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° I INTRODUCTION ~ o

“The popular assaults on higher education in the Phil-.

ippines culminated in widespread student demonstratzona in :

[
e

January and February of 1969. The central themes articulated
by s ' ncer s of student _rights an
the poor quality of education provided in the predominant pri-

vate—profit making enterprises of higher learningcl/ A. ;

While these two grievances werefnot nnrelated; theza ,_.
first appears representative of a mpre universal moremena‘oi
-students.to establish their identity as an interest group in
| the 1arger society; the latter is very much a local issue
arising out of a peculiar institutional phenomenon of protit- 1~
making educational institutions. And yet, such an inntithtiaqgf
‘stru¢ture has more than local relevance. It is, at dnce, a

‘ hypothetical alternative to public provision or the non-profit

institutions—which characterize western societies and a posuible

*
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"model for developing countries -/ ‘Such economies in their
times%of transﬁormation,experience certain demands to educate
and simultaneous pressures to husband economic resources,

Who should provide education is a normative question whichil
requires, at one level, an understanding of efficiency and,

at another. an. examination of social’ preferences,

This study addresses 1tBelf primarily to efficiency
,aspects.l How does a largely private enterprise educationali %
system, such as-the Philippines' operate? What-behavior%l
implications are embedded in an institutional structure com-
prised of public, private non-profit, and.private profit-mak- ~
ing sectors in higher education? We shall proceed to evaluate -
actual performance by applying[human capital and industry
models to the Philippines]%/soth sets are appropriate because

- the challenge levelled at the Philippine education industry
~ — | | {
—/fhailand is reportedly entertaining such possibilities.

—/éary Becker. Capital; A Thegretic ,
Anal s8is wi cial ferenc o) ation (New York: National»
Bureau of Economic Research, 1964); and Barry N. Siegal, “Towards
a Theory of the Educational Fimrm,” unpublished manuscript, Cen=-
- ter for Advanced Study of Education Administration, University -
of Oregon, 1966). . -t : ‘ e

.
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‘focuses on‘the compatinility of private capital seeking pro-
fitable outlets and public velfare in’education. Our empiri— ,
fcal resulte derived frcm a limited sample survég should shed
light on two questiona by yielding a fuller descriptive pic-
ture of - how the structure Operatee and by providing an .
assessment of the benefits and costs of such a regime. We
regard these both from the point Of view of the individuals,

\uand therefore[individual decision—making processes- and from

. the society's point of view and therefore the problem of

 N|efficiency in the allocation of resources.

| We proceed, then.~toiestaﬁlish firstiefficiency and -
«equity issues in education by(%_yeloping the rationale for
public participation. The theoretical superstructure is de-
'veloped in two parts: éﬁé relationship of education to man-
power whlch provides a_means of valuing the benefita of edu-

e
cation and the behavior\of the student individuals and the

institutional decision-/ Before the empirical
assessment of benefite, which ides a performance indicator,
we must Sketch some deacriptive background on the structure of

the education industry.

As ‘we proceed. we shall try to make .clear the limita*

tions of the methodology ubidh we utilize to examine Perffid»“
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rince. While the technique of present value is well known
and widely discussed in the literature, we try to demonstrate
that for our purposes of comparing intersectoral benefits,‘

this framework is useful, ‘ . N

The areas of refinement and further‘develqpment are
.apparent. While all institutions differ in some ways, it
appears to be useful to consider variations by some classi-
fying distinctions which do not overstate the difference
between individual institutions- such as policy treatment
which suggests a tripartite grouping into public, private

sectarian, and private non-sectarian institutions.

' ~In identifying the major issues in the formuiation of
an educational policy, the followxng economic questions have
,been posed: (1) What demands shall be placed on the educational.
system? (2) What is the apprOpriate level of total resource
‘allocation into the educa&ional system, (3) What should be i
the compos;tion of that allocation? Wwhile these questions are
laden with normative connotations with regard to equity‘xnd‘“
efficiency considerations, it is common to dwell on the latter
efficiency aspects so ‘that maximization of efficiency becomes,
an implicit proxy for the more intractable welfare fungtigm
It is useful to distinguish the efficiency from the distributive .




aspects. and we will be intereeted in doing so: for the aeardh
for the optim&lly efficient among feasible alternatives has
certain equity implications. But this study deals mainly with
the third queetion and our technique is most adequate to ad-
dress questions at this level., 1In other words, we can make
:stronger statements predicated on ‘the present value methodology
- about the relative. efficiency of the private profit—making.

private non—profit and the public sectors of higher education
than to compare, say, the efficiency of human with non-human |

' capital investments .

' still the distributive consequencea may be of substan-

Kt‘ al interest for the Philippines. For although West has

noted that %l{bllc and private syste;gs tend to imply that

the higher income subsidizes the lower :anome groups; where "

' publicly financed schools are superior in quality and more
expensive: it is very 1ikely that “here the poor actnally sub-

A,idize the rich &Y .

, "I'hese, ti:éneférs may be . further accentuated where, as

in the Philippines, /a) public higher education tends to be

. -‘3/ For this finding in the case of the Califomia system. ,
sce W. Lee Hansen and Burton A. Weisbrond, Benefits and Cost of
Public Hicher Education. A Report to the Joint Commtittee -on
' Higher Education, California State l‘..egiela‘ture, November 18, -
- 1967, Madison, Wisconsin, Iv-20 - IV~-26. See also E.G, }§
t and State:. A Politi al L
" Institute of Econcmic Affairs. 1965) - .
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considerably more~¢08t1y;§/ and taxes based largely on exdiie G

' révenueS'tend to be'regressive in nature.é/ Hla Myint suggests‘

that in m;xed systems where public edncation is of superior :

'quality, it is apt to be the poor but able who suffer when e

p0pular pressure for expansion of enrolments causes quality

to deterlorate.;/ o

Where private enrolmentevand full cost pricing predOE.

‘minate, the distribution of incqme}may impinge further on the

allocation oflresources in education. This ia ‘true when capi-

- tal maﬁkets for human cap;tal borrowing are highly imperfect

or non-existent.: In eudh a case, the initial distribut;on of

-/éee cost estimates clted in Don DeVoretz, 'Investment

in Philippine Educational Resources: 1966-74,* (unpublished
Ph.D. Thesis, University of Wisconsin, 1968), ps 87; Priscilla
Eugneio, "Sources and Uses of Income in Pive Private Universei-
ties 1956-65," (unpublished Master's Thesis, School of Economics,. .
University of the Philippines, 1968), p. 93; Howard Hayden and
the Office of the Study of the Role of Institutions of Higher
Education in the’ Development of COQntries in Southeast Asia.

Higher Education and Development in Southeast Asia, Vol, Il: . -i'
Country Profiles (Paris: UNESCO and the International Associa-
tion of. Universities. 1967), p. 614,

~-/Wh:i.].e it is income taxes and profeasional taxes which
must be considered for possible incentive consequences on edu-
cational investments, all tax revenues are involved in the in-
come taxes see Angel Yoingco and Ruben Trinidad, Fiscal Systems

and Pragtices in As;t_an countgies (New York: Frederiek Praeger. -

1968) , - 335-337,
| —/Eee Hla Myint. “The Universitiel of Southeast Asia and

' Economic Development,” ggg;gig<ag§a; rs, XXXv, No. 2 (Summex,“’
- 1962), p. 123,
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* wealth bears heavily on educational decisions. The non-

availability of resources or, similarly, the disé¢rimination
in canital markets'not baéed on productivity potentials in-

hxbits a more rational allocation of resources. Such losses

nare symptcmatic of impertect;ons, Which themselves require o

econqmic costs to mztigate.

Apart,frcm'the distribution aspects, which are only
conceptually separable from efficiency, the case for investi-

gating higher educdtion industry reeta on several grounds.

First there is the question of the efficiency of the resource

-allocaticn. Whi1e~the resources invblved in higher education'/
are less substantial than at Icwer levels in the Philippines.
where political and 8ocia1 literacy motives strongly color

econcmic policies, a more cogent case has been made for the o

rationalization at higher levels. Higher education involvee’//

the supply of‘skilled mangcwer‘resources. ~Simu1taneous labor

-g.‘__*

shortages and surpluses provzde cons;derable evzdence of labor f

market disequilibria which may be accentuated by the education

8/

markets. Unemployment ‘suggests that the'ahadcw prxce of

‘partment of Labor and Division of Surveys, Bureau of the Census. e

—/bne study cited that 18.2% of those with college edu-
cation.were out of work, and looking for work. 8.4% were out

of work but not looking. An estimated 27% of the college edu-

cated labor supply is thus estimated to be redundant. See
Republic of the Philippines, Office of Manpower Services,,ne~-

and Statistics, Department of COmmerce and Industry, “Summary



_are employable only as technicians, must be investigated by

* Philippines for the Decade 1956 to 1967,® Journal of Ph
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educated labor is less than the market"price. jymsqggain drain

and unemployed intellectual phenomena, indicators of labor sur~

pluses, have been repeatedly cited in regard to the Fhilippines.

. /A pOSSlble explanation for the concurrent labor surpluses
and labor shortages is the variety of education outputs which \\ |
/
imply that the education differs not only by field of‘special-'/

ization, but institution granting the degree as well. That is |
to say, certain degeees, ostensibly qualifying individuals fOrL/,

' certain occupations,and Job responsibilities, do not do so in

fact. Occupational placement of those holding the same nomi-

nel’degree varies as among schools, - This suggests_of course

-an irrationality or. a lack of infornation'on the part of stu-

dents as to the stability of degrees fram different schools in

‘job markets. This possibility of mislabeling of education such

that, for example, engineering graduates from certain schools

1odking at occupational placement by sector and perhaps even

" by school.,-

Report on Inquiry into Employment and UnemploymentuAmong Those

with High School of Higher Education, May 1961" (unpublished
Report, Manila, 1961), p. 68. For a decade analysis of unem-
ployment, see "An Anatomy of the Unemployment Situation in the

Statistics, XX, No. 2 (second Quarter, 1969), vii-xiii.
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‘Secondly, de;fgcto policies influencing education do
éx;st,\m"mough smmé of‘their impécts~have yet}tb be analyzed,
Moreover polimiés affécting highér educaticm continue_tm be |
made. 'P:esidehﬁ Marcos' response tb the siudent‘damonétra;
~ tions in January and'February,‘IQGQ wﬁé to order a tuition
roll-back to 1966 levéls imfthe>§rivate commgrcial sector of

| highér'gducation and £0‘exp1ainmrétes of return in excessof
12 per cent.g/ In July 1969.mPresident'Marcos signed into
.law ‘a measure to convert profit-making 1nsit1tutlons into
foundation statuaa—-/ Without the establishment of a thorough
-financing mechanism tm implement th;s enactment, ‘and because:
several conceivable 100pholes exist, it is difflcult to anti—
cipate the impact of ;his 1egislation. ;t does,-however, re-
present a suhmission to pOpular 0pin10n,;which-éould not con-

/done education as a profit¥making business enterprise.

“There are others who had earlier suggested that the

government'suppomt or subsidize the private sector as a way '

»

2/;F.'M.‘dkays‘students"némands. Orders Tuition Fees

Reduced to 1966 Levels,” Manila Times, PFebruary 5, 1969, Sec.
1 and 2, pp. 1-A, 2-B; "“Student Strike Far From Over, Marcos.
.Pledges Reforms," Man ;g Chroniclg. Pebruary 5, 1969, Sec. 1,
. ppo 1"A' 14"'Ao : . T

——/'The cure? New Law Will Erase aAll Sdhools of Profits,

_ Manila Bulletin, July 31, 1969, pp. 1, 3; Editorial, "Two st
Laws,* ygg gggggicle. July 31, 1969, p. 13.

Sl
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of abetting a movement away from profit—making.‘ Others have
reeoﬁmended that secfa;ian institu?ioes‘he subjected to the
sametax“copditlons which prevail in the pxivateinoﬁ-sectarian
seetora;;/ | - |

But rational economic policies must be predicated on .
economic anelysis. _And while popular journalism abounds on
the issue of profit-making in education, serious analysis is

lacking.

On still another level, the structuxe of the Fhilipplne
'edncational industry is of more universal 1nterest. In a
.western setting, Friedman has urged the case for private enter-
prise in educatlonal aetiv;txesc—~/ Hla Myint has similarly
suggested the usefulness of profit-making 1nstitutions in SOuth;‘
cast Asia to alleviate the pressure on the public sector o

provide more college places;l;/. 

‘ . -—/%bm such proposals for equal treatment%throughout
the private séctor by a journalist, the Philippine Chamber .
of Commerce, and Senator Kalaw, respectively, see Josefina

-Constantino, "What has the Government Done for Private SGhools?“\

Manila Chronicle, February 2, 1969, Sec. 1, P+ 57 "Religious
Schools Tax," Manila Timesg, July 28, 1969, Sec, 1, p. 24-A;
*private Schools Aid Urqed, Manila Times, March 9, 1970,
secn 1, p. 26. . : o

—-/ﬁilton Friedman w;th the assistance of Rose D. Frieda
man, WL&«;@Q@ (Chicago: University of Chicago
Pres‘s, 1962) rE pp. 85-107. » . B BN R
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- The Philippines, ﬁifh'its hybrid institutional struc-

‘ture, offers a living‘eiample’of the private profit-making,

a private non-profit making, and a pﬁblic sector. The mixed
‘commenté_in praise and disparagement of private commercial
institutions of higher education sﬁggest that an analysis of -

this institutional system and its perfq;mancé is warranted.1d/

‘The findings of the suggested anglyéis have direct im-
‘plicatibns for educétional plannihg,poligy; ‘But it is not

the dbjéctive of this study to construct an educational plan.lé/

' Rather we agsess»the ﬁigher educétisn industry not hy
me:é p:iéé-and outpﬁt dimensions='such iﬁforﬁétion misses too
mudh in tﬁe Philippine caée.' Nor do we iddkféimply at profit
figufes,_even if we éould identify and quanfify ané;analoéous /;//

concept for the public and private non-profit sector.’ As a »
) -;&(Ihiip 117, 125;  v. Sinco, Education inﬁkphil-‘ :
hitie: . Y. (Quezon cCity :' University of the
Pn.sippines Publications Office, 1959); anu sixto Rozas, “In-
vestment in Education: The Philippine Experience," The Phil-

ippine Economy Bulletin, I¥, No. 1 (September-October, 1963),
- pp. 32-39, - ’ o . .

S lé/zndeed some pioneering effortsAho.formulafe an opti-
mizing plan using linear programming have been made. See De-
Voretz, , : : A " :
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capital good, educational aemand is a-derived demand. Be~
cause the product differentiation is to same extent discern—

.ible at the outset, an apprOpriate method for evaluating each

sub-sector's performance is to compare net earnings. occupa—
tional placement, labor force participation, and employment
- rates associated w1th each of the institutional ‘types. This

technique has the further merit of evaluating the investment

contribution of education to the economy since education is

embodied in individuals, who are themselves economic resources.

If students are not'behaving'asvrational'investors in
education markets and such a rationalization policy is. deemed

appropriate for economic and social ‘priorities, qertain meas- >

—
ures can be introdnced. On-the part cf employers, we have

more reason to auSpect that they do, indeed, recognize quality
, differences in education and reward these differences corres-
pondingly. For one thing, ' this has been cited by other - re-
searchers—"/ for another, a predominantly competitive, private 1
enterprise economy weuld tend to enforce rational hiring be-

havior.

»

Aé/hauricio Leonor, Jr., Severino Santos, Jr., and Martin
Jamin, . *Fechnical Manpower Needs in Agriculture as Reported by
Employers," (paper read in a seminar on "The Present Situation -
and Outlook of Manpower in the Country, National Science Develop-
ment Board, Manila, February 3-5, 1969), p..12. : :
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'From the standpoint of public-policy,'it is necessary
to distinguiSh social ‘benefits and costs from private henefits
and costs. Private costs understate total resource costs to
society to the extent that education is subsidized or tax
receipts are foregone. LikeWise, total benefits include pecu—
niary and non-pecuniary gains to the educated individual, as-

well as pecuniary and non-pecuniary gains to others in the

Lsocietya But who comprises'society? If we identify society

with a national government or fiscal entity. apart from the

individual members, still another perspective could be usefully.,
adopted. Migration can alter the locus of benefits and may

therehy impinge upon public investment decisions. The rntion— o

ality of public policy poses a separate question from that of 4

individual behavior._A

While we are only incidentally interested in ths 1ahor
market, we will tie it~ up With the education market. The' -
supply of various\kindsnof educated labor is a lagged function'
of the demand for education, ad;usted\for individual work-
leisure decisicns._ It is conceivable that the relation ‘between
the dsmand for educaticn and the supply of educated labor in-

clusive of the work—lsisure decision is relatively stable over
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some intermediate'lengthsvof tima;;Z/
[ ' .

At the same time, the demand for education is derived
| from the demand for labor. The demand for. labor itself is
a function of technological relationahips and value variables.
'That is to say, the value of labor as an input depends on-its
physical (marginal: physical product) and financial (marginal.

' revenue) productivity. ,

Education intermediates between raw and inproved labor ‘\ i
because physical productivity is believed to be a function of (
education.‘l'*e/ ‘Even the marginal revenue component of labor's )
: contribution to output is related to the education market, for"
in general equilibnum analysis, there ie an. interdependence

. among all goods markets. . ‘ o ' /

We acknowledge,_ at the outset, education's dual nature

as _an ’inveehnent and consunption 4good or ‘service. We fnrther

.-/See BEdita A. Tan, ”Implication of Private Demand for ‘i
- Education on Manpower Planning," The Philippine Ecopnomic Jour-
~nal, VIII, No. 2 (Second Semester, 1969), 117-129; She makes
the supply of labor a direct function of the demand for educa-

' tion. That is, Dggq=f (BVeq) of labor and PV represents

the discounted value of future earnings,

, L/ See Edward Denison, "Measuring the contribution of
Education to Economic Growth,® in the Residual Factor and Eco~-

nomic Grow!:h, Readings in the Economics of Education, selected
by M.J. Bowman, et.al., "Contribution -of Eds. to National Income

Growth," Journal. of Political Economyy, z.xxu, No. 5 (October

1964), 450-65.
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recognize that the conventional classification of capital and
consumption goods by function is not useful here in discerning
the het benefits on which educational policies might be based.'
We cannot assume that those who do not employ their education

in their -jobs oxr that the unemployed are consumers rather than

educational investors, 4he essential question. however. is-
are they behaving as' if they are making economic investments
in their education decisions?‘!'—/ For while we can not judqe

motives. actual behavior is observable.

As an additicnal adjustment to reality we allow for the
heterogeneity of education even when comparable levels and: nomi-
nally equivalent degrees are involved.' Where quality issues
prevail as in Philippine higher education. provision for this
variability should be made. | |

an th 8 study we indeed heed the dictum of Jack wiseman

wbocounselede AR | S 1

—]=2/ John Vaizey. The Eco_n_omics of Education (I.ondon- F'aber
and Faber). PPe 26-35,' For a discussion of some of the other
benefits and a defense of the usefulness of regarding earnings
streams, see Burton A. Weisbrod, “Education and Investment in

Human Capital," Journal.of Pglit_iggl Econgg MJ& it, I.xx

(mer' 1962) ) 106-1230
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' Essentially "market oriented' studies have to
be concerned with the behavior of individuals,
families, governments, and other social groups
as producers or consumers of education: they
examine the behavior of the "knowledge indus- -
try" in which the educated are the “consumers"
and the schools and -other relevant enterprises

- the "producers” . . « . These need to be des~
criptive, institutional, quantitative and to

distinguish relevant types of education rather
than treat it as a global magnitude, as would
an applied study of the steel industry.20/

‘A%

In the next section, .we raise a number of hypotheses
which can. be usefully investigated. To suggest their rele—v
vance to the Philippine context, the introductory remarks
consider both btoad econcmic coﬁcepts and specific local
' issues, in order to identify the economic content of educa—

tional problems in the Philippines. For the actual empirical
| portion of this study, the focus has been narrcwed, for ‘both
pragmatic data considerations and because the richness of
'-this research topic permits treatment of only a subset of
| the hypotheses originally set forth. Those under 2. will
»ihejoﬁitted from the‘finai»study or handled descriptively,

- where it appears useful to do so.

-—/ﬁack Wiseman, Cost-Benefit Analysis in Education and
the Southern Economy, p. 11, as quoted in Robert L. Farrell,.
"An Examination of Differentiated Cross-Sectional Price, Cost,

Quality and Demand Relationship in Higher Education,” (Unpub-
" lished Ph.D. Thesis, George WaShington University, 1968), 35.



Chapters III and IV are theoretical in natnre; th 111,
IV available upon request from authq§7 The first expands on
equity and efficiency concepts with regsrd to the structure
of the educational industry and actual policy; it further
establishes the link between labor and education markets. The
second develops the microoeconcmics of individual and institu—.
‘tional behavior, the present value technique is discussed as
an investment'criteriavand'as a way of enaluating benefits.

and costs.

Chapter v provides an. orientation to the Philippine set-‘
ting, by referring to the pertinent literature and presenting ~
-additional data.‘ The second half of this study utilizes
sample data to address some of the hypotheses we raise in
‘chspter II. o



1 Tan‘scops‘or THE STUDY

A number of hypothese%will be investigated and submitted=

“to empirical testing. Our approach to utilizing ‘data re-.
:‘sources will be a rather pragmatic one.. Therefore resort will
‘be made to several sources and where necessary, new informae
tion'will be elicited, While these questions arelpositively |
”stated below, they will be examined in conventional null hypo-

 thesis terms.

. The hypothese reflect three distinct perSpective from
A‘which to view- the benefits of education: (a) individual ration—
<

ality requires ‘an’ assessment of private benefits and-costs.

which tend to understate the total costs where institutions
are subsidized in the Q__lic.and ggigggg_gggts:ian_sectg:s
,/The private benefits can be regarded as the earnings streams

which accrue to edncated labor.

For (b) society ‘and social ‘welfare goal of allocative
fefficiency, the cbncept of benefits and costs must be modified
to include total resource costs and benefits. Therefore, for
example public and private subsidies must be included in costs.

| Non patticipation in the labor force and outmigration frcn the

/ S '
country can be considered as social losses. ST '-~§555
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.“

(c) institution of higher learning' ] perspective,

| net income or firm profits are an appmpriate measure of per-

fomance, when the institution is profit-seeking in nature. .

. 'l'he hypotheses are classified below into those calling
for the human resources approach ,and those which involve micro
—theory of the firm, These major sets of hypotheses are sup-‘

plemented by other specific Questions we 'shall address.

@ndividual investment choices are consistent with an in-

. vestment hypothesis. In other words, Judging from labor force
perfomance of graduates and school leavers frcm different
institutions, individuals behave as if they are maximizing the

present values of future earnings or internal rates of return.g—l/

. If individual ‘tastes and educable capacities are not bind-

‘ing constraints, rates of return or present values net of cost
would tend to equalize at the margin. However, differences in
taste and non-pecuniary comp Onents of employment suggest that
disparities in’ rates of retum or present value sre compatible -

even with educational Opportunities unlimited by imperfections

A E"I have reason' to belie've that most of us do not look at
the expense incurred to get a ‘diploma as investment. 0.8, :
Corpuz, Undersecretary of Education, "The Administration of Edu-
cational Policies of the Phili ppines and the Marcos Economic
Program® (Philippine Economic Lastitutions, Occasional Lectures’
‘and Speeches 8eries, No, 5, Schol of Economics, University of
tlle Philippihes. Jamla!'y 23’ 19‘7), Ps 12.
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in information or capital markets. But‘interinstitutional
differences in the labor force benefits to the same fields
of study or to nominally equivalent degrees. suggests that :

quality differences in schooling inputs are reflected in the

outputs.'

- This hypothesis requires infoxrmation on the net present
values or rates of return to different fields and to differ~

w

eht institutional products, by field and by school type.

; While 1abor force performance provides one indicator

of institutional quality, we are interested in matching the -
'quality of the inputs against the -quality of the gutputs.

Poor quality education may be economic from the students

point of view because ‘of the substantially lower direct eosts
and foregone earnings. - It may be. that poor quality education }X
is a worthwhile investment from the students point of view IW
‘because it sufficiently enhances employment and earnings over i

high school‘graduates and school leavers.

ngﬁ Private decisions tend to promote an efficient alloeation
of-education resources. In providing a description of employ-.
" ment performance, we dwell on quantifiable benefits to the'

student educatee COBtB are netted out of gains without regard



/
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to possible subsidies provided. To view from the social pers-
pective Which public policy stpts in’ assessing efficiency,.
vrequires an alternative definition of costs and benefits one
Which‘better reflects the true_resources utilized.‘ This is
an<exercise'in optimization‘within the framework of currently
existing alternatives, thereby disallo&ing for innovstions and
sssuming that such educational benefits can be replicated through
‘_expansion. The substsntial effect of policies may differ £rom

~the marginal findings on which they are predicated.

;

‘izz;é/;bbere exist significant differences.in performance among

A e poblic. private profit-making.n and private non-profit
making institutions in the industry.' From thetstandpoint of

the students, the appropriate means of?determining'preturnsp

" on investments in human capital-focsses on occupstional place—
ment, earnings, employment, ‘and ‘labor force participation dif-
ferences among educated school outputs.——/ The preaent value i
technique permits these factors to be incorporated in making

an estimste of the financial benefits of schooling.

It has been remarked that lower quality-education is

——/labor probably dspreciates with the mere passage of
time, 8o participation differences take on significance.
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greatér wastage-and hence the inferénce'of‘greater inefficiency.gé/
Indi&idual'rationality énd_allocativé efficiency can be.evaluated
in these terms to demonstrate whether, ih‘fact, éttrition ffbm
such progra::s is !'wasteful! or lmplles a lumpzness in human capi-

' tal 1nvestment.

1.4‘ There exists a 3ystema£ic relationship beéwéen quality and
institutional profit within the private profitheékiﬁg gector.
This'hyPothesis stems from a conventional belief that it is the
éxploitation of students‘which gives rise to abnérmaﬁfor exces-
sive profits to certain'institutions. - Profit ot net income has
its anélogue,in not-for-profit educational ééctoré, but differ-
ences in motives due to non-payout of net income and‘tax treat-
ment suggest that the profit and quality correlation is most
meaningful internal to the profit-making sector. . For if motives
were the same, the latter would certainly seek the tax benefita

of foundation status‘

The traditional argument proceeds on the assumption that
the profit margih'is enhanced by cutéing corners on costs and
,thus overpricing the cutput, iargely educational services, Al-

ternatively, the instifutions empldying‘inputs most efficiently

——/ﬁoward Bayden has suggested this hypothesis in Hayden
and the Office of the Study of the Role of Institutions of Higher
Education in the Development of Countries in Southeast Asian .

- Higher Education and Development. in Southeast Asia, Vol. I,

Director's Rggort, 68, 184,
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ought to be more profitable.4 Of course an institution presum-
ably can always eﬁhance its own quality through inereasing stu-

dent expenditures or educational reinvestment.

The question however is an%empirical one. Which insti-
tutions with what quality characteristics are the most profit-
able, whether efficiently or cutting corners is the chief

reason?

' This time we look at prefits as determined from the fiﬁ q
nancial'statements of institutions. We measure quelity'hy the‘l
schooling inputs and the outputs' labor’force.and board eneminaé‘
‘tibn performance; for conventional meesures do exist for the
former; and industry studies suggest rates of return on equity,.;l

or rates of return on assets as an approPriate measure of firm
profite.zé/

While profits offer a neasureiof productivity to<ther
firm, the value of outpntsfcan also be assessed from the labor
force performance of the schooled.. We shall also relate these
‘measures of output quality to input quality and institutional

meitso

.

——/ﬁate of return on boock value not market value would
be the relevant concept because the stock market would tend to
capitalize such oligopoly earnings. See Kalman J. Cohen and
Richard M. Cyert, Theory of the Fi;gg Resource Allocation in a
Market Economy (Englewood Cliffs, New Jersey. Prentice—ﬂall.
Inc., 1965), 2590 v

S
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1.5/ The two co&cepts of profits, firm profitability and labor
force performance of school leavers, as performance indicatora
of the xndustry[are systemat1cally related to each other. Fur-
the rmore, student inputa themselves may vary among 1nstitutions
not only by innate ability dxfferences but -also by substantial
foregone earnings differentials._ ‘Differences in part—time:or‘
full—time attendance characteristics of students in déffexent
'.inetitutions auggest that tHis major component of the resource
costs of educationemay be.important.,25
- <f§;>’6;;re does not exist a pattern of specificity between occu-

pat:.on and income or kind or 1eve1 of education. Such a finding

of interoccupetlonal or intereducat:.onal or formal education—

experience eubstitut:.bi].:.ty weakens the case for manpower ‘require-

ments approach Specificity. That is there is kind of mislabel—

:I.ng. 'I'his mav be . economic, but unless it is well known to 8tudents,

they suggest n second best s:.tuati. on.

The present value -te‘dhnique pei:mi.ts us to include unem-

plo&ment.’ la'ocr force per':fomance,‘ and earn‘ings.' and foregone

' —-/Estimates from a sample of 12 private non-sectarian
institutions found that between 20% and 80% of enrolments were -
at sight. In a -follow up sample of 1306 working students, 1190
were found to wor’k eight hours or longer per day. -Guillermo
Reyes, “A Study i 3 the Time Adjustment of Working College Stu-
dents in Colleges and Universities in Manila," (unpublished
Master's thesis, C. :llege of Educat:.on, ‘U.P., 1960), 36, 51.

i
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earnings differentiaIS. If the important differences are in
the quality of. education rather than in. the student input. why»

does such a differentlated system persist if shown to be uneco—

nomio?——/

_Where oapital markete are not well dereloped, lhlel-
duals are oonstrained by initial wealth positions. Therefore,_
oertaih alternatives imposing hidh initial outlays $in direct
or foregooeearnihgs costs) become extrehely costly. In a sit-
.uation’of'oredit rationing, certain inveetmeht Opportunities
are simply prdhibitive in terms of true Opportunity oosts to

particular 1ndividuals.z:

The foregozng hypotheses have been - framed to address.
higher education 1ndustry performance by firm profitability
‘and.edooated individuals' productivity. We adopt at the out-
set 3£,investment perepectiVe; that ie. while the benefits |
of eduoetion are largely personal and may'contain oonsider.
'able'oonanmption‘oalue. the inetitutionS‘in‘the-industrj'are[ i
assessed ﬁith~reepectpto'labor ﬁarket'perforhance‘on the one |

hand and firme' net earnings, on the other. In addition to

——/ﬁeisbrod. Relley. and Hansen suggest that there may be
greater payoffs, in terms of productivity, to developing the
inferior and not the superior student. Burton A. Weisbrod, Allen -
C. Kelly, and W. Lee Hansen, "On the Distribution of Benefits of
College Teaching” (unpublished manuscript, n.p., n.d.), 1l1l. A
lack of information on the student side is another important

hypothesis.
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these aspeets of performanee ) We shall examine empirically

N
“the industry for eertain behavioral expeetations. Because -

- we are dealing with an institutional problem, it is necessary
to provide ‘some descriptive baekground on the structure. With-,
out undertaking a full scale investigation, ‘we sketch scme
}of institutional frameworks through a number of hypothesis
‘about institutional hehavio_r vwhich re:flect inportantly on - |

student choice.

| Q 'rhere is a clustering of. prices charged by institutions

. producing close substitutes .32/ '.l‘his suggests that quality‘ A
differentiated segments of the industry may be isolated. ‘ |
can :.nvestigate further to detemine ylhethe_r this clustering '
-pattern coineides with the elassificationj of institutional

_,tf('pes whieh we discerned.

’rhere are significant differences in the composition of.
- output of low per pupil oost outputs and high per pupil eost‘
(non-seienee versus science courses, undergraduate versus

. ‘graduate courses) outputs anong institutional seetors. This

'g“/Seymour Harris found evidence for this hypothesis
© in the United States.’ See Seymour Harris, Higher Education:
Resoyrces and Finances (New York: MoGraw—H.i.ll Book Oonpany

'-'Inc,, 1962), 101-105. o
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may have-policy impiications where certain fields of study
"and -research outputs- generate more external or social bene-
'fits relative to other curricula and teaching outputs. Gra-
duate (or post graduate as they are also called in the Philé
ippines) school programs have experienced only tdken deve10p~
ment in the profit-making institutions, for although this is
prerequiSite to obtaining university gtatus and corollary

prestige.

~ ;3‘ Public and private‘non—profit institutioné utilize‘non~
price rationing while the private commercial sector enéages‘///f
in price rationing in the face of demand fluctuatione. The
'private market would price ration and so reduce 8 the
return to education, the public sector would use non price or
'quality rationing and so raise re.B However, because demand
for education has been secularly rising and not fluctuating.
and becanse’selective scholarships are one important way of
obtaining quality differentiation in student‘inpute, price -
discrimination ma§ actually be used more \extefn,s'ively\ by the
vpublic and private non—profit sectors. It ischStlese to buy
uneconomic discrimination if there ia administered pricing,

but economic discrﬁmination vwhich reduces wastage may payoff
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well, if there are no constraints.gg/ These divergent
.behavioral implxcatxons derive from alternative dbject-
ive functions among kinds of-;nstituticns..‘The latter

statement does not contradict the former, althouéh the

empirical data may not permit us to discriminate.

of the many questions we may raise, we shall

_1solate a few for further examination.

' There exists_a tsheepskin effect! such that the gra-
ation event itself provides en extra kick to earnings.
On the other hand it may be most able who do 1ndeed com-

plete degree courses.

(j:::>1nccme is‘a positive function of educational attain-
ment and'ege where age is a proxy for two effects whrch\ »
Operate in Opposite directzons- Work experience‘and'vin-
tage 45 educatzon. That is, Y = £ (B, X, v, A{~H){ where
Y .represents inccme, E represents educaticnal attainment.
X represents'work experience,v \' represents,vintagevof

education,_ A represents,innate,ability._ana "H " hours

Y;

A.A. Alchlan, "The Basis of Some Recent Advances

e»in the Theory of the Firm," The Journal of Industrial Eco-
- nomics, XIV, No. 1 (November, 1965), 32,
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worked. We expect income to rise with age, controlling for
ability and educat;.on}al attainment when the experience effect
ontéWamps’ the vintage effect.-é—g/ _ while such’ fihdingé have
been determined elsewhere, 3Y¥/3X > »0. éY/a.V <0, aY/3x -
(3¥/3V)>0are only bel;aviorél hy;;otheses a,nd.tmst be empiri-

- cally vérifi'ed.' If presérit value of same age cohorts ié the
- same within Qccupat_ioxis, re'gardles"s of quantity of ehugétj.on,
experiehce’ just offséts the advantage of formal education;
Lineari.ty. and multicolinearity of the telatibnship mhst be

. tested.

‘ There exists a supplghientary relationship b,étwéen formal
- ead ycation and on-—the-jdb training such that those receiving
the most on~the-job investment on the part of employefs are

in fact the highly more educated.

'2-9'/ Using a data set fram Sweden which includes I.Q.
at age 10 as an 'innate! ability variable, Griliches finds
little intercorrelation between ability and amount of school-
ing, although the ability variable significantly increases
the explained variance of log of income. He suggests, then,
that schooling is not distributed according to an ability
criteria. In a less developed country, like the Philippines,
‘the scarcity of public places would imply rationing accord-
ing to ability. The large number of private enrolments and
limited scholarship schemes, suggest that the ‘composition of
Philippine collegiate enrolments may more closely . resemble
that of a developed country. Griliches, op.cit., 32, 36.
Others have applied adjustmcnts to earnings® streams to allow
that the more educated tend to be the more able. Becker, Op-.
cit., p. 823 Edward Denison, The Sources of Economic Growth
(Committee for Economic Development, Washington, D.C., 1962),
 pe .69; B.A, Weisbrod and Peter Karpoff, "Monetary Returns to
College Education, Student Ability and College Quality," Re-

. view of Economics and Sta tistics, L (November, 1968), p. 495.
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{ij;‘ There does not exist evidence of sex discrimination in
' employment.  This hypothesis warrants investigation because |
of ohe fuller labor participation of women in the Philippine |
.labor force. eSpecially among those with hiqher educational
vattainments. Here we must approPriately control for age,
-ybrk eXperience, and quality of?eQuoation, We shall iodk
for discriminatiog inxﬁerﬁs of oocupational placemeot and

.earnings.

' These hypotheses 3:1 to 3.4 are called supplementary
not to suggest that they are of lesser significance. Rather
the data assembled to address earlier hypotﬁeses permit us to

investigate‘these important questiohs,,in passing.
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IIT ISSUES IN PROVISION AND FINANCE

Wwho shculd'ptovide eapcatien and how snould'costsiand
Ahcwlshoﬁldlbenefits be &ietribhted are’ three eeparete queations
'which must be addressed in terms of educational goals. AIn this
study of higher education in the Philippines. we will be speci-~
fically interested in determining'whether private educational
~chcices arenegfigient end wnetﬁer_public subsidies are efficiently
aiiocetec. While these questicn;hcld substantial interest for
policymekers everYwnere, thef take on additibnal interest in the
-Ehilippines because of the extensive development of private com-

mercial enterpriee in higher education. A privately financed.

privatelx provided‘sectox_co-exists'with a public financed, pub-
lic provided sector. Z@Ee theoretical premiees‘forfgovernmentl

intervention in the sphere of education are essentially two: an

efficiency and an equity argunent:jg/

(1) EFP!CIENCY N | - ‘
(EEfVefficiency argument states that the ptesence of

Zhenefite which acérue external to the buyer‘would*lead to an

-—/Emere exists a considerable ‘body of literature debat-
ing the issue of private enterprise in education. See Je Vaizey,
f Education, (London: Allen and Unwin, 1958), 148-
- 158 Jack Wiseman, "The Economics of Education,® Scottish Jour-
nal of Political Econ . (February, 1959), 48-58; G.W. Horobin
and R.L. Smyth, "The Economics of Educaticon: A Comment,® Sgottish

Journal of. Poligical Ecgpggz (February, 1960). 69-74; E.G. west.
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insufficient allocation of resourees relative to the social
optimum, because the personal economic‘Calculus does oot
incorporate these non—personal gains, whether they be pecu-
niary (reduced vandal;sm)‘l/ or non-pecuniary ( a more in-
‘formed electorate) such that the free market fails in pricing
and provision.az- That is, the existence of benefits which
accrpe to other than the educated individual would lead to
private underxnvestment relative to the social ogtimum | Pub-
lic provieion has been proposed to remedy such a shortage be-.
cause society as a whole can‘internalize}all the benefits exé

ternal to the indiviéuals-educated.

Oon the other hand, the presence of geographical exter-
nalities may lead even the public author;ties to underprovide
relative to some more universal concept of social oPtzmum.

Such disparitieaﬂin the.location of benefitsAand ‘costs arise
'becahse human mobility may transcen&ithe'political bOundaries
of governments. A‘brain,drain'has'beeh cbserved in the Phil-

' ippines, Great Britain and elsewhere,‘as well_as.between, sub-

QL/A case can be made aqainst including preventative
costs in gross national product. Such services, which protect
- goods against destruction, affect the distribution of income
but not’ the level of production. Martin Bailey,: National In-
come and the Price Level: A Study in Macro-theory (New York:
McGraw-Hill Company, Inc.. 1962), 275. '

——/Ehere may he important cases in which this undex-
provision conclusion need not follow. See A.G. Holtmann, “A
Note on Public Education and Spillovars through Migration,*
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national units. These geographical externalities which arise -

from migration tend to imply underprovisionmalsc;éé/ ' However,

thisitime it is on the part of the public.fiscal!unit so that:

one way of eliminating geogrephical externalities is to more

fu11y4interna1{ze the benefits ené‘coste ththe migrating unit:
‘that is,'private and not pubiic'financing of educhtion; Ano-

~ ther prOpoeal is tp'broaden}thevpublrc internaiizing agency-say

one federal govermment rather than many state fiscal units.éé/

(2). DISTRIBUTION
The distribution argument for government intervention
enjcya somewhat less currency.m It focuses on education as a

.mediating mechanism in the process of generating the income dis-

Jou;ggl of golitiggl Econggg, LXXIV (October, 1966), 524-26.

-—/If. however, externalities accrued to a well—defined
group, then there do exist economic incentives for them to in-
ternalize the costs as well through subsidies. Por example, it

~may be rational for the United States to aubsidize in migration P
of certain kinds of labor by direct payments.to the governments -
who financed the educations, because the benefits exceed the
costs to U,8, government, See B.A. Weisbrod, External Bengfits

£ lic cation; An Economic Analysis, (Princeton, N.J.:
Industrial Relations Section, Princeton University, 1964) .

——/See W. Lee Hansen and Burton A. Weisbrod, gg,‘cit,;
'p. VI-3. While only real technological externalities threaten
efficiency, penuniary externalxties may have adverse incentive.
‘effects. ‘
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tribution. Egnality of educa‘;ggal_gppgxtunitzmdggg not 1nsure‘
ality. in the

an earnings~distribution in whieh persenal preferences.‘end‘dni-

lities are allcwed maximum free play in determining the actual
distribution. It has been observed in the u.s. since World War
II, there has been no- significant change in the income distribu—
tion. - However, Becker found that the increasing -relative snp—
plies‘of skillsihaa acccmpanied a secular decline in wage ratios
or differentials; Vaizey remarks:

‘. ® generally the evidence is, striking that money
differentials have declined and that the more highly -

developed an economy, the lower the 7 between the
very Skilled and the ve:y unskilled. 3 : .

Froomkin argues that income disParitiea are smaller when
the rate of return for each succeeding 1eve1 of education is
'emaller than the,preceeding ievel.éé/ This is indeed the find-
ing for the eeeendety and celleéiate.levels in the‘Philippines
' aceor&ing to the williamson and.peﬁoretz study, snbject. of .

course, to peesible ehortcehinés’in their methbdologyu&nd_éhta.

3-/6. vaizey. The Econgg;cs of Education. oe. oit..

.

p. 106.

24/ rromin
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Progressive income tax structures, such as that found
in the Philippines tend to diminish income differences also,
although of course, the effective tax\rete may be considerably

less progressive.because of known loopholes and evasion.

. On the other hand,'it has been claimed that education'
may have an adverse effect on the income distribution by creat—
ing relative income differences through education&induced pro-

 ductivity differentials.

_These two claims need not be incongruous when interpreted
fiﬁ the §ol;dwing manner., Theoretically, the ready availability

' of educational opportunity will eliminate rents to scarce edu-

o cated outputs. ¥The relagiye scarcisv of certain educated outputs

%,‘mgy have severg;;gggsihle_cansesa' (1) bsrriers to entry in the
educationel»indnstry, (2) an ultimate scarcity of;ebility or edu-
eable capacity in Student inputs,éé/tand (3).discriminatioo not
based on productivity differences ih‘the.labor marketi ' Rehts»

will persist if any of these conditions are operative in labor

or education markets.

—q/fhis favors the hypothesis that inputs are education-
ally changed and not merely labelled. Otherwise, only accident-
ally would original ability endowments cater to the structure of
labor demands of course, we recognize that even if education
merely sorts out different labor capacities, this information is
valuable to employers. .
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~ Observed earnings differentials. then. derive from
;several sources and these distinctions are of significance .
to the economist. The, observed earnings differentials based
‘on. individual- differences in tastes and preferences or non-
pecuniary benefits would persist even if equality of educa-
tional and employment opportunities were secured in a society.
Discrimination based not on productivity but race, religion,

/connections. etc., is inefficient.}-é/

* These ‘theoretical premises abstrac':t‘ftm possible inar-—
ket imperfections regarding capital and information. For' these,‘
instead. to be’ valid foundations for public intervention, the
presence’ of such imperfections must be established as empirical
matters. Economists Abeli'e\‘re these factors to significantiy
affect education markets and thevefore the efficiently of re-

31/

source investment in human capital.

¢/, Por rejoinder to this argument. see Gary Becker,
Economics of Discrimination

—-—/For the argument and a. rejoinder. see George stigler.

Inpenfections An the capital Marke':," Journal of Political Econ-
omy, z.xxv (June, 1967), 287—292.
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(3) POLICY mpacrs

Actual educational systems, Which we examine against '

'our.hypothetical models, have policies embedded in them. ‘Ob-

.servable cbnsequences do not net out deliberated or ad hoc poli-
cies, so it is useful to identify the influonces of comimon eco-
nomic policies. The dual identity of education as a consumption

| and investment good ccmplicates the task- -of an educational plan—
ning. ‘Public policies in this sphere, typically, take ‘the fbrm

- of regulatory action and public finance. These policies are
&distinct‘end mutuallylexclusive'in theOry 80 that.control can
'ihe manipulated by either means. Indeed, the presence'of exter-
v?nalities or neighborhood effects does not obviate the sufficiency
'w”of educational regulation; the existence of such effects justifies |
i sgovernment intervention.but does not necessrtate public finance.

However, in the Philippine case, like most others, we find both

regulation and public finance.

The presence of educational subsidies such as government
supported education, private endownment or subsidies in kind
(¢cclesistical faculty in parochial schools) introduces dispari— |
‘: ties between personal and total resource costs even\when the fore~

gone earnings ccmponent of personal costs are ‘taken into account.‘
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< The presence of taxes on earnings drives'a wedge between

~ the. private and social return. The=net7effect of such policies

on the private relative to the social rate of return can go

either way. Therefore a public university which charges less

‘than full costs may, a priori, aggravate the inefficiency of

allocation unless coincidentally, ‘taxes and subsidies just can-

cel out each other.

#7Paxes on inccme, by reducing the present discounted

. value of future efrnings diminishes the demand for education,

(Figure A) relative to other investment alternatives and can
be demonstrated by a leftward Shift in the demand curve. Edu- .
cational subsidies to institution such as publie universities
cause the supply ‘curve to shift to the right (Figure B). That

is, private marginal costs are below total marginal costs to

‘society, which must include the resource value of the subsidy.

1£,’ on: the other hand, subsidies are provided to individuals.
rather than institutions, the demand curve would shift upwards
and to the right (Figure C)d Individual or institutional subsi-

/

dies wi11~suffice to increase: enrolments from E to, say, E'.
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_While an institutionaliframework such as that found in
'the‘Philippines alleviates oertein-pressures on governhent'bnd~
.gets'tolprovide enrolments and so offers_en attractive alterna-
tive to deve10ping,economies,isuch as regﬁne.has many pub11c~
finance'implications. As long es_e‘public sector co-exists,
there is the consequence of unequal government subsidies.' Even
if such a development is compatible with other. say, efficiency

goals, the distributive consequences merit identification.

If the government accepts efficiency priorities, and
;'if the government rations places according to an ability cri-
teria, it.may still not be true that the most able pre—oollege
students stand to reap the largest productivity gains from edu-
eation.——/ Then too. ability or school’ performanoe may be in~
come related oharacteristic. especially since high school enrol-
nents are largely private ano heterogeneous with respect to cost
and qnality._ -.
E;Q»ANK if the government espouses an equity motive. then is an
ability oriterion whidh provides relatively few places in an

 elitest system consistent with equality of Opportunity although

: . ——/See B.A. Weisbrod, Allen C. Keeley, and W. Lee Hansen,_
"On the Distrihution of Benefits of 0011ege Teaohing,“ n.d.. TNePer
nimeographed. Pe 12.- ' o
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it is patently not-equal subsidy..

’AlternatiVes tozrationingAaccording to.ebilityfinclude

| rationing'according'to productivity enhancement’potential vis-
a-vis manpower needs, rationing according to finencial 'need

80 thatflow-income families may gain access to higher education,
‘ an& thereby'equalizefeducationalvopportunities, or proyiéing
equal'subsidies to all through oirect.payments,tofall students.
or giving subsidiesvto those who arefmost likely to produce,tne
largest externalities as -geuged; for example, by.cnoice.of

' field,

Other public finance consequences of public policy in
higher education are the following. One of the features of tax
treatment in tnis aphere is to attract private capital into edu-
cetional'éctivities‘by taxing it‘at a lesser rate than other
: private industry 10% on net income compared with 25% on the
first #100,000 and 35% thereaftera——/ The private sectarian f

sector additionally enjoys many tax exemptions on purchases as

ég/The 10% tax on net “income of the private non—sectarian
sactor of education may have the effect of attracting capital to
this industry, but does not alter the profit-maximizing price-out-
put combination for the profit maximizing educational firm. This
,has a simple mathematical proof. o
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well as immunity from income taxation.——/ Furthermore. in so

promoting eduoational enterprise, the government has not only‘

reinforced the labor losses represented by foregone earnings,‘

but nay have concomitantly deprived the public treasury of its

. tax revenue share of those earnings. Very recently. certain
educational expenses, like tuition payments, have been made tax

-deductible.

This discussion suggests that in the Phiiippine ease,
tnere is a snﬁstantial body of'rublic bolicv with aliocative
and distributive'consequences, -In part,‘througﬁ'provision of
a dqual system of private provision and private finsnee. public
policy has promoted the development of a heteroéeneoua"eost snd
quality strueture in higher education and has given rise to a

system of unequal subsidies. ‘While these deductions call for

'empirical substantiation,-they logicaliy follov.

——/nside from an income. and donations tax, the private
nontsectarian sector is subject to import duties on imported

equipment and- educational materials. which are exempted ‘for the
seotarian sector. o
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THE EDUCATION mmvam THE LABOR MARKET
The link between-education4and employment is a direct
ong;ﬁl/ Education'péégesses features of'bdth_q cpnsumer'ahd.an
'1investment,good. Aﬁ,; capital good or service embodied in human}‘
beings, the‘deméhd for education is dérivedlfrom the demand for
labor which is itself derived from technical production function

relétionships. | o ) o ’ . .

| 5Tﬁe.09tima1.ca§ital stockldepends'on'fétgs of démahd
‘for'gpods and services, a flow concept. The demands of houée-‘
hélds;,businesg‘firms{-and gove:nménts per unit tiﬁe.canibe‘
seiv@d byhtﬁeuCuffent stock of inventories or new éro@ﬁqtion
flows. " o |

L o : . specific. ‘
While it is aifficult to ;elate/ﬁnputs to outputs in

multi-period production theory, 1t,is»poésibléito cohéeptualize~
fhatiaféeftain output configufation.'a étodk coﬁcépt, fgqnires

a égrtain';abor stock, given the state of technology; in‘ a
manpoﬁerLréqﬁirémenté.framéwork, the input réquirements'Lare i
étrictly tecﬁnolbgi&ally/deéermined bécause pfi:hé éésumption_

: 6£ fixed coefficient production funci:ion., If substitution pQS?

*ﬁLéBCause growth goals preoctupy les§~deve10pedﬁcountrie§
and condition national planning, the appropriateness of an invest-
ment orientation is less in dispute than in developed countries

" where the social demand approach to educational planning (most
often mere extrapolation of enrollment trends) enjoys as mu@h_po—
pularity as the manpower requirements amd the rate of return ap-
proach. For different planning approach see Robinson Hollester, .
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sibilities exist among inputs, Optimiration must take plece

withvrespect to economic. and technological parameters,

. Demand for the labor input varies with (a) changes in
output demand. (b) tedhnical change in the productzon function
and (c) changes in the relative price of inputs. varidbles

which are not constant over time.

While the labor force is a stodk concept at any moment.
over time. the 1abor stock is subject to inflows and outflows
I1resulting from individual work-leisure_decisions. new and re-
E turning entrants and retirements. Furthermore. even if there
;-were no net flows to or from the stock, the labor force is
hardly static because of the internal turnover and mdbility

vhich characterize,modern labor forces.

; co [o1:] of Ma cwer Forecasting. Internationa
" Review (April. '1964), pp.371—397, John Conlisk, "Determinants

of school Enrollment Performance. ggg;ggl_gﬁ;gg@e__ggggg;gggo
proach ducational E -igs, OECD

v.Report Nb. EC 157. Paris: OECD. December 20.V1967.




In cur'investment.framework, the demand for education'

is derived frbm_tne‘demand.for labor. vIn'tne extreme case of
zaro substitutabiiity'between inputs. the demand'for a specific
type of~education is the prcduct of tne marginal physical pro-
duct of educaticn (which‘is~sunject to diminishincireturns to

; fixed input, . say student capacity) and the marginal earnings
of the individual._ While the marginal earnings of any one
 earner is apt to be- equal to the average wage because no single
laborer is important enough in the market to affect the market

(that is. the demand curve  facing any single labor supplier is

‘-‘horizontal), the ceteris;paribus market demand curve for a
: ‘hcmogeneously skilled labor is downward 810ping giving rise to
downward sloping marginal revenue function. of course, dimi-
niShing marginal physical product'of educaticn aione is suffi-
'cient to render ‘the demand for education downward sIOping also.
The interdependence of markets suggests hcw imperfections in

one maﬁ&et can be passed on to another.

The exchanges which comprise the labot and education
markets are depicted in Figure D. The exchanges taking place
in the upper 100p compromise the labor market. Househoids
supply labor with different educational and productivity char-

acteristics to emplcyers in exchange for payments of wages.
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salaries, and fringes, and ot}.xe.rgrei;t:‘trns to labor. i‘?\e-traha-
~actions in the lewer loop def'ine the market forv_ educatioxi. ‘-
Households pui-ehase Ae'ducation from e&ucational ’ihstitutione or
| fi:mp. incurring airect costs 6f‘foregone eerninga in payment
for educa'tion.‘ So far, this diagranmatz.c abstraction makes no
Bpecification as to whether education is a consumption or an
investment good and 13 not compelled to do so. An investment
hypothasis would link the markets more closely by making the
households demand for educat:.on, a derived function of the de-‘

mand for labor. :
‘!he'. exchanges which define the markeéts for educational
:l.nputé and qutputs’ wconsist of the follc';‘wing'.} The institution

of higher education is typically a multiproduct firms
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eThe great universities typically produce at least
four sets of outputs of rather different sorts:
liberal education, pre-professional and profession-
al education, applied research in both the natural
and the social sciences, and fundamental -research
and the 2 sexvation of knowledge and more broadly
culture o ‘
That is, not only are enrolments differentiated by subjact'
matter and nominal degrees but there'are,ctherfectivitiei,
acme'corollary to education, some independent. Whlle it
‘ is scmetimee argued that eome of the cutputs are joint
prodncts. it 19 apparent that some prodncts ‘1like hoapital
lervices in nursing education or research outputs are more
interrelated to the processes of educating students than are |
’other ‘auxiliary activities such as cafeteria and dormitory
servicea. _That is, while the application of schooling inputs
to train and to enhance thefpfodnctivity and educationnl cae
pacities of high echool educated student 1nputs, other acti-
‘vities may<not-be fully independent. Are the raaaarch acti-
vities of faculty complementery or competitive with teaching
ectivities? In providing edncation, a school offers enrol-

manta; library and labo:atory fecilities.‘ But one critical

.y

éz/Carl Kaysen, "Some General Cbservations on the ?ric-

.lng of Higher Education," Review of Economice and Statist;gg
gggglemen » (August, 1960), pp..55-60. ~



input in the educating process is the student h:.mself. 'l‘here- »
fore, in order ‘to xaake the transition of evaluati.ng the prodnots
a school places on the educat:.on market, by the studentfs post
graduation performance in the labor market, one muet control
for the student input hi.mself . 'rhis alone prov;de a source of. ‘

/miability in labor force performance.

If we use as a critorion, that the' services for which |
an individual pays compr:.se education related activitiea, then,
in general, teaching, administration library, athletic programs,
and the ‘school ncwspapexr become a part of one education pack-
age‘ for w'h:l.ch the student pays. Dormitory, cafeteri.a and most ‘
research acti{iities ‘a.re eeparate“ activ;l.ta.es of an -education

institution.

In payment for the edu'ca't'ion‘ the ":-i.ndividual .met‘ lncur
direct costs in tuition and fees, books and supplies, transport- ‘i
‘-ation and other expenses specific to obtaining a college educa-
tion. " That ie, board and 1odging expensee can only be included
to the extent that they are greater than board and lodging ex-
pensés’ which would have been :.ncurred otherwise, whether the

- student or his family; would have had to meet them,



'me direct costs are understated or overstated to

' the extant that mohey payments do not reflect resources
'coeta. Educational subsidies represent real resource costs,

' althougmthey are not charged to the etudent himself.

Sinco education is a time consummg nrocese, one of
the real resource costs to the etudent and to the society
ia an indirect one: the value of the earninge foregone by
" not being in 'the 1abor force.' This presumes a full employ—
ment economy for a non-zero value, a positive o;:portunity
cost for the marg:.nal 1abor unit requiree that there exiete
an employment alternative. since foregone earnings do not
involve iezn actual ontlay, thie component of cost is depicted
in t'he upper loop of Figure D as a reduction in labor and
“wage flows because education is time consuming and productive

worklife given survival statistics is thereby diminished.

 The link between labor and education markets is import*-

ant because education as an investment good is valued because 3
i

| it erhances labor pro&otivity. 1if there. are rigid technolo- \_

gical" relationehipe between educat:.on content and manpower
. ekillsx ‘the would predicate educational planning ‘on the man-

power-requirements neceesary to prodnee a certain configuration

1.

3

!

|
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of output., iﬁducational planning becomes .a matter of dete;~’
mining the pﬁjSical‘inpdt‘requirements to provideethe neces-
’sary education and, thereby, the necessary manpower. - On the
| other hand, if there is substantial substitutibility among
training and educated labor inputs, then,- the educational
planning tass is an economic one of maximizing benefits. in-

.corporating cost information.
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.. xv. THE MICROECONOMICS OF DECISION mxmcs
. .- STUDENT DEMAND

The individual's choice problem in auocseinqﬁié re-
‘sou:v:.ce‘s, whether human pr'no:i-human wealth is cmcérﬁed,‘ is
governed by t}i'e same principl_esQ The decih'ién;mQRer 13 e.on-'-,
fronted by an inv’es't:mex;t Opp'O:‘lm!vli.t»i'es function. The student,
like the entrepréneur of a ﬁim faces a v’ar:l;ety of 'inﬁerhal and
extemal investment altematives in the sense that his real ca-
pital investments in people or goods are oonditioned by the
.f:i.nanc:lal Oppormnities um].ly characterized by'the bond mar-
;/ kef:'. Maxi.m:l.aation of ut:llity in the aingle period i.mplies thh
| maximizat:l.on of consunption; savings and invastment behaviour |
arises i.n the’ corgtext of. mnlti-per:l.qd analysis. And the inter—
temporal ‘daciu‘i.on-maki.‘x}mg e_neoinpébses real and fi_na"n’ci;l alter-

‘natives,

'me indiv:l.éh.nalla actual decision depends on a mmbet of
th:l.ngs: (1) the individual's subjective rate of time p:eferenoe, q
(2) the market bo:rawi.ng and lending rate. whi.ch may only be
assumed equal for the sake of si.npli.city. (3) the :I.nveatment

Opport-nnity functi.on.‘g/ If borrcwing and 1ending marketa exist.

43/ See Hirshleifcr for graphi.cal analys:l.s of investment -
behavior in two period cast and under wide varlety of assumptions.
Je nirahlaifer. 'On the Theo:y of Optimal Investment Decision,
ourns tical Economy, LXVI, No. 4 (August, 1958), 329-352.
For mthmtiml pm-entation. see Jamas n. Benderson and Riclsa:d :

: : v ; ach (NW Y@ﬂl‘j

MoGraw-Hill Book eoq:any' 1958) . 225-251.



= 51 -

the individual is not restricted to.his initial endowments ig
making investment choices., In the absence of capital ration-

l ing the availasility of borrowable funds may-only increase the
individual's utility possibilities, depending on whether he was
effectively constrained by his own lnltlal asset ‘position. The
ranking_of,investment priorities, however may change with the
lifting of capital rationing. Previously unattractive.alterna—
tives can now become worthwhile‘only if the constraint that is
lifted was binding., For some individuals, the availabilitytof
low cost educationallloans will render some capital investment
attractive. For others, aptitude limitations.may suggest that
no payoffs can be bbtained fron certain human,capital invest—
vments. under a wide range of 0pportun1ty costs which may be |
assigned to real resources. That is, follow;ng Hirshleifer a
capital‘endowment K; in the initial period has a constant
present»value along line Kly Ky, which representsﬁdifferent
combinations of income in the first and second periods with
‘equivalent present value as. 0K1 income in the current period,
‘There exist an infinite number of parallel lines in this two- -
- period space, one for each possible level of current income,
with'slopes equal to ~(1+),. where i represents the‘common
_ borrcwing and lending rate. The indifference map is represented

by an infinite number of indifference curves, of which I, II!,

iy,
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and I'! are just three.

- If financial transactions and not real investment oppor—
.tunities were available to an 'individual, he would maximize -
utility by seeking the tangency of the highest indifference .
curve, to Ky Kj, .or po;nt J in our illustration. If real
production possibilities are available but no financial markets,
‘the highest utility levelrattainable‘is represented byrpOlpt L.
If:real_and financial possibilities,are availahle,,the individual
:would producel‘at point M to;maxﬁmize present value and would
;consume at N to maximize utility. Thisorequiresla higher level
; of current consumption ON than current income from production

C o OM, and so requires borrowxng for consumption in the first period.

Without borrowing possibilities, the individual is con-
fined to utility levels tangent with his production possibilities.,

{.-That is, even without borrowxng possibilities, our example demon-

P "strates that the individual should forego some current income to -i

undertake real investment. Point L represents the best level
' of production, in that case, because it is consistent with the

utility optimum«

The graphical analysis -offered by Hirshleifer yields a

simple application to human capital investment. For one thing,
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"most educational investment onportunities are fot independent
in the sense that they cannot be undertaken simultaneously.
~While ‘some investments can be undertaken sequentially, the con-~
figuration of cost and benefits necessarily changes because the
student himself is one of the scarce inputssl Hirshleifer sug-
gests that the'nresence of mutually exclusive prdduction Oppor-
tunities, the oresent value criteria. is superior to internal
rate of return criteria which is ambigous in the case'of,multi~

.ple tangencies.ﬁﬂ/

The consumption problem (the ultimate goal of all eco-
g'nomic activity according to Adam Smith) has implications to in-
vestment behaviour in the multi—period case. But research in-
volving individual indifference maps is difficult to prov1de with
empirical content. our analysis employs a conventional approach
which utilizes the correSpondence between observable pecuniary
'income and non-Qbservable utility. However, monetary income is
only an index of the real benefits which - yield utility. To make
our theoretical concepts operational. we use this correSpondence,

adknowledging the implicit assumption that the relationship is

N o ——/éoncavity to the origin indicates dimin;Shing returns
to investment, which need not hold in the instance of lumpiness
or a 'sheepskin' effect. . .
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indeed meaningful for our purposes,

In addition, capital market'oonstraints can also render

-otherwiSe identical investwment schemes unequal among individuals..

At the relevant.time. one may not'be able to afford foregoing _
the foregone costs of education. - On the other hand, the price

variation associated to different kinds. of eduoation may discri-

minate against the less well-to-do, if loans are not,available,

Costs matter more than probable returns in such a case, because

of the finding capital constraint in early periods.' The indivi-

-~

» dual must make a joint. deczs;on about occupation and institution

~ to attend. The present value of a'medical education which may

present attraetive investment Opportunities to individuals with-
out financial constraints in the aggregate, may be more or less

attractive depending on the individual institution. And we know
that institutions may effectively discriminate by entry require-

ments and -prices., Therefore, different financial positions sug—

'geSt a wide range of eppropriate rates (private rate of time pre-

;ferenoe)'et which ¢o disoount future earnings, apert from possible ’

differences in earnings streams bydinstitution. :

.Poor'information‘with regard'to occupation present values

or occupational, employment, and eernings attainment by institu-

'tion,‘aggravates thejinefficiency:of investment decisions.
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Therefore on the micro level, individual maximizes

present value of,future'Benefits,‘net of costs, subject to the

constraints‘wnichleffectiVely bear on his decisions: his own.

'initig1~endowment and his'acceSS to capital markets, and his

information-position. The incidence of unemployment presents
otential.

. an’ objective element of risk to the 1abor force effected The

-subgective_probsbility may be widely divergent from the average

for any particular.individual 80 that his decisions involve an

'estimation of his pérsbnal'risk of unemploymentm

Were there ; zero level or only a frictional level of
unemployment. the uncertainty which characterizes the’ real
world, the dispersion around}auerages suggests that the.individ
dual can only meximizeithe expected present value of future in-
come fromfinvestments.. Actuallyfthe correspondence between..

money income and utility deteriorates under conditions or‘uncer—

'tainty. depending on subjective attitudes towards risk. To some i
‘individuals, a small chance of receiving a large income is not
equivaient to allerge'probability of smaller earnincs, even if

the mathematicai expectation of both alternativesAis the same

because the marginal utility of money is not constant at all

as/

-§/See the Friedman-Savage hypothesis which offers an
explanation for this kind of behavior. One hypothesis which is

tendered to explain the widespread attractiveness of law studies
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In face of ﬁncertainty, flexibility.in future labor mar—’
kets which is assoczated to higher levels of educational attain-
ment raises the employment options of the indiVidual by making

possible future horizontal and vertioal mobility.

Stﬁdent‘Choice;4Theor§§ica1 To ggerationsl Congepts
Therefore,:the investment Opoortunity sets confronting
different individuals are distinct. The souroes of variability
are several. For one thing, personal qualities. matter- that is
‘not only innate aptitudes and learned abilities but also indivi-
dual motivations. Since the student- himself is a critical input
into the educational process. this presents the possibility_of.
wide ranging variability in the investments payoffs. "The same |
_objective investment becomes an indiVidualistic thing. " And be-
cause the institution has something to say about who it chooses
to enroll, all potential stuéents.do not have the sane'access
to the same opportunity set,vapart from already mentioned per-

sonal payoff differences.»

}Other sources of disparities among individual invest-
ment opportunities arise from information imperfections. such

thaﬁ:

in spite of placement and unemployment difficulties is the
attractiveness of the small chance in the highly remunerative

potential sweepstakes.
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1f capital markets were perfectly competitive and freely
accessible to individuals for loans to finance addition-
al education, each student#s subjective rate of time pre-
ference would equal the market rate of interest and the
latter would provide an accurate measure of the invest-
ment opportunity in the rést of the economy . . « o
With an imperfect market, students! subjective discount

. rate is apt to exceed the market rate .... Because human

. capital is an illiquid capital asset, the yield of addi-
tional education might necessarily exceed the market
rate but not necessarily the subjective discount rate
of students or their parentsr-a/ :

" Because the indiQidual may not have ‘g_oodainf'o:mla'tion on
hi’s’ pot.ent:i.él and becaz:;se _ix_itrosPectibn of i:h:is _éért. is fraught
with dangérs, gver‘age ‘performance m;y' indéed be, thev relevant
yardétiék for one to decide ‘by.ﬂ/ To some extent information
f can'be_ purchased but complete information may not be qp't:imal.-ﬂ’-a-/ |
' Uncertainty Due to Unemployment |

In thebfy“, the existence of levei:s. of unemploymeht in“
excess o'f' frictiénéi component implies that the marginal pro-
dﬁctivity of labor ‘and, théréfore‘; . the’ inarginal' rate of return
to investments in labor is 2ei‘_o. In such a —labor nia;‘ket one

would expect relatively more discrimination against new entrants.

. ' -%-6-/ Mark Blaug,"An Economic Interpretation of the Private
Demand for Education,® Economica, XXXIII, No. 30 (May, 1966)., 168.

ﬁzj,michael hrennan, Preface to Ecdnometr;cs; An Intwg, -
tion to Quantitative Methads in Economics, Second ed. (Cenumatti:
Southwestern Publishing Company, 1965), 367. '

_5-9/ Cohen and Cyert, op. cit., Ch. 15.
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Certain conventional practices such as cumulative embloyment
.benefitsiand pension plaqs asvﬁell ae‘the employers sunk invest-
ment in’training workers inhibits labor mobility. After some
poiht. deereasing'ptoductiaity'witﬁ‘adtancing age inhibits volun-
tary turnover on the part of the 01d may furhter introduce spe-~
cific biaees against.new entrants in spite of their more recent
formal.edgcation for institutional reasons.

.

But so long as new entrants into partlcular labor mar-
kets do obtain employment for wh;ch they prepared, the marginal
* rate of return or present value of such educated labor is not
zero in the subjective sense. That is there are many distribu-

tions of subjectlve rlsk whlch are compatlble thh -certain dis-

o

trlbution of objectlve rzsk.'_A.per81stent pool of,unemployment
implies that the expected preSent value is cdrreSpondingly re-

'duced. The avetages to which the 1nd1v1dual behaviour is geared

4.&_’

reflects the fact that these 1nd1v1duals do not expect to be the
marginal unemployed members to whom rates of return are zero,_
although from society's point of view a zero marginal rate of
return 18 a signal to cease further production of such educated
labor ahd'such education. A pool of unemployﬁent does not mean

new entrants will merely feed into it.
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~ employment and.earnlngs prospects are relatively bleak, 1In fact
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Moreover, the 'overeducatedf indivi‘dual has the option
of obtaining employment requlring lesser educational qualiflca—
tlons. An unemployment rates for prevlous levels of educated
1abor not only imply that average rates ‘of return or expected
present values are correspondlngly reduced but that foregone
earnlngs of obtainxng addltional educatxon are simxlarly over-
stated,‘making it less costly to contlnue one's education than'
it would otherWise’be, )Of course; this underscores‘the impli-
cif working hvpotheeie of the rate of return technique . that
earnings and'unemployment rates hold througn_time. This assump-
tion permits us to draw time series implicationS-frcmpage-earn—

ings profiles ccnstructed from across section data.ﬁg/ _‘

Link ggtween Present and Future

- But this picture is still rather art1fic131 for it is
a static one. InVestment flows are dynamlc and the umportance
of time 1ags and gestat;on perlods is apparent in educational

investments. Thesg suggest a cobweb-effect, and even a private

;free~market'educatlonal system which lacks clairvoyance would

- warrant eomevedpcation‘and manpower planning._

——/ﬁeverly Duncan has suggested that the amount of school-
1ng is inversely related to employment. That is, when unemploy-
ment rates are high, enrolments are high, and dropout rate is low
because the opportunity cost of obtaining education is simultaneous-
ly reduced. One can better afford to obtain an education when
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Today's investment decision is a function of future
returns. But future'benefits -- and we look only at earnings

or private pecunjiry income -- depend on future markets. We

make a conpecting link by hypothésizing that thé future is a
function of the presént and past obserjations. Indeed a mosﬁ‘
_éommon speéification is that future earnings'patterns are un-
chahgedav fhié hypothesis has been shown to be a réasonable
oneéég/‘ It has ﬁhe proPér;y of miniﬁizing'fo;ecaSt errqu.

We will utilize hﬁmah capital models with static £ime"patterns

of earnings, acknowledging some shortcomings.

*

Conventionally it is assumed that in doing so current

croés'section earnings information will hold over timé.éé/

in the midst oﬁ’educated»manpowér surpluses, there may be an
unnecessary upgrading of education requirements. Beverly
Duncan, "Dropouts and Unemployed," Journal of Political Econ-
omy, LXXIII (April, 1965), 121-134. '

' 56/wpor an important ¢lass of time series, the linear
function of past values of the series that minimizes the erxor
variance of forecast (if past values of the series are all that
one has to go on) is obtained from exponentially declining
weighted average of .... of past values of Xt; that is Xg¥

is a moving average of Xt using past values only."/Italics
his/. Bailey op. cit., pp. 229, 231, 232.

_ éé/lt can be shown that even if all occupations exper-
ience a proportionate increase in future earnings, the ranking
of present values is not thereby changed. .

.



There is some feeling that this is less appropriate in a less

developed country where structural changes characterize the
transitional economy. Because connections seem to. matter more
,and information is less diffused than in deveIOped countries.
‘the proportion of income attributable to education is corres-

. pondingly reduced.

“In the education market.;then, the demand for education
is a function of the relative return.to education which-consists
of discounted earnings net of,the costs of education. Alterna-
tiuely stated, the4demand for’educatioh'is a function of the
present value net of costs associated to the specific kind and
levelwof education. In cross section analysis it is acceptable
to compare rates of teturns between different.pairs of types or
1eueis sinceAthe‘rate of-return to other non-educational invest-
ment canﬂbe presumee.to’be constant. For a time.series study,

_ the rate of return to othereinuestment oPportunities may vary
and‘thereby effect‘inuestment in education. Anc; of course, in

the long run, taste and preferences are variables.

Because of the sequential nature of education, that is;
| the quantity choice involves intertemporal decision making and -
prior levels are usually necessary to obtain higher levels; it.
is conventional to calculate rates of return to incremental -
levels of educatidn.‘ For example, Williamson and DeVoretz de—4

temined that the rates of return to college beyond high school
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to yield a private rate of return of 12% and a sbciallrate of
return of 11% in the public sector; and a private rate of

return of 13% in the priﬁate'sector;gg/ ‘

In principle, we can further refine our investment
periods tp additional semesters of schooling. There may

actually be a certain amount of lampiness in capital invest-

ment such that returns'to incgemental'units of education

fdepehdjon the level of education. This suggests thatlthefe
is a discéntinuity~in the rate of return to a completed

degree program rather than a partial sequehce because of

indivieibilities in investment. Supporting evidence can be

asseﬁbléd‘from the following unemployment rates for 1965:
high,school‘graduates. 11.3%; college graduates, 5.7%. How-

ever for school leavers who did not complete a college degree,

unemployment rates were shafply higher fhan for college gra-

duates at 16.4%, 11.6%, and 16.9% for_tpose who completed one,

two, and three years, respectively.

ég/J.G. Williamson and Don J. DeVoretz, “Education as
an Asset in the Philippine Economy,” (I.E.D<R. Discussion Paper

' No. 67-15, November 6, 1967}, 39.° Using the same earnings

‘streams to reflect benefit, but different costs to allow for
the greater resource expense of public education, this result

 is not surprising.

'éé/nepublic of the Rhilippines. purcau of the Census .

" and Statistics. The BCS Suxvey of Households pulletin, Series

No. 19. Labor Forbe,‘nanila:~38.
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Here a‘c'gain, it may be that there is'a genuine lhnpirxeés
in educational inveéﬁaeh£ or at leas£ behaviour: on the part of
employers v;vﬁich p:{mnotes such péttem;. on the other'hand. 1}: |
may be tﬁat the less able and less diligent onés are the drop-
oﬁts, such that ‘une:_rployment dif:ferentials merely reflects

their correspondingly ldwer edug:able potential.

A bhéepskin%effect would sh'qw'up if there were any mar-

ket value to. the g:améti,on event itself apart f:dn the preceed-

ing gducation.éﬁ/ . We evaluate this hypothesis ‘by,obéervable
behaviour rather than non-observable motives. We recoéni.ze the
signifiéance but exclude the psychic ‘income components from our
actuai empiricdl investigation. We do this in par't because |

~ while we m:l.ght make some useful inferences on the psychic in-
come attributable to certain_lev‘e.ls or types of educatidﬁ or
occupations, psychic income, being subjective is far 1ess~ tract-
able fxotion'th_an rr'none‘y income. Under these circumstances, all

behaviour can be economically rational with this catch-all temm. !

2¢/ This !sheepskin affect!, which Hansen, Weisbrod and
Scanlon discuss may not easy to pin down empirically because of
the necessity of identifying the reason for non-graduation, That
is, here again we must control for ability and motivation factors.
Sec Hansen, Weisbrod, and William Scanlon, "Determinants of Earn-
ings: Does Schooling Really Count?® (Discussion Paper No. 20-68.
nstitute for Research on Poverty, University of Wisconsin,
August, 1968). S :
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Appérant inconsiétenciesfare~éxplainab1e by dffsetting psychic
income. | .

Investment Criteria
" A more correct but not necessarily more useful formula-
tion, which would allow for non-pecuniary elements, ‘is the

following: an individual should invest in further education

whén

T (Yo' -Y¥) + (Pe' - Pe) ¢- N (Ce't) o
s §1+r)tA' : (14r) ¢

=0

Thafkis. assuming that the rate of discount r is'cOnétant
through time fér‘money income Y, ~psyéhic inébme P, .and

of coufée that psychic benefits and diéhenefits are convéft— .
iblémihtomoney equivaie$té,fqn'individuai willfuﬁdertaké

" additional schooling e', over e when the present value

-

of Ehosé inccmes_net of cbsts C attributable to addition-. ’
al sdhooling is positive. The individual is indifferent in
the case where present value just equala{zéro. This ie ana-
logous to - PV ﬂformnlation:- |
. , 'T-_ | |
PV =L ' By - C e
0. 1+t
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If capital is constrained; however, the nominal value
of costs may understate the opportunity_costs. It may not
be feasible to undertake all projects with positive present
values. To highlight the importance of opportunity 'oosts
when the cdapital resources are scarce, alternative formula-
tlon have been lntroduced such.as 2%1, where PV! is

fined as | POt // -—~/ 1od rati
defined as =0 (l+rt)t Cle ncludes Operahzng costs
while K represents initial capital outlay.

Similarly a present value criteria for investment

choice which maxlmlzes the present value is valid only if
the cap1ta1 constra;nt is not effectlvely blndlng. In the
kPhllippine case where capltal matkets for educational loans
are scarce or unavailable, apparently uneconomic behavxour
can still be shown to‘be‘rational.under scercity,pticing on

an individual basis.

'But the’individual must decide not only whether to
undertake additxonal quantztles of educatxon, but he must

decide among currlcula and among schools. Because the stu-

_ ' 55/gee Leon Mears, Ecomomic P;Qjeot»Evaluation with
Philippine Cases, Vol. I (Quezon City, Philippines: Unjver-

sity of the Philippines Press, 1969), 13-17.
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dent hinselfzis_one oflthe}scarte inputs, educational Oppor?
tunities hecome mutually exclusive andisubiective tousome
extent. Indiviouale'differvin the degree of certainty and
Specificitjiabout their own.career“plans, ené while not ab-
solutely pinned in by initiel’choice of institution and cur-
riculum, the range of possibilities has heen‘reducéd to ecme
extent, if we believe education to be jdb-apecific at all,
While additional degrees or courses are obtainable in 8pite
of earlier education choices, the time consuming nature of
education already impinges on future work life and therehy :
earning capacities specific to education. Different sets
ofieaucationnl opportunities are available to different in-

P

| dividuals beenuae ofkthe two sided nature-of decisions on

enrollments and because of individual 1ndifferences in abi-

lity and motivation.

Human eapital unlike physical capital investments"‘ P

P

decisions.seek at any moment of time to maximize present
value rather than undertaking all projects which have a
present value greater than zero, because of the mutually
»exclusive nature of educational 1nvestment;. Bowever, the

‘rule of investment priorities remaiis the same in both in-

stances.v At the same time, because of the sequential nature
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of eddcation.'décisions are not intertemporally independent.
It is appropriate to—assigﬁ a value to the_option to conti-
nue éne's educétibn; which is maéé possfﬁle only.by the
atfainment of prior levels.éé/ For example, a bachelor of
laws-ﬁhich may not be ‘a relétively attractive aliernative

is usually necessary to obtain a master of laws which may be
very well rewarded in the labor mafkét.éZ/‘ Therefore'thé
option Qalue of dbtainihg a masters should be imputed to the
véiue of acquiring a béchelors.‘gwhe present value of current

alternatives must include the option value of future Opéortuw

nities to further edudétién; employment, and consumption

B made aqcessible. 

Market Demand -

To proceed from the‘iﬁ&ividual decision-maker, the -
fiﬁm and thé household, to\the industry requires:the aggre-
,gétioh of individual supply‘and demand,fungtiohs_tb obtain \
market supply and démand curves. While wé have referred to

~ a highar education industry, we recognize thaé'strictly speak-

~§§/... The present value of a pro;ect reflects the
fruitfullness of any further investment it occasions, but
only if there is some special reason for associating the
future investment with the present pro:ect eses Feldstein
and Flemming, op. cit., pP. 84. .

5--/It is likely that a labor market which values,
say, a master's of laws degree will feed into the bachelor!s
of laws market. ‘
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ing, there are as many distihct (though;related) mafket
suppiy and demeﬁd curves, and therefore education mh;kets,‘

. as there are types of educatiohal enrolments which are

o
X

product dlfferentlated in the minds of the consumers.t It

is apparent that enrolments differ by fields; it is sug-

gested that they differ by other quality.vectors.

' Evidence of this product'differentietion is observa-
ble from the wide array of prices that individuals and fami-
lies are willing to pay for nominally equivalent degrees.

In theephilippines, the cheapest enrobments are not rationed
by ability crieeria;Afor the érieate, commercial sector, to

a relatively large extent, is not selective with regards to

;

ability or financial resources criteria/

3

j We acknowledge the weakhesé of doing so, 'but follow
the cenveﬁtion.of abstraceing;fram the aggregation problem
to eoneeptualize:aggregate market behaviour, because, of
course, aggregation iﬁvolvesAﬁo;e than a sim@ie'ﬁorizoetal
summation of ihdividual supply and demand functions. Social
benefits and costs éee consequént’on the aggregatioh of indi-

vidual behavior.

Market demand is the horizontal summation of indivi-

duel«demands.' We ¢an generalize a demand function to include



.f70 -

tﬁe-specific variableé of;income. popu1ation,.and relétive
prices. Cetexis géribds restridtions on inéome, pOpulaﬁion~,
‘and other prices, in addition to unéhangiﬁﬁ tasteé and pre-
feiﬁn&és, permits us to détermipe rate of demand as a unique

function of own price, thereby generating a demand curve
1.1 D =£f (Y,Py/Py, E,2)

By holding income (Y), other priceé (Py,) , population (E),
and tastes (Z)'pdnstant we derive-a'familiar-single'valued
demand curve 1.2 where D for specific educational output

is a function of price alone.
1.2 D = g (Pg)

"For an investment good which yieldqdptream of inccme,
'prlce is not quite the apprOprlate 1ndependent variable and
relative-prices' (Pe/Pb) in 1.1 can bg replaced by relative'
rates of return (fe/”b’ whé:é r is the"bona' rate, a;

-shorthand proxy for other markets! rates of return -

13 iD : h.(re/fb)

1.4 D= 4 (PVg)

Uniquée correspondence betweén;‘ré; and PV,. permits us to

. ~
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derive 1.3 and by holding fb constant converting_;o

present value, we get i.4;§§/ Demeed for education’whether
using rate ef'retu:nuor PV is derived from‘expected life-
‘time earnings net of eeets.: Allowing for unemployment and

uncertainty we get 1.5.

1.5° D=13/E (pv)_/,

where E denotes the expected value.

We shall not dwell on the rate of ‘return to-education

relative to other investments except to poxnt out that shifts

. in rb alone are enough to inducte adjustment to.a new equi-
librinm in capital markets. Other things being equal, a rise

in xy ewould 1ead to disinvestment in education and expan-

sion in other investments. More realistically other things

-—/fhe rate of return criteria becomes equivalent to
the present value criteria when 1) projects are perfectly
divisible, 2) there is no capital constraint, and 3) proceeds
can be reinvested at the same rate of return as the original
investment. See M,M. Dryden, "Capital Budgeting: Treatment
of Uncertainty and Investment Criteria,“ Sgottish Journal of
Political Economy, XI (November, 1964), 235-59. The present
value rule to undertake all investments where PV > 0 where

retirement age
‘earnings in time ¢t
Costs Specifxc to

. investments '
discount rate (s) of
net benefits and costs

’ + t B
t=0 (1 + ry) c:‘-':

r
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'are/not equal and we would havé‘to disentangle.the effect of
changes in 1 or ¥, from those due to changes in income,

taste, and populatioh,

Furthermore, capital market imperfectioﬂs'W6uld suffice

to maintain a permanent disparity between and 1, so a

tendéncy to equalize may not be presumed.

Since education is scarcely a hamogeneous product, it
‘may be useful to conceptualize differehtréggregate demand

functions of separate field and groups of institutiohs.ég/

v : The internal rate of return rule is #6 undertake pro-
' jects to max@mize IRR where IRR is determined by solving the
following equation for ig: : o
';‘ - "B = Cp
" TI1 + 1.3E
t=0 (1 *i0™
T6 assess the value of additional education, the rate of re-~
turn to incremental education utilizes the same eduatlon.but
‘B and C¢ - are interpreted as the benefits and costs to ad-
ditional amounts or levels of educat;on. It can be shown that
in equilibrium where capital is not constrazned and present j
value equals zero. The present value and internal rate of )
T By - C
return havG a certain equivalence sets ——E————Ef equal to
b0 (1 + rp)

=0

zero, See M;S. Feldsteln and J.S. Flemming, "The Problems of
Time Stream Evaluation: Present Value vs. Internal Rate of Re-.

turn Valuesf'Bullegzn of Economics and Statlstlcs. XXVI (1964),
79"'85.

—g/ﬁhether'éhoice of institution or field of study is
antecident or has preponderant influence on actual education
choices has yet to be'rasearched.



Another aspect of reality remalns troubling. Uniike
most markets where‘purchasing’power is sufficient to negoti-
ate a transaction, one of the inputs (whose Opportunity costs
or foregone earhings may outweigh'the direct costs) is the

student himself. And this factor may be sufficiently vari-

able to exclude certain market transactions. This is referred

to as the ability varidble and explains why “individuals may

not have equivalent access to markets. There are non-compet-
ing groups.
There remains this gap between psychology and occupa- !

»

tional choice and economic theory and we offer no dramatic |

QQ/- In addi-

" means of contendlng with this important ‘issue.

——/ﬁli Ginzberg has suggested a useful framework for
considering occupational dhoice and summarizes it in the fol-
lowing paragraphs

This, then, is our general theory« 'First occu-

‘pational choice is a process ‘which takes place

over a minimum of six or seven years, and more
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tion, even. those who adknowledge this matter have not been

very successful in empirically 1mplementing this featurec——/

If we can somehow abstract from ability-variables,
demands  for education becomes a function of expected life-
'time,earnings net of costs and can be translated into terms

of present value or rate of return.

typically, over ten years or more. Secondly,

- since each decision during adolescence is re-~
lated to onel!s experience up to a point, and
in turn has an influence on the future, the
process of decision-making is basically’ irre-

- versible. Finally, since occupational choice
involves the balancing of a series of subject-
ive elements with the opportunities and limit-
‘ations in reality, the crystallization of
occupational choice inevitably, has the quality
of a comp:omise.

Eli Ginzberg, The Development of Human Resources (New York:

- McGraw-Hill Book Co., 1966), p. 57. PFor efforts of econo-
mists in this area, sece Edita A. Tan, "Supply of Professional
Degrees in the United States," (unpublished Ph,D. Disserta-

~ tion, University of California, Berkeley, 1967).

——/hartin Carnoy ‘makes the expliozt assumption that
his sample is homogeneous with respect to the 2, or char-
acteristics of a group so that -2 can be dropped from his
model equation for demand for incremental education-

Dgls, 2) =Y + (s, 2) - Ye(s-1, 2)

where . D is the demand function for each education level and
¥ is the earnings function specific to each age t. Martin
Carnoy, "Rates of Return to Schooling in Latin America, Jour-

na; of Hgggn Resources, II (Summer. 1967). 359—74.
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V. THE MICRQECONOMICS OF DECISIQN MAKING:
INSTITUTIQNAL SUPPEY

the supply side of the market for education, ‘the
'supply conditionS'depend-on the'!arket structure. costncondi-
tions, and objective functions. ‘In the coﬁpetitive_case.,
supply is related to cost in a simple way and can be solved
for by utilizing the first order condition for profit maxi-
mization, marginal cost equals price,if}gagscgzrect behavxoral
hypothesis. to determine-quantity supplied as a function of
own-price. In the more apt non-competitive case where the

firm is a price maker rather than a price taker. there 18, 1n

effect,no-supply curve.

HThat is, changing‘demand conditions are necessary to
‘ generate new profit—maximizzng price-quantity combinations '
which will yield a supply curve in the mon0poly model. 011—
g0poly structures, wuth their large variety of possible con-

jectural variations present alternative supply situetions., '

The long run investment decision and the short run
‘price and output decisions of the commercial institutions
;have their analogs in the microeconomics‘of the business firm,
ZProfit maximization ‘appears to be the rclevant hehav;oural
hypothesis._«?or thé non-profit educational institution, more

cogent variants have been proposed. Barry Siegel has suggested |
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that while the struetural equations of cost and demand need
not vary in princ.tple between the eomnercial and non-commer-
cial sectors, the profit—maximizing deective function is
'prdbably a poor behavioral . specifieation for the private non-

prefit or publie sectors.éz/

Models of ;gg;imtio'n &agiovr"
: . Bven if demand and coet conditions were :|.dentiea1,
yi.eld:l.ng identical structural equations, diffefences in the
behavioral speciﬁeatxons give rise to alternative object-
ive functions., This suggests that conventional" micte-theor'y
may be inapprOpriate :l.n non-profit seeki.ng fime ‘such as

those £ound in the education industry.

(1) mw

| Por the eomemial‘ institution of higher learni.ng
| which is profit-eeeking, supply cuxrve is generated by shi.fts.
i.n demand. That 13, according to a mon0polietic model, a
priee and output decision. is detemined where marginal costs
equals marginal revenue and marginal cost is rieing. The
' supply cu;ve is designated by ss in rigure B. Beeausel

’-'?-Z/nar:y N. siegal, op. gitss P. 2.
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price would be higher and output lower than the competitive
equilibrium would suggest. welfare losaes are attributed to
non-competitive mafket structures. Even 1f monopolistic com-
petition more approPriately described the educational industry
structuxe and behavior than.oligopolyvquels. there etzll re-
maine.the’prleem of'exeess capacity. For in the caambe;li?

nian long run equilibrium, price does equal long run average
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cost, but this intersection is.nbt the minimum point on the
long run averagé cost curﬁé-so that excess capacity is said
" to occur;ég/ The presence of economies Of scale or monopoly
elements in o£her marketsvalie;s these theqret;cal conclu-

8 ions .

(2) outlay or Revenue Maximization -
| .;Thé oﬂservatioﬁ that many institutions,of higher

1earning'are not profit seeking or'prOfit makiﬁg has led |
Siegal to suggest aﬁ alternative forﬁnlationiofschool éd—
miniétratbrsl objectives. He hypothesizes that their uti-
lity is a function of outlays, ﬁhich‘equal revehues'because
_ of;a halaﬁced budgé; constraint. The supply curve for such
an institution is a;;elativély simple one to derive because
total révenue-under qonditiohs of downward sloping straight
line.demand is:maximized}where elasticity of déménd equals'

one. The behavioral hypothesis is:’

ég/Bishop'has shown that since a movement to increase
output so that averagé costs are minimized will require exit
from the industry as remaining firms expand their levels of
production. . This exist suggests a narrowing of product var-
iety. If this is the more efficient pattern of production,
it is so at the cost of disregarding the original demand
curve and .an inefficiency in consumption. See Robert L.
Bishop, "Monopolistic Competition and Welfare,” Monopolistic
Sompetition Theory: Studies in Impact. Essays in Honor of
Edward H. Chamberlin, (New York: John Wiley and Sons, Inc.,
1967), pp. 251-264, | S -

'“d




U =u (outlays)

i and shifts in- danand give r:i.se to a- distinguisbable supply

function, much lzke the profit-maximizing case, and ie de-

monst:a;edvbelow:

FIG—C;—!V,.Fj
\
pa D
J A - .
' ! © ENROLHENTS
t ' s
Co=TS o
REVENUE v
ENROLME NTS

}Margipal cost pricing is feasible in ﬁhis sector td:aqhieve
the efficient-}eve} of output. -thé market sgppIQ‘curvé for
such figmshis identicél to the_mq:gihai cost cque;above
,#ﬁéiagé variable‘cqstér'_since marginal cost'is_eQe;ywhe;e

he;owvthé prdﬂit~maximizing supply cqrvé on figure B, the
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quantity supplied by the not-fbr-profit firm‘should'be
~ greater at every price. However, we cannot say anything
definitive about the revenue-maximiting supply curve vis-

a—vis the marginal cost pricing supply curve. .

A non-profit service even a public university en-
counters a budget constraint when appropriations are for-

melized in advance. A utility function which incorporates

this consideration appears to be moving in the direction

of reality. And these pressures for solvency exist in.both
the~public and érivate'non-profit sectOrs; although the
former may have more certain recourse to financial assist-
ance in the event of deficits. by dint of its identification

with the govetnment. While capital funding for expansion
can be specifically budgeted for public institutions. private
institutions must finance such capital expansion, in lieu of
other sources,"by donations.or savings out ofAOperating'ine i
qdme, : . , , .
It.should be noted that the revenue-maximizing supply
'curve‘fsiis'*,is euerywhere beiow the nrofit maximizing supply
curue s s‘-(Fié. 35; In the former case output is determined

where marginal cost equals marginal revenue and price is set

frcm.the demand curve itself.-

In the latter case, output-is -

.
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determined where total revenuefie~eqnal to zero.. Because
marginal cost is non-zero in the general case, marginal

revenue will equal zero at an output higher than marginal
revenue equalSm margxnal cost: and therefore the revenue—
maximixing'supply curve will be everywhereilower tnan'the

_p:ofit—naximizing supply curve.

Quality in the Utility Function \ |
| | By incorporating quality considerations, Siegal in-
ttoddees a more<cogent'sPecifications, where utility is a
| function.of ontlays and'enrolments:

U = v (outlays, enrolments) and vi > 0, v.< O

Thus, an ‘increase in outlays without an increase in enrol-
ment raises the quality of education.r'Alternatively, an
increase in enrolments without an increase in outlays will

cause quality to oeteriorate,, The shape of the 1nstitutiona1

supply. curve depends on the indifference map.

A.supnly,cut?e‘is generateé by.changes in—demend. ‘
;Eooh oemand‘curve‘gives rise tO'a_corresponding\opportunity
locus (coﬁtinations‘of enrolments end'outlay-revenue'given
by each demand function). Institutional'utility is'mani~

mized where the indifference curve is tangent to the Oppor-
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tunity locus_in'outlay (reyenue)—enrolmeﬁt space as shown

below.
F16 DIV ‘Fj .
D,
ENROGUMENTS
CUTLAY
REVENUE -
-
.. L'

| ENROLMENTS
Dggggssibh on ggggrnalggiés
h Even effxciency motivated (marginal cost prxcing)

educational firms would fail to adhieve the soc;ally Opti-

- muam. level of output. if private costs and benefits do not
‘reflect ‘social costs and henefxts. Because this may have
useful apélicatiot in-regard to researdh»dutputs and cer-
tain edncatién oqtputs-suggéstéé by the gdexisteﬂce of man- t

power shortages and aurplubes,twe discuss these matters here.
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The presence Of real/external,ccats or benefits, on
the other hand does nct"neceasarily imply~provision of a non-
Optimal level of output, althoudh it does raise that suspi-
cion. The beneficiaries of the external benefits have an
incentive to encourage. say, educational production. When |
they are a highly diffuae group, there may, however, be an
organization problem. In caees where it is difficult to ex-
clude access oOr to internalize benefits and costs because of
non—immediate, and perhaps unknown payoffs, the decision to
undertake such tasks as basic research may require a govern-

" ment caretaker.

| 1f there are real or‘pecuniary~benefita‘of education
which are external'to those’obtaining the education'(whether
we choose individuals or hcuseholds as the‘reievent unit)
fsocietyis demand fer education '(ss)‘ exceeds the sum of
priuate demands »(PP).QQ/While the intersecticn of" Supply and
demand for the. industry as a whole is at point A where the‘
marginal value to private individials equals the marginal
| value of the resources utilized, the social Optimum is et

point B.

-éé/fhe pure public good case, of course, suggests that
a vertical rather than a horizontal summation of individual

 demiands is the appropriate aggregate demand cirve for evalu-

ating social worth., It does not appear that a very convinc-
ing ‘case can be made for education as a pure public good.
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The private maxket. in such a case, will underprovzde enrol~

_ments of amount q relative to the eff;cient level q. If

taxes alone (abstracting from gove:nment expenditure policy)

.is the source of diSparity. elimination of tax shifts pp
to ps.. -If~there are realAexternalities which only the com-
munity as a Qhole can;internalize.‘othér agtion'may be neces-
'fgary;j‘ror'example Qubsidiéq to institut;gns may'lowér~ MC
‘to “M@', ‘sa leadiﬁg'the private matkgt to prodnce.duantity ’
d. 5'Altérhati§eif. subsidies to students may raise pp up-

wards and to'the right to likeW£§e eliminate gaﬁ q - a.‘

Price control will not promote a more efficient level
of output in this dasé; although output controls may. How-
eve:.'théfinceﬁtive té economize .may pose a threat to the

quality of education.

.y,
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éolio;gg to Affect Allocation
o Ignoring the revenue problem of the method of reis_ing
~ funds for 'sub‘sidies-. taxes and subsidies may be efficacious
in altering the level of output -’(see Ch. IIi. PP 5-7), The
| effect depends on the institﬁtional ‘model. However because
of the -imperfect market structui:e as characterized by the
‘downward sloping demand curve facing the fimm, the excess |
capac’ity_probiem would persist, even if the socially opti-

mal J.evel of enrollments is achieved.,

Becauae Pareto optimality values efficiency alone,

| it is :I.nsensitive to the distribution of income. ‘That . is

to say ‘the private market may fail to acnieve the eff:l.cient
, allocation (though there are an infinity of efficient allo-
cations depending on the distribution of income) -under the
foregoing circumstances because price uniquely aete output

| but it is only the latter physical magnitude with which we
are concerned. Of course, manipulating price control is one
way to achieve the Optimm quantity but there may be others
as weil. For. example direct control of output by penalizing
outputa in excess or shortage of the Optimum amounts may be

used to secu::e that quantity.
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COmgm_ition

At the next 1ogica1 level, ‘selective taxes or subsi-
dies may he warranted. COmpositional differences in educa-
tional policies maylbe‘apprOpriate to deal with the long run
question of Optimal'investment and.the related, but concep-~
| tually distinguishable short run problem of‘pricing and

(therefore) output.

To rationalize why selective policies may be needed:
that is, to theorize as to, why certain manpower shortages
_may persist and in isolating the causes, we may identify the

appropriate measures to cope thh them.

Building'ubon the reasoning ofxthe foregoing sections.
an obvious case would be that of differential externalities.
If significantly 1arger externalities ‘can be attached to cer-
tain occupations and therefore certain fields of study,
private incentives to undersupply relative to the social opti-
mum and individual decisions to underinvest relative to the '
optimum would.be more severe in these areas. Tne shortages'<
in science and technology.careers‘mayrarise because individuals
v-arevmotivated by a calculus of private benefitsIWhich'may un-

derstate social benefits.
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.on the other hand.‘it‘is beiieved‘that gertain occu-
pational pursuits by their very nature encompass fewer ex-
ternal benefits so that professional and preprofessional
.education differ from liberal education in just this way.
Similarly,‘profit~making 1nstitutions would have less incen—
- tive to produce non~marketable outputs such as research, |
relative to marketable outputs like enrolments.‘ In his illus-
tration, Siegal Specifies a utility function where the margi—
nal rate of substitution of institutional expenditures and
enrolments is positive. Alternatively. the indifference map
contains positively sloped indifference curves. This case
is demonstrated to yield an output‘beIOW‘that oflthe revenue
makimizingpcese. The introduction of subsidies in this case
would leed to a decrease in ptice}and an increase in enrol-

ments. Other indifference maps yield alternative results.

V-If price ceilings are'sanctioned'by iaw,.public opi-
nion, or public spiritednees of the institutions themselves,
,Siegal argues that non—price or quality rationing is a com-
mon - behavioral expectation for the non—profit institetion in
fece of increasing enrolment demands, This implies improve-
ment in‘the quality of the student input unless subsidies

ikeep_pece,oso that enrolments can be increased too.



Subsidy Policy
- Subsidies te_individuals which cause demands to shift

can raise equilibrium enrolments. In ﬁhe-moet reasonable
’case, equilibrium price will also be higher. "In the préfit—
maximizing model an 1ncrease in demand ehifts up and outwards
the marginal revenue curve, leading to a new equilibrium at

a higher'level of enrolments. _This represents a new point

on the original hypothetical suéplﬁ durvevbeceuee changes

in demand afe tﬁe.ohly:Way Eo generate neW‘price outpué com-

‘ binations. As a result the quantity supplied has increased
but the original supply curve has not shifted, so equilibrium

price is alsq hiQher.

In the outlay maximizing modei, subsidies to”indivi-
duals whieh,increase demand causes a coucomieant shift iu~the
'margiual revenue-function. 'Therefore maximum revenue, where
marginal revenue equals zero is at a new higher level of en-
rolments. As in the previoug case the equilibrium quantity

suppiied has risen but the ’supply' curve has not shifted.

If subsidies to individuals increase demand in the
outlay-enrolment utility function case, equilibrium quantity
and priee are likewise increased; reflecting again a movement

along the originei supply curve rather than a shift in the



’supply function.

If,whowever, Siegal's special case is relevant and :
,priees are constrained, equilibr;um price and outputs may
not increase When demand is rising. Rather institutions
engaged in non-prrce rationing. Subsidies to indivxduals
in this casevwilivnot sueceed in increasing student enrol-
ments.. On the other hand bécause institutions can 56 more
Aseleetive with regard to student inputs, edncational invest-
ments of ind_;viduals may enjoy better pajo‘rfs and possib'.ly,
even rents’depending on.the:market'equi;ibriun"relat;ve‘to
the social optimum level of gn_ramts. | |
Subsidies to Institutions '(based on enrolnents)

In the‘proflt.maximlzing case, subsidies to institu-
rtions w111 shrft downwards the marginal cost function. In—
stitutional subsrdxes thus raise the equxlibrium level of

output and lower the equllibrium prlce.

In the outlay maximizzng case, subsrdies to institu-
tions will not be effective in sh;fting up the supply curve
because the school will stiil determine'the locus of prﬁce
output combinatlons where the elasticity of. demand equals
' one. Therefore the demand function must shift to generate
new price and quantity coMb;nations whioh represent movement
along the same demand curve rather than a shrft in the demand

~ function.
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. In the 6utlay-enrolment utility function Case,'inc;eases
in demand lead to avhoveﬁentlalong its.institutional éupply -
curve. The additi&naI‘Specification of a price ceiling may
prevént even this and-giQe risékinstéad to‘qaalitf imp¥6vements
of‘the studenﬁ enrollees. A subsidy to institugions permits
outlays beyoné thosé.implied by the demand curve; The oppor-
tunity locus is raised similar to'increase ?rom‘.ni to Lp. |
But bec#use shifts in demand ca@se an iﬁérease in the opportu-
'nity locus, equilibrium priée and output supély is S!' rather

than 82 ‘as ShOWn;in figure D.’

: If additionally,.pricé controls are in effécé, '8! is
a possible poinﬁ'unless price is»fixed rather‘thaﬁ subject to
a ceiling. Subsidies to.insgitutions will raiée enroimegts
wﬁeré'subsiéies télknéividuaié will pbt because bf the price
ceiling. Joint subsidy in this-;hird case would lead to a
price and quantity combinations which represents én.output
gréatef than and a price lower than Sz (subsidy to indivi-
dualstqnly) but a higher pxiée than St (ingtitutional 3ubéi—
dy‘aloné).‘ Of course depending on the relativé sizes of the
subsidiéé to individuals and’institutions, diffgfent results
are.possibie. Sinée:weifaré economics conclusions~ara'neutral

with reSpeét to the distribution of income (sorthat outputs
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matt;r and prices do not, if they are separable) sgbsidies
to‘individualsior'to institutions will work to alter the
lével-of efirolments. Fo? the p:inciple df jdint subgidy to

hold, as‘siegal proposes it; éﬁe additioﬁal specification of

an effective price ceiling is necessary. It is, however,

unclear as to why.resistanée to pfice ceilings willlpersist

when subsidies are being distributed to students. And Siegal
does recognize that conceptually joiﬁt subsidy may not'even‘

be essentiai, To get.the joint subsidy requirement, he has

to specify in addition to the outlay-enroiment uti;ity func-
tion, an effective price ceiling and the impossibility of a
reductién in the standards of instituti&né with respect to

| the'qgaliﬁy of the student inputs. But in'fact these mono-

| polistic models may not be very good at ail, if the interde- .
pendence of firms in the industry requires specific cbgnizance

of this feature. Although there are numerous firms in the ]
industry, several producers aré'dominant. Ié seems that for
certain subsectors of the industry at least, price and Outpuf
deéisions may be gonstrained to some degrée by other firms
actualland.potentiai behavior plus that of possible new en-

trants.



Barriers to Entry |

| Barrierslto entry remain the primary distinQuishing
difference between monOpolisticycompetition and olioopolis—
. tic market structures with theicorre5pondingiimplications of
excess profits in the latter. .B§ comparino profit marjins
in this industry to the structures known to be competitive
or OligOpOllStic, we might isolate excess profit position
of-tne educationalvindustry. The variables which appear to
be candidates for effective barriers to entry~in the educa-
tional industry are (al capital requirements, (b) economies
' of scale, (c) licensing requirements, and (4) tradenarks or

established reputation.

A tentative means»of checking the importance of.each
of these factors might be an 1nvestigation of the ease of
entry as judged by approvals against application and an
‘examination of the range of capital requirements and the
"size of enrolments of institutions in the industry. In the
Philippine case, neither appears to be a substantial con-

_Straint on entry.

At the outset, it appears prdbable that the industry
is characterized by an oligOpoly layer of . institutions and

a monopolistically competitive fringe. Where barriers to
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.entry are ‘minimal, why doesn't the monOpollstic subsector
erode the olxgopolxst;c core? Because the core enjoys cer-
ta;n‘economzes ofvscale apd, related to ‘its s;ze, an esta-

blished name.

That is, while there are over 400 firms in the indus-
try, and they are Spatzally and product dxfferentiated. there
appears to be suffxclent cross-elasticity with respect to
price to suggest, deSpite ‘the range of quality, industry is
a meaningful concept here. Furthermore, within the industry
« there appears to "be subgroups in which intragroup substitu-
tion is higher than lnter-groupbsubstltution. These remarks
are of course hypotheses rather-than facts..-similar.comments
have been made regarding_u.s. colleges;gé/ ‘this;behaviorai
interdependence along with concentration and conditions of
entry,’suggest that oliQOpoly prorides the relevant structu-
ral model. ' The unequalxdistribetioh of.wealth.and ability
would reinforce product variety.‘ §erioes iﬁperfections in

information'points to the value of incurring selling costs.

, Qﬁ/ﬂarris, gp;-cit., pp. 101-105,

v-‘



ngigiengztlncegtivgs in the Profit-Seeking Sector

By settxng aside organlzatlonal and managerial differ-
ences, we do not wish to understate the 1mportance of adminis—
tratiye effxcrency. ngh cost producers will be competed |
out of businegs in a private free enterprise system. The
fnon—profit 1nst1tut10n has less lncentive to efficiency be—
cause profits earned can only be ploughed back and not dis—

- tributed to owners. This is in essence the traditional rea-
soning which argues that 1ncent1ves to efflciency are greater
in a firm which seeks maximum profzts: gross inefficiency will

drive a firm out of business.

/Oon the other hand, if administrators salarles in the
non-profit sector,. wexre demonstrated to be correlated with
size; and surpluses-were an essential source of revenues for
capital and enrolment expansion, there would be an incentive
to'efficiency..-Moreover, if the prodnct is technically com- |
plex, or information about the quality of education’and labor!
force performance were not well known, there is the possibi-

lity of poor quality and eXploitatlon of students.

, Barriers to entry may protect the inefficient much‘as
accees to government finance may_snpport inefficiency in the

publlc sector. _But_there are incentives to efficiency-even
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' where oligopoly market structures prevail, The greater
profit margin in imperfectly competitive than in cqmpeti—
tive structures suggests only a larger margin for survival =

of the inefficient.

 The nature of thévcharge against the'profit seeking
motive in‘education focusses not or efiiciency per se, but
rather the possibility of reducing costs and increasing pro-
fits by the use of inferior inputs on the part of profit

secking entrepreneurs,

| clearly. costs are not a comprehenéive index of effi-
ciéncy;. Higher‘costszére justified by éuperior'quality,‘SO
- it becomes important to discern the cause of cost differences
among-institutions: quality differences or inefficiencies.
For example, there are regional cost differences because of
economies of scale allowed by 1ar§ér markets in urban areas.
Access to such lower cost énrolgenté is limited to rural
students by transportation costé‘whiéh must be incurred.
Therefore ‘a péttern of regional cosr differences woulé per-
gist. This factor can be removed by concentrating on geo-
graphically proximate institutions. Even then, because of
qna;ity variatrong or product differentiatiqn, it is Aaifficult
to idéntify Which iﬂétitutions are inefficient or overpriced

by the marginal cost criterion.
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An:anaIYSis of supply and demand on an individual
(firm and,student) and market levels he1§s to understand
beﬁavibr of the relevant micfo units and tﬁerefdre the
impact of policies to influence the behavior of:studénts
and educational firms. The social éonsequences-follow
from the aggregate of individual behavior on the supply

and demand side in education markets.
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