being eroded by inflation:
the effective value of the students’
allowance to students who are earning the
full amount of the allowance {(and no
more) was also reduced in the 1986-87
budget by 3312 uy a result of TEAS
paymenis becoming taxable.

The means test on students’ own in-
come is intended to exclude from educa-
tion allowances students who have outside
sources of income, such as employer-
provided training allowances. It also
discourages part-time and vacation work
bevond the level of the allowance by
reducing grants, which in effect imposes a
marginal income tax rate of 62 per cent on
garnings.

The factors affecting the design of the
means test on parenial incomes are more
complicated. Therc are strong arguments
for generosity in setting both the free
alfowance {or MAFD) and the abatement
rate.

In setting the free income allowance, it
is desirable to allow parents a reasonable
amount for their own expenses and for
those of children not receiving education
allowances before beginning to  taper
away the allowances for their student
children. Secondly, a high free income
allowance will minimise the waste of abili-
ty among students denied help by their
parents. The problem is that, with given
funds, generosity in setting the free in-
come  allowance erodes the rate of
assistance for students from very poor
Families whose income would place them
under the free income allowance whatever
its level. The 1986 level of $14,995 in-
evitably represented a  compromise.
Remembering that the test is calculated in
arrears, this allowance may be compared
to the 1984-85 annual income of a pen-
sioner couple with no other income source
of slightly under $8000; annual earnings
at the minimum adult full-time wage
under New South Wales awards of $8450,
and average annual earnings per employee
{average weekly earnings over 32 weeks)
of a litle under $20,000.71

The abatement rate

The argument for gencrosity in setting
the abatement rate arises from questions
of earmings incentive. Already as parents’
earnings increase they lose some of them
in income tax. The effect of the TEAS
means test is that, on a family basis, they
lose even more, since increased earnings
diminish their child’s allowance. Though
it is comman for means tests to impose
steeper marginal effective tax rates than
are generally regarded as acceptable in the
income tax itself, most people are willing
to call a halt when the marginal effective
rate rises above 70 or perhaps 80 per cent.

Given the MAFI and the tax schedule
announced in the 1986-87 budget, parents

affected by the TEAS means test arce likely
10 be earning incomes subject to the 29.42
or the 44.25 per cent marginal tax rates.’?
The addition of a 25 per cent TEAS
reduction converis these rates to 54.42
and 69.23 per cent respectively.

1f higher marginal effective tax rates
than these werce acceptable, it would be
possibie to divert funds from students
presently eligible for part-rate TEAS
payments to students eligible for full-rate
payments. In favour of this it can be
argued that the needs of the poorest
students have first claim, and also that the
means-testing of student allowances has
only an indirect effect on parental in-
comes and hence is unlikely (o affect the
parents’ incentive to work — an argument
which would be contested by those who
note that mothers’ incentive to work is
often associated with their chiidren’s
education expenses, Again, students’
parents are a potentially articulate group,
and may not take kindly to a stcep means
test.

Coverage of students
allowances

The extent to which the imposition of
fees relieved by an expanded student
allowance system would shift the cost of
tertiary cduction from the Common-
wealth on to students and their parenis
would depend on the fees imposed and on
the cost of the expanded allowance
system. This latter would in turn depend
on whether present allowance rates were
maintained, on any changes in the means
test, on students’ response to the revised
conditions, and on the distribution of -
comes against which the means test was
levied.

Some idea of the likely response can be
gained by considering the likely income
distribution of students’ parents as it was
in 1981-82. The precise income distribu-
tion is not available, since the parents of
students living away from home are not
identified in the income survey, and the
parents of students living at home can on-
ly be identified with difficulty, so the
caiculations have been carried out using
the income distribution for all income
units with head aged 45-49, excluding
single pensioners. It could be argued that
since students’ parents tend to be drawn
from the upper socio-economic status
group, and since students’ mothers some-
times work to assist with education ex-
penses, this understates the income of
students’ parents; on the other hand, if
there were equality of opportunity
students would be drawn impartially from
all income groups, in which case the
estimates of eligibility for aliowances bas-
ed on Table | would be realistic.

The table suggests that up to 60 per cent
of all students who were not independent
{i.e. who were income tested against their

parents’ income) could have been eligible
for TEAS living allowances in 1983, most
of them at part rate. The actual distribu-
tion of allowances paid included rather
more at full rate, and many lcss at part
rate, than would have been expected from
the distribution of parental incomes. The
small proportion receiving part-ratc pay-
ments solefy because they were obliged to
live away from home was to be expected
— relatively few students have to do so —
but the lack of part-rate paymenis to
students who live at home is harder to ex-
plain. In some cases it would have been
because the students concerned supported
themselves through part-time and vaca-
tion work, even though this involved for-
going their part-rate TEAS grants
through the income test on their own ear-
nings. in other cases we may suspect that
eligible students simply failed to apply.
Whether they would continue to refrain
from applying werc fees imposed and the
TEAS grant increased is one of the
unknowns in costing an expanded
scheme, '

TEAS grant would rise Lo approximately
59000 a year.!? Even at this rate the conse-
guences for the education allowance
system would be a considerable increase
in the number of students eligible for
part-rate grants,

Table 1 includes an estimate of the ef-
fect on eligibility for allowances had a fee
of $3000 been imposed in 1983, compen-
sated by an equal increase in allowance
rates, with the free income allowance, the
abatement rate and other aspects of the
means test remaining constant. Such a fee
would have been much less than the cost
of teition estimated by the CTEC, which
in 1983 was approximately $7000 per stu-
dent, but, after assuming a gencrous
allowance for the separate funding of
research, would have covered the
marginal costs of teaching. These changes
would have extended eligibility for
allowances to approximately 80 per cent
of the dependent student population, with
three-quarters of these eligible at part
rates.

assistance 1983

Table 1
Estimates of the proportion of dependent students eligible for
TEAS grantis, 1983.

Estimated
eligibility,
1983

Rate of TEAS
eligibility _ rates
Full rate 20
Part rate 27
Part rate, onty if
living away from home 12
Not eligible 14

Source: A.B.S. income Survey 1981-82, unit record t{apes, C.T.E.C. Report on student

Actual ' Estimated

distribution eligibility,
of dependent 1983 TEAS
students, rates plus
1983 §3000
18 20
12 60
1 8
69 12

IT an expanded education allowance
system, intended to cover the reintroduc-
tion of fees, were not (o worsen the posi-
tion of the poorest students, the rate of
grant would have to be increased to cover
the fees imposed. If full cost fees were im-
posed on the costings calculated by
CTEC, which load all tertiary education
costs on to students without any separate
ailowance for the value of research car-
ried out in tertiary institutions, this would
result in the maximum grant for universi-
ty students living away from home in-
creasing from $3581 in 1985 dollars to
$13,400. Such a considerable jump is
frightening to contemplate, and would be
unlikely t0 occur in one step, Again,
CTEC costings may be challenged: if
means were Tound to finance the cost of
research undertaken by teaching
academics separately, and student fees
thus had to meet only the cost of time
devoted to teaching, the maximum rate of
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Herein lies the Achilles heel of the pro-
posal to take fertiary education out of
government budgets by imposing fees
made palatable by an expanded allowance
scheme. The proposal involves assessing
nearly all students for grants, as against
approximately one third now, and would
impose high marginal effective tax rates
on a majority of students’ parents.

The net effect of thesc proposais on
government budgets is hard to assess.
Had fees of $3000 been raised from each
full-time student in universities and coi-
leges of advanced education in 1983, and
$1300 from each part-time student, ap-
proximately $800 million would have been
generated in revenue, which would have
covered 45 per cent of the Commonwealth
budget allocation to these institutions.
The net effect on the Commonwealth
budget, however, can only be calculated
after estimating the cost of the expanded
TEAS, which is difficult since the takeup

Page 7




rale for pari-rate payments would pro-
bably increase, and also because some
students would either have to forgo higher
education {so reducing TEAS payments)
or wait till they gualified as independent
{so increasing outgoings after a few
vearsy. A rough estimate is that TEAS
payments {0 full-4ime students would
have increased by between $250 and $300
million.

In addition, the question would arise as
to what assistance should be extended to
part-time and cxternal students, many of
whom adopt these modes of study
because they cannot afford the costs of
full-time education. This might well in-
volve making TEAS allowances available,
up Lo the cost of fees, on a more generous
income test than is currently applied to in-
dependent full-time students. Altogether
the fee proposal could casily end up with a
nel saving to the Commonwealth of only
$300 million or so. In addition, tertiary
insticutions would suffer some reduction
in demand for their services, though this
would probably be made good as poten-
tial students qualified for independent
status, and as they became accustomed to
paying fees.

This is probably not what the pro-
ponents of financial independence for ter-
tiary institutions have in mind, which is
rather that institutions should recoup
their full costs from fees, with educational
allowances limited to a small minority of
the ‘truly poor’. While such a system may
have been satisfactory in an idealist past,
when higher education was limited to a
moneved minority plus a few scholarship
boys, it will scarcely do as a method of
supplying trained workers to a
technological economy. Again, imposing
fees without a considerable offsetting in-
crease in TEAS payments would disad-
vantage a great many students from low-
income backgrounds, and so offend
against the principle of cquality of oppor-
tunity. Given therefore, that tertiary
education fees cannot be reimposed at
significant levels without a considerable
expansion in TEAS payments, the pro-
posal has more attraction as a means of
distancing higher education from
Commonwealth control than as a means
of easing the burden on the Common-

wealth budget. If so0, the Commonwealth
may reject it, on the ground that whoever
provides the funds should control their
use more directly than would be possible
through conditions attached to TEAS
allowances. The Commonwealth’s lack of
controd aver Medicare costs should give it
pause before it moves to an open-cnded
system ol student allowances to finance
tertiary education.

Conclusions

None of the alternative sources of
finance for tertiary teaching canvassed in
this paper offers an easy way out of the
difficulties of the present system. Industry
rraineeships are likely to be difficult to
organise, and to be limited to specialised
rather than general education. Loan
schemes necessarily discriminate against
students whose parents are unable or un-
willing to assist them, except when they
are tepaid through a tax levy, in which
case they will not satisly the advocates of
privatc markets and scholarly in-
dependence. The present student grant
system, if expanded to cover significant
fees, would impose high effective
marginal tax rates on a great many
parents, and may not reduce budgetary
gxpenditure significantiy unless participa-
tion rates are reduced and equality of op-
portunity is sacrificed.

Does this mean that tertiary teaching
should be {eft in its present uncomfortable
position of financial dependence on the
Commonwealth budpet, with academic
institutions increasingly subject to cost
control in the interests of reducing the
deficit? This frying pan may turn out o
be worse than the fire, with cost-paring
measures reducing both the throughput of
students and the quality of teaching. Ac-
cordingly there is every cause to search for
alternatives to the present system bevond
those considered in this paper, and aiso to
ask whether the aiternatives which have
been canvassed could be combined in a
way which minimises their weaknesses.
Again, two of the more attractive options,
industry traineeships and loan schemes
dovetailed with superannuation arrange-
ments, cannot be implemented quickly, so
the sooner a start is made with pilot
schemes the better. If work on these alter-

natives is not begun soon, it is likely that
desperate measures will be taken which
will land Australia with the worst rather
than the best practicable combination of
the different methods of financing ter-
fiary teaching.
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The charge of the fees brigade

What is the difference between a higher
education tuition fee and a Higher Educa-
tion Administrative Charge (HEAC)?

The answer depends on your motives
and your ability from either perspective to
raticnalise your motives. There is not one
complete answer to the question. The
answers are somewhat like the points of
the eternal triangle. In one direction you
have those who would contend that the
‘administrative charge’ is purely a denial
of the Austraiian Labor Party’s education
platform on the point of free tertiary
education and another ‘broken promise’,
This position contends that it is the begin-
ning aof the softening up process leading
inexorably to full-blown tuition fecs for
higher education.

At the other extremity, there are those
who argue that the HEAC is what it says
it is — simply a measurc to recoup a part
of the non-tuition component of the cost
of provision of higher education. They
further argue that there is no truth in the
assertion that the ‘administrative charge’
is an ominous precursor to greater cost
recovery of higher education budget
expenditurc.

The shape of the triangle, with the third
point being reality, is difficuit to pin
down. Only time will show where it will
end up - either moving toward the tui-
tion fee point or the administrative charge
point. The argument’s development will
therefore depend upon political,
economic and community activity as an
ongoing process., The Federal Govern-
ment’s decision has however raised the
scepticism, cynicism  and uncertainty
among those concerned about the possibie
re-introduction of tertiary fees and will
therefore distract atteniion and absorb
energy that should be more productively
directed to the problem of higher educa-
tion in Australia.

it will also distract attention and
recognition from the significant benefits
which have flowed through the higher
education and education svstemns gencral-
ly as a result of the Hawke Government’s
budget support of education aver the past
344 years — a positive record of achieve-
ment which is generally ignored.

It is no secret that until the last week or
so of the Budget process, the HEAC was
perhaps only & nascent gleam in the eye of
the Minister for Finance, Senator Peter
Walsh. FEarlier attempts to reintroduce
tuition fees had failed because of Caucus
opposition and an acceptance by the key
Government Minister and Party olTicials

that such & move would be quite electoral-
ly damaging for the Government.
However a drastic fall in the Australian
dollar led to a last minute round of renew-
ed budget cuts in order to give the
message to the world’s finance markcets
that the Hawke Labor Government was
AAA-rated when it came to being fiscally
tough. Another ALP platform victim of
fiscal opportunism was, of course, the
sale of uranium to France.

“, .. the perception of the
higher education constituency
was quite simply that the
Hawke Government had
broken its commitment to the
community and the Party.”

Those who tried to defuse the damage
of the tcrtiary fees debate, had the rug
pulled cut from under their feet by the
decision for despite the Government’s
assurances angd demarcation between tui-
tion fees and administrative charge, the
perception of the higher education consti-
tuency was quite simply that the Hawke
Government had broken its commitment
to the community and the Party.

All that is essentially an historical back-
ground. What concerns the higher educa-
tion constituency of today and tomorrow,
those against the introduction of further
government imposts on higher education,
is that the HEAC is indeed the forerunner
of full-on tuition fees. The Government is
going to great lengths to assure the higher
education community that the HEAC is a
stable cost, to be indexed annually in ac-
cordance with movements i the General
Salaries (non-academic) Index maintained
by CTEC. For an administrative charge
this would be a reasonable mechanism
and in this way, while the prohibition
against tuition fees in the States Grants
{Tertiary Education Assistance) Act re-
mains, the door to the thin edge argument
remains shut. WNonetheless, a simple
Cabinet decision could reverse that provi-
sion with the stroke of a pen, therefore
the ‘fees debate’ is on the front burner.

Those in the Government who support
fees are closely watching the response of
the higher education community to the
HEAC. It must be remembered that the
factor which cventually blocked tuition
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fees was the concern of  electoral
backlash. The return pressure from the
higher education community, the ALP
and the electorate generally will be the
eventual {imiting factor 1o the introduc-
tion of tuition fees. It is a game of push
and shove.

This does not mean simply demonstra-
tions of anti-government rhetoric or
placard art. The anti-fees lobby inside and
outside the Government needs to re-
organise and re-evaluate its campaiga of
communication and educaiion of {ees
propenents. Those who support the re-
mtroduction of fees within the Australian
Labor Party genuinely believe that they
are supporting equity in higher education.
This position must be recognised as ge-
nuinely distinct from the motives which
drive the Liberal Party’s desire to rein-
troduce tuition fees. in fact, an examina-
tion of the debate on the States Grants
{Terniary Education Assistance) Amend-
ment  Bill debate in the House of
Representatives on 21 October 1986, ex-

-poses the political duplicity and deceitful

opportunism of the Liberal Party on the
matter. The Liberal Party is camouflaging
its intent behind protective indignation
and concern, while hoping o move
toward their tuition fee position on the
basis of ‘well the ALP started it” — coat-
tail change.

Those opposed to the re-introduction
of fees must realise that the pro-fees camyp
is driven at the top by the amorality of the
Department of Finance whose only objec-
tives are simply to cut government expen-
diture as far as they can and to raise
government revenuc as much as they can.
The Department of TFinance's cold
analysis of the annual balance sheet ig-
nores concepts such as equity, educational
development, ‘invisibles’, spin-offs, and
the need for a cohesive education, social
and economic plan for the future. That is
not their job. As the sconomic rationalists
sec it, it is the job of the ‘biceding hearts’
to fight for their own objectives — “if they
kick up enough of a stink, they’ll get their
way’. It's all part of the checks and
balances in the community — ‘what the
market will bear” approach.

In the policy and philosophy areas of
CGovernment and Party decision-making,
the fees proponents see equity in & narrow
present time view. Their argument is sim-
ple. Those whose parents can alford to
pay arc over-represented in higher educa-
tion, therefore they should pay now at the
gate to higher education. Ne considera-
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