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ABSTRACT

The objective of this research is to examine hoik vocational
proprietary schools function by analyzing the schools as an industry
end by treating the proprietary school, as an economic entity. To this
end, several aspects of proprietary schools, are analyzed: the stability,
profitability, and general fiscal characteristics of the industry; the
mechanics of market structure and operation within a -subsector; the
effect of labor market conditions on the demand for proprietary school
training; the responsiveness of a proprietary school to changing market
conditions and changing technology; and the influence on a school of
the recent and rapid expansion of a community 'college offering similar
courses..

The absence of a discernable relationship between tuition and
quality of training within_one subsector of the industry may stem fx orn
the partition of the sector into local markets by strong ethnographical
and geographical constraints and by a- lack of comparative information
about training opportunities. However, demand for training is related
to a number of standard measures of labor market conditions as well
as to some unique measures. The ability of the proprietor to perceive
these changing condiaons and to adapt the school's resources to meet
them is all important in maintaining a viable operation. The preponderance
of evidence indicates that community- colleges have a detrimental effect
on proprietary schools.
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CHAPTER I

INTRODUCTION

As the nation's student body has expanded to include
the "new" student,' increasing curricular emphasis has been
placed on vocational education, and the proprietary school,
long ignored by educational policymakers or relegated to a
peripheral role in the overall educational system, has been
one of the post-secondary institutions benefiting from the
growing demand for training opportunities.

The Second Newman Report in discussing the_implications
of egalitarian_ commitment for education purposes stated that

public policy . . . should encourage much more than
just access to some institution labeled "college."
What we believe is an appropriate goal of public
policy beyond that of access, is the provision for
more meaningful choices among many forms of post
secondary education . . . (especially) . . for
those whose educational capabilities and interests
do not square with the existing institutions.

With increasing educational costs and with educational
goals shifting from objectives of access to ones of choice,
proprietary schools are receiving more attention. Determin-
ation, however, of the role proprietary schools should play
in the educational system is not possible until we know more
about these schools, their students and operations. The
o';-:tive here is to increase our understanding of vocational

I
Cross, P. K., Beyond the Open Door. San Francisco:

Jossey-Boss, 1971.

2
The Second Newman Report: National Policy and

Higher Education, Report of a Special Task Force to the
Secretary of Health, Education, and Welfare. Cambridge,
Mass.: The MIT Press, 1973, p. 6.
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proprietary schools and how they function by analyzing the
schools as an industry and by treating the proprietary school
as an economic entity. As the nation examines its educational,
priorities and resources, it is crucial for future planning
that we not assume the proprietary school sector to be simply
a private version 'of public vocational education, but recog-
nize that its functions and responses may be unique.

To this end, we examine how the schools, as
private, profit-motivated firms, respond to a number of
factors, all of which have implications for their operations
and eventual survival. In one or more situations we
examine how labor market conditions alter the demand for
proprietary school training, how a proprietary school responds
to changing market- conditions and adapts to changing technology,
and how another school is affected by the recent and rapid
expansion of a community college offering similar courses.
Finally, we examine the mechanics of market structure
and operation within a subsector of the proprietary school
industry. Our overall objective is to explore facets of the
proprietary school behavior that may be relevant in cor-
rectly assessing and planning for the sector's contribution
to the educational system.

Review of the Literature

Relative to the amount of research available on other
aspects of the educational system, studies of proprietary
schools are few. Johnson's recent review of the literature
contains most of these studies and because of her work
duplication here is not necessary. Major types of proprietary
school studies, however, should be mentioned, as well as a
few particular studies that are most closely related to the
research reported here. Most studies concerning proprietary
schools can be classified into three categories. One group
consists of descriptive studies or historical studies of
individual schools or the industry, such as Clark and Sloan's
Classrooms on Main Street, Miller and Hamilton's The
Independent Business- School in American Education, or Bolino's
Occupational Education as a Source of Economic Growth. An-
other group contains studies of proprietary schools which are
essentially surveys: Belitsky's Private Vocational Schools
and Their Students and Katz' A State of the Art Study on the
Independent Private School Industry in the State of Illinois.
A third group of studies are comparative in nature, examining

1
Johnson, Susan E., Proprietary Education: A Search

of the Literature. Center for Research and Development in
Higher Education, University of California, Berkeley,
California, 1974.
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characteristics of proprietary schools and their students
in relation to those of their closest counterpart in the
public sector--community colleges and their students. Two
of the largest studies of this type are Wilms' Proprietary
versus Public Vocational Training and the Comparative Study
of Pro rietar and Non-Pro rietar Vocational Trainin
Programs by the American Institutes for Research in the
Behavioral Sciences.

Analysis of the proprietary school as a business
enterprise has been quite limited. Two studies consider
proprietary schools from an investment point of view.
Freeman shows that the private rate of return to an individual
investment in private post-secondary vocational training is
comparable to the return achieved on college education.i
O'Neill's study of naval training costs indicates that the
private school sector can perform certain training tasks at
substantially less cogt than the military and without
compromising quality. The only study that treats the
proprietary school as a business is by Erickson who describes
the operations of several individual schools, points out the
competitive market in which a proprietary school operates,
and reviews considerations that are required in adjusting
costs and revenues.3

While these studies are important, they are only
initial probes into the role and operation of proprietary
schools. We know of no previous attempt to analyze intra-
market behavior, the stability of the schools' existence
or flexibility of operations under fluctuations of the labor
market or development of potentially competitive public
institutions.

Scope of Research

The analysis in this research uses several distinct
perspectives on the proprietary school industry and several
different sets of data. The research includes time and area

1
Freeman, Richard, "Post-School Investments in

Occupational Training," October 1972 (mimeo).

2
O'Neill, D. M., "Meeting the Navy's Needs for

Technically-trained Personnel: Alternative Procurement
Strategies," CNA Research Contribution No. 155, Institute
of Naval Studies, Center for Naval Analysis, Washington,
D.C., August 1970.

3Erickson, E. W., "A Report on Proprietary Business
Schools," October 1971 (mimeo).
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studies, using longitudinal and cross sectional data. At
one point a subsector of the industry is analyzed in aggre-
gate, at another point the individual school is the unit of
analysis. Parts of the research may be described as
descriptive, analytical, and theoretical, but only by inquiry
from several points of view can a comprehensive understanding
of the function and role of the industry emerge.

. This chapter offers a brief mention of
other relevant literature, a summary of subjects developed
in other chapters, and a statement about the quality, of data.
Chapter II contains extensive information on the financial
characteristics of a sample of vocational proprietary schools
as well as an examination of the diversity and profitability
of proprietary schools and the institutional stability of
certain subiectors of the industry.

Chapters III and IV are both micro studies of
individual schools but address separate issues. The central
question in Chapter III is the relationship between a
proprietary school and a community college offering similar
training. Earlier studies have cited reasons- to suppose
either a competitive or a complementary relationship should
exist between the two types of institutions, but none have
yet tried to identify the relationship itself or measure its
impact in terms of shifts in student populations. The ques-
tion examined in this chapter has considerable bearing on
the issue of duplication of services between public and
private institutions, and by extension on the issue of
allocation of educational resources.

Chapter IV deals with the responsiveness of a
technical proprietary school to various changes--some beyond
the school's control and others over which the school has
decisive influence. The importance of wages, unemployment,
training costs, and industrial demand for technicians to
demand for training is analyzed, and the position that the
school occupies in serving student and industrial. demand is
examined theoretically. Several unique labor market
conditions are evaluated in terms of their influence on the
school's operations, and an examination is made of the
development and the consequences of school decisions to
change its product mix. This chapter provides some specific
insights into a proprietary school's responses to economic
considerations and elucidates the sensitive position occupied
by a school that operates on the frontier of technological
change.

Chapter V is a time and area analysis of the largest
single subsector of the industry--cosmetology. The first
part of the chapter contains an analysis of the elements of

4
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demand for cosmetology training, an analysis of the nature
of supply adjustments, and a short exposition of the relation-
ship between proprietary cosmetology training and cosmetology
training offered in public institutions. The second half of
the chapter is an analysis of the structure and functioning
of the market.

The last chapter summarizes the major findings of
the research by consolidating the important themes that
appeared throughout the research, although often through
different means, and discusses the implications of the

results for educational policy and in light of
other current developments in related educational research
and policy.

Quality of Data

Research involving private enterprises is often
hampered by owners' reluctance to provide the data sought
by researchers. Understandably, firms may feel that the
research is a waste of their time or that disclosure may
give away "trade secrets" or may simply not have the data.
The American Institutes for Research comparative study of
proprietary and non-proprietary schbol training reported
that "All the interviewed school directors stated that they
would be unwilling or unable to provide a detailed break-
down in dollar amounts of sources of their income or of
categories of expenditures."1 Whatever the reason,- making
such data public is not an obligation of private institutions
as it often is of public institutions and therefore the
difficulty of obtaining sufficient and reliable data from
private firms often renders the findings useless to many
research efforts or subject to extreme reservations.

The data in this research come from several sources
and although they are not always the exact data that would
be sought if the world existed for research, they are often
complete, unbiased by self-reporting, and, in spite of
whatever shortcomings they have, are the best that exist at
the moment.

Data on school enrollments and the number bitting for
and passing the state licensing examination for the cosmetology
industry were obtained from records maintained by the Illinois

1American Institutes for Research in the Behavioral
Sciences, A Comparative Study of Proprietary and Non-
Pro rietar Vocational Trainin Pro rams. Palo Alto, Calif.:
November p. 26.
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Department of Registration and Education. Information on
tuition and fees in the cosmetology industry was obtained
directly from the schools: only three of eighty-one schools
refused to provide this information. Vast amounts of
financial data on an industry sample were obtained from
required statements submitted to the Illinois Office of the
Superintendent of Public Instruction, where the files were
virtually open to the investigator. Although many entries
on the financial forms were not completed, considering the
progressiveness of Illinois' monitoring activities of
proprietary schools, this body of data is probably more
complete than most other bodies of similar data.

In both of the micro studies the owners allowed full
access to school records regarding all aspects the research
required. Information was collected by the investigator
from school records and was not compiled for the researcher
by the school.

6
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CHAPTER II

AN OVERVIEW OF THE VOCATIONAL-PROPRIETARY
SCHOOL INDUSTRY

If a prospective student were to open, the 1974
Chicago telephone directory-to the section in the yellow
pages headed "schools," he'would find twenty-six pages of
listings, a large percent of which could,looselyrbe defined
as- proprietary schools.-1' Between the lis4ngs for-AAA
Driving School and Zinser Training Center; he ,could choose
from-Schools specializing in everything from ;Accounting to
ventriloquism,. frOm a school owned by IBM to/a neighborhood
cooking school. Perhaps the chief impression the student
would receive is that the proprietary school industry is
incredibly diverSe, and his impression would be justified.
However, this diVersity of training opportunities is not
viewed universally as-a blessing. To some; this variety
of schooling options in the private sector Seems. a strength,
complementing the established public System.*To others,
the diversity represents an inherent "shadiness." MoSt
likely the industry is neither; on the one hand, a-Panacea
for problems of occupational training, nor, -on the other, a
modern version of the traveling medicine show. Indeed, the
features of the industry, except for vague impressions, are
obscure.

One characteristic, however, is immediately obvious.
The proprietary school industry in Illinois'is a major source
of post-secondary training. An estimate of the total number
of schools by type and the number of students attending them
is given in Table 1. From these estimates we see that in
1972 approxIlately 114,940 students were enrolled in resident
training in some 543 schools, to which- -we add approximately
500,000 enrolled in forty-six home study schools. Five-
sixths of the total enrollments are in the home study or
correspondence schools, some of which operate on a very large
scale. The Ameridan Schocil, one of the nation's largest
correspondence schools, has annual enrollments of 50,000
students. On a full-time basis there was an-equivalent of
65,000 resident students enrolled in Illinois vocationally

7
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TABLE 1*

ESTIMATES OF THE NUMBER BY TYPE OF ILLINOIS
PROPRIETARY SCHOOLS AND THE NUMBER OF

STUDENTS ENROLLED-ANNUALLY

Number :of
Schools Kind of Schools

Annual
Enrollment

83 Business 24,900

89 Vocational (includes 5 truck
driving schools)

32,200

30 Self-Improvement 6,000

46 Home Study 500,000

150 Cosmetology 15,000

24 Barber 2,400

1 Mortuary Science 240

91 Commercial Drivers Training 27,300

86 Pilot Flight and Ground 12,900

589 Total Number of Schools and 614,940
Students Enrolled in Illinois
Proprietary Schools

Estimates in Table 1 presented by H. H. Katz, A
State of the Art Study on the Independent Private School
Industry in the State of Illinois, State of Illinois,
Advisory Council on Vocational Education, May 1973, chart
7, p. 51.
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oriented proprietary schools in 1972 and about the same
nnffeer of vocational students in Illinois community colleges.

1

There can be little question, then, of the importance of this
sector in post-secondary training.

The purpose of this chapter is to delineate further
the characteristics of the industry. Since a distinguishing
feature of the proprietary school is its position in-the
marketplace, we are particularly interested in the financial
characteristics that mark the school as a business.

Restrictions and Definitions

regulatory agencies.--In Illinois several different
agencies control proprietary schools. The Department of
Transportation of the Federal Aviation Administration controls
pilot flight and ground schools. The Illinois Office of the
Secretary of State regulates truck driving schools and non-
commercial driving schools and the Illinois Department of
Registration and Education licenses cosmetology, barber,
and mortuary science schools. The balance -- business, trade
and technical, and others--is under the Jurisdiction of the
Office of the Superintendent of Public Instruction. The
sample used in this chapter is limited to schools regulated
by the Office of the Superintendent of Public Instruction
(OSPI) because of the problem of data accessibility and
because that agency covers the largest nmmber and greatest
diversity of schools.

vocational.--"Vocational" is commonly considered
synonymous with "trade and technical" as used in the phrase
"private business and vocational schools." However, through-
out this study "vocational" describes any school offering

,training that could be considered career training: modeling
schools, for example, are included as "vocational" since
they undoubtedly serve as career training for some people,
although in general they might be considered avocational.
Furthermore, "vocational" is restricted to training for
which a post-high school degree is not required.

proprietary.--A proprietary school is privately owned
but may be profit-oriented or non-profit. Because the
number of non-profit schools, as defined by IRS regulations,
is quite small and because these schools are often associated
with trade or professional associations, receiving support
through association dues, the non-profit schools are excluded
from all analysis involving financial characteristics.

I
Estimated from data provided in H. H. Katz, A State

of the Art Study on the Independent Private School Industry
in the State of Illinois. State of Illinois Advisory Council
on Vocational Education, 1973, p. 51.

9
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sample.--The sample includes those vocational
proprietary schools under OSPI jurisdiction, located in the
Chicago SMSA, which had rceived approval by -February 1973
to operate for that year, 1 The sample of 147 schools is
probably a conservative count of the total number of schools
approved to operate in 1973 because schools that were late
in filing applications could not be distinguished from
schools not intending to renew licenses and were therefore
excluded.

Structure of the Industry by
Ownership, Tax Status, and
Areas of Instruction

The impression of diversity throughout the industry
is supported-by data given in Table 2 showing the sch(301
categorized by ownership status. Still, over 70 percent of
the schools have ownership concentrated in one person or in
a few, often related, people. The balance consists of schools
owned by corporations (chiefly those whose primary ipusiness
is other than education). A different view of the structure
of the industry by ownership (columns 3 throUgh 5 of-Table 2)
shows that the single-owner schools have on the average only
one-third the enrollment of schools that are subsidiaries of
corporations (87 versus 289), but they attract 21 percent of
total enrollment compared to 3-l- percent for the large corpor-
ate schools.

The large majority of vocational 'proprietary schools
are profit-oriented: of the 147 schools in the sample, only
ten have been given tax-exempt status by the IRS. A similar
majority exists with respect to the place of instruction.
Over 80 percent of the schools offer resident training, 75
percent of them resident training exclusively. The balance
are correspondence schools.

Diversification within a number of schools is so
extensive that no single category fully captures the essence
of their training programs. Nevertheless, to provide some
approximate indication of the number of schools offering
particular instruction, each school was categorized according
to what was assessed to be its primary area of instruction.
Considerable subjective evaluation was inevitable. A
decision, to place a school in a certain category was made on
the basis of what the investigator personally knew of the
school, what information was presented in the school's
catalogue and in the records maintained by OSPI.

1
A number of seasonal tax schools, namely the H. & R.

Block school with its numerous branches, were excluded.

10
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Table 3 gives the number and percentage distribu6ion
of the schools according to the primary area of instruction
in each school. Diversity again is striking. Trade and
technical schools and business and secretarial schools, often
considered the main substance of the proprietary school
industry, are clearly the two largest single groups of schools,
but together they constitute only 35 percent of the total
number. The next largest group, the data processing schools,
are only half as numerous as the trade and technical schools.

TABLE 3

VOCATIONAL PROPRIETARY SCHOOLS CATEGORIZED
BY PRIMARY AREA OF INSTRUCTION

Primary Area Number Percentage
of Total
Schools

TradE.-and Technical 28 19.0
Business and Secretarial 23 15.6
Data Processing 13 8.8
General Education 11 7.5
Applied Arts 10 6.8
Modeling 10 6.8
Public Services (Law Enforcement,

Detective, Broadcasting) 8 5.4
Health Related 4 2.7
Transportation_ 4 2.7
Public Relations (Leadership,

Salesmanship) 4 2.7
Miscellaneous (Cooking, Dog Grooming,

Real Estate, TraVel Agency,
Bartending, etc.) 32 21.8

Total 147 99.8a

a
Rounding error.

Along with the data processing schools and comprising approx-
imately the same percentage of the total are schools providing
general education, public services, applied arts, and
modeling. The bulk of the remaining 30 percent consists of a
gamut of limited demand schools--from cooking to dog grooming
to bartending to ventriloquism.

Several features of the industry are more apparent.
Most of the schools are profit-oriented and restrict training
to resident students. Ownership of the schools is distributed
among single owners, small groups, and large parent corporations.

12
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Measures of Size-

Another perspective from which to view the industry
is to assess-its size, in terms of assets, income, enroll-
ment, and profits, dharacteristics relevant to the operation
of the schools as an industry. In addition to figures
presented for the total Sample, comparisons are made among
five subsectors of the industry: trade and technical,
business and secretarial, data processing, general education,
and a miscellaneous group containing the balance of the
schools. For convenience, this fifth category will be
referred to as "specialty" schools.

To insure some comparability among groups, the sample
was restricted to schools for which adequate information
existed and which (1) were licensed for 1973 by February of
that year, (2) had a tax status that was not non-profit under
IRS provisions, (3) was not exclusively a correspondence
school, and (4) had financial data that referred to the school
itself and not to a parent corporation. 1 Furthermore, because
of frequent extreme values among the variables, mean values
are often misleading; thus, median values are usually more
appropriate measures for making inter-group comparisons.
Unless specified, "average" and "typical" refer to the median.

Although there is considerable variation in the total
assets of schools, fully half operate with assets of $30,000
or less, and 21 percent have assets of $10,000 or less. The
financial ease with which a prospective school owner can
enter the industry has undoubtedly been a major contribution
to the characteristic of industry flexibility.

1
Many of the large corporate-owned schools submit

annual reports of parent corporations. Exclusion of these
schools probably has a downward bias on the average size of
schools in comparisons including financial data.

Two other sources of possible bias are (1) the date
of the fiscal report from which the financial data is -ob-
tained, and (2) the interval of time covered by the financial
statement. All applications are made for 1973. The
financial statements are for the most current year, but be-
cause of different fiscal years some schools submit statements
with recent dates and others submit statements that are a year
old or more. No attempt is made to adjust figures to a
specific point in time. Also, the interval of time covered
in the financial statements ranges from one to twelve months.
Income and expenditures are assumed to be distributed evenly
throughout the year and are adjusted to an annual basis.

13



Table 4 shows that the distribution of schools by
assets is highly skewed to the right, largely due to the
large number of specialty schools that apparently require
little capital outlay. The sharpest contrast is between the
trade and technical schools, with average assets of $96,000,
and general education schools, with assets of $20,300. In
fact, the mean amount of the assets of a trade and technical
school is nearly five times as much as for a general education
school. Undoubtedly the assets reflect the greater equipment
costs required for training in technical fields. A compari-
son with business schools, which have about the same level
of enrollments, suggests that more than half of the trade
and technical schools' physical assets may be in equipment. .

The estimate is diminished slightly if we assume that
necessary space per student is greater in trade and technical
than in other schools.

Data processing is another field in which equipment
costs could be high because of expensive computer facilities.
However, the difference between the mean ($86,100) and median
($29,300) suggests that probably a few large schools may own
their computers while the majority lease computer facilities.

The typical school annually receives $79,500 in
income from tuition and miscellaneous soueces. The differ-
ences between mean and median income for trade and technical
schools and for data processing schools again indicate that
each of these groups probably has one or two very large
schools. Still, the average trade and technical school
operates with revenues twice as large as the average for all
schools and nine times as large as the typical data processing
school.

A comparison of income with assets shows that a large
amount of capital is not necessarily required to generate
considerable income. Income is greater than assets, and
generally twice as much for all schools except the data
processing schools. These computer schools have in the last
few years undergone a contraction in their numbers, following
the rapid expansion of the "glamour" field in the 1960's, and
the low income/asset ratio may reflect general economic dif-
ficulties that these schools are now experiencing. In contrast,
the highest income/asset ratio is in the general education
school, where average assets of $20,000 generate income of
$70,000.

Table 3 showed that the trade and technical and the
business and secretarial schools together compose a smaller
portion off' the total number of schools than is generally
thought. The impression of dominance is not completely un-
justified, however, for although the trade and technical
together with the business and secretarial schools comprise

29
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35 percent of all schools (in this sample), they earn Go per-
cent of all school income and enroll 73 percent of all students.

Of 111 schools, twenty had no students enrolled at the
date of reporting; for the other 91 schools average enrollment`
was 78. Although the largest schools are found in the trade
and technical group, data processing schoolS have, on the
average, the largest enrollments. The average data processing
school has about 175 students; business schools, the category
with the second largest average enrollment, have about 25
fewer students than the data processing schools. Specialty
schools, the largest group, are quite small, generally enrolling
only 50 students. Although there is a statistically significant
difference between the mean size of trade and technical schools
and specialty schools, the strong skewness in both distributions
diminishes the importance that would normally be attached to
the statistical difference.

Perhaps the only
p
j,nteresting observation to be made

about the profit averages is that there is no significant
difference in average profits among all groups of schools, al-
though at the medians the schools giving general education reap
the largest profits. Contributing to this situation is probably
the minimal overhead costs of training, since no expensive
equipment or particular technical expertise is required to
teach basic education skills. The lowest profit average is
found in the data processing group, suggesting again the current
contraction within that sector.

1
Because the figures refer to current enrollments,

some of those schools reporting zero enrollment may have had
students at other times during the year or may-be schools just
opening.

2
Enrollment figures were taken from the application

forms each school files with OSPI. The figures are current
enrollment. With only the school's aggregate enrollment given
it is not possible to determine the distribution of students
among various programs within a school. Furthermore, without
that information it is futile to estimate annual enrollment.

3
Profit figures may not accurately measure the relative

prosperity of a school for two reasons. First, profit maximi-
zation may not be its primary goal. A school seeking growth
may spend its would -b3 profits on equipment or expanding school .

capacity. Second, tha owner of a school may withdraw profits
in the form of salary. If he pays himself less during bad
years and more during prosperous years, the true volatility of
profits will be dampened.



These rough measures of size--assets, income, enroll-
ments, and profits--suggest a market, like most retail markets,
in which the characteristics of the sector largely determine
the relationships among the financial data. There is no clear
relationship between the measures of size in this sample of the
industry: the large assets and income of the trade and
technical school do not guarantee large profits or the
largest average enrollment. Rather, the trade and technical
schools, by the nature of the training they offer in fields
governed in large part by complex technology, are required to
make heavy outlays for equipment and personnel with technical
expertise.

At the other extreme are the general education schools,
having the 1,'est average assets, but with relatively high
incomes. '2tbed on medians for the general education subsector,
assets gem_rate 3-1/2 times their value in annual income.
These schools are obviously operating with different require-
ments than those of the trade and technical schools. The very
existence of these schools is a peculiar phenomenon. With
compulsory schooling for children and a plethora of remedial
services offered in government training centers, adult continu-
ing education facilities, and community colleges, one might
wonder how these proprietary schools survive in such an environ-
ment.

According to an inquiry into the effectiveness of
Chicago's vocational education programs in public high schools,
conducted by the Chicago Daily News staff, many high school
students cannot get jobs because public schools (1) use out-
dated equipment in training them, and (2) accept work that in
the business world is unacceptable. Their inquiry showed that
a majority of Chicago high school graduates read poorly, can -
net spell or punctuate sentences properly, and have trouble
calculating the simplest problems in arithmetic. Moreover,,
these students often lack proper work attitudes and habits.J-
None of these observations are, of course, a surprise to
educators conversant with problems of urban education, but the
findings do offer a plausible explanation for the recent
establishment of proprietary schools offering general education
(only one school in this group was operating before 1967) in

1
Chicaao Daily News, April 19, 1974, pp. 1, 20.

2
Comparison with general education schools listed in

a 1951 directory of Illinois schools shows that twenty years
ago opportunities for private post-compulsory general educa-
tion were very limited. Only three schools might have been
proprietary` schools and judging from their names probably
offered evening instruction for adults.

17



that they provide basic skills that students fail to attain in
public schools and which are necessary for employment.

We have then at one extreme of the size spectrum trade
and technical schools, the largest schools by several measures,
and at the other end general education schools, typically
generating the highest profits with the smallest physical
assets.

Elements of Profitability

Some inferences about the structure of the proprietary
school industry may be drawn from the crude measures of size
presented in the previous section. However, an examination of
relative cost and size data offers an entirely different per-
spective on the differences among the types of schools.
Proprietary schools are at once schools and businesses, and
the ideal comparison would be between measures of school
success and business success. Measures of the former are not
available, but profits are a measure of business success in
the short run and over a period of time an indication of a
superior, or at least acceptable, product. In this section
we examine profits and some of the elements of a school's
operations that influence its profitability as a business.
We will compare the various sectors with respect to student-
faculty ratio, cost per hour of instruction, percentage of
income spent on enrolling students and advertising, and rates
of return.

Although there is no significant difference in
student-faculty ratios among sectors, data processing
schools have the highest ratios and general education schools
the lowest (see Table 5). This situation corresponds to
relative enrollment sizes: data processing schools have the

1
The average student-faculty ratio is computed as

14.9 but, because of the necessary means of computation,
represents a minimum estimate. The ratio is not based upon
actual ratios existing in classrooms, but upon the ratio of
the school's total current enrollment and faculty count, with
the assumption that all teachers share equally in the number
of classes they instruct. The largest discrepancies undoubtedly
occur between part-time and full -time faculty whose status is
not distinguished in the OSPI records. If we assume that for
a school that has day and evening classes, half the faculty
teach full time and the other half part-time, then the faculty-
student- ratio should be adjusted upwards by one-third (to an
average of approximately 20). The diversity of school
schedules and teaching loads, however, is so extreme that it
is difficult to know what would represent an accurate adjust-
ment for all schools. Without any a priori reason for expect-
ing a greater distortion in the ratio in one sector than in
another, the computed ratios are presented without adjustment.
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largest median enrollment and general education schools have
the second lowest enrollments. This high-low split could be
a characteristic of the types of schools but could, and more
probablY does, illustrate economies of scale. A school with
only a few students must still offer a number of courses and
classes. Even though expansion of enrollment requires adding
more teachers, the number of additional teachers probably
increases more slowly than the number of students up to some
minimum level of efficiency of scale.

Variation in average tuition charge per instruction
hour1 is considerable and statistically significant. The
overall average is $2.35, but specialty schools charge $3.00,
trade and technical schools $1.49, and business schools
$1.43 (see Table 5). Two reasons seem plausible for the
significant difference . One is that some specialized schools
may have limited markets that will support only One school
thus placing the school in a monopolistic position with
respect to the school's product. A more probable explanation
is that overhead costs in specialty schools, where courses
are generally short, must be covered in a shorter period of
time than in schools Ahat typically have long training programs.
Data on course length shown in Table '4 supports this sup-
position. Courses in trade and technical and busineSS schools
last six to nine months, typically, while specialty school
courses generally last the equivalent of only three weeks.
Fixed costs and certain start-up costs in a specialty school

1
The tuition cost per instruction hour is computed

by taking the tuition and number of hours required for what
appeared as a typical course. Th-choice in many cases in
selecting an appropriate course was judgmental. No inform-
ation was available on the distribution of enrollment among
courses; selection was based on school data on the number of
courses offered by type, the distribution of instructors by
the subjects they taught, and general information provided
by school catalogues.

2
The method of determining course length was similar

to the method used in assigning each school to a primary area
of instruction. Through a review of information available
for each school, one course was chosen as representing that
school's curricular offering. Caution should be taken in
interpreting any results using average length of training,
because the course that appears in the catalogue to be the
most probable mainstay of a school's business may not have
many students. For example, business school brochures give
the impression that a nine-month secretarial or clerk- typist-
course is the most typical course. However, it is probably
true that, while few students remain in training for more than
nine months or a year in these schools, many, and possibly a
majority, attend for much shorter periods of time.



must-be 111-'4 in 1-a: than one-tenth the time available for a
trade and technical or business school to cover its costs.
The negative relationship between average tuition per hour
and length of training observed tetween specialty and trade
and technical, and business schools also extends to the other
sectors.

Because: proprietary schools arc a :Iczs visible
sector of the educational system and because, of-course,
they -must attract students to stay in business, they actively
recruit and advertise for students; howeVer, no attempt, to
the Writer's knowledge,, has been made to determine how much
capital goes into enrollment efforts. One of the criticisms-
leveled against proprietary schools is that the money spent
on "non- productive" operations such as recruiting could better
be spent improving the training programs. Althbagh this
argument ignores the realities of any bUsiness -(in which:even
the best product must compete with,otherS for the attention
'of the consumer), the expenditures on advertising and recruit-.
ment deserve investigation if for-no other reason than the
general Criticism they draw.' Furthermore, information about
the cost structures of proprietary schools is r,,levant to
policy decisions' regarding the establishment of-tuition,
refund 'schedules. Proprietary-schools- are coming under
increasing governmental regulation, and one of the major
concerns of the regulatory agencies is the protection of the
consumer through adequate refund policies. What constitutes
an appropriate refund policy is not clear; it is blear, how-
ever, that account must be taken of a School's distribution
of expenses.

Column 3 of Table 5 -gives the annual dollar amount
spent on enrollment3 activities (recruitment and advertise-
ment) per current enrollee. The mean for all schools is $255,

1
This is not to imply that public schools do not

advertise, for indeed they do, but it goes under the name of
providing a public service, i.e., informing the public of
educational opportunities.

2
For a fuller discussion of this point see W. D.

Hyde, Jr., "Comments on the Federal Trade Commission Proposed
Trade Regulation Ruling Concerning Proprietary Vocational
Schools," October 1974 (mimeo).

3
The median amount spent on enrollment by schools

represents 13.2 percent of the median income of all schools.
Enrollment expenses include salaries and commissions for
recruiting and related personnel, travel expenses, advertising
costs, and expenditures for public relations, catalogues, and
miscellany.
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although more than half of all schools spend less than $100
per current enrollment. While these figures seem high, the
median for trade and technical schools is twice the amount
for all schools; however, the average trade and technical
school student who completes training generally remains in
school for 'the equivalent of seven months (assuming 30 hours
per week qs full time)--more than twice the time for all
students.J-

Another way to evaluate the commitment to enrollment
costs, and one that is not tied to the uncertainty of enroll-
ment figures, is to compute the percentage of revenue or
tuition used for recruitment and advertising. The overall
median tuition is $695. The median amount of money spent by
a school for enrollment purposes is $92, or 13.2 percent of
the tuition. EstiMates of recruitment expenditures as a
percentage of annual revenue yield results approximately the
same: column 4 in Table 5 shows that the mediah percentage
is 12.0 percent. Data processing schools) however, spend
nearly twice as much of their income, 22.4 percent, on
recruitment as other schools. An explanation for 'she high
percentage expenditures for recruitment in data processing
schools can only be speculative. During the 1960's the sector
underwent very rapid growth with a large influx of new schools.
The industry offered training in a "glamour" field and
attracted a large number of students. One possibility is
that during the current contraction of student demand in this
sector, advertising and promotional budgets have not yet been
adjusted to the lower levels of income of these schools.
This condition, however, is not likely because generally
advertising is one of the first areas of expenditures that

1
Tending to widen the gap between the amounts spent

by school sectors is the fact that in shorter courses, such
as those in specialty schools, current enrollment represents
a smaller fraction of annual enrollment than for schools
such as the trade and technical schools or business schools
with longer programs. Any attempt to adjust current enroll-
ments to annual rates would subsequently reduce the enrollment
cost per enrollee in specialty and general education schools
more than in trade and technical or business schools, thus
widening the difference between the average amount spent
among the sectors. In a detailed study of a technical school
in which the exact number of enrollments per year was known,
the average enrollment cost was $85. If the relationship
between this figure and the amounts reported for trade and
technical schools in column 3 is taken as representative of
the probable relationship existing within other sectors,
then the actual cost of enrollment may be reduced by approxi-
mately half.

22



businesses curtail in declining markets. On the other hand,
schools may feel that only through heavy advertising can they
hope to attract students in this tight market period. Another
possibility (equally unsubstantiated) is that demand for data
processing schools is more elastic than for other schools so
that differences or apparent differences through advertising
result in relatively large shifts in students' preferences
among data processing schools. Under these conditions each
data processing school would try to differentiate its product
from others.

Several interesting relationships emerge when we
separate direct advertising expenditure as a percent of income
from all recruitment expenditures as a percentage of income.
While the percentage- spent for advertising is about two-thirds
of the median recruitment percentage, general education and
data processing schools spend only about half of the recruit-
ment expenditures on direct advertising. Specialty schools
seem to rely on direct advertising rather than recruiting
agents, probably because (1) the schools offer training that
appeals to a fairly specific group of people, and (2) the
shortness of their courses (and lower tuitions)- makes it
uneconomical to support the heavy costs of employing agents.
On the other hand, trade and technical schools, which spend
on the average 18.3 percent of income on total recruitment,
spend only 4.3 percent of income on direct advertising, the
bulk presumably going for other recruitment expenses such as
recruiting agents.

Proprietary schools are for the most part "profit-
oriented" schools and the factors mentioned to this point can
reasonably be considered relevant to a school's profitability,
but it is unclear just how profitable they are. Table 4 showed
that the median profit was $5,600, but an examination of crates
of return (profits after taxes as a percentage of assets)1.
reveals two particularly interesting things about the profit-
ability of proprietary schools.

1
The relevant concept for measuring profitability

is the rate of return on invested capital, i.e., the ratio
of profits to equity. In the absence of information on
equity, assets may be used in lieu of equity without distort-
ing the relative differences between subsectors if the ratio
of liabilities to assets is constant. However, the estimates
of profitability will be understated by means of the excess
of assets over equity.
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One is that the average rate of return for proprietary
schools is above average. The rate of return on equity for
all manufacturing corporations in the U.S. in 1972 was 10.3
percent. The median rate of return for the proprietary
school sample was 14.0 percent (see Table 5). The most profit-
able sector was the general education school sector in which
the rate of return was 35.4 percent, approximately twice as
high as the next most profitable sectors, trade and technical
and specialty schools, which averaged a return of about 18
percent.2 Business schools, in contrast, earned only a 10.6
median return on their investments and some business schools
had heavy losses implied by the lower mean of 3.9 percent.

One's first reaction to these figures is that the
returns seem, particularly in the general education sector,
excessively high. However, two caveats should be entered.
The information used in computing profitability is derived
from a single point in time (one year). Observation of the
schools over a period of time might indicate that the current
rates of return reflect a temporary market disequilibrium.
The other consideration is that a high rate of return in some
enterprises reflects inherent high risks of the business.
The other aspect of proprietary school profitability--volatility
of profits--suggests that risks may be substantial. Despite
a median return of 14.0 percent to the industry, a number of
schools received much higher rates of return. The overall
mean was 37.4 percent, but a fact not discernible from inform-
ation provided in Table 5 is that 25 percent of the schools
had losses for the year. With such extreme variation in
profitability the seemingly high mean rates of retgrn may be
quite reasonable in the context of inherent risks.

..1-
Economic Report of the President, January 1973.

USGPO, 1973, p. 250. (The rate is an average of the first
three quarters.)

2
The mean rate of return for trade and technical

schools seems unrealistically high. It is very probable that
assets (or profits) were incorrectly reported, but without
having any additional information on the accuracy of the
reported figures discarding observations simply on the basis
of extremity seems inadvisable. Instead, median values are
used for comparisons.

3
Chapter IV examines a number of conditions that

illustrate the types of risks that school owners must often
take.
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Stability of the Proprietary
-School Industry

Perhaps because of an actual or perceived practice
of a handful of proprietary schools of entering a market area,
mak'ng a quick "buck" and then moving on to another city, the
entire industry is coming under increasing governmental
provision designed to protect the consumer against the con-
sequences of possible school failures.

There is nothing unethical about a school operating
for only a short time: the concern arises with the implication
that such a school is irresponsible to its students. A number
of reputable but temporary tax schools open each year, their
business being seasonal. In fact, it is in the nature of
proprietary schools to meet educational demands not met else-
where, and in doing so proprietary schools often enter a new
field, stayin., as long as there is sufficient demand. Some
fields of occupational training, such as neon glass bending
and railroad engineerine, have disappeared through changing
technology. Technology also opens new areas, the largest and
most notable being data processing and computer technology.

While most states have enacted some regulations
governing proprietary schools, Illinois has been one of the
most progressive in its attempts to improve the quality of
the schools and to insure that schools are sufficiently
solvent to meet commitments to their students. Through the
Office of the Superintendent of Public Instruction which
controls the vast majority of proprietary schools excepting
those offering instruction in licensed occupations (such as
cosmetology and barbering), the state has continually improved
its rules and regulations since the agency's inception in 1956.
According to the original rules, a school was required to file
an annual application which .3pecified the following: owner-
ship, courses of instruction offered, equipment available for
training a'Aivities and qualifications of each instructor.
A school had to show that it had financial resources available
to maintain the school and had to provide a surety company
bond for $10,000 for the protection of the contracted rights
of students. School catalogues or published materials had
to givJ complete information on the purposes and objectives
of training offered, to state prerequisite training or educa-
tional attainment for admission, to give the title, hours of
instruction, content, and duration of each course, and to
state the tuition and fees of the school.

Since 1956 many of the previously mentioned regula-
tions have been made more explicit and new requirements added.
Financial statements, certified by a public accountant,
including balance sheet with profit and loss statements must
be submitted. A pro-rated tuition refund policy has been
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instituted, and schools providing job placement assistance
must provide the state with data on the number of graduates
employed. In an attempt to assure qualified instructors, all
new instructors must have had a course in methods of teaching.
And to monitor the schools' actual operations, the state
regulatory personnel make at least an annual inspection of
each school.-L

The relative effectiveness of these provisions in
reducing student complaints and in stabilizing the industry
is indeterminable. Clearly the regulations have prohibited
some schools from operating, because the files of the Private
Business and Vocational Schools unit, the policing agent
under OSPI, indicate numerous such instances. But the question
remains as to how much less stable the industry would be with-
out the regulations. Perhaps information comparable to our
data on school failure rates and the longevity of schools in
Illinois will become available from other .states without the
regulations of Illinois so that an assessment of the effec-
tiveness of government regulation can be made.

Obtaining time series data retroactively on
proprietary schools requires a certain amount of "detective"
work to permit piecing together fragmentary information from
a number of sources. To determine the change in the
proprietary school industry profile over a number of years
this type of piecing together of information was necessary;
and mainly successful because of old lists and records main-
tained by OSPI.

We obtained information on two aspects of the
industry's stability--school turnover rates and the age
distribution of currently existing schools and schools that
have failed. Estimates of turnover rates are biased upwards,
because we could not in some cases determine whether a name
change of a school represented a change of ownership. In
collecting these data a change of school name was assumed to
reflect a change of ownership and thus the failure and
establishment of another school. Of course this need not
always be the case, but without more detailed information,
this procedure was used to keep the direction of bias constant.
This method of calculating changes in schools also under-
estimates the ages of schools.

'Criteria for Evaluation: Private Business Schools
Conferring Degrees, State of Illinois, September 1956, and
Rules and Regulations: Private Business and Vocational Schools,
State of Illinois, Private Business and Vocational Education
Unit, Springfield, Illinois, July 1971.
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school turnover rates.--The turnover rate, the
percentage of schools operating in one year and not operating
in the next, was computed for the business school and the
data processing school sectors from 1963 to 1973.1 The
results in Table 6 show a discernible difference in the turn-
over rates of the two sectors. During the period, 12.7 per-
cent of the business schools in operation in any given year
were not in operation the following year. For data process-
ing schools the figure was nearly twice as high, 24.7 percent.
The particularly high turnover rate of data processing
schools is probably a result of the sector's contraction.
From 1963 to 1)69 the number of data processing schools rose
steadily from 8 to 37 and from 1963 through 1968 only 13
schools closed. However, beginning in 1969 when there were
37 data processing schools, the number of schools operating
each year declined until, by 1973, there were only 9 still
operating, the same number as in 1964. During the contrac-
tionary years of 1969 to 1973, the turnover rate rose
dramatically, to 40, 50, and nearly 60 percent.

The business schools, however, experienced much less
volatility, maintaining approximately 30 schools throughout
the period. Placing aside the unusually high rate for 1963
(which was the first -year some of the data were availe le and
may contain measurement error), there still is an upwai,
trend in the turnover rate of business schools.

failure rates and age distribution of schools.- -
Between 1963 and 1973, 64 data processing schools closed.
The mean life expectancy of these schools was 2.7 years, and
half of them lasted no more than 1.5 years- (Table 7). The
mean length of time that the closed business schools lasted
was 10.7 years, four times as long as the data processing
schools. However, if we compare the average duration of the
closed schools to their currently operating counterparts, a
curious fact emerges: unlike data processing schools which
closed within a few years of opening, closed business schools
were relatively wellestablished "old" firms. Comparison of
the me-ns and medians in Table 7 shows that the skewness for
business schools is greater than for data processing schools.
In other words, in relative terms, old business schools are
dying more frequently than old data processing schools. In

1
Because of administrative changes involving

responsibility for supervising various sectors of the in-
dustry, records on business schools and data processing
schools were found to be the only ones complete enough for
analysis.
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TABLE 6

TURNOVER. RATES FOR PROPRIETARY BUSINESS AND DATA
PROCESSING SCHOOLS-, 1963-1973

Year
Total Schools New Closed Before

Operating Schools Next Year
Percentage

Closed

Business Schools

1963 31 6 7 22.
1964 25 1 1 4.o
1965 26 2 1 3.8
1966 29 4 1 3.4
1967 30 2 2 6.6
1968 36 8 5 13.8 12.7
1969 37 6 8 21.6
1970 30 1 4 13.3
1971 30 4 6 20.0
1972 28 4 5 17.8
1973 23 0

Data Processing Schools

1963 8 3 1 12.5
1964 9 2 0 o.o
1965 16 7 1 6.3
1966 17 2 3 17.6
1967 18 4 2 11.1
1968 29 13 6 20.6 .24.7
1969
1970

37
36

14 1
14 13

5 40
36.1

.5

1971 27 4 12 44.4
1972 19 4 11 57.8
1973 9 1

Computed from OSPI records.
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TABLE 7

COMPARISON OF SCHOOL AGES BETWEEN CURRENT
AND CLOSED PROPRIETARY DATA PROCESSING

AND BUSINESS SCHOOLS, 1963-1973

Data Processing Schools Business Schools
current closed current closed

mean
median
number of

schools

13.5 2.7 24.1 10.7
6.5 1.5 14.0 5.0

13 64 22 21

absolute terms the frequency distribution in Table 8 shows
that three-fourths of the closed data processing schools
failed within the first three years of their operation and
that none of the closing schools were more than ten years old.
This clearly indicates that risk of failure is most prominent
at the beginning. It is understandable that a new school
faces many problems: it may lack experience in teaching and
administration or a reputation in its community and must incur
start-up costs that make it particularly vulnerable to early
financial misfortunes.

TABLE 8

FREQUENCY DISTRIBUTION OF THE AGE UPON
FAILURE OF CLOSED PROPRIETARY BUSINESS
AND DATA PROCESSING SCHOOLS, 1963-1973

Age in Years
Upon Failure

Data Processing Schools

Number Percentage
Failing Failing

Business Schools

Number
Failing

Percentage
Failing

1-3 48 75.0 9 42.9
4-6 10 15.6 3 14.3
7-9 6 9.4 1 4.8
10 and over 0 0.0 8 38.1

Total 64 100.0 21 100.0
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The conventional survival pattern found among the
data processing schools, however, is not as clearly typified
in the business schools. The initial pattern is the same,
showing that the largest percentage (43%) of the closed
business schools failed within the first three years of oper-
ation, but there is an unusually large number of business
schools, "established" schools, that also closed. Thirty-
eight percent of the business schools that closed during the
period were 10 years old or older. Apparently some force
other than the typical start-up difficulties are affecting
the entire sector.

One of the most likely causes for the large number
of failures among established proprietary business Schools
is the expansion of other institutions providing similar
training, i.e., the community colleges. While we cannot be
sure of any causal relationship between the expansion of the
community colleges and the decline of the proprietary schools,
the evidence we have is consistent with such a relationship.
If the community colleges have caused a reduction in the
number of proprietary schools, we should observe the following:
(a) a disproportionately high failure rate among proprietary
schools during the years of the most rapid expansion of the
community colleges, and (b) a disproportionately high failure
rate among proprietary schools offering training closest in
character to training offered in the community colleges.

The impetus for the community college system in
Illinois began with the Illinois Junior College Act of 1965
which created the framework in which each Illinois resident
would have access to a community college. It took a year or
more before many junior college districts established their
own colleges; nevertheless a comparison between any of the
early years of the community college system and one of the
more recent years indicates by any measure a tremendous
expansion of educational activities within the community
colleges. Table 9 shows that in three years enrollment in
vocationally oriented programs in community colleges more
than doubled while in a four-year period the number of
vocational programs and credit hours purchased increased
four-fold.

The decline of proprietary schools was not restricted
to any one year just as the expansion of the community col-
leges extended over several years, but from Table 6 we see
that from 1968 to 1972 the annual failure rate for business
schools was 17.3 percent while the overall rate (1963-1973)
was 12.7 percent. For the data processing schools comparable
figures were 39.9 percent and 24.7 percent, respectively. In
spite of the possible contractionary phase of the data
processing schools resulting from an over-expanded market
from earlier years, the failure rates for both sectors during
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TABLE 9

VOCATIONAL ENROLLMENT, CREDIT HOURS, AND
PROGRAMS IN ILLINOIS COMMUNITY COLLEGES,

1966-1970

1966 1970
(Fall) (Fall)

Individuals Enrolled

Number of Programs

Number of Credit Hours

17,673

239

74,421

(1967) 42,703

927

330,949

Source: Third Biennial Report, 1969-1970, Illinois
Junior College Board, March 1971, p. 18.

the expansion of the community colleges was approximately
half again what it was for the overall period.

Of the proprietary school sectors established for
other analyses in this chapter, the community colleges pro-
vide training that is most similar to that offered in the
trade and technical, business, and data processing school
sectors. General education or remedial education programs
are offered in many community colleges, but as already
mentioned the growth or proprietary schools providing general
education represents a unique situation. The specialty
school sector with all of its unusual programs is the sector
that the community colleges are least likely to duplicate.

Unfortunately, we do not have data on the failure
rates among the other sectors of the proprietary school
industry, but the change in the number of schools in each
sector during this period of community college expansion can
serve as a crude indication of the growth within each sector.
The data in Table 10 clearly show that the schools that
offered training most similar to that available in the
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TABLE 10

GROWTH OF PROPRIETARY SCHOOLS BY SECTOR, 1965-1972

Number of Schools
1965 1972 Change

Percentage
Change

Trade & Technical 20 22 2 10

Business 26 26 0 0

Data Processing 16 15 -I - 6

General Education 0 9 9 .1111.

Specialty 39 58- 19 49

community colleges experienced virtually no growth. The
number of trade and technical schools increased by 10 percent
from 1965 to 1972. The number of business schools- remained
unchanged, and the number of data processing schools declined
by 6- percent. The number of specialty schools, however, in-
creased by 49 percent. In sum, the evidence presented here,
although based on limited data, clearly indicates that
(1) failure rates of proprietary schools increased by half
during the timo the community colleges were burgeoning, and
(2) there was virtually no growth in those types of proprietary
schools offering training similar to that available in commun-
ity colleges, although other types of proprietary schools
increased by approximately 50 percent.

Characteristics of the
Profitable School

To this point we have examined the structure of the
industry through measures of size and elements that influence
profitability with emphasis on the differences existing among
major sectors of the industry. Now that we have some under-
standing of the size, diversity, and financial characteristics
of proprietary schools and some feel for the differences among
types of schools, we might logically ask what it is that makes
a school profitable. Are there common features among the most
profitable schools distinctly different from other proprietary
schools? To answer these questions the 13 schools with the
highest rates of return (20 percent of the sample) were evalu-
ated and compared with the industry as a whole. As always
with aggregate data, we must be careful not to infer cause
but rather to suggest characteristics that appear to be
associated with profitability.
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The types of training represented in the most profit-
able sample (MPS) are nearly as diverse as in the industry
sample (IS). MPS includes a business school, two trade schools,
two general education schools, self-improvement and modeling
schools, and two data processing schools. The remainder of
the schools are specialty schools, as defined earlier, provid-
ing training such as bartending, real estate, and cooking.

The single most distinguishing feature of the MPS is
their ownership: nine are owned by single individuals and
four by small groups of people. None of them are owned by
parent corporations.-L

Quite conceivably much of the success of the MPS
school may lie in its ownership. With full control vested
in a single individual, a school can shift its resources
quickly to meet changes in demand. Centralized control in
itself, however, may be only a partial explanation for the
schools' profitability.. Clearly, there exist owner-
administrators whose managerial and leadership qualities may
be a school's most important asset. Moreover, single owners
as a whole may have a much deeper knowledge of and commitment
to a schools operations than a group of individuals, control-
ling different aspects of the school's operations or delegating
to someone else the responsibility and authority to manage the
school. The value of these intangible assets go unmeasured.

Table 11 gives comparisohs for a number of.other
characteristics, the interpretations of which should be made
in light of caveats mentioned earlier regarding accuracy of
measurement and assumptions underlying the measurement.

Data in Table 11 confirm, tie earlier statement
regarding the huge variation in profitability found within
the industry. T MPS schools have a rate of return of 111
percent--staggeri. 'n absolute and relative terms. In absolute
terms, it means tilt.. these schools generate profits exeater than
the value of their physical assets. In relative terms their
rate of return is thre times as great as the mean rate of
return for proprietary s,,nopls and ten times as great as for
manufacturing corporations.'

1
The probability of one of the large corporations being

included in the MPS group is diminished by the exclusion of
those for which financial data was given for the parent corpor-
ation. Nevertheless, there were 14 schools eligible.

2
Even when the possibility of reporting error is

accounted for, the rates are high. The median rate of return
for the MPS is 88 percent and 14 percent for the IS schools.
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TABLE 11

COMPARISON OF THE MOST PROFITABLE PROPRIETARY
SCHOOL SAMPLE (MPS) WITH THE PROPRIETARY

SCHOOL INDUSTRY SAMPLL (IS)

Characteristic MPS Mean IS Mean

Assets $18,000. $ 86,900

Income $80,200. $198,400

Enrollment 131 167

Tuition $ 382 $ 922

Course Length (hrs.) 389 595

Tuition/hr. of Instruction $ 3.27 $ 3.03

Student/Faculty Ratio 31.14. 19.0

Rate of Return ill.% 37.4%

Enrollment Expenditure Per
Enrollee $ 63 $ 255

Enrollment Expenditure as
% of Revenue ll.O 18.1%

Several of the characteristics reported in Table 11
seem to offer a partial explanation. The MPS schools operates
with very low physical assets, less than one-fourth those of
the IS school, and even though tuition in MPS is half of the
tuition in IS schools, the MPS school maintains an enrollment
level that is nearly as large as for schools with much larger
assets.

MPS schools also have higher student/faculty ratios,
probably one of the critical factors in determining profits.
Instructional costs often account for 60 percent of operating
costs and thus any school that can maintain large classes may
reduce operating costs considerably.



Another aspect of the MPS is the relatively small
amount they spend to enroll students. The mean amount spent
per student on enrollment is $255. For the MPS the figure is
$63. Why MPS schools spend less is only conjectural. One
possibility is that the school's advertising and recruitment
needs are subsidized by its students. In the long run, profits
can be interpreted as an indication of a satisfactory product:
if students are well satisfied with their training, they may
recommend the school to their friends, and thereby reduce the
school's need to inform and encourage the public. The
"established" nature of the MPS, discussed in the previous
section, lends support to the idea of long-run satisfaction
which may tend to reduce a school's need to actively recruit.
An equally plausible possibility is that demand foii training
provided by these schools is relatively inelastic' and there-
fore there is a low ceiling on returns to expenditures on
recruitment.

When all of these factors are considered that may
affect profitability, it is still perplexing- to find such
high rates of return. If the industry is so profitable, why
do not other schools enter. Part of the high rates may be
explained as offsetting inherent risks in the industry, and
part may be attributed to certain intangible assets--continuous
operation under the same person for a number of years, commun-
ity good will, and thorough knowledge by the owner of the
school's operations, students, and market environment--which
if they could be combined with physical assets in computing o
profitability might substantially reduce the rate of return:
Moreover, the fact that some owners may have skills or
knowledge of their trades that take years to acquire may
serve as an impediment to the entrance of other individuals,
and possibly result in a premium al that type of training.

1
The inelasticity could oe the reflection of superior

quality for which there are relatively few substitutes.

2
The high rates of rei;urn may also be inflated by

reporting procedures. Some owners, rather than receive full
pay through a salary, may take psut:al pay through salary and
the remainder through corporate 7:rofits.
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CHAPTER III

COMPETITORS OR PARTNERS? THE RELATIONSHIP BETWEEN
THE PROPRIETARY SCHOOL AND THE COMMUNITY COLLEGE

Introduction

The purpose of this chapter is to-determine (1)- the
relation between public and private -porit-secondarTvocational
training, specifically the competition between public commun-
ity colleges and proprietary schools -offering similar training,
and -(2) the impact of that relationship on the operations of
the proprietary school.

-The approach used is to focuS upon a micro-study of
a _geographical area that contains a proprietary business
school- and a community college offering business courses in
its curriculum and to examine the changes in enrollments and
in the geographical distribution of the students in the
schools during a_period of time when no known exogenous
factors were introduced. The specific findings of this work,
while unique, are derived from theory that should allow some-
generalization as to the prevailing _relationship between
community colleges and proprietary schools and the effect of
the former on the latter's operations.

Question of Relationship with
the Community:College-

There has been considerable debate about the plausible
competition between, or complimentarity of, community colleges
and proprietary schools. Several studies have tried to
discern differences in the characteristics of studencs attend-
ing one or the other of the schools or in the characteristics
of the schools themselves. Podesta and Kincaid were perhaps
the first to state what has now become a more commonly held
claim that the proprietary school has operational character-
istics--flexibility in course offerings, frequency and
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duration of offerings, and inten§ity of training--that differ
from those of the public school."'

In a national comparative study of proprietary and non-
proprietary vocational training programs the American Institute
for Research in the Behavioral Sciences found no substantial
difference in age or socioeconomic background of the students.
Wellford Wilms in another study of similar purpose but differ-
ent design also found no significant differences, although the
proprietary school student is more apt to have a lower socio-
economic origin than the community college student, and to be
of a minority group, a public school drop-out, and a product
of a general or vocational program (rather than a college
preparatory program).-3 And in a third study done on the
proprietary school industry in Illinois, H. H. Katz argues
that public and proprietary schools serve complimentary roles.
His position is that each student has unique capabilities and
that proprietary schools cater to students who have abilities
perhaps 4ifferent from those of students attending public
schools."'

Absolute resolution of the distinctness of the
institutions is, of course, impossible; competition or
complimentarity are relative concepts. Although these dif-
ferences in characteristics of institutions and students may
or may not exist, the real issue concerning the relationship
between these two types of institutions and critical to the
proprietary school's very survival is whether one school
draws significantly upon the potential student population of
the other school. These previous studies have attempted to
indicate probable cause for a particular relationship but
none have tried to identify the relationship itself.

Theoretical Considerations

The theoretical construct for explaining the relation-
ship between the proprietary school and community college is
derived from the theory of consumer behavior. A purchase
depends upon (1) individual tastes or preferences of the buyer

1
H. Kincaid and E. Podesta, An Exploratory Survey of

Proprietary Vocational Schools. Palo Alto: Stanford Research
Institute, 1966.

2
American Institutes for Research, A Comparative Study

of Proprietary and Nonproprietary Vocational Training Programs.

3W. W. Wilms, Proprietary Versus Public Vocational
Training. Berkeley: Center for Research and Development in
Higher Education, 1973.

4
H. H. Katz, Independent Private School Industry in

the State of Illinois.
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(2) the buyer's income, and (3) the price and quality of the
item relative to other commodities. Assuming that (1) and
(2) are constant over the period of observation the only con-
sideration is with the number of substitutes, their quality
and prices.

The conventional way of measuring product substitutes
or product complementarity is by computing the cross-elasticity
of demand for the product- -the percentage change in quantity
A purchased for a given percentage change in the price of B.
The more similar the products, the greater the cross-elasticity.
However, seldom if ever does perfect substitutability exist.
Even in the instance of identical products there are generally
other costs or benefits associated with the products that
make the cross-elasticity considerably less than infinite.
For example, gasoline at different pumps but of the same
brand are generally considered identical products, but the
cross-elasticity of demand could be less than infinite be-
cause transaction costs are not zero.

In the case of the proprietary school and the commun-
ity college the quality of training opportunities in business
programs in the two institutions may not be of equal value.
To attribute shifts of enrollments between the schools to
changes in tuitions we need only assume that the ratio of the
value of training in one school to the value of training in
the other school remains constant over the period of observa-
tion. However, the situation for which we have data for both
the community college and the proprietary school does not
provide for the normal comparison of prices and quantities in
some initial period with prices and quantities of the same
products in a subsequent period because at the time of the
first observation the community college did not exist. This
analysis is designed to compare prices and enrollments in the
proprietary school before and after the establishment of the
community college. Tuition at the community college varies,
based on the geographical location of the student, and be-
cause tuition at the proprietary school is the same for all
students, the tuition differential existing among students
who switch from one school to the other also varies. This
tuition differential is the basis for our comparison of the
proprietary school's enrollment rates in geographical regions
where the community college tuition varies. Shifts in enroll-
ment rates at the proprietary school, taken from these
geographical areas measured before and after the establishment
of the community college then serve as indicators of the
impact of the community college on the sudent population
attending the proprietary school.

Setting aside the issue of the institutions' cost
functions and a3suming that the community college, because of
its subsidized nature, can offer training for less cost to the
student than can the proprietary school which must cover its
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costs through tuition exclusively, we hypothesize that the
establishment of the community college will coincide with a
drop in enrollment at the proprietary school. As this
hypothesis is rather obvious it is also not very precise. A
drop in enrollment at the proprietary school with the opening
and expansion of a nearby community college is suggestive, but
not conclusive evidence, of causality. Better evidence can
be provided. To this end we further hypothesize that-the
greatest drop in enrollment at the proprietary school will
occur among students coming from areas that have the greatest
pre - -to post-community college tuition differential between
the community college and the proprietary school.

Critical to this analysis are the choice of schools,
the years selected for observation and the tuition policies
of the Illinois community colleges. It is desirable to
eliminate as far as possible any exogenous variables that
might confuse the analysis of the relation bet4een the selected
community college and proprietary school.

The proprietary schcol selected has been in business
for more than twenty years, serving the same community, offer-
ing business and secretarial courses. The community college
was established in 1965 and in addition to offering academic
and general education programs also has vocational courses
and programs including business E.nd commerce courses similar
to those offered by tfte proprietary school.

Selecting the years for observation required meeting
several criteria. The first was that one observation be
before the community college began, and the other after it
began. Another consideration was that the years be far
enough apart to give the community college time to establish
its own programs and to attract students and yet close enough
together to avoid substantial changes in populations and
transportation networks. And finally the observations should
be made during a period of years when no other schools entered
or left the area. To satisfy these conditions t4 years
1963-64 and 1965-67 were selected for comparison.'

The importance of this analysis depends heavily upon
the method of assessing student tuitions within the community
college system. As a result of the Illinois Junior College
Act of 1965 the state was divided into a number of junior or
community college districts, each of which 'ould establish a
community college and become eligible for state financial aid
upon meeting certain demographic specifications. However,_

1
The two years before, and the three years after, the

establishment of Triton were pooled to eliminate annual fluc-
tuations and to increase the number of observations.
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the single largest source of the college's revenue (45%) is
obtained from local takes and therefore the community college
district feels justified in charging more tuition, for students
from outside the district than for those students coming from
within the district. Thus, when a community college begins
there is greater incentive, in tuition savings, for an in-
district student to switch from a proprietary school to the
community college than for an out-of-district student to do
SO.

The Proprietary School

Freeman Business Schools, Inc. is owned and operated
by Mr. and. Mrs. Freeman who in 1950 bought the school which
had been one of the six branch schools of Metropolitan
Business College dating back to the nineteenth century. Under
Freeman's ownership the school has changed its location four
times, but all locations are within two miles of each other
and within Oak Park or Forest Park, two suburbs diredtly west
and adjoining the city limits of Chicago. The sChool has
been at its current location in the northeast sector of
Forest Park for the last decade.

The school offers and has always offered both diploma
programs and individual courses. The programs available are
the secretarial, executive, legal or medical secretarial,
junior accounting, clerk-typist, bookkeeper, and keypunch or
clerk-typist and keypunch. Although the programs are
scheduled for 16, 24, 48, or 60 weeks encompassing 400 to
1500 hours of instruction, training opportunities are very
flexible. Nearly all of the courses listed under the programs
can be taken individually, and the majority of the school's
students do enroll for specific courses rather than for a
program. Furthermore if a person is interested in a program
and already has certain capabilities the school often waives
the course requirements in that area.

The flexibility found in the curriculum is also
evident in the scheduling of students. The school maintains
day and evening classes but often agrees to alter schedules
within certain limits to accommodate students' other commit-
ments. In fact, over the years, many of the studeL.s have
come to Freeman's with the goal of obtaining sufficient train-
ing to obtain employment. In recognition of this, the owners
charge a monthly fee for training--especially for courses such
as typing and shorthand--and allow the student to attend for
as many months as he wishes.

The Community College

Triton College, a community college and technica
institute for the community college district No. 504, iF
located three miles from Freeman Business Schools, Inc. k..0.3)

51;



in River Forest. In its first year of operation in 1965,
1200 students attended; within six years enrollment increased
tenfold.

Persons interested in vocational training can register
either in one of the career edgcation curricula or in the
school of continuing education. A student choosing career
education generally has an intention of acquiring either an
associate degree in science (which requires two years of
full-time schooling or its equivalent) or a one-year career
certificate. The school offers programs and courses similar
to those given at FBS.-L

Analysis and Findings

Our sample
2

shows that the level of enrollment at FBS
fluctuates from year to year, but during the early 1960's
enrollments declined rather sharply and have not returned to
the higher enrollment levels of the 1950's.

TABLE 12

NUMBER OF MATRICULATIONS IN FBS BY YEAR,
1950-1971 (year = 1 Sept. to 31 August)

Year Matriculants Year Matriculants

1950 52 1961 116
1951 63 1962 101
1952 67 1963 88
1953 100 1964 71
1954 116 1965 52
1955 131 1966 46
1956 106 1967 45
1957 87 1968 63
1958 100 1969 46
1959 136 1970 32
1960 98 1971 38

1
See Appendix 1 for a listing of programs and courses.

2
The sample is based on one-third of the individual

student enrollment cards and excludes students attending under
a federal aid program. The sample also excludes a few students
known to be less than 17 years of age at time of enrollment.
The purpose of these exclusions was to limit the scLool's
population to students that could attend the community college
and who are responsive to economic considerations.



A comparison of the average annual number of students
attending before 1965 with those in 1965 and later years (see
Table 12), shows that the average fell from 95.5 to 46.0 an
overall decrease of 51.8 percent. Looking at just the two
years before Triton began (1963 and 1964) and the three years ?

after it began (1965, 1966, 1967), over which period the
number of matriculants dropped 40.0 percent, we see that 77.2
percent of the overall drop occurred in the years immediately
surrounding the date of the establishment of the neighboring
community college.

The issue now is to show that the decline was primarily
due to the establishment of the community college. Our
analytic approach depends upon the financing structure of the
community college system that allows as community college to
charge different tuition rates according to the community
college district in which the student resides. With the
community college charging different rates to students resid-
ing in different districts there will be a greater tuition
differential between Triton and FBS for some students than
for others. Thus, although there is an overall drop in
enrollment at FBS occurring at the time the community college
was established, which could be coincidental, pre- to post-
Triton differentials in the geographical distribution of
FBS's students that coincides with the community college
district 0oundaries offer far less ambiguity of interpretation.)

A review of tuition rates indicates that even out-of-
district tuition at Triton for a comparable- unit of training
was no more and probably less than at FBS. From 1965 through
1967 Triton charged $5.00 per credit hour for district resi-
dents and $15'.00 for out-of-district students. Most of the
evening courses carried 2 credit hours so that a course
typically cost $10 (plus often some nominal registration fee).
Typical of FBS's offerings was a four-month shorthand course
for $65 and a three-month typing course for $55. Since both
of these courses were very popular and ran about the same
length of time as similar courses at Triton, $60 is a reason-
able estimate of the tuition for a short course at FBS.
However, Triton's classes met only once a week for twelve
weeks, while FBS's classes met twice a week. Although the
duration of the class sessions at Triton probably was longer
than at FBS's even if we double the tuition at Triton so that
the number of class hours is comparable, the tuition differ-
ence is substantial.

1
Tuition policies among community college districts

are modified according to district capabilities. A fuller
explanation appears in Appendix 2.
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TABLE 13

SCHOOLING OPTIONS AND TUITION RATES FOR
THREE-MONTH-COURSES AT TRITON AND FBS

Student Residence
(1)

FBS

Schools of Attendance
(2)

In-District
(Triton)

(3)
Chicago--Cicero-

Berwyn

In Triton District $60 $10($2o) $16($32)

Out of Triton District $60 $30($60) $ 5($5)or $16($32)

Chicago-Cicero-Berwyn $60 $30($60) $ 5($5)

An in-district student at Triton pays no more than
one - third- of the amount he would have to pay to FBS. For the
out-of-district student, attendance at Triton may entail a
tuition savings relative to FBS; at Triton he pays at the
most the same amount but may pay only half as much as the
charge at FBS. Thus, although there is a greater financial
incentive for an in-district student to shift to Triton when
it opened there may well be some tuition savings available for
anyone deciding to change schools. If the ten and thirty
dollar tuition fees are used, the tuition savings differential
will be twenty ddllars; fotty dollars otherwise.

It is also interesting to note that out-of-district
students attending either Triton or FBS pay considerably more
tuition than they need. Whatever the reasons they are averse
to attending their own district community college, they are
paying something for that choice. Furthermore, they could
probably save tuition costs by transferring to Triton where
tuition, although more than in their home community college,
would be no more and probably less than what they must pay at
FBS (compare column 3 with columns 1 and 2 in Table 13).

Our aim is to determine whether the enrollment drop
at the proprietary school is the rer,lt of the establishment
of a competing program at the community college by examining
students' responses to the tuition savings differential that
occurs between community college districts. The analytic
procedure involves ordinary least squares regression analysis.
Variation in the dependent variable, the percent of FBS
students at a given time residing in a particular census tract,
is explained in terms of a student's capability to save tuition
by switching schools (based on residence within or outside the
Triton community college district) and controlling for several
transaction cost and student background variables.
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Assuming transportation costs uniform throughout the
area per unit of travel,. distance shouldte -negativelyrelated-
to the percentage of FBS students coming from a particular
area. However, absolute distance may not be as important,
especially at short distances, as relative distances, the
distance to a:proprietary school compared to the distance to
a community college. With Triton and FBS 3,2 miles apart, a
student who is 4 miles away from FBS but, in the direction of
Triton expectedly has a greater probability of attending
Triton than if he lived four miles from FBS but in the opposite
direction. To control for this effect. the- ratio of the
distance to FBS to the distance to Triton is entered as an7
other explanatory variable.

Two other variables, measures of socioeconomic status,
income and education may also affect enrollment levels, but
the direction of effect is not Certain. On the one hand,
students of higher economic status can more easily afford the
tuition, and therefore we might expect the attendance rate
to increase with SES. On the other hand, there is some evi-
dence that proprietary school students -have slightly lower
socioeconomic status than public community college students.
Because of the potential influence these variables may have,
both are considered as control variables.

Our objective is to determine the difference in the
percentage of FBS' students residing within a particular
district before and after the establishment of the nearby
community college. Analysis is based on the comparison of
results of employing ordinary least sanares regressions on
the observations prior to and after the establishment of
Triton. Because the potential tuition-savings differential
is greater for persons residing in-district, we expect a
decline in the proportion of FBS students coming from in-
district in the "after" analysis compared to the enrollment
distribution found in the "before" analysis. That is, the IO
coefficient should be less in the "after" situation than in
the "before" situation.

The unit of observation is the census tract as re-
ported in the 1970 U.S. census. The two time periods are
September 1963 through August 1965 and September 1965 through
August 1968. Only those census tracts in which a FBS student
resided, who attended the school sometime during the period
mentioned, are used as observations. The two years before
the establishment of Triton are considered in aggregate to
increase sample size, as are the three years since the estab-
lishment of the community college.



The specific variables are as follows:

A = dependent variable = percent of FBS students
matriculating from September 1963 through Alnust
1965 residing in a particular census tract.'

B = dependent variable = similar to variable A except
that the time period is from September 1965 through
August 1968.

I0 = the tuition-savings differential, a dummy variable
for residence; 1 = within the district; 0 = other-
wise.

D = distance from student'd resident tract to FBS
expressed in miles.

Ratio = the ratio of the distance to FBS to the distance
to Triton.

Y = median income for families and unrelated individuals
of the student's resident tract.2

ED = median number of years of formal schooling for
adults 25 years of age or older in the student's
resident tract.

The simple correlation coefficients given in Table 5
show that several of the variables are highly interrelated.
The relationship between Y and ED is so strong that either
variable is sufficient to use as a measure of socioeconomic
level. In further analysis only ED is used.

Unfortunately the multicollinearity between I0 and ED
is unavoidable. The district lines that create the tuition
differential also happen to represent for the most part a
division between city and suburb, a division commonly recog-
nized as demarcating populations of different income and
educational levels.

The difficulty is to identify the amount of variation
in the change in the student distribution attributable to

1
Students residing inordinately far from FBS, those

residing out of state or with unknown addresses were deleted.

2
In some of the outlying suburbs for which exact

location of student's street address was not known, the obser-
vation was based on the data available for the town (Wheaton,
for example).
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TABLE 14

ZERO ORDER CORRELATION MATRIX OF VARIABLES
IN FBS REGRESSION

B A IO D Ratio

A

IO

D

Ratio

Y

ED

.45

.23

-.32

-.21

.01

.29

.28

-.22

-.14

.00

.34

.20

.12

.45

.63

.12

.38

.18

.10

-.03 .58

r must be .26 to be significant at the .01 level.

socioeconomic level and that attributable to the tuition dif-
ferential. Although we can not get an exact estimate of the
influence of the tuition differential through the use of the
district variable (I0) we can establish the variable's relative
importance by excluding IO from one equation and ED from
another.

Table 15 gives the estimated coefficients for the
regressions made on the observations before and after the
establishment of the community college. Unfortunately the
results of the "before" analysis are discouragingly similar
to the results of the "after' analysis indicating that no
essential difference exists between the geographical distribu-
tion of FBS's students before and after the establishment of
the community college. The tuition savings differential
variable (IC)) by itself in both cases has a significant co-
efficient, but the standard deviation of the variables in
both sets of equations is so large (equal to their means)
that the difference between the IO coefficients (compare
equations 1 and 9) is of no consequence.

Equations 4, 5, and 6 and equations 12, 13, and 14
show that the tuition savings differential and educational
level explain nearly the same amount of variation in the
distribution of the students. The R2 is .242 when ED is
excluded and .249 when IO is excluded. When both are included
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TABLE 15

REGRESSION COEFFICIENTS (STANDARDIZED) FOR
FBS's STUDENT DISTRIBUTION (N = 100)

Equation/
Variable

IO D RATIO ED R
2

(1)

(2)

(3)

(4)

(5)

(6)

(7)

( 8 )

.227
(2.31)a

.301
(3.22)

.282
(2.90)

.346
(3.75)

.200
(1.69)

.128
(1.10)

.162
(1.27)

"Before"

-.270
(-2.78)

-.241
(-2.65)

-.204
(-2.22)

-.161
(-1.81)

-.241
(-2.45)

.223
(1.92)

.348
(3.87)

.277
(2.40)

.181
(1.45)

.052

.187

.121

.242

.271

.249

.233

.140

-.375
(-4.02)

-.356
(-3.91)

-.371
(-4.12)

-.359
(-3.96)

-.390
(-4.25)

(9)

(10)

(11)

(12)

(2.3)

(14)

.278
(2.87)

.334
(3.52)

.320

(3.28)

.368

(3.86)

.196
(1.61)

"After"

-.204
(-2.10)

-.182
(-1.93)

-.138
(-1.46)

-.096
(-1.05)

.264
(2.21)

.387
(4.18)

.077

.157

.117

.188

.228

.207

-.287
(-3.02)

-.272
(-2.89)

-.290
(-3.13)

-.278
(-2.99)
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TABLE 15--Continued

Equation/ IO D RATIO ED R
2

Variable

(15) .01
(1.1258 ) (-3.325) (2356.)

.211

(16) .166 -.167 .231 .148
(1.31) (-1.70) (1.86)

a = t-statistic in parentheses

R
2
= .271, and the coefficient of IO drops substantially from

its value in equation 4, but is still significant at the
.05 level. It contributes .022 (=.271-.249) to the coefficient
of multiple determination, explaining 8.1 percent of the total
variation explained by the variables. In the "after" regres-
sions corresponding coefficients of multiple determination
are lower than in the "before" equations but reflect essentially
the same relationship of the variables' explanatory powers.J.

Comparing equations 5 and 13, the two equations con-
taining all the system variables, we see that the coefficient
for IO, the critical variable in this analysis, is virtually
the same in both equations. Unfortunately these findings do
not allow us to draw any substantive conclusions about the
existence or effect of competition between the public and
private schools.

In trying to explain the unexpected lack of empirical
support for the theoretical position put forward two probabil-
ities come to mind. One is that the model was not properly
specified. Other important but unknown variables may have
been overlooked, and the data in Table 12 suggests this pos-
sibility. If we were to exclude the observation in 1960, there
was a continuous decline in enrollment from 1959, six years
before the beginning of the community college. The variable
or variables accounting for that decline may be necessary to
properly identify the effect of the tuition savings differential.

1
This method of determining the amount of variation

explained by an additional variable provides exact estimates
only when covariances between independent variables are zero.
The fact that the variables are correlated understates the
true explanatory power of the variable in this case.
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The other source of possible distortion in the
estimated regression coefficients is the bias that is intro-
duced through the anormal distribution of the dependent
variable. The dependent variable is the percentage of FBS'
students residing within a particular census tract. Because
the number of students and the size of the census tracts are
small, many observations are based on frequencies of one or
zero. With only a few tracts having frequencies greater
than one, the distribution has a right-hand skew. We do not
know how serious these distortions are, but limitations of
data and knowledge of other possibly relevant parameters
prevent further analysis along these lines.

So far we have looked at only one side of the question
of ccmpetition among institutions, however. If instead of
thinking in terms of the student population leaving FBS, we
consider the reasons people may have for remaining at FBS,
especially in the face of higher tuition fees, more progress
may be possible. The apparent insensitivity of the consumer
to cost factors may be because training in the schools are
not good substitutes. If we consider the institutions as
offering different products or lines of products, we may be
able to identify particular products that appear to be more
highly substitutable.

One of the most visible differences between the
offerings of Triton and FBS during the first few years of
Triton's operations was the schedules of training available.
The study of ETI indicated that similar programs offered at
different times can appeal to entirely different populations.
As another attempt to identify the amount of substitution
between the proprietary school and community college we can
define separate products by training schedules and examine
changes in enrollment levels by program over the 'nterval
during which the community college began. We expect the
greatest program decline to occur in the program that is the
best substitute for the program offered at the community
college.

For the first three years Triton had only an evening
program that lasted generally three months. FBS, however,
offered day and evening programs with almost completely flex-
ible duration. If we divide PBS students into those attending
during the day and evening and again divide them into students
who attended for approximately two months or less (short) and
those who attended for more than two months (long) we expect
the greatest drop in enrollment to occur among those attend-
ing in the evening for more than two months (evening long).1

1
FBSI programs have all existed continuously during

the period in question and no substantial changes were made
so that a particular program decline cannot easily be at-
tributed to changes in internal operations.
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TABLE 16

ENROLLMENTS IN FBS's SHORT AND LONG DAY AND
EVENING PROGRAMS, 1963-1965 AND 1965-1967

Program Before
(Sept.1963-Aug.1965)

After
(Sept.1965-Aug.1967)Change

Day Short 22 25 +14

Day Long 25 19 -24

Evening Short 73 45 -38

Evening Long 39 9 -77

Although the evening long matches the Triton program better
than the other three groups we might also anticipate a sub-
stantial drop in the evening short.

Table 16 shows that the greatest drop did occur
among students enrolled in long evening programs, and that
the second largest drop occurred in the evening short program.
In the transition of the two years before to the two years
after the opening of Triton FBS evening long enrollments
dropped 77 percent and evening shorts declined 38 percent.
Day enrollments during this same period dropped only 6 percent.
This finding is the best evidence we have substantiating
partial substitutability between these two educational
institutions. But when one school draws so completely upon
a particular sub-group of another school's constituency it
can not do so without altering the school's operations and
the nature of the school's curriculum.

The obvious effect of the loss of a subsector of
students is to narrow the product line that a school can
offer. In this case it resulted in the loss of the major
portion of FBS's evening programs.

In keeping with the theory of consumer behavior the
elasticity of substitution increases with the passage of
time. As people become more informed of the option and come
to realize its benefits, more consumers change products.
The most rapid change occurs among products most similar,
and less rapidly among products less substitutable. In this
situation the students in the evening long programs are apt
to leave first, followed by some of the students in evening
short programs. Of course, overlap between these two groups
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is expected, but nevertheless a pattern should be discernible.
We can verify the presence of this behavior by examining the
average length of time a student spends at FBS. Even though
the number of students composing the average drops with suc-
cessive years, the average length of training should first
shorten rather suddenly as the evening longs leave and then
gradually rise as evening shorts also switch.

TABLE 17

AVERAGE LENGTH (IN MONTHS) OF STUDENT
TRAINING AT FBS, 1960-1970

Year
(Jan.-Dec.)

Median No. of
Months

1960 2.90
1961 3.20
1962 3.13
1963 3.32
1964 2.41
1965 1.89
1966 1.33
1967 20 9
1968 2..46
1969 2.77
1970 2.89,

During the early 1960's the student on average spent
about three months at FBS (see Table 17). In 1964 (perhaps
anticipating the opening of the community college), 1965,
and 1966 the average length of training dropped, and to as
low an average as 1.3 months, and then began to rise. By
the late 1960's the average length of training returned to
nearly what it had been a decade earlier, but with most of
the students now in day programs. With nearly the entire
demand for a particular program eliminated from the school
it may quickly become impractical for the school to continue
offering any program. Such forced streaming of a school's
product has consequences for both the school and its students.
The school may be forced to close, not because all of its
students have switched to the public school, but because the
public school offerings have overlapped with the private
school offerings to such a degree that overhead costs are
not covered by revenues generated from demand for the re-
mainder of distinct educational services offered by the
private school. When the interests of students who preferred
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the services Offered-by a private school forced out of
business are not met by the public school, the students
either do not return to school or they settle for some less
desirable alternative. The net result is a reduction in
the overall variety of educational optons available and a
distortion in allocation of resources.'

1
For a fuller exposition of this point see section

headed "Implications of Competition from Community Colleges"
in Chapter VI.



CHAPTER IV

A LINK BETWEEN INDUSTRY AND STUDENTS

This chapter, the second micro study, deals primarily
with the function of the proprietary school as an interface
between the interests of industry and students. Tne success
that a proprietary school has in relating industry conditions
to student concerns depends largely upon how well the school
owner (or manager) can perceive and adapt to changing con-
ditions. Unlike in the last chapter in which one major
question was addressed, this chapter deals with a number of
related issues including the impact of changing labor market
conditions, technology, and public educational policies on
demand for proprietary school training and the school's
response to these changes.

Diversity, as we saw in Chapter II, is a dominant
feature of the vocational proprietary school industry and
because the school discussed in this chapter is one of
several technical schools that may operate under different
constraints and conditions than other types of schools, three
of then- major distinctions of the trade and technical sector
should be pointed out. First, the number of training channels
available to acquire trade or technical skills are more
numerous than for some other types of vocational training
(cosmetology discussed in Chapter V is illuctrative of an
occupation with very restricted means of entry). An auto-
mobile mechanic, for example, has a number of alternatives
to proprietary school training--public schools, company
training programs, apprenticeships, or "tinkering" on his
own--for acquiring necessary skills. Thus, when we analyze
variations in demand for proprietary school training in an
occupational field with numerous alternative channels of
entry available, the response of student demand in proprietary
schools to changing exogenous conditions may be dampened or
accentuated by altered conditions among the other means of
training acquisition.

Second, trade and technical proprietary schocls are
relatively few in number. Proprietary trade and technical
schools in the Chicago area serve roughly the same number of
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students as do cosmetology schools in the same area but there
are five times as many cosmetology schools as trade and
technical schools. In a technical field, such as electronics,
overhead costs of human and physical capital are substantial;
raising entry costs and making entry of new films more dif-
ficult. Consequently supply adjustments occur mainly through
OhangeS in size of firms rather than changes in. number of
firms. Changes often occur simply through increasing the
number of instructors, opening a spare classroom, or extend-
ing the school's hours. of operation, without enlarging
permanent plant facilities.

And third, the utility of training in a-trade and
technical School is more diverse than in many Other fields,
The student in a trade school may wish to use his training
to aequire emPloyment in industry, or for avoeational inter-
ests, or perhaps to set up his own bUsiness. In contrast,
one is not likely to attend a mortuary science School to .

start a hobby. Because of the varied utility of the training
acquired at trade and technical schools (as well as in some
other types of vocational training) the sohools have consider:-
able freedom of choice in designing courses, ourricula, and
objectives. All of the factors over which a school has some
control are fused to form the school's Product; which is)more
than simply the skilled graduate. The total product includes,
leSs tangible but equally important eleMents, such as quality
of training, the reputation of the school in the industry
and among potential students, the type of Studenthis moti-
vation and occupational expectations--and training within a
certain length of time at a particular time.

However, there are pressures that limit the degrees
of freedom of a proprietary school in establishing curricula
and operations. Primarily, the school is constrained by the
need- to (1) meet the demands of industry and (2) relate these
demands to the public that the school serves. Much of the
success of a school depends upon its ability to train students
adequately for existing job positions in industry; therefore,
in a very real sense, a school's freedom to alter its curricu-
lum exists only within the parameters specified by industry's
needs. Consequently, the ability of a school owner to
perceive changes in the market place and in the technology
of an occupation-and to act on those perceptions is critical
for maintaining a successful operation. The ability to add
new courses or delete obsolete courses at the appropriate
time and to continually up-date techniques carries a premium
among proprietary school owners and is, in large part,
responsible for a profitable operation.

Equally important for a schLJ1's success is the
ability to inform potential students of the existence of
training opportunities and of the subsequent opportunities
to use the acquired training. Since the student is the
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person who generally pays for the training, a school owner
who expects to attract students must show sufficient cause
for the student to make the investment in schooling. In
more stable fields such as cosmetology or in areas where a
shortage is well known, the difficulty of informing the
public of employment opportunities may be minimal; neverthe-
less, the proprietary school is an agent that serves to link
potential students to industrial demand, and performing this
task is the over-riding consideration that governs the school
owner's decisions and activities.

Although each vocational school has unique character-
istics, this study should reveal some of the common problems
confronting proprietary schools. The actual manner in which
the school owner solves his problems through decisions to
change curricula, schedules, student appeal, or prices depends
on how he views the school, its position with respect to
other schools, and conditions in the economy, however, the
resources that a school brings to bear on an issue may reason-
ably be generalized to similar circumstances in other schools.

Choice of Schools

The selection of a- school for this study was governed
by four considerations: the willingness of a school to
cooperate, the availability of records, the usefulness of the
information obtained from the records, and continuous- manage-
ment under the same individual. Recent and frequent changes
of administrative officers in one school considered for
analysis would have made nearly impossible the task of
obtaining first hand information about many decisions made
in previous years. Another school had been sold and reorgan-
ized into two separate ..,;hoofs. Reconstructing curricula and
tracing student files would have been inordinately costly, if
not impossible. The school finally chosen was the Electronics
Technical Institute of Chicago (ETI).

ETI is an appropriate choice, aside from the reasons
given above, because it has recently expanded its product
line by offering a day program of instruction, and we will be
able to examine the changes made by the school to attract
day students and to see the effect of the new program and
student on the school's operations and total product. ETI is
also of particular interest because it epitomizes the funda-
mental characteristic of many technical schools to operate
on the frontier of technological innovation. For such schools,
sensitivity to changing industrial demands and making changes
at an appropriate time carries a high premium. The more
rapidly economic and technological conditions change, the
higher the premium on the owner's ability to be flexible and
perceptive enough to meet the changes.
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A final distinction of ETI, as a technical school,
from other types of schools is the relatively small number
of schools in the sub-sector. ETI operates in a market
Shared, in varying degrees, by ten other private schools,
five of which have very little impact on ETI. Two of them
are primarily committed to engineering; one is a highly
diversified, school offering business courses as well as
trade and technical courses; one school, with an air-
conditioning and heating course, caters: primarily to Spanish-
Speaking people; and another school, also offering air-
conditioning and heating, draws most of its students through
company sponsored employee training programs. The remaining
five schools have curricula that overlap substantially with.
ETI''s and draw upon the same student population. An indica-
tion of stability within the sub-sector is that ETI, despite
its 24 years of operation, is' yOunger than its five primary
competitors. The other schools extend back as far as the
1900's. It is also interesting to note that, perhaps as
part of the current interest o_f corporations in proprietary
schools as an investment, all of the other schools have been
purchased in recent years by larger corporations.1

Because of this stability in the number of schools
in the field, fluctuations in demand for training are
absorbed. primarily by the six schools in_ expanding or
contracting their operations, and probably the stability in
number of schools represents a long run equilibrium. Although
a school may have greater success in a particular year or in
a particular course than another school, these schools
essentially capture the market, and fluctuations in the
economy or changes in technology will affect all the schools,
within limits, uniformly.

Background to Electronics
Technical Institute

Electronics Technical Institute (ETI) was founded in
1950 by Harold M. Rabin as the Chicago School of Television
Repair, offering training in radio and television servicing.
Over the years, electronics related courses were added or
deleted and existing courses modified. Later the school's
name was changed to Electronics Technical Institute to more
accurately reflect its diversified training, and the school
was incorporated in 1964.

1
Illinois Institute of Technology, one of the five

competitc-s, is not a subsidiary of a parent corporation
since it a private, non-profit institution of higher
education.
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ETI is a specialized school, although it does offer
several different courses. Presently the curricula at ETI
consists of two major categories of courses. One group of
courses focuses on practical "hands-on" skills required to
gain entry into the electronics servicing fields. The other
uoup of courses is more extensive, offering a more academic
approach to electronics.

In the first group are technician's servicing courses
in television and radio (hereafter referred to as TV), air-
conditioning, refrigeration and heating (HC), and electronics
(ES). Each course is offered during the day on a, full-time
basis and on a part-time basis in the evenings and on Satur-
days. Tuition is $985 for each'of the 480 hour (16 week)
day-time courses. Part-time programs .cost slightly less
($915) and give 300 total hours of instruction distributed
over 50 weeks.

The two courses in the second group are offered only
during the day on a full-time basis. The first is an elec-
tronics technology course (ET) that offers training in a
broad area of electronics: the goal of this course is "to
train the qualified high school graduate to be a skilled
electronics technician capable of working under the direction
of an engineering staff either in the design, manufacture or
service of a wide variety of electronics equipment."' The
course costs $2250 and required 50 weeks of training. The
other course in this group is an electro-mechanical computer
engineering technology course that terminates with an
associate degree after two years of training. Through an
agreement with Roosevelt University, students take the
required non-technical courses at Roosevelt.

ETI's enrollment generally fluctuates between 200 and
300 students, and over the years it has graduated more than
6000 people. The school is typical of other schools in the
Chicago area that have an interest in the same field of train-
ing service technicians in that most of the schools are members
of either the National Association of Trade and Technical
Schools or the Illinois Association of Trade and Technical
Schools, and all of them are located in or near the center of
Chicago, easily accessible by public transportation.

EXTERNAL FORCES ON THE SCHOOL

We see that on the one hand a school has wide latitude
in the management of its operations, but on the other hand
there are certain forces over which it has little control.

1,
Electronics Technical Institute: A Self-Evaluation

Report," January 31, 1973, p. 3
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The remainder of this chapter deals with each of these sets
of elements separately. The first part analyzes the external
forces, such as labor market conditions, technological
changes, and possible competition from public institutions,
that a school must adapt to in order to survive. The second
part deals with decisions- concerning situations and activities
over which the school exercises relatively full control.

Technological Change

Under ideal conditions a school owner would like to
anticipate changes in technology. Often, accurate forecast-
ing is not possible, but in any event the owner must learn
to live with the technological state given by the market.
One of the inevitable situations facing technical schools is
growing complexity of technology within any field, the conse=
quence of which for the studentis a longer course to achieve
the- same relative level of competence. At the same time, the
longer course may alter the success of the program in terms
of the student completion rate. Thus the problem of growing
technology and corresponding course length can pose a continu-
ing threat to the total product of the school, particularly
if we assume that the efficient training program encompasses
an integral body of knowledge and that industry prefers to
employ individuals who have the full amount of training over
ihdividuals with partial training. Given the ultimate goal
of the student in attending school--the acquisition of a job
skill and subsequent employment--we can expect the student
completion rate to serve as a measure of the success of a
school in achievinglits intermediary goal of producing a
qualified graduate.J-

Of the numerous courses that have been a part of
ETI's history, the TV/radio service technician's (TV) course
was the program upon which the school was founded and has
continued to be the strongest and most continuous program
through the years. Despite the stability of this course's
curriculum and its consistent appeal to the same population
(the employed lower-middle class blue-collar worker) increas-
ing technological sophistication has forced the school to
expand the course. In the early years of the school's
operation, the TV course was 8, 10, and 12 weeks long and
trained the student to make full service repairs. Today the
goal of the course is the same, but the training now takes

1The goal of a profit-motivated firm is ultimately
to maximize profits or assets, but these measures of prosperity
supposedly rest upon continued production of a satisfactory
product which in this instance we assume is primarily the
qualified graduate.
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50 weeks. The apparent consequence of the lengthened course
is a decrease in the proportion of students completing the
training.

Figure 1 shows the profile of the TV course matricula-
tion and graduation levels from 1954 to 1972, and Table 18
shows that each time the course was lengthened the student
completion rate corresponding to that period decreased. Be-
tween October 1955 and March 1959, when the course was 16
weeks long, 96 percent of the entering students graduated,
but between January 1971 and March 1972, when the course was
50 weeks in duration, only 51 percent finished. A plausible
proposition is that attrition, by definition a function of
time, increases with the lengthening of the course. However
an increasing drop-out rate should not be considered solely
the consequence of random attrition associated with a longer
course. A more subtle reason may lie in the underlying
disparity between how industry and students value training.

We first need to make some simplifying assumptions
that will allow us to more easily explain the role of the
proprietary school owner in trying to adjust the length of
training to the needs of industry and the student population
and to explain how the drop-out rate is more than a matter
of random attrition.

The first assumption, and one that we will relax
later, is that there exists a state of perfect knowledge--
preventing any discrepancy in how industry and students
perceive the net benefits associated with different lengths
of training. The second assumption is that perfect
substitutability exists between lengths of training, Li and

LJ., at any given technological stage. Although this assump-

tion is not very realistic it removes the problem of consider-
ing the number of students at each L and lets us examine the
relation between changes in costs and benefits associated
with course length and the optimal length of training. Under
this assumption a change in technology may change the wage
ratio W Li/WL, and the number of students in training LI or Li

but at a given level of technology shifts in relative numbers
ofstudentsintrainingL.or L. would not affect the wage

ratio. The third assumption simplifies calculations of net
earning streams accruing to various training by specifying
that changes in foregone earnings during training are attributed
solely to the investment made in the training program. Thus
a job taken as an alternative to training offers constant
earnings during the period of 4raining.
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Beginning with a static situation, one without
technological or market change, we can establish profiles of
returns (present value of expected incremental earnings
resulting from training) over a range of training (lengths)
and foregone earnings (discounted to the present) which to-
gether will indicate the amount of tuition that students are
willing to pay for training of a particular length.

The crux of the problem for the proprietary school
owner is to provide the optimum combination in course content
(type of training), course duration and cost to satisfy both
industrial sector demands and student population demands,
If we assume that each unit of time spent in training leads
to an incremental, although not necessarily equal, increase
in skill embodied in the student, and that an employee's wage
in the market is systematically related to his skill, the
returns may be expressed as a function of the length of
course. Most likely the rate of accumulation of a skill is
not uniform over time. The profile of . returns (NR) to
length of training (L) (see Figure 2) may be concave, with

2aR )0 and ----<0; thus initial training is valued morea aV
highly than subsequent training. Or the profile might be
0 -shaped with a rapid rise in value of training occurring

only after a short "orientation" period, 15,ring whiCh time
spent learning in school has very little value to 'industry
and thus offers little return in earnings to the student.

returns
to

training

NR
r2

ri

LI. L2
length of training

Fig. 2.--Profile of Returns to Length of Training.
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The precise shape of the curve at the lower end may not be
important, however, especially if the curve is S-shaped.
Smaller initial marginal returns are unlikely to cover
initial costs, and it will obviously then be better not to
train at all than to make so truncated an investment. There
is also probably an upper limit to the amount of training
that will be taken. After some "saturation" level L2 the

marginal value to industry of an additional unit of training
approaches zero. Although the NR profile for each industry
and type of training may be different, each has a range of
wages (r

1
to r

2
) and training levels (II to L

2
)that are

acceptable to that industry.

The cost to the student consists of direct costs,
primarily tuition, and indirect costs, mainly foregone
earnings, both of which are also related to length- of train-
ing.

If foregone earnings of each day spent in training
is the same for each day of the course, then foregone earnings
(FE) cost per unit of length is constant, i.e., ay >O

eb, FEand. c But rarely is this the case; more likely

marginal foregone earnings increase with length of training.
With each day of learning a student foregoes more to remain
in school. Rigidities of market institutions that place a
premium on completion, however, may create an increasing gap
between the present value of earnings of the student who
drops out with no further training investment and the present
value of prospective earnings for the person who finishes
training and enters the labor market. The premium placed on
completion varies among occupations. In the case of cos-
metology.the completion premium is maximal--one is trained
for only one occupation and course completion is necessary
to practice cosmetology. Foregone earnings therefore are
virtually constant for each unit of training, but with the
terminal unit of training potential returns jump sharply.
In some other areas, such as secretarial training where
accumulated skills are immediately marketable, foregone
earnings increase nearly proportional to the portion of
training completed, and the completion premium is minimal.

The amount that a student is willing to pay for a
course of a particular length depends both on his foregone earnings
(FE) and the future returns (NR)that he will receive in
added earnings as a result of taking that training. Express-
ing these returns as the present value of the expected
incremental earnings stream, we can show how much tuition a
person would be willing to pay for a course of a certain
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length. Placing the NR curve in the same figure with the FE
profile (Figure 3) the vertial difference between NR and FE
at, say, Li is the amount that the person is willing to pay

for training of length Li. Thus for a school to offer in an

economically feasible manner a course of length Li it must

be able to provide such a course for no more than A2-Al.

A proprietary school could not operate with a course
length less than LL or longer than Lu without charging a

negative tuition, i.e., paying the student to attend because
in these areas student costs exceed returns. Any course
with length it LL and ts Lb is possible. However not all

course lengths are equally plausible because of a firm's
(school's) cost structure.

NR
FE

Tuition

A2

A
1

LL L L

Fig. 3c--Profiles of Returns and Foregone Earnings
Showing Course Length and Tuition.

Length

WhetheraschooloffersacourseL.a depends on (1) the

number of students preferring that length o.r.' course, (2) the
ability of le school to provide that course for no more than
A k

1'
- and .)) the profitability of offering alternative
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courses. The selection of course length--that which will
maximize the school's present value of expected net income
depends upon the array of demand schedules for given course
lengths and the school's costs associated with the course
length. Without knowing the various demand schedules for
different course lengths and the location and shape of a
school's cost curves we are not able to determine what point
along the LL-Lu interval the school will choose for its

course length. Moreover, moving toward the point where the
vertical distance between NR and FE is greatest does not
necessarily mean that profits are increased, for both the
aggregate demand schedule for various lengths and the
changes in costs associated with the longer course must be
considered before a determination of the profit-maximization
locus can be made.

To this point we have assumed perfect knowledge;
more likely a difference will exist between what school
proprietors and potential students perceive as the n and
FE profiles. School proprietors may observe or predict
associations between wage prospects and amounts of training
that differ from the wage relationships that many students
or potential students expect. To illustrate, Figure 4 shows
a school proprietor's projection of associations between
wages and duration of training as curve N111. If this projec-

tion is correct, point D on curve NR1 will provide a good

estimate of student returns to training L2. The student,

however, through misinformation or false perception of market
conditions may believe that a course of L1 would be sufficient

to command a wage equivalent to R. (Similarly the FE curve
may be perceived differently.) In a situation of this kind
the proprietary school must in a real sense serve as a "go-
between" for industry and individual demand.

Whether the offered course length is more in keeping
with the performance of industry or the student population
depends largely upon the perspective of the school owner.
To maximize current profits the owner will operate with a
short-run perspective, tailoring the course length (and thins
amount of training) to satisfy the individual by establish-
ing course L

1
. Completion rates typically would be high,

but industry might view the product (the skilled graduate)
as unsatisfactory. As many proprietary schools rely heavily
upon job placement of their graduates for their reputation
and continuing successful operations, most owners would be
reluctant to take a short-run view. The other extreme would
be to tailor the course length to satisfy industry by estab-
lishing course L

2.
With course L2, however, students may
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either not attend at all, considering the course excessive
in length, or drop out before completing the entire course.
In the first instance the school loses customers and in the
latter the school's students, without achieving the level of
competence that we assume industry attaches to completion,
do not achieve those goals for which they had enrolled in the
school. The school owner must weigh the consequences associ-
ated with having a certain percentage of drop-outs against
the costs of an inadequate course in terms of employers'
dissatisfaction with the school's graduates. The outcome is
self tion of some course with a length intermediate to Il and
L
2

.

NR
FE

Tuition

R 41111111 MID VO Oa Oa 40 NO

FE

I
I

I II

R2
, 'R1

L. L2
Length of training

Fig. 4.--Profiles of Returns and Foregone Earnings
with Differing Student and Owner perceptions.

To this point we have assumed a static model without
any technological or market changes. In fact, any initial
discrepancy in perception of costs o- returns to training
between industry and students would Aminish in a static
situation as both groups become more knowledgeable of the
economic state of affairs. Only through continuous changes
in technology and requireznents for skills and errors in pre-
dicting these changes is a continuing differential possible.
A special problem arises with effects of changes in technology
altering the actual market NR line. If for illustration we
assume that growing complexity of technology requires increas-
ing the amount of training to enable one to achieve the same
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level of competence as could be achieved with less training
in earlier times, the industry NR profile will shift out-
wards, to the right, from NR2 toNTRil creating. a larger gap

between -the Preferred amount of training desired by industry
and student.

If the true NR curve is continually moving to the
right the proprietor may prefer to anticipate industrial
demand by offering a course that at any given instant is
closer to the L desired by industry than that preferred by
students. Thus, although the owner is free to determine L,
an optimal length is properly considered a function of the
difference between the length of training preferred by the
two sectors, the rate of change in that difference, and the
ability of the proprietor to identify the characteristics
of the actual NR curve.

In summary, the proprietary school owner, serving
as a link between industry and student demand, sets the
length of training so that he maximizes the present value of
his expected:profit; however, the student may have a differ-
ent notion than that of industry of what value is attached
to a certain amount of training, and recognizing and assess-
ing this difference is confounded by technological changes
that may widen the differences in perception. As long as a
difference persists the school owner faces the eroding
influence which that difference, often the result of
technological change, has on the school', completion rate,
in addition to the random attrition that increases with the
lengthening course.2

The difficulty that the school owner faces in trying
to convince potential students of the importance of techno-
logical changes is illustrated by the following example. In

1TheNR line need not shift to the right with increas-
ing technology. Other possibilities exist. For example,
technology could simplify the skills required and might result
in the NR line moving to the left, or remaining stationary.
To illustrace tlIg adjustment process we assume that the all line
is movillg in one direction and that the faster technological
change occurs the greater the gap although students may be
adjusting their perception of the location and shape of the
NAcurve.

2
In an occupational field where changes in technology

frequently occur, an alternative to continually lengthening a
;cur-se (and one not explored in this paper) is for a school
to offer training that upgrades individuals in mid-career
rather than training that is designed to cover all aspects
of the occupational technology.
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1953 the Federal Communications Commission approved color
'television- broadcasting, -L and in 1954 the owner invested
in All of the latest color television equipment, bUt at that
time he could not convince potential students that there
would be plenty -of lobs for people with training in_ this;
Specialty. Only after several years when color television
became more popular was the proprietor able to make good on
his- investment:

A,school -operating in a highly. echnical area is
-subject to many unfOreseenchanges'in technology and the
ability of _a proprietary school to_ operate ch, the frontier
Of technological Change requireS flexibility and inhovatinn
AS ,We-reVieW the inflUenceS of competition frOm publid
institutions and Market conditions, these same qualities-Of
the sthcol -are. manifested-.

COmPetition-__With.Publit
Institutions

AnOther source of external forces that influence
proprietary schools is the vocational training offered by
public institutions, the, central issue-. in Chapter III.
Over the years, ETI has:been confronted with two distinctly
different-developments in public vocational training pro-
gramsthe development of vocational courses in the community
colleges and the establishment of a state training program- -
and in both instances there is no evidence that the public n,

institutions impeded the success of this proprietary school.'
Nor, might we add, are our data complete enough, in the case
of comparison with the community colleges, to maiatain that
the relationship is complementary.

In the 1960 -' -s ETI ran a very successful wiring and
soldering course, and, for reasons explained in the next
section, was virtually the only school offering such training.,
In early 1963, after ETI had offered its- course for a year,
the State Employment Service (SES) announced that it would
provide free training in wiring and soldering for 200 persons.,

1
Electronic Market Data Book, 1973 (Electronic

Industries AssociaTIZin,Wa=g-t-bn, D.C., 1973), p. 4.
2
It is not certain how many proprietary school

students may have attended community colleges at one time,
but their interest in ETI is evidenced by the fact that- one
out ofevery five "tear-off" inquiries are from current or
past community college students, who, according to the owner,.
say they are disappointed with the caliber of training in
the community colleges or that the training takes too uuch
time.
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SES had contracted with another proprietary school in Chicago
to provide the training.' Some of the staff at ETI were
apprehensive about the effect on ETI of the state-offered
free training. In an overall evaluation of the course,
undertaken in hopes of avoiding an enrollment decline, the
owner discovered that operating costs were not being covered
by tuition revenue of the prOgram and decided that either the
course would have to be discontinued or tuition raised. The
OWner, while concerned, was not convinced that the SES train-
ing would siphon off more of the school's potential students
(see Figure 5). He knew that his program had a good reputation
among the students and among employers. He provided good
training and graduates gpt jobs. He decided to raise the
tuition from $89 to $139, for the same cOurse.2 Enrollments
did not decline, in fact after several months they climbed
and soon surpassed the earlier peak. Possibly the course
represented a superior product for which there were no
adequate substitutes. The course could have offered better
training, such that employers preferred the proprietary school
graduates to those of the SES training, and the students,
knowing this to be the situation, were willing to pay con-
siderably more, if necessary, to get what they wanted, i.e.,
a high probability of employment at a specified wage. The
rise in ehrollment shortly after the tuition increase is
probably coincidental. More likely enrollments would have
risen-anyway. The enrollment dip in 1963-64 probably repre-
sents the initial response to the SES training and an
information or "feedback" and training lag between industry
and the students. Before a shift occurs of students returning
to ETI,. students must take the SES training, find employment,
hold employment long enough for industry to evaluate their
work and then have industry's hiring practices reflect the
productivity differential and have that information transmitted
to other prospective students.

For same u_lknown. reason, ETI was not notified that
SES was letting bids for the contract and never had the
opportunity to bid for the contract.,

2
Conventional theory of the firm assumes that the

firm sets dtz price to maximize profit, but this 56 percent
rise in tuition for the same course and the subsequ6at rise
in enrollments suggests that the school owner may not always
know-what the optimal prIce is.
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Figure 5. Qui..-terly matriculations (computed from a 5-quarter
moving average) in ETI's wiring and soldering
course (based on a 20% sample)
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The situation existing between community colleges
and ETI is less clear. The institutions may differ in the
product they offer and in the type of student they attract.
Less.disagreement surrounds the issue of what the schools
offer, particularly in terms of curricula. Kincaid and
Podesta in 1966 were the first to point out that proprietary
schools offer shorter courses and more flexible programs.2

Less certain is the issue of who is attracted by each
institution. A study by the American Institutes for Research
found that there were no significant differences aMong student
characteristics in vocational proprietary and non- proprietary
schools, but the inclusion of non-profit private schools with
public junior colleges may have blurred the differences in
student characteristics of the two groups of schools. Well-
ford Wilms in Proprietary versus. Public Vocational Training
found that proprietary school students have a lower socio-
economic background and educational achievement prior to
entering 3ocational school than. do students in community
colleges.-3 In contrast, a study issued by HEW Vocational

1
A complete determination of the relationship between

the two types of institutions requires evaluating differences
in student input, curricula, output (occupational attainment),
and costs. Various studies have estimated student and curric-
ular differences, often with mutually contradictory results.
W. WilMs is attempting to determine the differences in occupa-
tional attainment and earnings, and once we have determined
lihat these differences are, we will then be in a better position
-co .neigh the costs of the differences,. Already there are some
itAcations that cost differentials are substantial and that
the content of training in several instances is comparable.
In 1970 the Institute of Naval Studies published a report
showing that the U.S. Navy could procure electronics technicians
at less than half the cost of in-hou3e training ($1400 versus
$2900) through contracts with proprietary schools. (David M.
O'Neill, Meeting the Navy's Needs for Technically-trained
Personnel; Alternative Procurement Strategies.) In Chapter V
we show that private cosmetology schools provide similar train-
ing to that of the community colleges for less than half the
price of the public schools. Indeed, the Chicago Daily News
(April 13-14, 1974) in a recent series on public vocational
education estimated the the public "school system spends
about $1200 a year per ,,udent in teachers' salaries alone in
its cosmetology programs 'bile the average private school can
provide the entire traininu for less than $600.

2
H. Kincaid and E. Podesta, An Exploratory Survey of

Proprietary Vocational Schools

3W. W. Wilms, Proprietary versus Public Vocational
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Review Task Force (1970), which was based on.data from the
Belitsky and the Kincaid-Podesta studies, suggests that the
proprietary school student is a "higher qvality" input than
his counterpart in the community college. J- If we accept the
proposition that differences exist between the student bodies
of the two institutions, the recurring question is whether
the populations from which the schools draw their students
are sufficiently distinct so that one institution does not
increase its enrollment only at the expense of the other
institution. In this instance it appears that ETI has satis-
factorily maintained its level of enrollments in the face of
rapid growth of the community colleges.

The number of students in public post- secondary
occupational .programs in Illinois in 1966 was less than
4,000; in 1970 it was nearly 43,000--a ten-fold increase in
five years. But from 1968-69 to 1971-72, the years for
which we have information on community college enrollments,
the number of students who enrolled in Chicago community
colleges or in community colleges, in the rest of the SMSA in
courses that are the same as or similar to courses in ETI
did not rise, as did the overall trend. Table 19 shows that
the Chicago and SMSA community college enrollment in TV/;"adio,
heating and cooling, and electronics courses varied widely
from year to year, but the relative enrollment in a particular
course varies inversely between the two institutions. That
is, TV, ETI's most popular course, has had no enrollments in
the community colleges for the last two years, and electronics
technology, the most popular course in the community colleges
(of the courses offered by both types of schools), is the
course with the lowest enrollment at ETI. Unfortunately,
the lack of information over a larger number of years and
the lack of a more definite year-to-year trend bar us from
suggesting causality between enrollment fluctuations of the
proprietary school and the community colleges. Overall,
enrollments in the community college programs and in ETI
(see Figure 6) have fluctuated considerably, with a net in-
crease in the four years of approximately 30 percent in the
community colleges and no definite trend in ETI. Whether
enrollment in ETI would have increased more without the
community college programs is not discernible, but it is appar-
ent that enrollments in ETI courses also offered by the
community colleges have not been depressed.

1
Susan E. Johnson, Proprietary Education: A Search

of the Literature.

2
Third Biennial Report 1969-1970, Illinois Junior

College Board, March 1971, p. la, and Statistical Detail- -
Disbursement of Funds and Occupational Enrollment, July 1,
1965-June 30, 1966, State of Illinois, Board of Vocational
Education and Rehabilitation, Division of Vocational and
Technical Education, Part C.
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Labor Market Conditions

A_perton's,decision to take training is based on an
individual decision model. The decision inVolvestweighing
-expected Costs associated with training and expected returns
offered in the marketplace as a result of the training.
When aggregated, individual demands -for training fort-the
school's demand curve. This demand for schooling,however,
is a derived demand, existing only ttrough the marketplace
demand for individuals with a. particular skill. In this con-
text, a _school's demand curve, the. aggregation of-individual's
demands for training, is also the aggregation of individual
-supply prices at which' an individual will enter an occupation
or training for ah OccupatiOn._ Thus, focusing on the in
dividual's decision to take training, and not the decisiOn,
of a firm-to offer training, the reieVant concepts are detand
for skilled labor -(determined- in the. marketplace)-- and .supply
of trained individuals "to the marketplace. To-the extent
that. training occurs in the schools,: supply can be eValuated
in terms-of aggregated indiViddal.detands f6r school training.

In making a dedision to purchase training the, Prospec-
tive-student weighs the present ValuerOf_expected costs of
training with the present value of the expected increase-in
returns accruing from that training. Expected costs consist
of _direct and indirect -costs: direct-.costs (considering
only_monetary costs) are primarily tuition, and indirect
costs, foregone earnings. Assuming that the decision is
made at -the point in time at which training beginS, the

T
present value of the ctudent's costs is *4 where

+u)Otr) ti Ott)

-W
a
= the wage foregone or the wage rate available if the

student chose not to take the contemplated training;
T = tuition; t = the time petiodi n = the last year of
training; and r the disdount rate.

In similar present value notation, the value, V, of
the training is:

4a nil
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where W
c

the expected wage available with the training and

A.= the last year of earnings.

Representing the two components of costs by OA, Wv(ir-t
tzeoltr

and Lv./
T

I e -1-0 a student will take a training program
tae "4

t

provided(11-(i14tiT4 > EV°4 T. where 1*' is tbe contem-
plated course, and '1' is any other alternative.-1-

To adapt the individual decision model to available
empirical data some modifications are necessary. Wage data,
although from a time series, are point observations of
earnings and not earning streams or present values of income
streams. Furthermore, we assume discrete increments between
wages for various levels of trainina% In this analysis We

is the initial wage of a trained laborer, and Wa is the average

wage available in an alternative occupation presumably not
requiring the training. Because the earnings profile of the
worker with Wa is relatively flat compared to an individual

with We (who receives more increasing wages for his increasing

productivity) and because Wa is- measured at some intermediate

point on the earnings profile while We is measured at an

initial point on the earnings profile, uoing the wage rates
as proxies for the present value of expected earnings streams
therefore understates We to a greater extent than it does Wa.

Empirical results will understate the importance of the wage
differencE:.

Analysis of demand for training is based upon time
series data available fOr the number of matriculations in
ETI's evening TV course (excluding the Spanish programSee
Figure 1 for matriculation levels), the major component of
the schociliS curriculum throughout the 'school's history'.

1
Determination of the number of individuals choosing

a particular program depend upon individual preferences
and abilities.
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Demand fox" ETI training (supply of students to the
TV-repair field), J- measured by the flow of matriculants, is a
function of the expected wage in the field, WTv, and the wage

available elsewhere, WA ( without the training).

WTv should be positively related to demand for training, and

14
A' negatively related. Cost, both in terms of tuition and

the length of time spent in training (duration of foregone
wage), should be negatively related to demand. Per capita
disposable personal income, a measure of ability to pay,
should directly affect the level of enrollments.

The structural equation for demand for training -1.s
the following:

ref\ -z.4. *04.,\oly *43.VA 44 44 \I C1( *t-

where-M = annual number of matriculants in ET's evening (non-
Spanish)TV-radio repair course.

WTV the= the hourly wage generally paid to an inexperienced
but trained TV repair technician in one of Chicago's
largest electronics repair companies, in 1958 dollars.

W = the average hourly earnings of production or non-
A supervisory workers on private non-agricultural

payrolls, in 1958 dollars.

L = length of the evening non-Spanish TV course in weeks.

T = tuition, in 1953 dollars.

Y = per capita disposable personal income in the U.S.,
in 1956 dollars and.4tiko) and,c004 and44:0
and e = error term.

These variables are the essential variables required in
the detand equation; however, an ordinary least squares regres-
sion analysis will produce biased estimates of the regression
coefficients because enrollment is interrelated with the wage

1
As mentioned earlier, we assume that because of the

highly stable nature of the trade and technical schools supply
adjustments occur through changes in school enrollment and
that such changes are distributed evenly among schools offer-
ing-TVrepair technology.
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paid TV service technicians. The flow of technicians into
the marketplace will affect the relative scarcity of technicians
and thus the wage that industry pays to attract the techni.cians.
To eliminate the bias caused by the interdependence of enroll-
ments and wages, a two-stage least squares regression,analysis
is employed.-L The results are presented in Table 20.'

The results moderately support our propositions. Tuition
is negatively related to demand, but length of training, the
other aspect of cost, has a slightly positive but insignificant
coefficient.-) Disposable personal incor4e and earnings in the
TV repair field have the expected positive coefficients, but
the strongest relationship is that between alternative wages
and enrollments. Significant at the .05 level Wa has a strong

negative effect on demand. It appears that the major deterent
to enrolling in school training for TV repair work has been
the relative rise in earnings offered in other occupations.

1
The bias is attributed to the lack of independence

between- the error term and WTV. Dependence results from WTV

being a function of M and the residual. When ordinary least
squares is used, the residual in the WTV function is pooled

with the error term in the M function. Two stage least
squares corrects for this bias by removing bhe stochastic
effect in the WTV function. The procedure is to regress WTV

on all exogenous variables within the system and then to sub-
stitute the estimated WTV values, free of any error term, as...o

the M function.
The wage paid trained technicians is based upon the

need for technicians, and need, we assume, depends upon the
relative scarcity of technicians which in turn is a function
of the number of available technicians ,(M) and the number of
television receivers needing servicing. As a proxy for the
need for TV servicing, the percentage change in the U.S. stock
of television receivers (S) is used in the equation of demand
for technicians. Thus WTV is regressed on S and the other

rogenous
variables; the estimated values of WTV are then sub-

3tituted into the M equation in place of the actual WTV values..

Appendix 3 gives the correlation matrix for the
variables and the results of some other modified regression

.

equations.
3Length of training is both a quality and a cost variable

and the coefficient measures the net effect. The positive co-
efficient may mean that a longer course contributes less to costs,
than to returns (expected wages). Since the TV program.is taken
in the evening, foregone costs generally equal the value of
leisure time, usually considered less than the value of time
spent -in employment.
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TABLE 20

,REGRESSION OF ENROLLMENT ON WAGES, LENGTH OF TRAINING,
TUITION, AND DISPOSABLE INCOME, 1954-1972a

Variable

Ordinary Least Squares . Two-State Least Squares
Estimated
Coefficient t-statistic

Estimated
Coefficien.r. t-statistic

T V

W
A

L

7,030

-24,100

.049

2.06

-2.91

1.40

20,100

24,700

.0332

1.40*

-2.04**

0.63

T -17.3 -1.51 -10.5 -0.58

Y 140 2.02 144 1.43*

Constant 134 1.41 -107 -0.38

R2 .68 .32

Durbin- 1.88 2.01
--.Watson

Statistic

* = significant at the .10 level

** = significant at the .05 level

a
Two variations were made to the equation system but

both were omitted because they resulted in no substantial
change in results. One was the inclusion of the male unemploy-
ment rate as an explanatory variable. The coefficient's
t-value was close to zero. The other change was an adjustment
to the S variable in'the other equation. In the 1970's solid
state technology reduced the number of repairs per set to
one-third of the number of repairs on conventional sets.
Obscrvations for those years having solid state sets were
adjusted to express the number of sets in terms of repairs
necessary for conventional sets. The adjusted figures
(placed in parentheses in Appendix 4) showed a decreasing and
even a negative rate of growth in the stock but did not suf-
ficiently alter the regression coefficients to warrant- further
consideration.



The hourly wage of the TV repair apprentice has risen only
1.1 percent in real terms' over a period of time when the
average production worker's real hourly wage increased 35.9
percent (see Appendix 4). In sum, it appears that, to the
extent that ETI is representative of schools offering TV
repair courses and possibly other proprietary schools, the
argument that rising costs have been responsible for declining
enrollments is erroneous. Rising disposable personal income
has offset the increase in cost,. The situation is more
accurately attributed to a relative decgne in expected wages
for people entering the TV repair field'--a situation over
which the private school owner has little control.

The three specific labor- factors -- unionization,
equality of employment opportunity, and relative labor costs--
have caused equally unavoidable changes in the school's
curricula and serve to illustrate the difficulties that a
technical proprietary school faces.

Results of unionizing fruit harvesters were felt,
strange.L. g enough, by Chicago proprietary schools. In the late
1950's and early 1960's =migrant fruit pickers from Mexico
worked, in the northern mid-west region. After finishing a
season's work, many of them with extended visas would stop in
Chicago, especially during the winter, to obtain a trade be-
fore returning to Mexico. For several years business in the
Spanish language programs iri TV and HC buoyed the school's
enrollments (see Figure 7). The training was quite success-
ful with a 95 percent completion rate, and many times a
brother of a student in a preceding year would enroll the
following year.

In 1965 and 1966, as unionization -spread among the
fruit cultivators and with local political pressure to hire
nationals, employment opportunities for migrants diminished=
and thus the demand- for the Spanish language programs at th_e.
proprietary schools. ETI and the other proprietary s-choos,,,
while perceptive enough to capitalize on the situation willirLe
it existed, were helpless to prevent the enrollment- deci -i1
in the Spanish programs.

1
The failure of apprenticeship wages to keep pace with

other wages may be the consequence of a change in industrial
training policy indimirr nay prefer to train its own
employees..

2Wages of journeymen TV repair teehnicium have in-
creased more than the apprentices' (28.3% versus 1.1%) but
still lag behind the gains of the production worker.
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The incident c)f inequality of employment opportunities
focuses on a racial situation that existed in the 1950's and,
similar to the unionization issue, represents a situation that
a school owner could easily overlook. In 1957. the owner of
ETI believed from reading, newspaper' advertisements that there
was sufficient industrial demand to warrant offering a course
in wiring and soldering. To insure that he was correct in his
assessment and to insure that if he decided to run the course
his graduates would get jobs he contacted several large
companies and received their assurance that they would hire
as many people as he could train. Using his, past experience
in industry with mass production of electronics parts, he
designed a curriculum that would offer instruction to fit the
needs of the companies. He began the course the same year.
When the first graduates sought jobs with the companies, they
were turned down. The graduates, all women, were black. At
that time most companies' policies prohibited mixing black and
white workers and there were almost no black firms in existence.
Immediately he stopped taking new students and only with dif,,
ficulty found employment for the women already trained.

However, five years later, at the beginning of 1962,
an executive of an electronics manufacturing company remembered
ETI's wiring and soldering course and inquired into the pos-
sibility of starting the course again. Feeling that the
racial barrier in employment was less severe than it had been
in 1957 and with the prompting from the industry, he again
offered the course. This time it was an instant success. In
the first quarter more than 100 women enrolled, and enrollments
grew to a peak rate of more than 200 per quarter in 1966 (see.
Figure 5, p. 72). The course, which appealed almost exclusively
to lower income black women, many of them housewives, was
scheduled during days, evenings, and Saturdays to make it
easily available. Classes generally met twice a week for
eight weeks. Industry demand for people with this type of
training was so great that many companies hired students
before they had finished the course, and everyone who sought
employment was employed. However, demand for the training
stopped almost as quickly as it started, primarily because of
the third market condition we wish to mention, relative pro-
duction (labor) costs.

In 1968 and 1969, the demand, after being heavy since
the program's inception, vanished. American industry recog-
nized the relatively less expensive cost of Japanese labor and
began importing manufactured components. As the owner said,
"The women stopped coming almost sooner than the ads disappeared
from the newspapers."

8 Li.
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SCHOOL. DECISIONS

To this point we have shown various market phenomena
encountered by, proprietary schools-. Often their-most appro-
priate response -IA to adapt as best they can to the given
:sitUation. This is what ETI did when it offered tha,SpaniSh-
language courses for Mexidan.mkgrant WOrkers, and when: it had
to, Wait for market, "readineSs" to Otter its color televiSiOn
Maintenande, course and wiring_ and soldering course. But the
school; because- it is not in a perfectly competitive market,.
can exert zome influence over its deStiny through altering
such,things. as its product andlirice, for example, When tuition
was raised for the_wiring,and soldering course in the face of
apparent-public competition.- The single -most- substantial
change- haS been the intentional effort,_ made only in the last
few years,,. to expand the schoOl'S product line by offering a
day-program,

For the first 20 years of the-sohoOl's .operation,, its
prOduct was tailored, to appeal to-the motivated, ambitious
employed,male who was willing to- giVe up: hiS leisure time in
the evening or on Saturdays- to attend. claSseS. The owner
Simply believed that the kind of training he-OtteredTwoUld
not-appeal to the-type of _Person who -could attend a- day -time
program- The change- in _his awareness cat* primarily through
P.) -inquiries froM community college student drOpOuts, and
_(2) expansion of goVernment training programs in which .pro-
prietary schools were beginning to share.

The decision to offer.a :day program,the owner perceived,
would not involVe merely,an expansion-of ihe_SoheduIe,, but
rather would mean enlarging the appeal ,of the school to in,-
dude an entirely different student accompanied-by-substantive
product adjustment to meet the needS.of the new studentS. In
planning for a dayprograM he, reasoned. that Students available
foL full-tithe day classes are Usually unemployed, :either
People-seeking work or those unemployed- out of choice, often-
because they are continuing their education. MemberS of this
latter group,"-many of them recent high school graduates,
military veterans, -and studehtS transferring frbm other-train-
ing schools- -are likely to be younger, lesS financially
independent and in some cases More attuned to schooling and
-adademic programs than the presumably older, posSibly lesS-
edudated, employment - experienced individuals who attend even-
ing programs.

To attract this different student_ the owner enlarged
the curribula, Increased the school's "Visibility," and-
lessened the financial obstacles that often- prevent
courage an unemployed youth from attending school. As part
of his efforts to broaden the appeal of the school, the-owner
designed the electronics technology-and- electromechanics
courses and offered:them in the day 1progrAm. The latter course
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of instruction -was made available with the :awareness that some
of the pcitential day.time students Might -be people loOking fOr
atin, alternative to the junior_ Or _Community -college. The Course
is. giVen,-aS- a joint program betWeeh ETI and Roosevelt University
and terthinates. in an ,a4b,OCI.a."0 degree.

To increase the school''S visibility and prestige and
as a prereqUiSite for participation in some federal_ government
student. aid progratS,, the -owner sought national aCcreditation._
In 1568 he receiVed accreditation frOm the National AssociatiOn
Of- Trade and Technical SChOois (NATTS)_, one of the few national
accrediting agencies 're-Cognized-, by the U.S. office of :Education.

An imMediate consequence- of accreditation was; ETV s
participation in 1970. in an Office of EducatiOn _deinonStration
project; through the ManpOWer Development 'Training Act, .to--Up-,
grade .disadvantaged. employees. The 'Office of, EducatiOn -ddri..
tradted with the tinited 'Business .'SchoolS: AssOciatiOir tt.rijst4
to train in priiiate :business,,, trade and technical schools
approximately 1000 under-employed -persons -for, ProMotiOn and
-higher- wages,: UBSA, to provide- the -students with a greatei4
bhOice of occuPational training..prOgramkr SUbcontraoted
the National Association of Trade- and Technical
-ETI as a member. of NATTS, applied Or paitiCipstion, and in
April 1970 a claSS- of 15 students began a six- -month heating
and :cOOling course. AlthOUgh the 0E-Project Upgrade -Was a
demOnStration project not intended to be continued; it was
cOnSidered. successful and led to subsequent training adtivities
in the proprietary .schools. under the MDTA progrem. The
initial,participation- in -goVernmeht supported. training programs
may -well. haVe served as a catalyst in the owner's decision to
offer- a day program. Although the Project Upgrade students-
_attended a night coursei the Project confirMed to him 'the
possibility of _a more diffuse student = market tor hiS product.

To encourage the young student to attend, by lowering
financial barriers, the owner applied for, and received,
qualification as an eligible institution under the Federally
Insured Student Loan and the Illinois guaranteed loan programs.

The response to the day program has been substantial.
Since 1971 when the day p/Jgram was instituted, approximately
half of the school's 600 enrollments have been in the day

1 Richard Fulton, Final Report on MDTA Project Upgrade,
U.S. Office of Education (Contract # EC-0-9-18001/.1-1.1-72.1-2(335S,
May 3, 1971, p. 1.
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Iiprograt.
1

The signifidarrt difference in age between the full-

and part -time student (22.8 versus, 26.7) indicates, that, as the
-owner-suspected, the day program -appeals to a group of people
With different interests and heeds than the evening students.

The Itpact_Of_tile,DaY
Student,,-on-ETI

ETI has been successful in offering its new produdt
in terms of attracting day students-, but. 'an overall .assess-
ment of' cannot be Made without evaluating-the
stOehts and-their performance, beda0e-they, while, consumers
of the training, are also an important input. Their perform=
ance.constitutes,part of the school'-s product padkage=-provid,-
ing_training, maintaining its reputation among employers -and
potential student0-, and assuring <a high- probability of satis.,
factory, employment for its graduates.

USing, completion: rates agairi,to,coMpare day and evening
and Saturday student-performances, we find ambiguous reSdltti
The data we colledted came frOt a 20-percent -samPle-of-stUdent-
,attendance records:, over the history of the school, And, be-
cause of our interest in a more detailed analySis of the-cur=
rent -student population, from a 100 percent sample of Student
records- from 1971 to 1973. The data-indicate that te
completion rate is directly linked to-course length. Table 18
shOwed that over the years the completion _rate has declined
as the course length increased and Table 21 indicates that
studehtb in the Shorter day program (generally 16 weeks) haVe
a higher dompletioh rate than stUdentS in the evening, -Courses,

(50 weeks). For the, 369 full-time studentS beginning between
January 1971 and December 1972 there were 230 or 62 _Percent

graduating between May 197 and_Aptil 1973. FOr a comparable
ipetiOd of time, the completion rate for part-
time -students -was 47 percent (Table _21) .

Information-obtained in ETI I-sdhool reports show: that
'(1) completion rates have-increased over time and (2) the day
,and evening -programs haVe similar completion- rates. The 196

1
When the day program began, the level of evening

school enrollments dropped off. Concluding, however, that the
day program was competing for the same group of students attend-
ing the evening program:s is probably incorrect. The owner
claims that the evening school enrollment decline was an idio-
syncracy of recruiting practices. Representatives, although
they received a straight percentage commission on all sales,
were simply able to recruit day students easier than evening
students and thus followed the line of least resistance--
resulting in less emphasis placed on evening programs.
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TABLE 21

COURSE COMPLETION RATES FOR ET1 STUDENTS BASED ON A
100 PERCENTHSAMPLE:OF INDIVIDUAL ATTENDANCE RECORDS

FROM-1971 TO 1973

Number
Starting

Number
Graduating

Percentage
Graduating

daY
a

b
evening
TV day
TV evening
FEC day
HC evening
ES day
ES evening
ET day

369
234
198
128
117
94
23
12'

26

230
111
110
63
91
42
12
6

16

161:4,

n.
77.844.7

52.2
50.0
61.5

a
Inclusive dates are from January 1971 to December

1972 for starting and May 1971 to April 1973 for graduating.

b
Inclusive dates are from January 1971 to December

1972 for starting, and. November 1971 to- December 1973, for
graduating.

application for accreditation in NATTS reported that approxi-
mately 67 percent of the ,students included in the sample
graduated (Table 22, Part A). In a sample of classes in 1972,
78 percent of the students graduated, and this completion rate
was the same for both day and evening classes(Table 22,. Part B).

The _differences between-the-data collected ftot-
sampled individual records and school reports-May be reconciled
in Several ways. First, because We-had to judge completiOs
by the indicated dates of attendance, there-may be-vari n-atio
between- recorded and actual attendance. There appears to be
a tendency to omit recording student attendance toward
end of a course; thus., while some individuals -may have actually
graduated, we recorded it as- an incomplete: Second, 'students
who sign up fore course and then -never begin or attend tOi.
only a =week may deleted from the!school's' tally in computing_
completion rates. And third, the -SchOcil-S- figures, based on- a
small sample., are drawn from- particular classes of students,
-and may not be representative.
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'TABLE 22,

COURSE COMPLETION RATES BASED QN ETi'SREkATS

AL Completion rates for students due, to finish-betWedh January .i
1967 84114, January 1968a

-Number Number . ,Percentage'

Course _ Enrolled . Graduating: .. Graduating'.

TVz- elect ronic e1P- ,:q8, 61 26o
AircOrld i .._.ref rig . C 52 ' 88-

Total 150 99 ,67.0

B., :Completion rates fot-studenta in- Seven-clAsSes- 'beginning In
971 ,Oi 197Pd-

CoiltSe

ljuniber
_Started_

Number
Cotpieted-

Percentage
..Completed

TV-0644g

HC-day
$Cre'iiening

21
9

-20

7

ES-day -4- 3 -75.,p-
t$,-,e:Verii:h.g- .5' 4 60 .01 .

-ET,-day 11 '9, ,8i..-_8.

Total-day; 56 44 -78-.6

Total-evening 23- 18 78:3

aSource: ETI's Application for Accreditation to the
National Association of Trade and Technical Schools; Document
B, Part VI, March 1968.

bInitially
"electronics" was incorporated into the TV

courses, and only in more recent years hes it evolved into a
Separate 'Course.

Heating, which had been a separate program, in the
1950's and early 1960's,, was gradually fused with the cooling
courses in the late 1960's.

Source: ETI's Self-Evaluation Report, January 1973,
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Prot, these ,differences in sampling it Spats ,plausible
that- bur 'data. :Could have, underestiMated the actual completion
rate of students,, but because the ,adhool data was drawn from
two pointb in time _rather than over a -continuous number of
years and because all of our results fOr longitudinal and day-
evenihg,-doUrse doMpletion rate differentials consistently
indicate a higher cOMpletion rate' for shorter courses,, we can
reasonably assume .greater reliability in the relative levels
of aOmpletiOn-ShOWn in:TableS-1Thand-a than in the relative
differences in level's of completion indidated in the 1968- and
1975 reports. -COnSidering the sample. results, their sources
and ,possible bauSea for .deviationSJ, the-most- atiStactorY
interpretation, seems to he (4 th4t completion rates may be
higher overall than indicated by the 100 percent sample,
-(2) that completion rates have dropped as the course_' length
has Increased, and ,(8) that tulltime students hate higher
completion rates ihanr,part-tiihe. atudents-..

Whether br not this aoSessment of completion rates for-
day and evening programs is .correct. there are .two factors,,
_possibly ,working, in -oppoSite directions-, that -influence
completion. One is the aourS0 lengthywhich, is inversely
related to the student completion rate;- thus we could expect
the relative frequency- of compIetiOna in the 16-week full?
tithe program to 1pe _greater than= in the 50 -week' part,tite
program. _Bdt differences- in. student ,aharacteristida between'
full -time and part-time student$ Could. offset t ofhe effect o
the differende in course length if the- part7time student were
more persevering, intelligent,- or enrolled -ini easier courses-5,
than the day ;Students. ,Unfortunately we have no objective
indidations of their aptitddes-Or abilities=, much 100 their
motivation. A, useful distinction, lwdever, and .one that may
reflect capability and motivation differences' among_ students
is that made between studentS attending, ETI with public- aid

-assistance and thoSe without- aid.. In, past years atudents were
responsible for paying their own tuition, insuring to: some-
extent that only highly motivated students attended. With the
adwerit of the day -prbgram and public aid students it was
tnought that the aid students might, cause a-deterioration of
commitment and interest among the student body: ETI main-
tained an "open door" policy for Public dici Students,_ aaceptl-,
ing_ whoever the State ltploytent Ser.-vice ,,(SES) sent thein, :and:
thereby aurrendering any control it might haVe over .atudent-
input. ETI was susceptible to whateVer detrimental influence.
the aid students might introduce.

The first class of aid- students- sutfered the Same- short-
doting evidenced, and' docuMented in other schools --the self-
fulfilling- :prophecy. The firSt class= was part of the U.S.
Office ,of' Education demonstration :project, in 1970 which-provided
training for ClasS-sized groups of students-under the Manpower
beVeloPmt:ht Training Program. Students = .and teachers knew that



the class was composed of disadvantaged public aid recipients
and consequently. both groups' expectationS and subsequent
performances were inferior to those normally established by
the school and its students.

To, avoid pre-set, failure conditions:, subsequent public
aid 'students were received- on an individual referral basis
from SES and were mixed into regular classes. Since that first

ETI has enrolled. 144 public aid students in 1971 and
1972. Available information, indicates that the publid aid
Students performed 'better than non- aid students as measured by
completion rates and their subsequent employment dispoSitions.

Of the 144 aid students attending ETI in 1971 and 1972,
66.7 percent graduated', compared to only 53,3 percent of the
non-aid studetitS (see Table 23). Part of the disparity is due
to the difference between ful- and part -time training but even
when comparison is restricted' to the full-time program (in
which- all 'aid students attend) the non-aid completion rate
rises to only .58.8 percent, still considerably lower than- the
rate for public aid students. An often cited explanation fOr

TABLE

COURSE COMPLETION RATES FOR PUBLIC AID AND NON-AID
STUDENTS FOR ETI, 1971 AND 1972

Aid Students
Non-Aid
Students Total

Full Time Enrollments 144 226
Students Completions 96 133 229

enmpletion % -66.7 58.8 61.9

Part Tithe Enrollments 232. 232
Students Completions -- 111 111

:Completion % 41;8 47.-8

Total EnrollmentS 144 458 602
Students Completions- 96 244 340

Completion %. 66.7 53.3 56.5

the high retention rate among government subsidized -student* is
the Incentive to continue receiving subsistence allowances: If

1
Enrollment in different courses could also be an ex-

planation for differing rates of completion, but the data show
that the distribution of students among courses was similar in
both groups. Of the 144 aid students, 56 percent enrolled in
TV, 34 percent in HC, 1 percent in ES, and 8 percent in ET.
For the non-aid students, the distribution among the same
courses was 53, 37, 7, and 3 Percent.
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this were the Sole, purpose for maintaining their attendance
then the, objectives for wti ich- the 'aid progranis, were established
would hardly be justifiedi- however, data on subSequent eMplOY-
-Merit -activities ,of the graduates do: not support the notion of
unusual, "paSSiVe- -sohOol' attendance"' among -aid students.

Assuming that gainful employment is the primary goal
of the _goVetnMent agency in, referring individuals- to ETI- and
of the students in attending school; -employment Success. of
graduates is '_used, as a measure of the effectiveness of the
training 134rogtain., -Table 24, gives the employment , disposition
Of-,students ,reCently-_graduated from the day prograM.J- 'Be Cause
the sample, is so -small, tiO iMportande can be, -attached to small
differences in -percentage, and because the number of cases for
which we -have-no- -definite' in_ fotmation is, a _considerable ,per-
centage-of 'the total number, of .cases, the percentages in other
categories could range, widelyif -an accurate disposition were
detertined for all persons.. NevertheleSS, of the aid students,
30 ,percent were reported as having received employment Upon
-graduation;. Perdent of the non -aid graduates 'received
emprOyinent. The difference -is slight and could be the result
of repOrting prodedures or of 'differerit methods used to ob.7
taiti emploYment. Aid-stUdentS receive -assiStance ftOin the
school and- -from the -State 'Employment Service, ,joint -Service
which -may result iri_gteater placement effort: for -aid students
than for ,non -aid StudentS. In addition,- the fact that 4 per-
dent of aid students and 8 percent ,of the non -aid students (1-ids
not want employment -assistance could be interpreted to mean
that: (a) they ha& already -fOund or 'expected to find employment
on their own, or =(b) they were not seeking employMent. If
-(a), is correct then both groups -do nearly-equally _well in -ob-
taining employment. The fairly largejerdentage of Students-
for whom information is not available precludes condlusivelY

1'Data for evening students is of no consequence be-
cause nearly all of them are already employed.

2Information on employment status of students obtained
from the' school's 1973 Self-Evaluation Report indicates higher
employment, rates than we observed from the sampled attendance
cards. Again, as with the data on completion rates, student's
status may not always be entered on the card, especially if
the school obtains the information after the student has left
the school. The table below shows that only 12.4 percent of
the graduates were not working or may not have found work.
ConSideting the large percentage of students for which inform-
ation is not available in Table 24 it is quite possible that
if these students did find employment the percentage in our
sample of students working- would be nearly the same as the
figures reported in the School's report. In another survey
although the number of responding institutions was very small,



TABLE, 24

EMPLOYMENT DISPOSITION OF DAY STUDENTS GRADUATING
FROM 1971 THROUGH, APRIL 1973

Studeht ,Employment
_ .DispoSition

Publi.,6 Aid Students Non-!Aid- Students
Number: Percent Nuiaber Percent

Employment Received:- 30 30.3 39 27.3

Already employed, 2 2.0 4 2.8

Does got, Want Job 4- :4-46 12 8.4
Assistance

Ineligible fer Job- 4 4.0 10 7.0-
Assistance

Unemployed- 3 2.1

Miscellaneousc 7 7.1 12 '8.4

Information not 92 62.5 6o 42.o
Available

Tbtal 99 99,9d 143 100.0

Some students receive jobs before the course- is
completed.

b
Students are ineligible if they owe the school money,

are foreigners, or finished the course but failed.

d Contains studentS continuing their schooling and thOse
entering the military.

d _
Rounding error accounts from the deviation from 100.0%.

the schools surveyed by the American Institutes for Research
also indicated that, about the same percentage (11.9) of students
de) not get employment or go on to further schooling.

Employment -Disposition of GraduateS From Five Classes
In ETI in 1972, Drawn from ETI's Self-EValuation Report,

JanUary 1973, p. if.

.

Placed Before Graduation
Within 30 Days. of Graduation
Within. (60 days of Graduation
After 60 dayS
Military
Other OccupatiOnS'
,Unemployed
linknovm

Total

93
107

Number Percentage_

11 10.5
51 48.6
17 16.2
5 4.8
3 2.9
5 4.8
6
7 g.

105 100..2



determining -whether one group of students perforMs better than
the other. But our data do indicate, contrary to some popular
_notions, that public- aid students are not necessarily perform-,
ing less well than non-aid-studeritS-.

OVERALL 'ASSESSMENT

We haye seen ETf successfidly anticipate, _and adjust to,
influstrial demand and enter a new market area, the day-time-
-pi, tram,_ without apparent deterioration in product.. But the,
final success of .a proprietary` school, as with any profit,.
motivated firm,- is measured in terms of its profits,._ -L 'Simply
increasing the number of students, by offering a- day program
does not guarantee a more successful operation. Profits
depend on the relationship betWeen revenue, a combination of
;students and tuition, and costs, with greater profits occurring,_
ceteris, paribus, by lowering unit costs or raising, revenue.
An effective- way to reduce unit costs Is to increase volume
,so that oVerhee.d costs _are spread over a larger .number Of units
as would be the case in using' the plant for More hours_ of the
day or operating claSses with a -high student - teacher ratio.
Raising, revenue-often involves incurring further costs for
such thingS as advertising, recruitment, or curricula Modifi-
cations -to attract more students Before viewing the scho011-s
rather -volatile profits it is instructive to see what changes
in budget item expenditUres and receipts underlie the sharp
changes in profitt.

Not .Surprising is the paucity of data from proprietary
schools indicating, how costs and revenues vary to determine
profits. Proprietary- schools by definitiOn are privately
owned- aridare as reluctant as any other private competitive
firm to disclose publicly their financial expenditures and
assets. Furthermore, a school simply may not have the inform-
ation. In a study of proprietary and non-proprietary schoolS
by the American Institutes for Research in the Behavioral
Sciences, the authors- indicate that they were unable to make
a financial evaluation- of the schools, '' -difficulty was
continually encountered in attempting to Gather data regarding
school finances. In fact, 38 out of the 65 participating
schools could provide -no data in this area the- data were

1
Proprietary schools- are often criticized for being

"profit-oriented," as though the phrase automatically implied
that schools behave irresponsibly by cutting corners on
services provided to the student in order to make a profit.
Yet educational accountability, something new to public school
systems, has always underlain the operations of proprietary
schools; a profit margin is a valid indication of the success
of a school in meeting the needs of both- industry and the
public.
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simply unavailable or indefinable in any consistent manner. Ili

Only through the generous cooperation of the owner of ETI do
we have financial Wormation on the school's expenditures
from 1965 to 1972.'

Since 1965 the most prominent, aspects 'of the school's
operations have been (1) the expansive but concentrated program
in wiring and soldering in the 1960's and (2) the day program
which represents a diversification of product 'and increase in
total enrollment.

In the case of the wiring,and soldering course, the
year (using a fiscal, period from June to May to coindide with
the financial data) of peak enrollment was 1966 (see Figure 5,

'American Institutes- for Research in. the Behavioral
Sciences, A Comparative Study of- Pro rietary, ind Non-Pro rietary
Vocational Training Programs 1: . I nteres ng o
note, as was shown in the introductory chapter; that financial
information on the private school industry as a whole is very
incomplete. Although each school is required by Illinois law
to file an annual aPplication, much, of the financial data re-
quested is simply not saPplied. Some schools submit state-
ments of parent corporations, which is satisfactory for the
needs of the Office of the Superintendent of Public Instruction,
but may not even mention the school in its report and of course
is useless for our purposes.

2
The data are presented in rather aggregate form and 4

few caveats should be entered concerning interpretation of the
figures,_ (The information was extracted from annual, unaudited
statements of income based on cash 'flow.) First, certain
figures have been arbitrarily :proportioned among categories of
expenditures; for example, salaries are listed in the school's
statement as a single item. Upon Consultation with the °Timer,
we have assigned 60 percent of thoseccosts to instructional
expenditures and the balance to- ,dministrative expenditures.
Second, =the costs of some activities ,cannot be properly
identified. For example, although the principal cost in re-
cruitment is the salesman's commission, there.is also some
administrative cost associated- with recruitment but no,prac-
tical way to identify what part of administrative activities
are spent on recruitment. And third, reported profits may
not always be a true reflection- of the school's profits.
Because the owner is able to establish his own salary from
year to year, he is free to withdraw Salaries of varying
amounts. If we assume that during more prosperous years he
draws more than. during less prosperous years, then reported
profits understate the actual volatility of profits. .Even
with these limitations, some interesting observations are
possible.
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p. 72). In a year. of particularly high-enrollment and student
concentration within one program, we might expect higher
revenue from the 'larger number of Students, higher instructional
costs relative to other years .as more teacher hours are needed
to provide the instruction, but lower instructional costs- .rela-
tive to total revenue because of reduced unit cost made possible
by operating at a higher student-teacher ratio through in-
-Creased volume. The figures in Tables 25 and 26 support our
expectations. Total revenue, well, above other years, is -sur-
passed in amount only by the revenue in 1972 (Table 25).

TABLE= 25

ETI REVENUE AND EXPENDITURES FROM 1965 THROUGH 1972

Year
Total

Revenues

EXPENDITURES
Recruit--
ment

Instruc-
tion_

Admini- Over-
stration Head_

Adver-
tising

1965 100.0%a 100.0% 100.0% 100.0% 100.0% 100.0%

1966- 138.4 11.5 11841 116.1 124.8. 108,0

1967- 123.1 114.9 104,9 105.2 110.9 102.5

1968- 108.3 105.6 109.9 112.3 102.1 118-.1

1969 103.9 100-.4 115.7 131. -9 105.'8 74.2

1970 117.1 136-.7 111.4 120.2 114.1 '66.4

1971 747.3 141.4 111.3 122.2 120.5 113.6

1972 193.1 173.1 160.2 160.2- 119.1 118-.4

-arThe-dtaIdr-amount for each- year (June 1 to May-31)
is deflated to 1958-dollar& and then, to prevent _specifying
actual amounts-, the figures are converted to percentages- of
the amount in 1965.

Similarly,- instructional costs were higher in 1966 than in all
years except 1972, and yet instructional costs as a percentage
of total revenue were lower in 1966 than in most other years
(Table 26).



-TABLE 26

DISTRIBUTION OF ETI EXPENDITURES AS PERCENTAGES
OF TOTAL REVENUE,. 1965 THROUGH 1972

Year Recruit-
ment

Instruc-
tion.

Admini- Over-
stratton head

AdVer-
tising

Profit,

1965 14.8a 42.4 27.2 11.5 7.4 4.1

1966 12.5 36.2 22.9 10.4 5.8 17.9

1967 13.8 36.2 23.3 10.4 6.2 16.3

1968 14.4 43.0 28.3 10.8 8.1 3.3

1969 14.3 47.2 34.6 11.7 5.3 -7.8

1970 17.2 40.4 28.0 11.2 5.1 3.3-

1971 17.8 40.3 28.4 11.8 7.2 2.5

1972 13.2 35.2 22.6 7.1 4:5 22.2

aHorizontai summations of percentages do not equal
100.0 because of (1) double counting advertisement as both
a separate entity and. an element of recruitment and
(2) rounding percentages.

Assessing the outcome of offering the day program
requires examining the expenditures and revenue associated
with that program. The school diversified_its product line
as an attempt to attract more students and consequently more
revenue, but the diversification itself involves higher costs,
some of them start-up costs. For example, the school owner,
anticipating that the day student would have a greater need
for financial assistance,, sought to become eligible for-govern-
ment student loan programs. While participation may eventually
insure revenue to the school via greater student enrollment,
there are costs- attached to participating in these programs.
One of the common problems initially faced by a proprietary
school is the cost of applying, which involves submitting
lengthy application forms and a certified audit which costs
several thousand dollars. Unless the school expects to attract
a number of students through participation in the program
initial costs may be prohibitive. For example, the process of
becoming an eligible lender under the Federally Insured Student
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Loan (FISL) program is illustrative. Accompanying the detailed
application form must be a certified audit which may cost up
to $5,000 for a medium-sized school. If the application is
approved, then the school's credit limit is established by the
FISL program, based on such things as the- school's size and
whether it is a new member, and FISL also sets the ceiling on
the interest rate that the lender institution can charge. If
interest rates go above- FISL rates, then the lender may pay
the difference itself, or decline participation. Thus, to get,
say, a $30,000 line of credit a school such as ETI may have to
spend up to 20 percent of that amount to apply and participate
in the program. Similar problems are encountered in partici-
pating in the federal Manpower Training program.

The net result is that marketing a new product in-
volves not only increased instructional costs and typical
overhead costs, but also unique costs associated with entering
a particular market. Making the new product sufficiently
attractive to the potential students who would be attending
the day program required that ETI be eligible to receive
government aid students and be able to service non-aid students
with need for financial assistance. The decision to offer- a
new product, thereby enlarging the school's market, involves
careful weighing of costs and benefits to the school.

With the onset of the day program in 1971, one would
expect many of the school's costs to rise relative to earlier
years, especially those costs associated with offering a new
product and with attracting new students, such as administrative,
recruitment, and advertising costs. But if the school is
successful in increasing its enrollment, as it has been, then
some costs should decline as a percentage of total revenue,
particularly overhead costs. The major item of overhead costs
is rent, which is relatively constant regardless of whether
the facilities are used a few hours each evening or all day..

Table 25 shows that most costs did increase in 1972
relative to the previous year, especially recruitment (+23%),
instruction (+4%), and administration (+31%). Revenue was
nearly twice what it was in 1965, but, curiously enough, nearly
the same in 1971, the first year of the day program, as in
1970. Part of the explanation for the flat revenue in 1971 is
that, although the day program was introduced in 1971, much
of the increase in revenue in calendar year 1971 is reflected
in the 1972 revenue figure because the fiscal reporting year
begins in June 1971.- Furthermore, the nearly 50 percent
increase in tuition in the beginning of 1971, which accounts
for some of the revenue increase in 1972, also helped to keep
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revenue up in 1971 by partially decline
in. = enrollments throughout that yar.

During the 1965-1972 period, 1969 was the only year the
school had a deficit and it appears that the causes were a
slight. decline in revenue resulting from a reduction in the
number of students(see Figure 6 and footnote 1, p. 99) and
increases in instructional and administrative costs. Actually
these increases are probably the result of a 11 percent in-
crease in salaries for instructors and staff and a one-time
increase to the school's officer. The reduction in instruc-
tional and administrative costs in the following year (1970),

is not the result of reducing salaries, but the consequence of
reducing the compensation to the officer. (Because instructional
salaries are computed as a percentage of salary amounts, a
reduction in the officer's pay is reflected in instructional
costs.) It is also interesting to note that expenses for
advertisement (Table 25) are probably the most variable costs
since it is the item most curtailed in the deficit year. And
recruitment costs, paralleling the number of commissions made
by salesmen for recruiting students, are expected to decline

with enrollment.

1
Enrollment figures for 1970 and 1971 may contain

sampling errors. .School enrollment tallies indicate that
there was a slight drop in students in 1971, but not as severe
a drop as our sample suggests. The estimates- we-obtained
(fram a 20 percent sample) for the years from 1965 to 1972 for
the TV, HC, ES, and ET courses are as follows:

1965 1966 1967 1968 1969- 1970 1971 1972

135- 230 115 165- 150 385 165 345

Information oampiled on a different basis by the school
is difficult to interpret in our context because the students
were tallied by student status ("drop-out, " "no- start," or

graduates):by year. For example, referring to the- table below
that contains the school information of students' status, if,
of three students who enroll in 1970, one never starts, another
quits in 1971, and the third graduates in 1972, eacil student
would -be tallied in a different year although all three began

in 1970.

Status_ 1970 1971 1972

"no- starts" 132 103 135

"drop-outs" 33 34 28

graduates 180 153 211
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When we combine the costs and revenues of ETI and
evaluate the profitability of the school's operations, Table
27 shows that 1966 and 1972, the two years coinciding with the
school's greatest concentration of students within a curriculu
and expansion of enrollments, were the school's most profitable
years. More striking is the great variation in profits.
Profits in 1966 were over 6 times as great as in 1965, and from
1971 to 1972 there was nearly a 15-fold increase. Perhaps such
volatility of profits is a capsular commentary on the sensitive
role that proprietary schools fill in responding to continuously
changing market and technological conditions.

TABLE 27

ETI REVENUE AND PROFIT FROM 1965 THROUGH 1972
(COMPUTED AS IN TABLE 25)

Year Revenue ProfitS-

1965 100.0 100.0

1966 138.4 602.6
1967 123.1 486.8
1968 108.3 89.5
1969 103.9 -197.4
1970 117.1 94.7
1971 117.3 71.1
1972 193.1 1042.1
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CHAPTER IT

THE -COSMETOLOGY SCHOOL INDUSTRY

This chapter, composed of three sections, examines
cosmetology schools in the Chicago SMSA as an _economic entity.
Section I is a short general description of the industry and
its students. Section II examines the industry throUgh
longitudinal data, focusing on three facets of the industry;
the factors of demand for training, particularly the influ-
ence of the unemployment rate and foregone earnings; supply
adjustment through changes in the number of schools; and the
relation of non-proprietarY cosmetology schools to proprietary
cosmetology schools. An examination of variations, particu-
larly price variation, within the cosmetology industry, using
cross-sectional data, constitutes- Section III.

SECTION I: A General Description

Cobmstology in Illinois

Cosmetology in Illinois is a licensed occupation.
The prospective cosmetologist must pass a written and a,
practical state-administered examination to receive her-L
license for a nominal fee. A prerequisite for sitting for a
state examination is either successful completion of a state
approved course in beauty culture that meets state standards
governing the curriculum, or completion of an apprenticeship
program. Licenses must be renewed annually for continued
eligibility to practice. A person wanting to return to
practice after allowing her- license to expire for five or
More years must take the state examination again. Up to
that time, back payment of the annual license fees is suf-
ficient to obtain a current license.- Consequently, many
women, deciding to quit but thinking they may wish to return
to practice, continue to renew their licenses rather than
incur the greater burden of re-passing the examination. An

1
Men occasionally enter cosmetology, but the vast

majority (90 percent or more) of cosmetologists are women.

101

11 5



indication of the proportion of licensed to practicing
cosmetologists is given by the fact that in 1969-70 there
were 78,464 renewals issued, although the U.S. = Census re-
ported only 23,089 females in Illinois with earnings in 1969
as cosmetologists.?

Entry into the occupation is generally limited to
those who pass through the proprietary beauty schools. Of
the 7,300 students in Illinois entering cosmetology training
in 1972, about 7 percent enrolled in cosmetology programs in
community colleges or public high schools, and a smaller
percent began an apprentices4p. Approkimately 90 percent
attended proprietary schools.D

The Cosmetology School

Table 28 shows that ,in 1966 there were 2477 beauty
culture schools in the U.S. and that 6.1 Percent of them
were in Illinois. In January, 1973 of 159 beauty culture
schools in Illinois, 56 percent were located in the Chicago
SMSA which contains 62 percenp of the State's population of
females over:17 years of age.--)

Tuition rates in private cosmetology Schools in the
Chicago area during the summer of 1973 were as low as $200
and as high as $1300, but 67 percent of the schools charged
between $400 and $700. Revenue of cosmetology schools from
educational programs is often supplemented from. sales of
cosmetic supplies and by business brought in by regular
partrons. Unlike many other types of vocational schools,
cosmetology schools do not overlap into other areas of
training with the possible exception of a few schools that
incorporate personality development or personal fashion into
their programs.

1
"Examining Committees and Licensing Statistics,"

(Illinois Department of Registration and Education. Spring-
field, Ill., n.d.

2
U.S. Department of Commerce, Bureau of the Census,

1970. PC- (1) -D15 Illinois, p. 1114.

3"Examining Committees and Licensing Statistics,"
OD. cit.

it

'Computed from the daily enrollment Sheet8., Beauty
Culture SectiOn, Illinois Department-of Registration-and
Education.

5
Bureau of the Census, 1970. PC(1)-D15 Illinois,

table 143.
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TABLE -28

NUMBER OF COSMETOLOGY SCHOOLS, STUDENTS,
AND PRACTICING COSMETOLOGISTS

Cosmetology Practicihg
Schools Students Cosmetologists

Illinois 151a 7,550 23,089c

U. S . 25477d 272,470e 253400f

Patio 6.1 2.8 9.1g
(Ill./U.S.)
percentage

NoteS:
The figure is weighted' by the .monthly, number of

schoolS, which ranged from -146 to 158. Source: CoMputect
from the Illinois Department,of Registration and Education
recordb 1966.

tActual number of students enrolling in cosmetology
training in 1966. Source: COmputed frOM Illinois Department
of Registration and Edudation records.

FetaleS with earnings in 1969 as cosmetologists4
SbUrce: Census, ?QM-p15 Illinois,. 1970-i_p. 11144

ds
ource: BelitSky.,- A. Harvey. Private_VOcational

Schoolsand' Their StUdentS. (Cambridge, Schenkman:
Publishing Company,-Inc3:1969A, p. 9, table 2-1.-

-e
Data are for 1966. The basis for reporting students

is not given. Source:_ -Beiitsky, p. 9.

f
Number of employees in-beauty shops:, March 19684

Source: IhiPloymerit_and- Earnings, 16-no. 1(July 1969): 21.

gThe ratio of practicing cosmetologists is biased up-
wards because of the exclusion from the U.S. figure of those
beauticians who may work in their homes.

n.b. The number of students in cosmetology in the
U.S. is probably overestimated. It is unlikely that the number
of students is reater than the number of practicing beauticians.
In fact, in 1966, the year the Illinois students were counted,
there were only 226,100 practicing beauticians in the U.S.,
indicating an even greater ratio between the number of students
and practicing cosmetologists. Source: same as (f) above. A
ratio, computed from the Illinois data, of the number of prac-
ticing cosmetologists to the number of students, applied to the
national estimate would- reduce the estimate of the number of
students to less than one-third of the reported 272,470.



The CoStetolOgi6t,and-Student
_ .

Cosmetology has a high turnover rate. Table 1 shows
that Illinois has one cosmetology student for every three
,practicingcosmetologists. The figures for the nation (al-
though questionable in accurady, see note to Table 1.)
indicate the magnitude of turnovers to be even greater than
the ratio for Illinois.

The age diStribUtion of cosmetologists is bimodal,
similar to the age distribution for all Women in the labor
force, with the larger group aged 20 to 24 and the secondary
group aged 35 to 54. Current averagelincome for full-time
beauticians is $125 to $150 pe week.

Of,a hypothetical hundred newly enrolled students in
beauty- culture, 70 are likely to be teenagers, 25 to be work-
ing girls slightly older, and 5 to be middle-aged. Of the
teenagers, about half complete their training, but within &
year after graduatioh only a few will still be practicing.
Among the older women, the completion rate's are higher and
more of them continue in their work. Overall, 60 to 95 of
the original 100 matriculants drop out or leave the occuPA-
tion Within a year from the scheduled date of completion.'

Completion of the course normally takes one year,
and students are generally free to enroll at any time. The
-shortest time necessary for completion is nine months of
full time attendance; some take two and even three years on
a part time basis. Because many of 'the 1500 hours con_ sist
of practical work that can be done throughout the day the
curriculum is adaptable to an individual's personal Schedule.

1
The Census reports a figure of 0,044 for average

annual earnings of cosmetologists with earnings in 1969.
Earnings of $150 a week give an annual figure of $7,500.
The discrepancy may be due to (1) an increase of wages since
1969, and (2) unreported income in earnings and tips. If
tips were excluded in reported earnings, than earnings
should- be adjusted upwards by approximately 25 percent,
bringing the annual figure reported by the census more in
line with the income estimated by school owners.

2_
Information in this paragraph is from personal

conversations with Mrs.- Tilly Carlson of New Image Academy
of Beauty Culture and Mr. Sam Greco of Vogue Academy of
Beauty Culture.
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SECTION II: -Latitudinal Analysis
Introduction

The vocational_ proprietary school is an independent,
ptpfit,motivated school with a primary ,goal of training people
for emplOymerit in a partidular vocation. In economic terms,.
the school is an individual firth selling a -produot in a market.
To stay in business-it must operate under _the economic con--
-straints imposed by supply and demand conditions.. -Supply of
opportunities to receive training in the schoolS. function
of expected. profits which are -based -upon expected costs and
expected demand. Expected demand IS 'a function of actual
demand in some past period, current prides,. and income.
Actual demand, for ,the services of ,proprietary Schools- depends
-on_ costs and benefits,' ,such- tuition, fOregone incarne, un-
eraploYinent, and fUtUre wages, of training in prdprietary-
schools and in alternative programs-.

The prospective -student views vocational training, as
-an intermediate step in acquiring satisfactory employtent..
-He attends a proprietary school to learn- skill- which will,
enhance- his "value" in the labor market. Therefore,. demand
for a school's product will depend upon conditions .4-1, the
,labor market :as- perceived by _the prdSpective student:

Supply response -occurs throUgh (1) changes. in Site
of schobls, and (2) chariges in the numb_ er of schOOIs; the
particular form that supply _adjustmerit takes_ dePends _upon the
competitiveness Of the industry. In a purely competitive
market, all schools operate at an Optimal-size anzt.supPly--
adjustments are -made through the opening -and closing of
-Marginal firms -(schools) . No market is ,perfectly- -competitive;
however, the adaptability' of the number- of schools in the
industry to changes in -demand may give an indication -of hoW
easily marginal -firms- enter and leave the market.,,a, cOnditiOn
that implies, ceteris paribus, a competitive market.
Demand for Training

Analyses of demand for schooling in terms of fluctu-
ations in labor market conditionsunemployment and wage
levels--are few. Three studies have examined the impact of
cyclical unemployment on enrollment rates in public schools.
The first study in 1965 by Beverly Duncan shows consistently,
although not with statistical significance, that "over the
last sixty years fluctuations about the long-term trend toward
rising educational attainment for males have coincided with
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changes in the job market,"
1
i.e., when jobs are scarce,

students defer leaving school, but when the employment level
is low the drop-out rate increases. Robert M. Fearn, using
cross - sectional data, also shows that public school enrollment
ratesjor teenagers are positively related to the unemployment
rate. `' Linda Nasif Edwards in the other study, using time
series data, finds that the relationship between unemployment
and school enrollment for boys is significantly positive, but
negative (and not significant) for girls. Her explanation for
this difference is that home productivity sets a floor to
declining opportunity costs for teenaged girls in the down-
ward phase of the cycle, and therefore the opportunity costs
for teenaged girls vary less over tip cycle than do the
opportunity costs of teenaged boys.-)

The different enrollment response of the sexes to the
level of unemployment may also reflect a different perception
of the objective schooling. Among middle class families,
college attendance increased for sons during periods of rising
or high unemployment but declined for daughters. The negative
relationship for daughters is attributed to a parental income
effect. Parents may tend to view education for their daughters
more as a consumption item and therefore during times of high
unemployment (and presumably lower income) educational spending
is reduced. Education for the sons, however, appears more as
an investment and during periods of high unemployment, fore-
gone earnings decline, making it less expensive for a person
expecting to enter employment to attend school. We know of
no study of this type that deals with vocational proprietary
training, and the differences between schooling and training
maybe too large to allow ex.krapolation of earlier results to
proprietary school training. However, the hypothesis explored
here is that the demand among women for training (as determined
in the cosmetology field) is responsive to the same economic

1
Beverly Duncan, "Dropouts and the Unemployed, "JPE,

April 1965, p. 133.

?Robert M. Fearn,"Labor Force and School Participation
of Teenagers," Ph.D. dissertation, University of Chicago, June
1968, p. 78.

3
Linda Nasif Edwards, "School Retention of Teenage

Males and Females Over the Business Cycle," mimeo, p. 1.

4
Lawrence S. Olson, "Formal, Post-Secondary, Vocational

School Training: A Preliminary Study," mimeo, 19 November
1973, p. 27.
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considerations facing men; that is, we expect demand to be
positively-reiated to unemployment and negatively related to
foregone earnings.

This analysis will also attempt to,Meature the impact
of the federal minimum wage on demand for cosmetology training.
The propotition- is that an effective minimum wage will- depress
the demand for training. As-the legitlated Wage rises_ (raising
the piay -of- unskilled Iabor). the- incentive (the increase Ih
expected returns to the trainingover expected returns without
training)' to invest in training, decreases.- There is a contention
that there is no such thing-4s an "effective" minimum-Wage
because Of-the "ratchet effect" that a legislated wage-hike
has on -other wages. Actdally the net-effect Of legislated
mages on demandHfor training is confused by dUal effects.

Each time the minimum wage is raised, opportunity
costs-, increase for those coveted by the raise, exerting a
-downward influende on demand- for training, but conCommitantly
unemploYment rises, as fewer warker6-are hired at the higher
wage. For those people ;put out of work or unable to find work
because of the,wage increase or forced into'a more-crowded
unprotected:teCtor, opportunity, costs decrease, encouraging
enrollment. Bedause of this relationship between foregone
earnings and unemployment; both variables need to be Con- 1
sidere jointly in analyzing components -of- deMand fot training.

The theoretical fratework for explaining_ demand for
CosmetOlogy training is the same ae the individual decition
model elaborated in Chapter IV. Lang run equilibrium is
assumed with the-annual time series-data representing fluctu-
ations about that equilibriUm. Demand for training is-treated
as synonymous with the supply Of,individuals to an occupation. 6
Demand-for-trained perSonneI is determined in the labor-market."
Similarly, the focus is on the-students; the -school serves
simply as the mechanitm=throligh which the ttudehts flow.

1Ya?e Brozen; "The Effects of Statutory Minimum Wage
Increases- on Teen -Age Employment," Journal,of Law and Economics,_

12, no. 1 (April 1969) ; 110,

2:No further exposition of the individual decision-model
it-made here because of its explanation in Chapter IV i(see pp.%7--78.)
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A decision to make an investment in training requires
comparing expected costs- of the training with the expected
increase in benefits resulting from the additional training.
Excluding non-monetary considerations, dollar income constitutes
the primary returns, and the investment in training represents
the costs, both direct and indirect. A cosmetologist's earn-
ings commonly consist of either a certain percent of each
patron's fee or all earnings above an initial fixed amount.
In either case the cosmetologist's income depends upon the
fee (plus tips) per customer and the number of customers
served.

Direct costs are primarily tuition and supplies;
indirect costs are the earnings foregone (the product of the
foregone wage rate and the period of time over which the wage
is foregone) by pursuing cosmetology training rather than
taking employment in some alternative field. For purposes of
this analysis, cosmetology is considered a semi-skilled
occupation, and the alternative to taking training is con-
sidered employment as an unskilled laborer for which the
federal minimum wage rate approximates the wage foregone for
a person in cosmetology training.

Continuing in- a. fashion parallel to the previous
analysis of demand at ETI, the theoretical framework for
estimating determinants of demand involves a simultaneous
equations system (because of the interrelated supply and
demand components), and unavoidably the theory must also be
tested with data that have some serious shortcomings.

As with the analysis- of ETI, demand for training
(supply of students to the cosmetology schools) is a function
of the difference between the present value of expected income
with the training and present value of expected income without
the training. Components of these values can be approximated
by expected wage upon completion of training, earnings fore-
gone during training, direct costs of the training, the
probability of receiving employment and the ability to pay
for the training. The demand for cosmetologists is determined
in the market place, and the market wage will depend upnn the
relative need for cosmetology services. The level of per
capita income and the number of people seeking cosmetology
services should have a positive effect on the cosmetology wage
level,- and the fq.ow of cosmetologists into the occupation, a
negative- effect.'

1
The relation between the stock of cosmetologists and

the flow of students into training and the occupation requires
some explanation. If demand for cosmetology services is con-
stant and the market is in equilibrium, the flow of students
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- One of the most serious shortcomings of the data
available for analyzing demand is the proxy wage variable used
for aosiiietOlogists, wages. Annual salary data do not exist
to the writer's knowledge. In- lieu of- actual wage date, the
cost of personal care services (cosmetology services, barber-
ing,. and bath services ), deflated by the consumer price incleX
is - used as an indicator .'f the- wage of cosmetblogitts.

Aside from the questionable: validity of the wage
Variable for cosmetologists, the data for the wage variables
-(wage of the cosmetologist, and wage of individdals not taking
the training) represent differqdtpoints on the earnings stream
lorofiies than the wage variables used in the analysis Of ETI.
-Using an average Career wage as a proxy for -449 present value
of earnings aVailable without training and- Using, an initial
wage -offered -newly trained individuals for the net preSent
value of expected- earnings, with, the training; tends tp diminish

`the real difference between the values of the twO earnings:
streams. In this analysis of cosmetologists-' .training, a
reverse t4as- may 'arise. 'The_ wage- variable, for cosmetologists
represents an intermediate, point along the earnings stream'
profile, and the wage- obtainable withoUt the. training is _rievek
any .lower than that of the wage variable. atstim4ng that the job,
is covered by minimum -wage legislation.. The wage variables-
for this- analysis, therefOre, may tend to overstate the real
importance of the wage -differences-.

into cosmetology would also be constant. When demand or
market conditions change, however, the degree to which changes
in supply occur through changes in the flow of students into
the field depends upon the responsiveness of other mechanisms
available for adjusting the stock of cosmetologists. Negative
adjustments to the change in the stock occur through retirement
(Rt). An increase in demand increases the benefits to the

beauticians and encourages fewer people to leave the occupation.
A relative increase in supply has the opposite effect. Positive
adjustments to the growth of the stock occur through the flow
of cosmetology students into the industry (M) and through
recidivism (R,), a particularly common phenomenon among members
of the female -work- Force. Thus the change in supply, 41S,
equals -M + Rc -Rt, or -M gi S + Rt - Rc. How completely a

change in supply is met by M depends upon haw sensitive Rt and Rc

are to changes in earnings potentials. If changes in stock occur
quickly and easily through Rt and Rc then the net effect is a

weaker relation between demand for training and demand for the
services of cosmetologists.
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Another unavoidable miS-specification arises froM the
lack of data for tuition costs. EOwever, omission may not be
too-serious; tuitioniaS a portion of total-cost on the average,
is aboUt 15 perdent, and,, as shown in Appendix-6, an estimate
-of ,detand'arC elaSticity of cost is less than -.3.

Thus, at this point, the supply-of individuals to the
industry (aSsuMed to-be synonyMous with demand for training)_
can be 'specified' As- some function:Of expected wages, foregone
wages (a combination of a foregone wage rate and foregone timel,inconi-e
,and unemployment! Demand for cosmetologists can be expresSed
as some function of relative expected wages Of cosmetologists,
income, population, and unemployMent. However, specificatiOn
of the structural eqdations is an additional problem-. -Not

only may the data not measure, accurately enough the parameters'
itie hope to estimate, but the correlations Among some of the
variables are so high that serious problems of multioollineatity.

- arise.

Some insight into -tale seriousness of measurement error
of the variables may be achieved: by observing the behavior of
variables under different variable and equation specifications.
For example, an ideal cost variable would be constructed as
the foregone wage rate times the length of time earnings are
foregone plus the direct cost of tuition. The data available
for foregpne wage, however, ma.y not be very accurate and by
entering it separately into the gquation we may gain some
underStdnding of its importance. Similarly, the length of
training is not strictly a, cost variable; it maybe also a
measure of quality. Other things equal, an employer may prefer
someone with more training to someone with less. One could
argue that the- value of the longer course will be reflected in
wages, but that assumes a perfectly flexible and responsive
economy. If the impact of the length of course is fully re-
flected in the wage then the course length variable should

1
If tuition is $550 and foregone earnings are $3000

(1500 hours times $2.00), tuition would be 15.5 percent of
total monetary costs.

2
Dividing a variable into various= components and enter-

ing them separately constitutes a mis-specification in that
the effects of the variables are assumed to be additive whereas
they were assumed to be multiplicative initially. ficmever,
there may be some trade-off between mis-specification and multi-
collinearity in achieving empirical resolution. Although the
former is potentially a more serious problem, both conaepts are
relative, and in this case the former may not be as severe a
problem as the latter.
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explain nothing. if it were to =-have, for instance, a negative
coefficient, it would indicate that the longer course raises
costs more than returns.

Trying to estimate certain parameters using different
variable specifications is one approach that may reduce the
problem ofrulticollinearity. Table 29 gives the :zero -order
correlation matrix and shows that many ,of the variables-have
correlatiens of .8 and .9 and higher. Population and income
are so highly correlated that they approximate an identity.
To eliminate some of the collinearity a conventional specifi-
cation of relative wages is used, i.e. -, W/FW. Also because
of the near identity betweenl)opulation and income, P is de-
leted, the structural equations belOw allow coefficient
estimation by ordinary least squares (OLS), 'two-stage least
squares (2SLS), and indirect least squares (ILS) which provide
some basis forichecking the severity of mis-specifinations in-
the equations.

(1) M--.4 0/.. %digs", 4.4.4 * X3N3 t.,
and (2) NO 15* ttit.104ok t VC1 it 4 t

where,

the number sitting for the staAe licensing
examination for the first time

the wage of cosmetologists (personal care
services costs) deflated by the consumer price
index

FT .-the_foregone_wage (federal minimum wage-rate)
deflated-by-the consumer pride index

-duration of foregone earnings (number of hotirS
required to complete training),

tr-. the unemployment rate _fOr women _16 to 19 year8 of
age in the U.S.

-i
Appendix 8 for some alternative specifications

and estimating procedures.

2
The preferred measure of demand for cosmetology train-

ing is the annual number of school entrants. For a_ n explanation
of the relation between M and the number of school entrants
see Appendix 6.
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TABLE 29

ZERO-ORDER CORRELATION MATRIX OF VARIABLES USED IN EqUATIONS
OF DEMAND FOR COSMETOLOGY TRAINING

W FT FW U Y P W/FW

FT

FW

Y

w/rw

W/FTFW

.65

.21

.72

.84

.57

.56

-.04

-.25

.81

.83

.76

.96

.97

.38

-.64

.69

.38

.89

.89

.28

-.87

.73

.86

.83

-.20
-.81

.68

.69

.12

-.35

.99

.27

-.78

.31

-.76 .22

= matriculants for cosmetology training

cosmetology wages

foregone time in training

foregone wage rate

unemployment rate

personal income

population

W =

FT =

FW =

U =

Y =

P =

For a more complete definition- of the variables see
p. 111 and p. 1.13.
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Y = per capita disposable personal income in
the U.S. deflated by the consumer price index

P = the female population 16 years old or Older
in, Illinois

e
m

5e
w

.error_ terms

and where4,14 ands 5 are expected' to be >
0. and

Na.
are expected to be (0.

'S

The estimated coefficients ofithe various least
sqUares regressions appear in Table 29A. The results support
the hyPothesited relationships although we cannot be -very con-
fident abOut the estimates. Relative dOsthAtOIOgy wages are
positively related to demand for trainirig5C and the federal
minimum wage is inversely related to- demand._

The coeffidient8 for bOth foregone tinie in training
and the unemployment rate- are positive althOugh considerably
stronger in the indirect least -squares estimate than in the
tWo=stage least squares. T-valueS tompUted fOr cOefficieritS
derived' from the 2SLS tpchhique, hoWeVer, are reduced by dor-;
relatiOn among indepencr it variables, and furthermore5
cbtreiaticin5 which ,doeS -Ito; bias coefficient estimates but
does innate computed t-VallieS5 maybe significant. The
Durbin-4atson statistic indicates- either that there is auto-
correlation or that it is indeterminate depending upon whether
the 1 percent or 5 percent level of significande is used.

In sum, while several of the determinants of demand
for training have been Identified and their impact estimated,
data limitations seriously curtail the degree of confidence
We have in the estimates.-

1The data matrix for the variables appears in
Appendix 7.-

2The negative coefficient for W/FW in the ordinary
least squares estimate is not an appropriate estimate of the
effect of the relative w,.ge because of the bias arising from
the interdependence of W/FW and the error term in the supply
equation.
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TABLE 29A

REGRESSIONS OF DEMAND FOR COSMETOLOGY TRAINING

Variable
Estimated
Coeffidieht

Ordinary Least Squares

t- Estimated
Statistic CoefficientCoefficient Statistic

M

W/FW

FT

Y

Constant

R
2

Durbin-Watson
statistic

Dependent
Variable

-23.4

-.683

516

-23.8

.73

1.35

-1.02

-0.67

6.96

-0.01

-.264E-2 -1.26

dep. var

.947

.096

79.9

.15

.85

0.69

1.18
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TABLE 229A -- Continued

2-Stage. Least_SquareS

Estimated
COefficieht

t-
Statistic

Estimated
Coefficient

t-
statistic

dep .var - .112E -2 -0.29

1300 0.17 dep .var

-15.9 -0.18

4-46 0.42 .203 0.09

.o96 1.17

-117,000 -0.18 84.1 5.06

-- .13

.67 .75
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TABLE 29A--Continued

Variable

Indirect Least Squares

Estimated
Coefficient

t-
Statistic.

Estimated
Coefficient

t-
Statistic

dep.-var.

W/FW dep.imr.

FT -6.46 -2.80 .727E-2 _0.28

288 2.63 -.121 -0.10

Y 50.7 2,58 .039

-COnstant -3120 -2.76 87.6 6.84

R2 .79 .08

Durbin-Watson
statistic

.82 .70
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SUPPlY_AdjustMent_in the
Cosmetology_Training:Industry

Supply adjustments in a market occur through- (i)- changes
in number of firms (schools)-1 -caul:4* changes in size of
firms. Given &competitive industry, the shape of the firms'
cost curves and the 4Ze of the unit of prOductioh determine
the means by which an_adjustment will occur:. If -each "school
has -a-unique Minimum point on its long run. average cast curve,
then a 6hange in supply will.generally occur-through changes
in the number of firm. If the typical unit-of production
is large relative to the total industry, the adjuStment path
will be "sawtoothed." Increased demand-Will lead to temporary
excessive profits for existing firths while they eXpand output:
Only when aggregate demand has increased sufficiently to
JuStify entry of -another firm- will equilibrium= be r_eStored.
MOreover, if the long, run .cost curve of a firth had an ex-
tensive region over which 'average costs remained conttaritl.
Supply adjUstMent would- occur predoMinantly through.adjust-
mentain firm size. In tharketS generally shOw
varying degreeS.of both fOrths of supply adjustments, but-
the facility of the number of Schools to change-with'
OhangeS in demand is indicatiVe of =high diviSibilitSi in Units_
-of production which suggests low- entry costs -- characteristic
of a competitive enVitonment.

Our purpose in this section is to see 116W responsive
the industry in -terms of supply adjustments occurring
through changes in the number of schools; to changes in-demand
for training.

Two avenues of approach_areavailablel, given data_ on
the number of schoolS and their StudentS. One is- to examine
the relationship between number of-bcho018-and .number of
students. _Our expectation is that changes in the number of
zchooIs will be quite respOnsiVe to changes in demand-. Enter-
ing and leaVing the cosmetology school induStry is accomplished
easily and inexpensively: changing a shop to a school re-
-quires a_small amount of additional training, and the -major
expenses,_ overhead cOsts, are the same. The speed with which
schoolS leave-the industry_may-not be as rapid- as that with
which schools enter because of auxiliary income accruing to-
schooiS from such things as cosmetic sales and regular
patrOnS, services which may carry a school through a buSiness
-slbwdown.

The supply adjustment process, however, is not
mechanistic or simultaneous. Supply decisions, decisions to
open or close a school, are based on- expected- demand for a
particular period, and expected demand is- often= derived from
past demand. The longer the lead time necessary to open or
close a firm, the greater influence earlier periods should
have on supply decisions. Because lead time for cosmetology
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schools is minimal, it is questionable, whether demand in
more than the present year and immediately past year exerts
an influence an supply decisi6ns. If this line of reasoning
is correct we can expect changes in number of schools to
parallel changes in demand.

A regression of tee number of schools
1

on demand (i. -e.,

the number of "graduates" - -those sitting for the state exam-
ination for the first time) shows that the numb_er of schools
is .pasiively and significantly related to the level of
demand,; i but the validity of these results is weakened by
the high degree of autocorrelation among residuals (Table 30).
The estimate of the regression_coefficient is unbiased, but
the sample variance of the coeffiCient underestimates the
true variance, the variance of residuals is understated, and
the significance levels of t-statistics are no longer correct.
(For a fuller explanation see Johnson, Econometric Methods,
p. 246.) The cause of this autocorrelation may' be that the
observations after 1966 constitute a cluster located above
the other observations.

1
Data are the number of proprietary cosmetology

schools listed in the classified ads section of annual tele-
phone directories for the Chicago area fram 1950 to 1972.

2The number of graduates in 1967 and afterwardS are
adjusted upwards (by 66.8/56.7--the ratio of average completion
rates before and after 1966) to account for the drop in-
completion rate caused by the lengthened course. In the
demand analysis this adjustment was unnecessary because we
were measuring demand as the number of people finishing the
-ourSe, and the impact on demand of the longer ,course was
included in foregone earnings. In this analysis we are con-
cerned not so much with the number of graduates as with, the

volume of students in training. Although we do not know the
actual volume, we assume that the number of graduates
(adjusted for completion rates) bears a reasonably constant
relation to the number of matriculations. Post-1966 figures
are made consistent with pre-1966 figures by computing the
number of graduates that would have graduated if the completion
rate had been the same after 1966 as before.

3
The estimate of the regression coefficient contains

an upward bias. As the metropolitan area expands, a growing
proportion of the schools in the aicago SMSA probably list
themselves in the Chicago telephone directory. Comparing
the number of schools in Tables 31 and 36, one sees that, in
1963, 48 of 63 schools were listed; in 1972, 65 of 77.
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TABLE: 30

REGRESSION OF NUMBER OF SCHOOLS ,ON-DEMAND
.
(NUMBER OF GRADUATES)., 1950 THROUGH 1972

Variable

Standardized
-Regression
COefficient R

2

Demand

.purbin,Watson statistic
t-ttatistia

.479.
(2.50)-

.229

School owners and _potential Owners after 1966 perhaps
Were retponding.to something different from what they were
responding to before 1966. If school owners set current
decisiOns. based only on past and current demand there is no
reason for the jump in the number of schools from 1966 to
1967--the number of matriculants was approximately the same.
But if the increase in course length, which occurred in 1966,

carried particular significance, they May-horabeeh,enticipat--
ing a ,change in demand. The number of- schools (see Table 31)
increased .steadily thrOughodt, the- fifties and, sixties f'ollo'w

ing a downturn in the-early-fifties, but in 1967, the year
-after the lengthened program became effective, a net of nine
additional schools were operating, but the-level of matri-
culants declined'. Possibly the school owners misjudged- the
implications of the course change. The steady growth-of
demand in the 19600, capped by a. beefed-up -program may have
spelled' further expansion-of the- industry to many cosmetology
school owners. Subsequent years indicate that this,41stess-
ment_ was wrong. From the high in 1967:, the number of schools
has_ drOpped -(see-Table a readjustment fir possibly under,
estimating,theitportandt- of the increased cost of foregone
earnings- to the stddent.÷..

1
If thit explanation is correct we wonder why the

misinterpretation of lengthening the course appears te) be re-
-striated to Chicago. Table-31 shows that the 1566-1967 net
increase in the number of schools in the Chicago area was 9,
but the net indreate- in 'Illinois was only 6 -(152 tO 158)-.
Therefore there was- a_ net decrease of three schools outside
the Chidago area between 1966 and 1967. Possibly demand grew
more in_ the Chicago area than in the rest of Illinois. How-
ever, when-demand is disaggregated into Chicago and non-
Chicago areas, the number of_matricuiants in the Chicago -SMSA



TABLE 31

BEAUTY-CULTURE-SCHOOLS AND MATRICULANTS

No. of schools Demand(no. No. of Matricu-
in Chicago tele- sitting for schools in lants in

Year phone directory state exam)a Illinois Illinois

1950 3o 1561
1951 23 1054
1952 24 1025
1953 22 1040
1954 23 1236

,1955 28 1810
1956 3o 1906
1957 32 2061
1958 34 2405
1959 36 3363
1960 36 4159
1961 41 5554
1962 45 5623
1963 48 5448 120 8043
1964 49 - 5243 131 8398
1965 55 54 1 143 9429
1966 6o 6687 152 7556
1967 69 5047 158 7436
1968 68 4010 159 8102
1969 67 5092 164 7666
1970 66 5340 159 7032
1971 67 5078 16o 7307
1972 65 4709 156 7273

aFigures for 1967-1972 are adjusted for the average
completion rate attained in years prior to 1967.
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Lengthening the course may have raised the prevailing
ratio, of the number of schools to the number of students., To
test f6r this-possible shift, we enter a dummy variable with-

value "0" for the years up to 1966 and "1" afterwards. If the
relation between the number of schools and demand is the same
among_ the years before 1967 as it is after 1966, then the
estimated tegretsion coefficient for demand derive& from the
entire tiMe.series and using the dutmy variable shoUld be
lower than.the coefficient obtained without the-inclusion of
the dummy variable, and the autOcorrelation should-be
leaSeued.

TABLE-32

REGRESSION OF NUMBER OF SCHOOLS ON DEMAND AND
A Dummy VARIABLE, 1950 THROUGH 1972

Standardized
Variable Regression

Coefficient R2

=demand, .162 '

dummy variable .741
(5.27)

DUrbin-WatSon statistic = 0.632
t-statistic in parentheses

.678

drops from-5200 in 1966 to 4995 in 1967; for the rest of the-
'State there is a slight rise, from 2356.0 2441.

One other explanation might be that the.nature of a
school's location affecte the fadility of identifying a_
achoolLS potential market area._ In smaller towns it-may-be
easier td assess how many schoolS the town is able to support,.
and consequently there is less chance of misinterpreting the
effect that an event will hava on demand -for training. In a
large metropolitan_areal where it may be more difficult to
identify a potential market area, there may be more latitude
in judging_ the consequences of an event, and thus also more
chance-for error.

We might expect increased direct costs (tuition) to
accOmpany-the -longer course, but school owners generally say
that the longer course did not effect their tuition. If
thia is so, it suggests- that over this range the marginal
cost to the school-of time spent on each student -is zero.



Table 32 shows that both of these conditions are met;
however, the Durbin-Watson statistic still indicates auto-
correlation although not as- severe as without the supply
shifter. Acknowledging the serial correlation, it would be
more appropriate to examine first differences, which also
provide a finer measure of the adjustment process by explain-
ing changes in number of schools in terms of changes in
demand.

Table 33 shows that -changes in the number of schools
explain less-of the variation ,of Changes in demand than did
the number of schools explain variOion in demand. The in-
clusion of a dumMy variable for obServations after 1966
makes virtually no difference in the sign of the coefficient.

TABLE 33

REGRESSION OF THE CHANGE IN NUMBER OF SCHOOLS. ON THE
CHANGE IN DEMAND,. 1950-1972

Variables
Equation Change ill-Demand' Dummy Variable R2 Durbin-

Watson
Statistic

(1)

(2)

a = t-statistic

.468
(2.37)a

.464 -.129 .235- 1.11
(2.31) (-0.64)

.219 1.10

If we omit the observations from 1967 to 1972 as
representing deviant behavior from the normal process of ex-
trapolating expected demand from past demand, we find that the
multiple correlation coefficient increases and the autocorrela-
tion decreases- compared to the results given by the similar
regression for the entire series and is only slightly below the
values obtained when using a dummy variable. However, when
we use the changes in the number of schools and changes in
demand the results are much better than the results for the
full series, with or without the dummy variable. The full
series with or without the dummy variable explains practically
none of the variation in change in the number of schools.
The shortened series used in Table 35 shows that changes in
demand do have.a poitive and signifieant (s =.025) effect_ on
.changes in.the number.of cosmetology schools, and Durbin-
Watson statistic indicates that we cannot reject the hypothesis
of zero autocorrelation at the 1 percent level.In sum,it seems that
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barring any extraordinary change in the marketplace, supply
adjustment occurring through changes in number of schools is
sensitive to changes in demand.

'TABLE 34

REGRESSION OF NUMBER OF SCHOOLS ON DEMAND,
1950-1966

Variable

Standardized
Regression
Coefficient R2

DeAand .950
_(11.77)P.

Durbin-Watscin statistic = 0.605
a *--tfstatistic

.90

TABLE 35

REGRESSION OF THE CHANGE, IN NUMBER OF SCHOOLS
ON THE CHANGE IN DEMAND, 1950 THROUGH 1966

Variable

Standardized
Regression
Coefficient R2

change in demand .54-6
(2.44)

Durbin- Watson statistic = 1.23
a = -t-statistic in parentheses

.3o

The other approach available for evaluating the nature
of supply adjustment is to examine the changes in average size
of schools. Maintaining the same assumptions mentioned on p.117,

the
tribution of schools by -enr011ment size should- remain relatively
stable- from year to- year. If, howeVer, entry costs -are high,
an increase in supply more likely will occur through changes
in firm size -(than through_ the creation of new schools)_.
This shift in the distribution of schools_ by size will be ob-
served in enrollment _mean_ values for the- schools.
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Table 36 ihdidateS that from 1963 to 1972, the years
for which there is enrollment, data by school, the trend_ was
toward a smaller school. Aerage-enrollment per School,
detlined nearly 50 perCerit while overall :demand declined
only slightly (see Table 31) and the number of schciOls
creased by approximately 25 ,percent. According to the pro-
position regarding the supply adjustment mechanism, the
observecl slight' decline in total demand -(equated to total
supply at an equilibritiM pointl shoUld be met by a, decline
in the-nbmber of schools and a relatively-Stable Mean-site.

TABLE 36

SIZE OF COSMETOLOGY. SCHOOLS IN CHICAGO SMSA,
1963-1972

Year Mean Standard Deviation -Number

1963 83.4 93.1 63
1964 74.8 70.4 73
1965- 76.4 65.6
1966 57.2 50.4 86
1967 56.2 43.i 86
1968 61.8 48.8 851969 54.0 40.9 84
1970- 44.7 31.7 84
1971 45.5 33.0 '85
1972 47.6 34.9 77

Because determination of how well the cosmetology sector's
adjustment occurred in this manner is relative, comparison
with other schools is necessary. Although we do not have
data on another sector of schools, information presented
in one of the-micro- studies- of a school within a high entry
cost industry shows that the volatility in enrollment size
is several times that found among the cosmetology schools.
Thus the degree to which supply adjustments occur through
changes in school size may not be as extreme as the results
in Table 36 might suggest.

Proprietary- and Non-Proprietary
Cosmetology Training

Ninety _percent or more of training in cosmetology
occurs in proprietary schools; the balance is given in com-
munity colleges and public vocational high schools. There
is also a private non-profit school, and three state or,
regional schools (for instance, the Illinois School for the
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Deaf sand others for wards of the state). Ev(4n though the
analysis of demand and supply adjustment included: data for
graduates of all Schools,. the non-proprietary group of
schools is Small enoUgh not to Seriously- affect the results
of an inCluStry-Wide analysis; hoWever, there are a feW
instances -where the relationship that evolVos between a
community college and ,private cosmetology schools seems to
depend upon pOlicy established

High - schools, although they have the larger portion
of public school cOSmet6lOgy enrollment, do not occupy the
potentially competitive ..-position that community colleges do.
Some high schools Offering cotmetoiogy training provide only
a certain portion of the training; the balance is. obtained
elSewhere-. Furthermore, community colleges and proprietary
schools are, not allOwed to recruit students= out Of high
school.

The number of community .colleges offering -Cosmetology
training a_nd' enrollments- in those- schoolS appear to have
,peaked in 1970 and 1971 (see Table '37). The decline or lev4-
ing, off of cosmetology training_ in the community .colleges y
be. in part due to eVolVing-, coordination that is arising in
some communities between Public: and private: educational
institutions, but= other communities offer a sharp contrast.
Two examples illustrate the disparity that can exist between
local public, policy in two communities.

In the _Moline-qtock Island area, an agreement has_
been. redohed whereby the high _sdhOol or community college
with:students .desiring cosmetology training contracts to
private beauty culture schools for their- training. This
arrangement begah, in 1971 when the Area Vocational Center
at the United Township High School of East Moline , contracted
mith-Cele Whan Academy -of BeautY to giVe 60 students 500
houre of instruction.- The -progra.th _was continued in 1972,
and- was _joined by Blackhawk Cominunity College. Students
have several options under the joint prOgram; for instance,
a sttident May take the first 500 _hours of training while in
high -sdhool, the other 1000 hours while in college. Begin-
ning in _September 1973 -the contract was extended to include
three_ additional private schools.

Based upon 1972-1973 results at Cele-What", a larger
than average percentage of students complete training and
pasS the state licensing examination. Moreover, the cost
to the community college student is less than the tuition at
O. private school and private tuition is less than the total
cost of a program in a community college. A student pays
050 of the $665 tuition charged by Cele Whan. Blackhawk
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TABLE 37

NUMBER OF MATRICULANTS IN. ILLINOIS-gommONITy
COLLEGES, 1',UBLIC,HIGH_SCHOOLS,AND
PROPRIETARY somas; 1963-1972
peauty-caTtut-e_NhtriC41antsy

Year
Community
Colleges

Higha
Schools

ProprietarY
Schools

_

Total

1963 92(2)b 261(7) 7690(120) 8043

1964 103(2) 346(9) 7949(131) 8398

1965 166(3) 284(8) 8979(143) 9429

1966 130(4) 266(7) 7160(152) 7556

1967 123(4) 232(8) 7081(158) 7436

1968 109(4) 291(9) 7702(159) 8102

1969 105(3) 290(9) 7271(164) 7666

1970 155(4) 319(9) 6558(159) 7032

1971 146(5) 363(9) 6798(160) 7307

1972 139(5) 345(9) 6789(156) 7273

1973 97(4) 403(11) 6441(160) 6941

a
The private non-profit school and the three state or

regional schools are included in the high school tally.

The number in parentheses is the number of schools
giving cosmetology training.
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pays the balance.' By contrast, the cost for a public school
to provide such training may be $1200 & year in teachers'
salaries alone.`

An entirely different situation exists in Centralia,
a town of less than 20,000 people with three beauty culture
programs, two in proprietary cosmetology schools amd one in
the community college. In this case the community college
and the proprietary schools may duplicate services.

The private schools had been in business for several
years before Kaskaskia, the community college, began offering
its own cosmetology program in 1970-71. During 1970, 1971,
and 1972 total enrollment in those private cosmetology
schools remained Stable, declining only in 1973.D Whether
the per school enrollment woUld have increased prior to 1973
if Kaskaskia had not initiated its own program is not certain.
The community college nay draw more heavily from distant
areas than do the private Schools,_ which would allow- the
community college to cater to a population. geneially outside
the market, area of the private schools. Also, school prefer-
ences may vary 'by age. A reason given for the greater
attraction of the community college among young people is
that students prefer the social setting of a public school
with its- auxiliary services, but many older-women prefer
private schools.

1

1973.
Conversation with Miss Cele Whan on 12 September

2
Chicago Daily News, "Private Help Urged for Beauty

Students," by Thomas E. Sellers, April 13-14, 1974. Another
estimate indicates that the cost may be at least $1100.
Average first year costs per student for the least expensive
curriculum (generally business or business related which have
large enrollments and low capital overhead) in six unidenti-
fied Illinois community colleges averaged over $875. Con-
sidering that vocational courses are generally 20- to 100 per-
cent more expensive than liberal arts programs or general
business, an estimate of $1100 is a conservative estimate.
Source:- An Exploratory Analysis of Differential Program
Costs of Selected Occupational Curricula in Selected Illinois
Junior Colleges by Robert M. Tomlinson and Chester S. Rzonca.
State of Illinois, Board of Vocational Education and Rehabili-
tation, Division of Vbcational and Technical Education, Re-
search and Development Unit. January 1971.

3
Curtailment of support by government agencies (such

as welfare programs, Manpower Training, and Vocational Re-
habilitation) for training in cosmetology schools may be
partially responsible for the static or declining enrollments.
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Training studnts in a relatively short period of
time and finding employment for graduates are, in many cases,
two of the apparent advantages a proprietary school can offer
its students. Kaskaskia, however, can train a student about
as quicky as a proprietary school (a year versus nine'
months =), -L and apparently has no trouble placing its students.
With these advantages equalized the proprietary schools are
placed under particularly severe pressure by the subsidized
public programs.

The eventual outcome between the role of public and
private cosmetology schools in providing training is not
certain. If the community colleges offer very Similar train-
ing in terms of occupationally skilled graduates, training
slhedules, and learning environment, most likely the private'
schools will be forced to close. If however, more community
colleges realize that private schools can do the same job
less expensively and decide to contract with the priVate
schools or drop their programs entirely (as Triton Junior
College did in 1973); the cosmetology proprietary schools
will probably survive.

SECTION III: Cross-Sectional Analysis

Variations within the
Cosmetology School
Industry

Having examined some of the factors in the last
section that affect the proprietary cosmetology school
industry, we will look in this section within the industry
and try to explain the wide variation, especially in price,
that exists among Chicago area cosmetology schools at a
point in time.

By definition a competitive market requires a homo-
aeneous product, a product so similar that buyers are indif-
ferent aS to the firm from which they make their purchases.
A natural consequence of this condition, assuming that other
requirements of a competitive market are met, is a single
price. Given a homogeneous product, a seller can raise or
lower his price and still remain in business without becoming
philanthropic only if one of the other assumptions--perfect
knowledge among buyers and sellers as to costs and prices,

1The experience at Kaskaskia has been that given the
option of going beyond the first year of training (which
terminates with a certificate and qualifies the student to
sit for the state examination) for a second year to receive
an associate degree, none of the students do. They attend
primarily to become qualified to sit for the examination.



free mobility of resources into and out of the market, and
sufficiency of sellers and buyers (so that singly no one
affects the price)--does not hold.

In the cosmetology school industry we observe a
wide range in price, quality and size; nevertheless we
contend that the market is cOmpetitive. Our rationale is
that tL cosmetology school industry is composed of numerous
sub-markets offering different products, products differ-
entiated by quality and established in response to differ-
ences in individuals' incomes and preferences for training.
One can look at the cosmetology school industry as a network
of intermixed, competitive markets offering products that
differ from one another through differences in quality.
Within each sub-market, the product sells at one price and
all schools operate at optimal size given their product
quality. Comparing across sub-Markets we expect high quality
products to cost more than low quality products, and thus,
we_expect tuition :(price): and quality to be positively
related.

Complicating the relation may be interaction between
schoOl size and quality. quality affeots costs and cost
curves inflUence optiMai size. Also, high= quality products
plausibly require more overhead, 'more elabOrate equipment
and more specialized instruction, than is easily borne by
small schools. Thus quality and size may be positiVely
relalted, particularly at the smaller end of the size
continuum.. At the other end of the size spectrumWe May
find a reversal of the relationship. Large Schools -may not
experience further increases in edonoties of scale; manage-
ment problems may develop and instructor time per student
may fall, restating in a deterioration of quality. The net
balance of these two effects is uncertain.

Finally, there May be a relationship between tuition
and size. If size is positively related to quality, -and
quality to tuition, one expects a positive relation between
size and tuition, but economies of scale may reduce the per
unit output cost, allowing price to drop. Bedause we do
not Icnow to what extent economies of scale exist and there,
fore the price leVel associated with the optimal size, we

1Specifying
relationships between educational quality

and the factors inducing quality is an uncertain business
(particularly in light of recent research that portrays con-
ventional wisdom in this area as less certain than formerly
thought). Human input, of teachers and students, undoubtedly
is important, and with no information on either teacher or
student abilities, we may be deleting variables as important
as any of those that are included.
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have no a priori basis for predicting_ the relation between
-tuition- and. size.,

If these :stated, conditions exist within the cosme-
tology 'schobl induStry in the Chicago SMSA, we expect
tuition to -have:a..POsitiVe- relation to- quality; and quality
to.'have,a,positive relatiOri with_tize_ for lower values of
size and poSSibly a negative relation for larger values._
Ho Weyer- if any of the assumptions of pure- competition are
violated, relationships between variables may change. For
example, if 'market constraints, hinder entry -of new schools
or if inforination about schooling optiOns- is .lacking,
prices, may rise withOut an accompanying- increase in quality,_
and size may vary inversely with tuition. Because imperfec-
tions in -the.market plade. are likely; we need to be -aware-
of that possibility when analyzing the data. -Before_ 'View-
ing relationships among variables, we first examine the
eharacteriStics--of individual Variables.

Size_ of .Schools

InfOrmatimi: on the size of schools was obtained
from the records of the Beauty _CUlture -Section of the_
IlIinoig Department of Begistration=and Education;- and the
figUres refer to then b_ of -MatridUlanta, in beauty eta.,
ture schools -for 1973.-L

Table 38 shows the distribution of the =81 proprietary
cosmetology schools_ in the Chicago SMSA_ by -site; -aS of June
1973. The strong right hand skew of the distribution is
made apparent -by the mean- size of 47.6, with 50 ,percent of
the schools on average having no more_ -than 37._6 matriculants.
Also- interesting is- the rather large variance of- the diS-.
tribution, with: the standard deviation- equal to four-fifths
of the mean. -

Tuition of Schools

Two problems of measurement occur in determining
dollar cost to the student. First, a school's stated tuition
may or may not include required and/or optional items for
the course such as- books, a manikin set, and instruments of
the trade. Second, tuition levels may change from the date
for which the tuition is requested to the date the inform-
ation is recorded and also because of the common practice
among schools of offering "specials," temporarily reduced
rates lasting from one month to many months.

Hereafter, "size" refers to the number of matriculants'
in a school.
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TABLE- 38

FREQUENCY DISTRIBUTION OF COSMETOLOGY SCHOOLS BY SIZE

Enrollment
-Size,

Number Of
SchoolS

Percentage Cumulative
Percentage

'CI- 9 4 4.9 4.9
10 -19 16 19.8 24..7

20 -29 'I 13.6 38.3
30,39- 16 19.8 58.-0

40-49- 7 8.6 66.7
50-59- 6 7.4 74.1
60-69 6 7.4 81.5

7Q-79- 3 3.7 85.2
-80 -89 2 2.5 87.7
90-99_ 2 2.5 901.1

100,109 0 0- 90.1
110 -1I9 3 3.7 -93.8
120,:129 1 1.2 95.1
130-139 0 0 95.1
140,149 2 '2.5 97.5
150,-159 0 0 97.5
160 -169 0 0 97.5
170-179 2 2.5 100.0

Total 81 100.0- 100.0

mode = 19.0 mean = 47.6
median= 37.6 s.d. = 38.3

Through a short qu tionnaire mailed to the schools,
information was obtained on current tuition, additional
student expenses, the length of time the current tuition has
been in effect, and the tuition level before that time.
Schools that, did not reply were reached by telephone and in-
formation was acquired over the phone or by mailing another
questionnaire. Seventy-six of the 81 schools volunteered
the information; three schools (outside the city limits)
refused to participate; one school, open in June 1973, was
closed in November when the questionnaire was sent out; and
one school owner did not reply and could not be reached.
Tuition for each school was computed by calculating the
tuition that was in effect as of June 1973 and adding to that
figure any additional student expenses that were reported.
Because school owners may include different items in comput-
ing additional expenses, errors of measurement may have
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z:odourred, in some. individual instances, but in aggregated
<foirij the data Should, 'ext-lib-it no bias

Another eqUally unavoidable e-source of measurement
error is ,error that Ma.y ,occur by _associating size with re-
Ported; tuition., A disproportionate' number of students, may
have-Matrioulated at a .time 'when a 'ftspoia.V!' tuition or
tuition different from- ".the. reported 'tuition was in Ofteet.
Again, while this ,Procedure !tight be unsatisfactory for an
inaVidUal scho011 the di_ stOrtion Is likely to be- negligible
foi- grouped -data._

The distribution, ,of .schools- by tuition ,(,Table 39)
could also be. considered: Skew-ed.-to the right even. though- the
Median lies slightly to the right of the Mean: The-school
With the smallest tuition: lies 'Within a standard deViations.

. of -the mean, but sCriools- -With large tuitions lie. 3 and
-nearly 4 standard -deviations -front the mean.

Quality; of :Product

VoCationai sprOprietary- SchoolS sell opportunities,
-under varying _conditionS,_ for an individual to acquire
-skill. Nevertheless, the ..generally recognized product- is
the- skilled-;graduate. ThUs, the -SchOol, perhapS: erroneously,
is- evaluated in terms of its inputs= and the :unknoWn. inpUts

itS studeritS. A more accurate approach_ to -estimating.
the quality of the school itself would- be a ""valUe7added"
approach whereby students'- skills and abilities are
measured immediately 'before' and atter training with the
differenoeS attributed' to school quality., Unfortunately no
data on cosmetology -studentsI abilitie-s: or prior 0u-dation-
is available. The measures of school, liqUalitY" used in
this section, do represent a combination of school and student.
inputs; -however, Of the :analysis involVes comparisons
among .groups of schools that serve different types of com-
munities. To_ the extent that social and economic faCtorS
of a-community are likely to aftedt schoOl retention. and
performance- Of a person from that community,, - Stratification
of economically and educationally, disadvantaged communities-
provides a Control for variation in student input:

Three- measures of ''!quality" are available. Orie-

is the completion. rate, defined empirically as the ratio of
the number of graduates in 1973 sitting -for the state liceris7
ing -examination for the first time to the matriculants in
1972_ expressed as a- .percentage Validity. of this measurement

1The number of girls graduating from cosmetology
schools is not known,, but because passing the state liceribing
examination is a prerequisite to practicing and because the
examination is given every month, it is reasonable to expect
the number sitting for the examination for the, first time in
a given year to nearly perfectly "reflect the number of
graduates within the same year.
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TABLE 39-

FREQUENCY DISTRIBUTION OF COSMETOLOGY SCHOOLS BY TUITION

Tuition ($)
Number of
Schools Percentage

Cumulative
Percentage

150-199
200,-249
250-299
30o-349
350-7_399

40o-449
-450 -499-

500,549
550-599
-600-649
650-699,
700-750-
750,-799
600-849
850 -899
goo-949
950 -999
l000 -1049
1050,-1099
1100-1149
1150,71199
12001249
1250-1299
1300-1349

Total

mode = 490
median= 550

1
3
6
2

5
5

10
5

12
12
7
1
1
1
1
0
0
2
0
1
0
0
0
1

76

1.3
3.9
-7.9
2.6
6.6
6.6

13:2
6.6

15.-8-

15.8
9.2
1.3
1.3
1.3-
1.3
-o

0
2.6-
0
1.3
0
-0

0
1.3

100.0

mewa = 539
s.d. = 199

1.3
5.3

13.-2

i5.8
-22.4
28.9
4.1_
48:7
64.5
80.3
-89.5
90.8
92.1
93.-4

-94,..-7

94.7
94.7-
97.4
97.4
98 .7

9847
-98-.7

98.7
100.0

100.0

rests upon the assumption that the average duration of train-
ing is a year. The minimum time is nine months for those
attending full time, and although some girls attending part
time take two or even three years to finish, school managers
and owners estimate that the average time is about one year.
It should be noted that completion implies something different
in the case of the beauty culture schools than in the case of
academic institutions. In the latter, a high drop-out rate
may signify the operation of an academically selective process.
In the former case, because academic standards are seldom the
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cause of a student's leaving school, a low rate of completion
may suggest a failure on the part of the school to offer an
interesting and worthwhile program or the need of students to
quit for financial or personal reasons. Only in an economic-
ally depressed area might one expect the number of students
dropping out for reasons of economic hardship to affect the
completion rate.

A second measure of quality (Q2) is the ratio of the
number of persons who pass the- examination on the first
attempt to the number sitting for the examination for the
first time, expressed as a percent. While this variable
indicates how well a school trains its students (and the in-
nate ability of students), it is influenced by the completion
rate. If the number of completions in- a year is zero (assum-
ing the number of matriculants was not zero the year before),
Q1 is zero, but Q2 is indeterminate.

The third quality index (Q3), which combines Q1 and
Q2, is the ratio of the number passing the examination in
1973 to the number matriculating the previous year, in per-
centage points. Although Q3 is the most appropriate overall
measure of quality, Q1 and Q2 measure more accurately than
Q3 the two separate components of quality.

Tables 4o and 41 show the frequency distributions of
Q1 and Q2. Q1 is distributed symmetrically about its mean
of 50.9, and Q2 is strongly skewed to the left. Most of the
larger values are within 1 standard deviation of the mean
while smaller values extend to nearly 4 standard deviations
from the mean. Q3, a combination of Q1 and Q2, has a dis-
tribution intermediate to that of Q1 and Q2. The main
characteristics of the three distributions are compared in
Table 42.

Relations Among Variables

The zero-order correlation matrix (Table 243), as a
first step in examining relationships among variables, yields
some unanticipated results:

1) a significant positive correlation between size
and tuition

2) a non-significant correlation between tuition
and quality

3) a non-significant, but consistently negative,
correlation between size and quality.

The strongest correlation exists between tuition and
size; yet that relationship, as hypothesized, is derived from
relations between size and quality and quality and tuition.
Optimal size depends on the cost curve which, in turn depends
on the quality of product chosen for production. Tuition
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TABLE 4o

FREQUENCYDISTRIBUTION- OF PERCENTAGE
COMPLETING COSMETOLOGY TRAINING (QI)

%,Completing
Training

Number of
Schools Percentage

Cumulative
Percentage

o - 4.9
5.0- 9.9

10.0-14.9
15.0-19.9
20.0 -24.9
25.0-29.9
30.0-34.9
35.0-39.9
40.0-49.9
J45.0-49.9
50.0-54.9
55.0-59.9
60.0-64.9
65.0-69.9
70.0-74.9759
b0.0-84.9
85.o-89.9
90.0-94.9
95.0-99.9

100

Total

3
2
0
1
1
2
8

5
9
8
8
6
9
3
6
2
2
1
1
0
1

78

3.8
2.6
0
1.3
1.3
2.6

10.3
6.4

11.5
10.3
10.3
7.7

tg
7.7
2.6
2.6
1.3
1.3
0
1.3

100.0

3.8
6.4
6.4
7.7-
9.0

11.5
21.8
28.2
39.7
50.0
60.3
67.9
79.5
03.3
91.0
93.6
96.2
9 .4
98.7
98.7

100.0

100.0

mode = 47 mean = 49.6
median = 49.5 s.d. = 20.4
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TABLE 41

FREQUENCY DISTRIBUTION OF PERCENTAGE
PASSING THE LICENSING EXAMINATION

(0,2)

Percent Passing
Number of
Schools _ Percentage

1.3
0
1.3
0
4.o
0
1.3
4.o
2.7

2.3
14.7
18.7
16.o
16.0
10.7

100.0

Cumulative
Percentage

1.3
1.3
2.7
2.7
6.7
6.7
8.o

12.0
14.7
-24.0
38.7
57,3
13.3
09.3
100.0

30.-034.9

/3&(0):1I9
45.0-/g.9
50.0- .9

55.0-59.-9
6o.-o- f* 9

66.069.9
70.0-74.9
7.0-79
805.0-84.

9

.9
'85.0-89.9
90.0 -94.9
95.0-99.9
100

Total

.

1
0
1
0

3
0
1
3
2

7
1 1

14
12
12
8

75

mode = 100
median = 87.9

mean = 84.6
s.d. = 14.0

TABLE 42

COMPARISON OF MEASURES OF QUALITY

Q1 Q2 Q3

Mode 47 100 37

Median 49.5 87.9 43.5

Mean 49.6 84.6 42.9

Standard Deviation 20.4 14.0 19.2

Observed Range 0-100 30-100* 0-91

Potential Range 0-100 0-100 0-100

Q2 is indeterminate whenever Q1 is zero; therefore
Q2 is computed for only those observations with Ql not equal
to zero.
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TABLE 43

SIMPLE_ CORRELATION COEFFICIENTS (N= 81)

Tuition Size Q1 Q2

Size 0.301a
0004

Ql 0.021 -0.002
.432 .492

Q2 -0.093 -0.035 0.427
.221 .382 .001

Q3 0.006 -0.013 40.964 0.626
.480 .456 .001 .001

a
In all correlation matrices the top value is the

correlation coefficient and the bottom value is the signifi-
cance level for a one-tail test.

depends on quality and economies of scale associated with the
optimal size of school for a-product of a specified quality.
It is unlikely to find tuition and size related. without also
finding strong correlaticins among other pairs of variables._
Because we know that size, tuition, and Q2 have skewed
distributions, extreme individual obserVations may be dis-
proportionately affecting correlations.

From the frequency distributions one finds that
three of the four largest-schools are-alSo among the foUr
most expensive schools and that-one of these three_haS the-
worst-quality of all schools. If we delete this single
observation, several of the coeffidients are drastically
changed. Comparing the correlations in Table 44 with the
findings in Table 43, the following differences are note-
worthy:

1
To avoid the possibility of identifying specific

schools through association with individual school data,
comparison of the four schools is omitted.

137

151



TABLE 44

SIMPLE CORRELATION COEFFICIENTS (N = 80)

Tuition Size Qi Q2

Size

Q2

0.223
.028

0.090
.226

0.035
.388

0.076
.263

0.099
. 195

0.170
.074

0.090
. 281

0.349
.001

0.962
.001

0.582
.001

1) a reduction in the correlation of tuition and
size, although the correlation still remains
significant at the .05 level.

2) a slight shift toward a more positive correlation
of all three quality variables with tuition, al-
though the correlation remains insignificant.

3) a complete reversal of the sign of correlation
between quality and size; Q2 even becomes
significant at the 0.1 level.

The positive signs of the correlations between tuition
and quality are in the direction that we expect, although
the coefficients are not significant. Correlation between
size and quality supports the proposition that small schools
may not have the capability for offering a high qi.L.,_ity
product. In aggregate the data indicate that as product
quality increases the cost curve moves up and to the right,
i.e., tuition rises and optimal size expands, but one might
expect more significant coefficients. Possibly non-linear
joint distributions exist among variables.

As a means of exploring this possibility, we divide
tuition, quality, and size into higher, middle, and lower
thirds and compute mean values of the other variables Cc

138

I



eadh..third.. The.. most. Trominent. contrasts_ .(in Table 45),
are-the relaticiris between size and tuition_ and quality and
tuition. The: "U"--or -slightly "J".,Shape of the- joint -dis-
tribution between _size and tuition indicates that stall,-
and large schools particularly, charge more tuition than
medium sized- schools, --although. sehOols divided by 'level of-
tuition show pOderately increasing size with rising tuition,

e.-, while- -small and large schools definitely charge- more
than other schools-, -many low -and- high- tuition schools are
not -small and_ arge, reSpectiVelY.

The interesting relation between quality and tuition
is the inverted "U "- shape between Q2 and tuition. Schools
that_ .do an _average job. of -preparing. their students to pass
the examination charge nearly $100. morel_ on the average,
than either the best or worst -Schools-.

No.:plausible a priori reason exists -for- medium
quality schools. charging significantly more than other
.schools or fOr--definitely ldwer and higher qua4ty-schools
Charging less. We :began with the 'proposition that the
cosmetbJ:ogy training industry is not _a homogeneous group of
schools but- the _intermixing -of several markets offering dif-
ferent, products on the basis of quality differentiation;_
however-1 our data suggest that other factors may be differ-
entiating the industry. One of the most likely factors -that
could -differentiate an indUstry such as cosmetology training
in an urban area is the natural constraints_ that occur
through- community differences within- a city.

Cosmetology -schoolS, unlike other Vocational pro-
prietary schools, -predominantly serve the community within
which- they are located. This community relationShip is made
apparent by comparing -the geographical -distribution of
cosmetology schools with the distribution of other types of
vocational -proprietary schools. Of the 81 cosmetology schools
in the Chicago SMSA, only three are located in the hub of the
city where transportation systems converge, but for all other
types of vocational propri.etary school8 in the Chicago area a
majority is located near the center of the city. Nearly ko
-percent of cosmetology schools are in suburbs, but only a
-handful of other vocational schools are not within the city
limits. Consequently, cosmetology schools within a

1The advantage of this type of comparison, although
difficult to interpret, is that it requires recoding only one
variable at a time, thus losing less of the original information.
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community- =are far more subject to any constraints_ that may
arise within, or nett to, that community than:are other
types-of proprietary schools-.

To the end-of identifying- -the importance-of community
differences-in creating sub- markets and different behavior-
among cosmetology schools, the two largest minority groups
in Chidago the Spanish- speaking community and the black
community, are analyzed separately and .in comparison with
each-other and the majoritY group-of SchbolS. The next
section is a_short description of the-demographic character-
istics of these two groups that-will provide a framework
for our-subsequent-analysis.

The- -Black Minority

According to the 1970 Census there were-1.2-million
blacks in the-Chicago-SMSA, 96,1 percent -of whOm-liVed in
dook- County, and of those liVing_in-CoOk County 93,2 percent
liVed" within the city limits of-Chicago, so -thataearly-90-
percent of the blacks lived in a reiativelYS-mall part-of
the _SMSA -(formon-blacks-the- comparable-percentage is about
39 peroent) -.

RecauSe our interest is in Iodating -heavy concentra-
tions of blackS, we designated all census= tracts that had
a majority of bladk residents, -2000 or more l(based on
average _population per tract), as_ ack. The black. tracts
formtwoTegions. The largest black area spreads-Southward
in- an inverted 'V" shape- from- the- center of Chicago:taper-
ing-dOWn again near the soUthern-sUbbits. Constrieting the
-groOp laterally is-Lake Michigan to the east, Lake-Calumet
and the Calumet River to the southwest and a 'white-ethnic
group to west. The second area is considerably smaller.
It beginS just west of the center of the city and runs-
westerly to the county line, which fOrts a boundary with Oak
Park, a white suburb. The definiteness of the two areas is
indicated by the fact that of 238 census tracts designated
as black, only six do not have at least one complex' side with
-other black tracts.

The Spanish Minority
1

Of the 327,168 Spanish-speaking people in the Chicago
SMSA reported in the 1970 Census, 247,343 or 75.6 percent
lived in Chicago, but they constituted only 7.3 percent of
Chicago's total population. For this smaller minority the
conventional level used in the Census, of 400 Spanish resi-
dents per tract, was used in designating Spanish tracts.

1
This group includes those who consider Spanish their

_mother tongue or those whose head of household speaks Spanish
as his primary language.
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Although the distribution is more dispersed than
for black areas two strongly Spanish communities appear.
The largest group lies to the northwest of the city center,
just north of the second black community. A second Spanioh
area forms a band running east-west just south of the second
black community. In addition to these areas, there is a
large, less solidly defined Spanish area in a large area to
the north of the city center peppered with Spanish tracts,
a much smaller area to the southwest, and an. even smaller
group to the extreme southeast.

Using- the same measure of cohesion as for the black
community, we find that of 153 designated Spanish tracts,
13 do not have at least one common side with other Spanish
tracts, but only two of the 13 are located in the areas
north or south of the second black community; thus the two
areas of Spanish concentration are quite solid.

Comparisons Among Black,
Spanish, and Majority
Area Schools

Ten cosmetology schools are located in or near the
Spanish. communities, and four of them offer, in varying
degrees, instruction- in Spanish as well as in English. Of
the 16 schools in. the two black areas, 13 are in the large
southern section, and the rest are in. the western section.
Because the western section represents a special situation
which we will discuss later, the present analysis is ltmited
to the southern area and its schools. "Majority" schools,
the balance of schools, are the total minus the 10 Spanish
and 16 black area schools. Data on these three groups of
schools are presented, in Table 46. There are several
important findings concerning the differences among these
three groups of schools.

First, there are significant differences between
average tuition: black area schools average $658, nearly
$150 more than the average in majority schools, and Spanish
area schools average $375, more than $130 less than the
average in majority schools. Also, the small variance in
Spanish area schools' tuition suggests a highly uniform
group of schools. Second, most of the minority area schools
are smaller than majority schools. The particularly large
standard deviation for Spanish area schools is di.le to one
very large school which raises the mean size of that group
considerably above the median. And third, the quality of
minority area schools is significantly lower than majority
area schools. Overall, we see that Spanish area schools
are quite homogeneous in quality and tuition while dis-
tribution of tuition and quality among black and majority
area schools is more diffuse. Of more concern is the dis-
parity between tuition and quality among the communities.
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BOth minority communities have an equally significantly
lower qUality (which is not inconsistent with the expecta-
tions of the "quality" measures) than the majority group;
howeVer, black area schools charge significantly-more tuition,L
and. Spanish area schools significantly less, than majority
SchoolS.

Considering the generally low level of income among
Spanish-speaking people in Chicago (see Table 47) it is
understandable that schools in the Spanish community must
keep tuition low to remain within reach of their potential
students (although the consequences of so doing may be a
product of reduced quality). This rationale, however,
means that tuition in schools in black areas (where income
is even lower than in Spanish areas) should be at least as
low as in Spanish area schools. Yet, we obseyve an extremely
high tuition level in the black area schools.-L

TABLE 47

COMPARISON OF SPANISH-SPEAKING, BLACK, AND TOTAL
POPULATION IN CHICAGO BY MEDIAN INCOME AND

MEDIAN SCHOOL YEARS

Median Income Median
of Families & School Yrs.
Unrelated Completed
Individuals

Chicago census tracts with
400 or more Spanish
language persons:

Chicago census tracts with
400 or more black persons:

All persons in Chicago:

$7,441 8.7

$6,382

$7,983

10.8

11.2

Any attempt to explain differences in tuition must
begin with a proper identification of what the quality vari-
able actually measures. As stated earlier, because the
school quality variables are actually derived from a combin-
ation of student and school inputs, the performance attributed

1
A possibly important variable in explaining tuition

levels, but one of yet unknown significance, is the role of
government student aid programs. A school that is qualified
to train students with government financial aid is essen-
tially selling to a class of buyers with subsidies tied to
the product.
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to school inputs is generally indeterminate.
1

However, in
this analysis we assume that student input is similar in both
the Spanish and black area schools (to the extent that student
input is related to the general socioeconomic levgl--in
terms of education and income--of the community) . Thus any
differences in output between these two groups is the result'
of school inputs. Fortunately, in the comparison of black
and Spanish area schools, analysis of tuition differentials
is made still easier by the uniformity of quality measure-
ments= -that is, measured outputs of the schools. Student
inputs are similar and overall outputs are simdlar; this
suggests that school inputs are similar. If so, differences
in tuition must be due to differential costs f school in-
puts or attributed to market constraints or
Possibilities for substantial cost differentials between
black area schools and Spanish area schools, however, are
not convincing. Costs ,associated with location, such as
rent and insurance, are probably similar. Delinquency and
vandalism are probably as prevalent in the south side black
community as in the west side Spanish area. Land values
also are either similar, or, if different, probably higher in
the Spanish areas which:are closer to the city business and
commercial districts than the black area. Another possible
reason for differential costs might be the distaste among
teachers to work in high crime areas or the result of
racial di_ scrimination on behalf of the teachers, but neither
of these explanations seem plausible. Undoubtedly crime may
be a deterent to employment; however, both of the communities
in this analysis are high crime areas so that no substantial
differential should exist between them. The most likely
racial situation between teachers and students that might
alter school costs would be the costs of attracting teachers
of a different race or ethnic group fram that of a schocl's
students. But in talking with school owners and managers,
it is apparent that most schools hire instructors who have
cultural backgrounds similar to the students. In sum, it
seems likely that the large, significant difference between
tuition levels in the Spanish and black area schools is not
dependent on quality considerations or school costs.

1
A fuller discussion of the quality measurements and

the influence of student inputs upon these measures is given
in Appendix 9 .

2
This is a highly simplified approach. It proxies

community characteristics for individual characteristics and
ignores the influence of other traits, such as motivation,
that constitute student input. Nevertheless it does delin-
eate the generally accepted distinction of the disadvantaged
black and Spanish (often Chicano) communities.

145



Further Analysis and Comparison
Among.'Schools

To this point, the empirical results have not sUp-
ported the hypothesized conditions expected to exist among
schools. Part of this failure is probably due to the lack
of better estimates for costs of school inputs, and evalu-
ation of student inputs. However, the single most impressive
finding is the tuition difference between Spanish and black
area schools. While there undoubtedlsr are some differences
between cost structures and student inputS in Spanish and
black area schools, we have gAven some evidence that those.
differences should be less than whatever differences exist
between either the Spanish and black area schools and, the
majority group of schools. Furthermore, on the basis of
these differences, tuition and measured quality should be
more similar between Spanish and black area schools than
between either Spanish or blaek area schools and the majority
schools. The fact is that while quality is about the same in
Spanish and black area schools the mean tuition in black area
schools is $283 higher than the mean tuition in Spanish area
schools (a highly significant difference--see Table 46).

At this point, partially to summarize and to clarify,
all factors that might, singly or in combination with other
factors, affect the tuition differential are listed--includ-
ing some that have already been discussed. The list includes
the following: (a) higher costs of production, (b) higher:
preference among residents of the black community for beauty
culture training, (c) a confined sub-market whose members
are deprived of an opportunity to share in the availability
of options open to other students, (d) an agreement among
schools to set prices, (e) distortion of free market pricing
through government subsidies, (f) lack of information among
students about schooling options, and (g) lack of information
among potential school owners about the profitability of the
industry. Some of these conditions can be ruled out immedi-
ately as highly improbable or contrary to evidence.

(a). The black community is a community with lower
than average income and education, and in a socio-economically
depressed area several factors could influence production
costs. Land values and rent should be less than in either
business and commercial areas or suburban areas where social
milieu enhances land values, but other overhead items such
as insurance and maintenance may be higher. Furthermore, it
may require greater school input to attain the same level of
quality and preparedhess for a student from a depressed
neighborhood than for a girl from another area. While these
costs are quite real, they do not provide an adequate explan-
ation. The Spanish area is in the same socio-economic situ-
ation as the black area, but those schools have very low
tuitions.
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(b). If a higher preference exists among residents
of the black community for beauty-cultute training, the
proper response would be for more schools to enter the com-
munity, not for existing schools to charge extraordinary
tuition.

(4. If studentS in the bladk community are effec-
tiVely barred from attending_ schools outside their own
community because of social battierS between races, costs of
transportation to reach other areas, or ignorance abbut
opportunities existing elsewhere, cosmetology schools in the
Community would have a "Captive" clientele, making 'it ,potsible
fot them to earn excessive profits by chatging higher tuition,
but with 13 schools within thiS one areal. competition among
schools should be sufficient to keep Ptice_equatedYto Minimum
average cost. If profits do rise, entry of new schools
should return the market to competitive, equilibtitim.,

The fout-temaining possibilities involv&ViolatiOn
of conditions assumed of a cOmpetitive-tatketi-,the existence
of imperfect _knowledge-and/Or aberration ±i00 a uniform
market pricing mechanism. EStimatiOn-Of the-importance=of
theSe faCtors, while speculative, deserVeS furthei attention.
Two situations could exist-, singly or jointly. One is' that_
Schdol owner6,_going on the assumption that-they operate in
a demogtaphidally isolated area,and in one whete ignotance
of the industty prevails, agree to-a:high minimum tuition
level. One school owner stated that a few:years agd some
of the owners in the black area-schools:did take-am effort
to agree upon a "fair" tuition floor, but that rising costs
and ''special" tuition offers have-obscured the agreement.
Nevertheless, the general effect of such an agreement could
still persist.

The behavior of some school owners suggests that they
consciously attempt to curtail the free flow of information
about their school and their competitors. When telephoned
by a woman (who stated her association with this research
project), many school owners would not give information on
tuition or additional fees. Their reply was that they could
give -our such information only upon a perSonal visit to the
schbol. However, a man calling the same tchOols encountered
no difficulty in obtaining the same information. One might
infer from this behavior that school owners feel that giving
out_ information over the phone allows the potential student
to "shop" in an objective manner whereas if the person visits
the school the owner may "bargain" or feel that subjective
influences may sway the girl into enrolling.

Partial detachment from a free market pricing
mechanism may arise from participation in government student
financial aid programs. The net effect of these programs
is to provide the student with a subsidy which, through
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incame_andsubstitUtion effects,, -increases the amount of
money that the person.ia:Willing,to'sPend fOr schooling.
A .student receiving a subsidy, in the- form of a loan or
grant, suchlts-that-aVailablejthrough the Federal Insured
Student Loan. or Basic Edudation Opportunity Grant program,
is willing to spend more in aggregate (his money plus_the
government money) for.trainingthan he would if he had, to-
'pay the full amount hitself. Therefore, schools eligible
fOr and participating in' such programs. -may find itAdvan-
tageOus to raise tuition if a-sizeable fraction of their
business cOtes-from Stddents-partiCipating in the goVernment
programs, or they may even create ii-two -tier pricing system,,
one price for government aid students and-a lower_-tuition

. for non - support students.i

Another important consideration (and one that is
related -to production Costs), is the less than-free flow of-
resources, in this Case ethe free movement of be-,0twn- communities offering .cosmetology training._The_ black
COttunity,representa a geographical and demographical
isOlated from the rest of the Chicago-area. As= described=
.before,_ the blacks in- the south are Confined-an the-east.,and
southeast-sides by geographical. constraints_. To 'the west flea
.a Po_lish, and Germamethnic_ groU that, does-not mix with .blaoks.-
The division is so-sharp that for 28-continuous- city ,blOoks.
-every census tract east of one of the north- south streets is
classified as black, and not One on the west side of the
Street.

The Options for a black person to- attend a-school
outside the community are (1) going a considerable distance
further south to one of two schools lOcated in the.suburbsl_
(2) taking daily transportation to one of three schools in
the downtown area to the north, or (3) crossing over into
"hostile" territory to the west. Few are likely te)g6 to
the-suburbs, and they are less likely to enter a strongly
anti.-black neighborhood. Some-may go downtown, but even

1,
'Bargaining" with students in setting tuition may

also occur in some schools. If the practice is more prevalent
in black area schools, it could explain the high tuition rates.
School owners may state an unusually high tuition figure whieh
allows them to bargain down with the student. Another possible
explanation for the higher tuition rates in black area schools
than elsewhere is that a school must raise its tuition to off-
set losses occurring through a high drop-out rate.

2
The sharp distinction between regions is also mani-

fested in tuition levels. One might expect black area schools
located near the borders, where proximity to other non-black
area schools exist, to have tuition levels lower than the
general level prevailing within the black area, but in fact
the tuitions of these peripheral schools are within a few
dollars of the black area school mean.
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if they use public transportation the cost of commuting from
the south side to the city center would be over $200 for a
ninetonth period, not-to mention the cost of commuting time.
In terms of average cosmetology school tuition, this repre-
sents a 40 percent add-on cost to-cash outlay. In a very
real sense they form a "captive" market.

The situation in the smaller black community immedi-
ately west of the city center which we have ignored to this
point adds additional support to our explanations of pricing
behavior. Within this community there are three cosmetology
schools. The average tuition, size, and overall quality of
these schools are $970, 113.3, and 22.2, respectively..
Tuition and size are significantly greater than average
($522 and 45.7 for all 78 other schools) and quality is
significantly less (43.7 for all 78 other schools). In this
community the situation is similar to that in the southern
community but more severe because of the greater degree of
isolation. As mentioned' earlier, Spanish neighborhoods lie
to the north and south of the black community. To the west
is Oak Park, a heavily Scandinavian and. Eastern European
suburb. To the northwest lies a Polish community; to the
southwest, Cicero, a strongly anti- black Italian, Czeohslovak-
ian, and Polish suburb. Isolation of this black community
is exacerbated by the nearly total absence of mixing with
adjoining ethnic groups. Of the 59 census tractsAn the
western region designated as black, only one is also desig-
nated as either Spanish or Polish.

To recapitulate, the precise reason for high tuition
in the black communities is not definite. Although we do not
have information on production costs and while differential
costs could account for some of the tuition difference, it
does not seem reasonable that production costs could vary
widely enough to account for the large difference in tuition.
A stronger reason is that there is a serious lack of information
about business and schooling opportunities but again it is
questionable whether this line of reasoning can fully explain
the tuition difference. Another possible explanation is that
the data on reported tuition rates do not accurately report
actual tuition rates; however, we currently have no way to
verify this possibility. Finally, it could be that black area
students have inordinately high preferences for neighborhood
schools, thus creating a limited monopoly for each school.
However, it seems implausible that black area students have
much stronger preferences for nearby schools than other
students. While some of the tuition differential may be at-
tributed to each of the possibilities just mentioned, it seems
probable that the geographical and ethnographical isolation of
the black communities (and the costs of leaving the areas)
and a lack of information are central factors in explaining
the tuition differences found among communities.
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Majority Schools

To the extent that the Spanish and black communities
represent low economic and educational conditions and that
black area schools deviate from a competitive situation,
exclusion of schools in these two groups from the analysis
of the rest of the schools partially removes the possibility
of misinterpreting Ql as an environmental variable rather
than as a measure of quality of cosmetology schools. Further-
more it removes a group of schools known to deviate from
competitive conditions.

The remaining 56 schools should be operating in an
open market, free from geographical and demographical con-
straints and serving a population that can reasonably afford
to purchase the products. If more definite relationships
can be established among tuition, quality, and size, these
remaining schools should provide an opportunity for analysis,
previously denied.

The information in Table 46 indicates three things
about the majority schools. They are larger, offer better
quality, and are intermediate in price compared to the black
and Spanish area schools. Correlations in Table 48 show that
size and tuition is the only significant correlation (s- = .007),
and it remains positive as it was in Table 44. The relation
between tuition and Q1 increases very slightly over the re-
sults reported in Table 44, and the size-quality relation is
considerably weaker.

TABLE 48

SIMPLE CORRELATION COEFFICIENTS FOR MAJORITY SCHOOLS

Tuition Size Ql Q2

Size

Ql

Q2

Q3

0.340
(.007)

0.147
(.152)

-0.043
(.384)

0.106
(.230)

0.(.218)

0.097
(.242)

0.059
(.334)

0.325
(.008)

0.962
(.001)

0.536
(.001)

150

1 ga



When viewing the entire population of schools we
came to suspect that the data contained extreme data points
and possible non-linearities of relations among variables.
To check for this possibility significance levels were
computed for Chi-square goodness -of- fit values based on
crosstabulations of pairs of variables recoded into quintiles.
This procedure deflates the importance that extreme observa-
tions have in calculating correlation coefficients, and also
will indicate strong patterns in joint distributions among
variables whether linear or not.

Results of the Chi-square tests, given in Table 49,
indicate three, important facts. One is that the relation
between size and tuition, significant throughout the correla-
tion matrices, completely disappears. The chi-square yields
a significance value of 0.67. A few extreme points of the
skewed frequency distributions (Tables 38 and 39) have af-
fected- previous correlations. Second, the only reasonably
high significant value occurs for size and Q2, a relation
that showed no particular importance in the.correlation
matrices. The relationship between tuition and Q2, the only
other relation that could be considered even slightly
significant, is consistent with the correlation coefficient.
And third, no other relationship is significant.

TABLE 49

SIGNIFICANCE LEVELS FOR CHI-SQUARE VALUES
OF 5x5 CROSSTABULATION TABLESa

Tuition and Size
Tuition and Ql
Tuition and Q2
Tuition and Q3
Size and Ql
Size and Q2
Size and Q3

s = 0.67
s = 0.79

bs = 0.12
s = 0.53
s = 0.93
s = 0.0113
s = 0.78

aWith 56 observations a five by five table, yielding
an expected value of slightly more than two observations per
cell, is the largest size feasible. See Walker and Lev, p.
107, for further explanation.

b
The crosstabulation for this 13%:.r of variables is

given in Appendix 10..

A visual inspection (Appendix 10) of even the two re-
lationship:, with the most significant values does not evidence
strong systematic patterns, however. The average expected
cell count is two, and while several cells have no observations
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there is no apparent order to the occurrences of these high
and low cell counts.

Reverting to theraw data. (Figures 11-land 11-2in
Appendix 11 for the same two relationships, we see that the
observations appear to be distributed fairly randomly, with
a few outliers in both tuition and quality. Perhaps the
most we can extract from these figures is that Figure 11 -2
tells us something about what kinds of schools do not exist.
Small schools may be of any quality, and high quality schools
may be any size, but large schools are not low quality
schools (and as we know, this characteristic of majority
schools does not apply to the other groups of schools).

Throughout this chapter many, results varied from
what was expected, given classical theory of competitlon
and a specified individual decision model; however-, several
of the assumptions necessary for a competitive market were
violated and in some cases tests of theoretical propositions
were considerably weakened by lack of sufficient empirical
data. Nevertheless, some unexpected results were founds
the most interesting perhaps being the division of the
coemeuology school industry into distinct ethnographic and
geographic sub-markets and the resulting behavior of the
schools stemming partially from that market structure.
Moreover a lack of information may account for some of the
unexpected relationship between tuition and quality, but,
as already pointed out, school "quality" is not easily
identified and isolated and a number of other factors which
we have either not identified or measured, if included,
might further explain some of the relationships.
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CHAPTER VI

SUMMARY AND IMPLICATIONS_

Private, profit-oriented vocational schools--the
proprietary school industry--have provided a myriad of
training opportunities to millions of people for centuries.
Nevertheless, these schools have received little attention
in the midst of a vast cumulation of data and publications
on education especially over the. last two decades. The
research in this report was conducted in order to identify
the nature and performance of this diverse, semi-visible
part of the educational sector._ Until more is known about
the operations of proprietary schools we cannot prescribe
what role they should have or what resulting modifications
should be made in educational policies to improve the
Ameri'2an educational system.

Characteristics of the
Proprietary School
Industry

Perhaps the most outstanding feature of the propri-
etary school industry is that it is a part of both the
educational system and the business world. Proprietary
schools are different from other types of educational insti-
tutions in that they are profit-motivated. They come into
existence by responding to a specific demand for services
that is not being met by other educational institutions.
Their survival depends upon serving the conscious heeds of
students: failure to do so results in failure of the school
as a business. Unlike "public" schools, the only financial
support for the proprietary school is what it raises through
student fees. In this sense proprietary schools are the
ultimate in educational accountability: purchases of train-
ing opportunities are transacted directly between school and
student.

Among business firms proprietary schools are unique
in that units of production are not standardized. Each item
produced is different. The school cannot control one primary
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resource necessary for producing skilled graduates--the
student. Disregard or underestimation of the importance of
this major distinction between human beings and other "raw
materials" in a production process is probably the cause of
much misunderstanding of what proprietary schools can and
should do. Proprietary schools do not, of and by themselves,
train people for jobs--they provide training opportunities.

Compounding the misconceptions arising from the
hybrid nature- of the proprietary school, many educators
fail to recognize the extent of diversity within this in-
dustry, not just in types of training, but also in size,
ownership, diversification, and fiscal characteristics.
When one thinks of the proprietary school industgy, one
commonly envisions the trade and technical and the business
schools; however, these schools form only a third of the number
of vocational resident proprietary sdhooIs though enrolling three
fourths of all resident students._ With the inclusion of
other schools (such as pilot-training, cosmetology, and
barbering schools) that were excluded from the industry -wide
sample, the percentage would be reduced to approximately 15
percent. Besides trade and technical schools and business
schools, the industry includes data processing, general
education, applied arts, public services, health, transporta-
tion, plus a miscellaneous host such as dog grooming, bar-
tending, real estate, cooking, and florist schools. Many
schools could be classified under several categories and many
might be called avocational as well as vocational. A
salient point is that these schools enroll as many as do
vocational programs in community colleges, but in a much
broader range of learning opportunities.

The diversity within the industry, than, is striking
by virtually any measure. While some schools may have as
few as two or three students, others have more than a thousand
students; the typical school has only 50 to 100 students.
Although the average amount of physical assets is small,
there is great variation; half of the schools have no more
than $30,000 in physical assets and one out of five operates
with less than $10,000 of assets, but a few schools have
assets totaling more than a million dollars. Two- fifths -of
the schools are controlled by single owners, and at the other
extreme 25 percent are owned by parent corporations. Divers-
ity is found also in the schedules of courses and programs
that are offered and in the diversification within each school
(some offer only one specific course while others offer
dozens of c urses in different occupational fields).
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Economic Conditions
Influencing Demand
for Training

An initial task when scrutinizing proprietary
schools is to identify sets of forces the schools respond
to and how they respond. Operating a school successfully
requires the combination of a number of important business
and educational skills, and because of fluctuations in
economic conditions beyond the control of a school risks may
be high.

A proprietary school must identify and measure the
student demand for its training, without which the school
cannot exist. However, we found that student demand is a
complex function of several factors, many of which are not
within ,a school's control and some of which we could not
identify. An attempt was made to evaluate the impact of
some standard measures of labor market conditions on demand
for training. Despite inability to make precise estimates,
two findings are of interest. First, demand for vocational
training among women expecting to enter the labor market
varies directly with the rate of unemployment. Earlier
studies indicated that the sexes- (in public high schools)
responded differently to the unemployment level. That is,
perceived costs and returns based upon expected-utility-to
the person in the labor market were different for the two
sexes. In the case of cosmetology training, where presum- .

ably the women's intention of labor market participation is
the same as for men in general, the response to the unemploy-
ment rate was positive, as among men.

Second, wages were found to affect demand for train-
ing. Over the years technical schools have had to raise
tuition to offset higher costs of providing training
opportunities and these higher tuition costs are sometimes
cited as a reason for the general decline in enrollments.
However, the analysis of demand for training at the Electron-
ics Technical Institute (ETI).indicates that rising tuition
is not the cause of the downward trend. Although tuition in
real terms more than doubled in the last twenty years, rising
per capita disposable personal income has more than offset
the negative influence of higher tuition. The most significant
variable explaining the rise and fall in enrollment is the
rate available to an individual lacking the training. Real
wages for the TV-radio technician have remained virtually
constant for twenty years while wages for an average
industrial worker without the training have risen substantially.
The result has been a reduction in the incentive (expected
wage increase) to take such training. A similar analysis was
attempted with data on the cosmetology school industry using
the federal minimum wage as the alternative wage. Because of
statistical complications, the results were not conclusive,
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but indications were consistent with the findings in ETI.
With each legislative enactment raising the minimum wage the
incentive for the individual to invest in Semi-skilled
training opportunities will diminish unless wages for the
semi-skilled are increased proportionally.

Aside from the standard indicators of labor market
conditions, numerous other exogenous variables can have
strong influence on proprietary schools. The expansion of
the computer industry was followed in the 1960's by- explosive
growth. of data processing and computer schools. Unionization
of fruit harvesters had a curious and unanticipated effect on
demand for training at ETI.- Wage increases, precipitated by
unionization, eliminated the demlnd for a particular group of
immigrant workers who annually acquired training at trade
schools in Chicago at the end of the harvest season. Once
the demand for these people as harvesters was eliminated so,
was the demand for the classes designed for them in the trade
schools. In another instance, the trade school had a very
popular course in wiring and soldering of electronic COM-
ponents; for more than a year this school matriculated -about
30 students every month. One year later the school did not
enroll 30 students in that course all year because- manufac-
turers had shifted to using Japanese imports.

Internal Influences on
School Success

One could describe the other equally dramatic effects
upon proprietary schools, but the sensitivity of proprietary
schools is not solely the consequence of fluctuating market
conditions or of changing technology. The very nature of the
proprietary school--its functions and management--is also a
critical aspect of the industry's sensitive role.

Since many schools are small, attracting a few
additional students can make the difference between a reason-
able profit and a substantial loss. The proprietary school
industry is highly leveraged and therefore inherently risky.
Since a dollar of assets generally generates two or three
dollars of annual income, skill in controlling costs can
yield rewarding profits. In the case of ETI, a 1 percent
increase in revenue may generate a 10 to 15 percent increase
in profits; but the leverage works in the opposite direction
as well. If revenue falls without accompanying reductions
in costs, heavy losses may ensue. During the year in which
ETI had a loss, a 1 percent decline in revenue resulted in a
60 percent decline in profits.

However, the ability to control costs comes at a .

premium. In fields where there is constant flux in economic
conditions, technology, labor market, and government regula-
tions, controlling :..osts requires continuous effort, and the
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owner's ability to perceive the implications of exogenous
changes and to adapt his school's operations accordingly is
all important. Compounding this task is the difficulty of
acting with proper timing. In the case of ETI, the 1954
f.3cision to offer a course in color-television repair reflected
an accurate perception of the direction of technological
development, but the timing was faulty.

Obviously, to remain in business a school must be
able to offset some misjudgments of market demand or errors
in timing with other more successful responses to market
needs. For instance, the owner of ETI raised tuition in a
wiring and soldering course in the face of competition from
public institutions because he was not clearing the costs
of the program. Nevertheless demand for the course did not
diminish; from the students' point of view, ETI apparently
offered a superior training opportunity for which there was
no adequate substitute. The impact of such a program on a
school's success is twofold. Revenue is increased through
higher tuition and enrollment, and unit overhead costs and
instructional costs are reduced by achieving a more optimal
student-faculty ratio--a variable that is positively associ-
ated with the most profitable schools.

In stressing the role of the proprietor, whether
owner or manager, we must realize that often a single in-
dividual is responsible for the design of the product, its
production, and its marketing--a number of important func-
tions, any one of which can affect a school's profitability
and eventual survival.

An examination of rates of return for proprietary
schools clearly reflects the presence of these critical
internal factors. The rate of return to physical capital
(assets) for the typical proprietary school is 14 percent,
slightly above the average for manufacturing corporations
(10 percent), but has tremendous variation and volatility.
The most profitable schools have returns exceeding 100 percent,
but fully 25 percent of all proprietary schools suffer losses.
The implied volatility is supported by the fact that ETI
profits varied more than 1000 percent over a period of time
when physical assets were relatively constant.

The discrepancy between the rate of return for
proprietary schools and that for manufacturing corporations
may well be due to the greater risks within the proprietary
school industry which already has been mentioned. The
omission of non-physical assets in computing rates of return
could also be a partial explanation. In many schools, the
owner, through years of experience, learns how to curtail
costs, how to increase appeal of programs and courses, and
how to best market training programs. The contribution of
these intangible assets to profits in many cases may be.as im-
portant as physical assets.
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The balance that the proprietor strikes between
meeting industrial demand and student demand also affects
the success of the school. The two-demands, however,_ may
operate in opposite directions. Industry may prefer
laborers with skills that require more training than the
student feels is necessary. The student, paying for the-
costs of the training, tries to obtain a job without incur-
ring any more costs than he considers necessary. The
proprietary school in a very real sense serves as a "go-
between": if the proprietor designS his programs solely to
suit industry, he stands to lose appeal among prospeOtive
students. If he faVors the student, he-may. not be. providing
industry with a satisfactory product=-the adeqUately trained
graduate. _The proprietor's job is to maximize_netsatisfac-
tion of industry and the students. T1,e-more rapidly
exogenous changes occur, indicators used inmaktng.adjust-
ments become less clear, and the more difficult the
proprietor's work becomeS. Operattng-tima frontier of
technological change increases the premium for accurate
perception of how to respond_to the two-demand fad-tors-.
Appropriately enough, the rewards for the person who can
fill this important and timely training rolej_of linking
indlistry and labor, are substantial, as are the penalties
for faulty judgments.

171.1ationship with
Community Colleges

One central task of-this research was to delineate
the relationship between proprietary schools and their
nearest counterpart in the public sector-- community colleges.
Previous studies have offered explanations of why the re-
lationship between community colleges and proprietary schools
might be complementary or competitive, but none of the
studies tried to specify the relationship itself. In this
research the question of the relationship between the two
types of institutions was addressed in several ways, with
mixed results.

The clearest case for relegating specific occupational
training to ona or the other institutions can be made foi.
cosmetology. Ninety percent of cosmetology training occurs
in proprietary schools. The little training that is offered
in community colleges has higher direct costs than in the
proprietary schools: $1200 just for instructional costs in
the community colleges versus $550 for the entire tuition
and equipment costs in the average proprietary school.
Considering the uniform occupational objectives attainable
with such training there seems to be little reason for public
schools to serve in this capacity. Indeed, after initial
experimentation with cosmetology training community colleges
are beginning to relinguish this of training to
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proprietary schools. In one community college administrators
acknowledged that the proprietary schools could serve the
public interest more efficiently and accordingly discontinued
the cosmetology program. Another Community college, prefer-
ring not to relinguish complete control over cosmetology
training though realizing the advantage offered by proprietary
schools, contracts with local proprietary schools.

There was some indication that students may have
definite preferences for acquiring certain types of training
in particular institutions (see Chapter IV). A comparison
of, enrollments among courses in a technical school with
enrollments among technical courses in the city's-community
Colleges showed that relative enrollmeht in a particular
course varied inversely between the two institutions. That
is, the TV and radio repair. course, ETT's most popular course,
has had no enrollments in the community colleges for the last
two years, and electronics technology, the most popular
course in the community college (of courses offered by both,
types of schools), is the course with the lowest enrollment
at Eri. Whether ETI actually is better eqiiipped to train
TV- repair technicians or the community colleges to train
electronic technicians or whether the difference is
coincidental--or stems from ill-defined student habits--can
be only a matter for speculation. These bits of information
indicate that some "settlement" has been reached between the
two institutions.

More direct and comprehensive evidence shows a
detrimental effect of competing programs of community col-
leges on the general economic viability of proprietary
schools.

The analysis of proprietary school failure rates and
of growth trends in proprietary schools showed that school
failures increased 50 percent during the years of most rapid
exmansion of community colleges. Furthermore, proprietary
schools that offered training most similar to that offered
in community colleges showed no increase in number; however,
the number of specialty schools providing training not
usually duplicated by community colleges increased 50 percent.

One analysis (reported in Chapter III) focused on
identifying the relationship between a business proprietary
school and a nearby community college that offered similar
Programs. A multi-variate regression analysis to explain
enrollment shifts between the two institutions in terms of
potential tuition-savings proved to be inconclusive because
there was not enough information to specify the model
adequately. A different technique, however, g-'re further
evidence of the probable impact of the community college on
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the proprietary school. Students at the business school
(FBS) were grouped into four training schedules by length
and day or night classes. The four training schedules were
compared before and after establishment of a nearby commun-
ity college. The hypothesis that the greatest decline of
enrollment would occur in the schedule that is the cloSest
to the schedule of training offered in the community college
was supported. There was a 77 percent decline in FBS en-
rollments in the long, evening course (which most closely
approximated the schedule provided by the community college),
while for the schedUles not offered'by the community college
the net decline was only 5 percent. More recently the com-
munity college has added other schedules and now the
proprietary school is on the verge of closing.

Implications of Competition
From Community Colleges

We now arrive at the key issue :of what consequence
is it if community colleges competing with proprietary
schools threaten the survival of individual proprietary
schools and the growth of the proprietary school industry?
A me=4_ngful answer will revolve around the values we place
on the services, functions, and costs lost or gained by such
a restructuring of the educational system and on having an
efficient and effective educational system. First, the
number (variety) of services (training opportunities under
varying conditions) will prdbably be diminished. Although
the public school may increase the number of services that
it offers, services from the educational system overall
will be diminished by the number of unique services that the
proprietary school offered at the time it closed and which
were not incorporated into the community colleges.

A major misallocation occurs through shifts in the
expenditure of educational monies. Through tax subsidization,
public schools offer their services to the public below cost.
Private schools, of course, must meet all costs through the
tuition they charge. Naturally, if a public community col-
lege opens, offering services which students attending a
private school consider identical, the students will switch
schools. Some additional switching may occur among students
who, w:th other things equal, prefer the particular services
of the private school but who are willing to give up their
first choice and accept a lesser choice for the tuition
savings.

As the variety of the private school's educational
services is diminished by offerings in the public school,
total demand for private schooling declines. Overhead costs
which once were shared by all students taking different
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courses now must be supported by a diminishing number of
students. Eventually the school may be forced to close,
not, because all of its students have switched to the public
school but because the latter's offerings have overlapped
with the private curricula to such a degree that overhead
costs are not covered by revenues generated from demand for
the remainder of distinct educational services offered by
the Private school.

When the interests of students who preferred the
services offered by a private school that has been forced
out of business are not met by the public school, the
students either do not return to school or they settle for
some less desirable alternative. To the extent that these
students choose some service available within the public
school, subSidization distorts the mixture of options: that
would be pursued without the subsidy. To the extent that
these students choose not to return to school, tale subsidy,
results in the purchase of fewer educational services.
The net effect is that either more or less money is allo-
cated to particular educational services than would occur
in a market without this form of subsidization.

Even though this distortion in. allocation occurs,
there are benefits resulting from, subsidization: namely,
enhancement of educational opportunities for individuals
who cannot afford the full costs of education and increased
productivity of these individuals at work.

However, these same benefits could be attained
without decreasing the total diversity of educational services
by tying the subsidy to the individual- rather than to the
institution. Some progress is being made in this direction
by making educational loans and grants available, and many
government programs now include proprietary schools within
the recognized field of post-secondary education.

Another consideration in weighing the relative merits
of the proprietary school and the community college is cost
of the services. There may well be justification for keep-
ing certain programs within one or both types of institutions,
but there also is increasing evidence that a number of pro-
grams are unnecessarily duplicated. If we wish to allocate
our limited resources wisely we must decide which institution
in such cases is better' suited to provide the training.
Recent research has found that aside from small differences
(1)- the type of student attending a vocational proprietary
school is similar to that attending vocational programs in
community colleges, (2) student total cost (direct and in-
direct) are remarkably similar in a number of occupational
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areas, and (3) subsequent employment status is similar.
1

With all three of these important factors determined, the
only major issue remaining is evaluating the social costs
of each institution. Drawing upon some fragmentary evidence
(presented in Chapter V), it appears that if the value of
community-college subsidies were included in costs, proprie-
tary schools could provide the same quality of service for
no more, and often for much less, than do the community
colleges.

And finally, proprietary schools may function as a
bellwether for public educational institutions. Proprietors
frequently go to industry and ask whether a particular skill
would be used. Finding a suitable, required skill, the
proprietor can design, package, and sell a training program
within months. It may well be that m:ny community colleges
are as responsive as they are because the activities of
proprietary schools quickly point up training needs and
gaps in offerings.

Implications of Government
Interest in Proprietary
Schools

A number of federal government agencies--the Labor
Department, the Federal Trade Commission, the Veterans
Administration, the Bureau of Indian Affairs, and the
National Institute of Education, to name a few--are for
various reasons, from either a business or educational per-
spective, interested in proprietary schools. From these
interests have come significant changes of educational
practices. Some of these changes substantially improved
our educational system, and only through careful, deliberate,
and informed decisions can we continue to improve our system
of education. However, several recent proposals indicate
that adequate consideration is not being given to a number
of features of proprietary schools. Although the proposals
undoubtedly originated from good intentions, the full con-
sequences that may flow from implementation of the proposals
have not been thoroughly evaluated. The concern to protect
the prospective proprietary school student from making costly
and possibly ill-informed decisions about schooling is
illustrative.

Most probably students do not have very good inform-
ation regarding educational options, but the fact that
students do not have as much infDrmation as might be pre-
ferred does not necessarily warrant impleme:vcation of

1
W. W. Wilms, The Effectiveness of Public and Pro-

prietary Occupational Training, Berkeley: Center for
Research and Development in Higher Education, 1974.
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sweeping changes which require certain proprietary schools
to provide employment and earnings data on their graduates,
as has been recently recommended. A number of intermediate,
but very important, steps should first be considered. The
analysis in Chapter V showed that no discernible'relation-
ship existed between tuition and quality among the 81
cosmetology schools in the Chicago area even though tuition
ranged from $200- to $1300foradimilar. type and amount of
training. In any type of training program.,, quality of
product may vary according to student characteristics because
the student, in an educational situation, is part of both
input and product. However, even when communities were
stratified by socioeconomic characteristics, no discernible
relationship between tuition and quality of training existed.
Part of the reason may be that prospective students do not
have sufficient information to make a wise choice of schools,
and there is some evidence that cosmetology school owners
intentionally seek to block the free floW of comparative
information regarding tuition rates- and other features of a
school's program.

However, even if the information were available it
is not at all clear that students would choose any differ-
ently than they do now. In the training for cosmetology,
for instance, schools appear to have strong neighborhood
influences and to serve local markets. Strong demographical
and geographical constraints effectively isolate some commun-
ities. A prospective student may well prefer to attend a
nearby cosmetology school than one offering better training
for less money but located elsewhere.

Furthermore, public information services typically
serve those who least need them and serve least those who
most need them. Before we impose a serious burden upon
proprietary schools or spend large sums of monies (which
would be necessary to obtain and disseminate the information)
to provide such a service, we ought to have some inkling of
how much practical use will stem from such efforts.

Even if students did avail themselves of the inform-
ation; would it make any difference in what training they
eventually choose? By itself, the fact that only a small
percentage of proprietary school graduates receive employment
in the occupation for which they were trained hardly justifies
drawing the conclusion that students should have more inform-
ation. It may well be that an equally small percentage of"
students in any type of training actually obtain employment
in that field. Many students choose to change vocations.
In a study of changes in vocational choices by community-
college students, fully half of the sample changed their

163



vocational choices within an 18-month period.
1

Assuming
that a number of students do not wish to change their
vocational choice, what option do they have if the "screen-
ing" or "pyramiding" is equally great for all occupations?
Clearly the appropriate perspective is not that the schools
fail because they provide for only a small percentage of the
total, but that they are successful in providing greater
opportunities than any other system. Although many people
may not obtain the exact job they would like to have, acquir-
ing training may be the only chance a number of people have
for obtaining any employment.

And finally, no thought has been given to who would
be responsible for collecting such data or who would bear
the costs of collecting the data necessary to provide .pro-
spective students with the basis for an informed choice.
It is'assumed implicitly that the proprietary school will be
the agent. Yet, knowing how sensitive the financial struc-
tures of proprietary schools are, it is questionable whether
they could bear these costs. If faced with the choice of
collecting the data to allow them to make employment claims
or relinguishing all claims to any vocational relevance, many
might well choose the latter or (if the rules are too penal-
istic) simply close down--providing prospective students with

. less rather than more information and fewer training options.

In short, the enthusiasm for providing prospective
students with more complete information has not been
accompanied by either a consideration of possible alternatives
or of the costs of information. Certainly little evidence
of the likely effectiveness of such a policy has been offered.
A more modest approach recommends itself: first estimate
the probable cost of obtaining the desired information and
probable usefulness of it. For example, a first step might
be to experiment at the local 1!?vel. Licensed schools, such
as cosmetology, for which tuition and quality measures are
readily available might simply be required to disclose such
information to prospective students. After an appropriate
length of time, the relationship between tuition, quality
indicators, and enrollments could again be examined to see if
students in fact give any attention to available information.
It could be that students judge and choose schools on bases
quite other than either the employment status of graduates
or such other school attributes as are ncluded in the data
collected and measured.

1
C. S. Scott, R. H. Fenske, and E. J. Maxey,

"Vocational Choice Change Patterns of a National Sample of
Community-Junior College Students," ACT Research Report No.
64, May 1974, p. 4.
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Certainly any experimentation must involve not_ just
prOptietary schools, but all.schools offering similar training.
As long_as-one of our goals-is to serve the best interests of
consumers _by improving the flow of information when individuals
make a decision.concerning the purchase of education, we ought
to-requite all institutions-providing similar training to
supply the same statistics. Compelling one institution to
provide information which when presented by itself might
appear damaging to the school but-when presented in contrast
to other .institutions indicates superior performance is rills,-
leading to the-student and unfair to-the school. The drop-,
out-rate in proprietary schools, for example,_ -has been -cited
as a"problem." Mote-to the-point, this is a-problem-for
all post-compulsory schooling. Surely every proprietary
school would like to lower its drop-out rate, but the quoted
23 percent completion rate of computer-school students or
the 57 percent completion rate-of busines6 school students
can-be claimed to be as much a "solution" as a '"problem._",
One_ must- keep in mind. the fact that in-some community colleges
about -20 percent of those beginning data TroceOing- dOurses
finish and only 23 percent of those_in business pregrade.
(half the proprietary school completion rate).

FromithiS extended discussion of gOvernment-Cancern-
with-proprietary schools should come-a recogniti6h that in-
creased visibility of proprietary Schools within the edUCa-
tional system is not without its hazards. liducational
planning which touche8 the proprietary sch6^1sMalLst be done
with_careful evaluation of costs, benefits,_ ad consequences
to the individual and_Society.

Historically,- proprietary schools have survived in
the-face of forces Over-which they have little control, and
_which rarely enter the planning of public institutions, by
shifting resources -to meet changes -in market and technological_
conditions -and in student interests and by careful internal
decisions. in recent years these conventional forces that
govern a proprietary school'S OperatiOns_have- been joined by
Competition from-community colleges and by increased-interedt
from educators and government, neither-of which is necedsarily
harmful to the industry. But we must recognize that, although-
the eventual "settlement" between community Colleges and-
proprietary schools is unknown, proprietary schools contribLte-
a degree or responSiveness,_ and-diversity not so
evident in public sci:ools and may provide Many-services more

:efficiently than other institutions. If we seek to -offer
meaningful choices in -post- secondary education-and-with con-
sideration for costs, proprietary schools have the potential
of being an instrumental component in achieving that efficiency
and diVersification.

1
Computed from enrollment reports by school, 1970 and

1971, State of Illinois, Board of Vocational and Technical
Education.
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PrOgrats:,

Ourses:

APPENDIX 1

PROGRAMS AND COURSES AT-TRITON SIMILAR TO
PROGRAMS AND- COURSES OFFERED AT FES

accounting
bOsin8s management
lataprOcessing
secretarial-with general, legal, medical, pre-court

teohnital-, or executive option

beginning typing I, II
duplicating and transcribing machines
Gregg shorthand I, Il
shorthand, refresher I, II
office machines
human xelations for executives
bookkeeping I, I_ I

bookkeeping for small business
certified professional secretarial review I, II
business correspondence
clerk-typist re-training
management development
clerk-typist pr,ogram
key punch I, II
computer programming I, II
data processing
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APPENDIX 2

DISTRICT SPECIFICATIONS-OF THE ILLINOIS
PUBLIC JUNIOR COLLEGE ACT

As. we explained earlier a student has the option of
attending the cOmmUnity college in- ds own district or of
attending a community college bUtSide_his diStriet but at a
higher tuition rate. -However, beeauSe-of=sPeCific provisions
in the Illinois Public JUhkor COIlegeActVe need to dis-
tingUisiLbetweem-actual districts and- "effective" distriets
created through thelprovisionS of the Act: The -Act states:

:(l) anyone-qualified-to attend a _pUblid cOmmUnity Q,
college "and residing outside a junior-college
diStriat . . which doeS:not operate a junior col-
lege . . . . attend-any recognized public
jimior college-. . . which he chooSeS, and the
boarci of education__ of that district shall pay hiS
tuition" aleSS -the tuition amount that_ the college
is fte to charge any-student, and

(2) if resident of a junior college da.strict_. . .

which operates ajunior-college wishes to attend the
junior college maintaamed by the district of his
residence -but the program in which the student wishes
to enroll is snot offered by that junior college, the
student may attend any recognized public junior- col-
lege in same Other' district . . . and have his tuition,"
less the- arlount of tuition charged any student, "paid
itiy the:jun:Tor er:aege district of his residence.'

The net effect in.oalny areas 1s that, from the student's per-
spective, the financial tattler doe:, not exist. Only a student
residing in a community' college district that offers the
courses he wants TRISI gay the out -of- district tuition in at-
tending a community college other than the one in hiS district.

ID, 1965 -when Tritte began classes, the only surround-
ing, districts that had public communi24 colleges were districts
#508 (Cniaago) and #527 (encompassing Cicerb, Berwyn, and a few
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smaller towns) bordering the east side of Triton's district.
-Districts lying in other directions from Triton had not then-
established their own public community cblleges, and there-
fore students were entitled to the "charge back" at Triton.
Furthermore, districts 508-and 527 both _offered secretarial
courses similar to those offered by Triton so that students
in these districts seeking secretarial courses were not en-
titled to the "charge back" agreement And- would have to pay
the out-of-district tuition rate themselves to attend Triton.

In sum, the students at FBS are either from the
Chicago - Berwyn- Cicero areas - -the areas from-which students
wishing to attend Triton _have to pay out -of- district tuitions
-or from areaa in which the student need pay only the in-
district tuition rate because he is either an _in-district
resident or an out-of-district resident entitled to the
"charge back" provision.

ti
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APPENDIX 3

STRUCTURAL EQUATION MODIFICATIONS FOR DEMAND FOR TRAINING

The accuracy of estimating regression cOeffidiehts is
diminished by inulticollinearity, and the Correlation matrix
below, indicates that income (Y) and industrial wageS (WA) are

highly collinear (.98) as alsO are length of course (L), and
tuition (.91) and WA and L (.94). AlthoUgh multio011ineatity

:does not result in biased. estimates it does make it difficult_
to separate the influences of various- independent 'variables.
Sampling variances of estimated coeffiCientt increase Sharply
as the ',degree of Multicollinearity rises. While there are
methods of identifying the preSence of collinearity, removing.
Multicollinearity may be difficult. Re- specification of"

TABLE 3-1

CORRELATION MATRIX

M WTV
W

A

WTV

W
A

T

1TVA

.39

-.66

-.58
-.56
.49

-.61

.75

-.11

-.15
- . 20

.15

-.15

.67

.94

.89

-,69

.98

-.93

.97

-.57

.96

-.87

-.39

.94

-.82

-.58

.64 -.90

171

184



structural relationships, such as omitting one of the highly
collinear variables, transforming variables, or collecting
more data are three methods of eliminating multicollinearity

Transforming or deleting variables are the only options
available in this case because no additional data exist, but delete_
either Y or .L tends to result in autocorrelation of residuals
(which introduces large sampling variances and invalidates the
t and F tests) without yielding significantly differgent results
(see Tables 3-2 and 3-3). .

TABLE 3-2

REGRESSION OF ENROLLMENT ON WAGES, TUITION, AND
LENGTH OF-TRAINING

Variable

Ordinary Least Squares 2-stage Least Squares
Estimated
Coefficient t-statistic

Estimated
Coefficient t-statistic

V._
A

T

69.8.

-95.8

-0.012

1.01

1.82

-1.92

-0.142

0.769

36.5

=102

-0.015

1.07

0.234

- 0.175-

0.778

= .50

Durbin-Watson statistic = 1.58

,56

1.46

TABLE 3-3

REGRESSION OF ENROLLMENT ON WAGES, TUITION, AND INCOME_

Variable

Ordinary Least Squares 2 -stage Least_SqUare
Estimated
Coefficient t-statistic

Estimated
Coefficient ti±statistic

1'TTV

W
A

T

Y

2
R = .64

70,5

-203

-0.061

1.17

1.98

-2.38

-0.810

1.71
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-185

-o.o57

1.14

.4o

1.05

-1.62

1,29

Durbin-Watson statistic = 1.84 2.05
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Another possibility is to combine variables (for an
.ekpianation of the consequences of re-specifying variables
see pp. 110-111 in Chapter V); for instance, the ratio of WTV

to- W replace the two wage variables. The ratio
A can

(WTV/WA)

is less highly correlated with Y than WA (-.90 versus -.98)

and t (-.87 versus .94) but the estimated regression coeffic-
ients are less significant than those presented in Tables
8-2 and 3-3. Combining WA L, and T into a single cost

variable (WA. L + T) was also tried, but the results, ,given

in. Table 3-4, are nearly meaningless.

TABLE_ 341-

REGRESSION- OF- ENROLL$ENT -ON WAGES, COST, AND INCOME

Variable

Ordinary Least Squares two-stage_ Least Squares
'Estimated
Coefficient ,t-statistic

Estimated-
Coefficient t-statistic

vf
TV

6,810 1.63 -16,800 -0.57

WA4 4- T
.314 0.19 -1.50 -0.41

Y -.196 -0.57 .144 0.20

C -54.8 -0.69 342 0.69

R .44 -.77

D-W 1.15 .96
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APPENDIX 5

EMPIRICAL DERIVATION OF THE DEMAND FOR
COSMETOLOGY TRAINING VARIABLE

Data on, entrants-is available for only :a few years.
To lengthen the time series the number- Of--entranta isproxied
'by'the number of cOsMetolOgy sahOOl graduates sitting for the
state licensingekdmination. *CaU0e-pdsaing the state
examination is -required for a praetiding liLqne',..ah42because
'we-aastime thdt thoae who graduate will ait_for-the eXdMin.r
dtion, dria'becadse examinations- are given mOnth.*.(lesa,tre,-
quently in earlier-years:64-4 sti44-sovoi;a; ities each year)
the nuMberaitting fOr the examination ih_a_p.artibUldr_yedr
-should nearly completely 'reflect the nUtbergraduating-in
thdt:aame year.-

Furthermore, the M variable is expressed in year
t+1 so that, while-all other variables ate given in year t,
M apprOxiMater the number,of existing ,cosmetology students
in year-t.

Within the series for graduates- there is one adjust-
,Jrient, that, must be made-to correct for an idioaynerdey in the
data. InrAugust 1966, the course was lengthened from 1000
hOUrs to 1500 houra, an increased dUration of training which
reSuits in higher foregone earnings. The impact of the
greater training time,_ which redUced the number of graduates
by _(1) reducing the number of matriculants; and -(2) decreasing
the completion rate through higher attrition, on the demand
tor-coatetology training is correctly reflected in the number
of -graduates-, but completely iftdependent of this decline in
demand i s a one-ttme sharp drop in the Iaoil of students out

"_of training- immediately folleWing the effebtive date of the
legislation requiring the longer course and lasting until
the "slack" ih training time is absorbed. This sharp drop
in graduatea in 1967 incorrectly portrays the deMana for
cosmetology training. To compensate for the inordinate drop
in the hunter-of gradUatea, the 1967 figure was adjusted
upwards, to represent the expected number of graduates if the
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"slack" period had not existed, by applying the pre-1967
completion rate to those matriculating before August and
applying the post-1967 completion rate to those matriculat-
ing after August 1966 and summing the two figures. (See
Appendix 6 for the data and computation of completion rates.)
The adjusted figure for 1967 is 4723 instead of 2945. Other
observations are unaffected. The time period over which
data is available is 1950 through 1972. The complete data
matrix is given, in Appendix 7.



APPENDIX 6

COURSE LENGTH, COMPLETION : RATES', ANb ARC
ELASTICITY 'OF DEMAND FOR CO'SiviETOL'oGY

TRAINING

The course length waS- increased from:1600 to 1500
hours for persons -enrolling in cosmetology training ,beginning
on 1 August 1966 or later. While the Cost of the 50 Percent
increase in time invested in training was incorporated into
the foregone time and earnings variables, , we have data on
the number of matriculants and graduates before and ;after the
legislated increase which allow :US 70: See to what extent the
longer, course is ,associated with a lower completion rate for
those beginning training and to estimate the arc elasticity
Of -demand for training. Taking the ratio of graduates in
one year to the,nutber of matriculants in the preceding year
as an approximation for the completion ratio :(Table 67.1) we
find: that the average completion rate for those : beginning
in 1.963, 1961-1, and 1965 is 66.8' percent and 56.7 percent for
those beginning in 1967 or later: Although the relationship
between' course length and completion : rate is trOi"bly not
linear for all values, if Vit. assume that linearity holds
over the regiOn specified, a 3 perdent Change in length
leads to a 1 percent change in the completion rate.

Figure 6-1 clearly shows the' abrupt drop in coin-..
pletions. The greater course -length may be the cause of-
the smaller number of completions, but the mechanism through
which course length affects the number of COmpIetiods.. is
two-fold. First as just explained-, tht. longer course in-
creases the drop-out rate. Second, the longer course repre-
sents a substantial opportunity cost -a4c1- may reduce the :1

hwiiber of matriculants. The average nwither of matriCUlants
for the three years before 1966 was 8628-, and 7735 for the
three years after 1966. With this information we can esti
'Mate the arc elastici4.y of demand.

The net cost to the stUdent of the increased bourse ,,-

length is the foregone earnings that she could -obtain in
the best alternatives. Tuition- costs may rise some but so
will the earnings that she is able to make while irk school:,

3

:...
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In .cosmetology, as in many other areas of vocational train-
ing, earnings coming from school work often approximate
tuition leaving foregone earnings as an approximate measure
of the net cost of training to the student. An increase of
50 percent in training time implies a similar increase in
net cost. Computing the arc elasticity

(1= r(q0-qa.)/(q0+qi)-7/1".(Po-P1)/(Po+Pig)

from this information gives ML= -.271, indicating an inelastic
demand for cosmetology training.

TABLE 6-1

MATRICULANTS AND APPLICANTS FOR THE STATE EXAMINATION

Year
(Jan.-!Dec.)

Col. (1)

Matriculants

Col. (2)
Applicants
for State Exam

Col. (3)
Ratio

(of (2) /_(14_1

as a percent)"

1963
1964
1
19966

65

1967
1968
1969
1970
1971
1972

8013
8398
9429
7556

7436
8102
7666
7032
7307
7273

5448
5243
5431
6687

2945
4108
4322
4533
4310
3997

65.2
64.7
70.9

39.o
55.2
53.3
59.1
61.3
54.7

8%

56.7%
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APPENDIX 8

ALTERNATIVE SPECIFICATIONS AND ESTIMATING PROCEDURES
FOR DEMAND FOR COSMETOLOGY TRAINING

Two modifications, offering a more extreme spedifi-,
cation than that presented in the text, are presented -here.
One is to enter variables in disaggregated- form; the (*her
is to condense the information into a min_ imum of Variables.
In the first instance the 2SLS technique i.j used 'to explain
demand in terms of W, FW,_ FT,. U, and Y,. each- entered_ as a
separate- variable, In the second case; M is regreSSed- on-
the ratio of returns- to costs- (147/FTFW)_,- Y; but a
2SLS etuation cannot be legitimately specified- in thiS in-
stance- because the benefit -cost Variable contains FT which
is_ Independent of M.

-The -results are _given in Tables 8-1 and 8-2. Again,
the results are -as one generally might expect, but it is_
interesting -to note that W has no effect On_ demand. Also
FW ds. unexpectedly =positive, but could be the -result_ of high
correlation with other- variables, -a consequence of Mis-
specifiCation through itposirig the- additive restriction -on
the variables, or simply _Measurement error. In--Table 8 -2
the returns/cost variable has the correct coefficient sign,
but it -is not_ significant. U _in both equations -is pobitive,
and Y, entered as an- ability to; pay variable, is positive
but of little consequence' -as: it is- in Equation 3 in Table
8-1. --For- this reason Y was- deTPted from the demand fOr train-
ing -equation in the text.,
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TABLE

Ordinary Least Squares
_ tt

(1)- ': : -: (2)
,-Eiiriatect Estimated - -,

Variable , ... Coefficient_ . .t-value '.Coefficient - -t-ItalUe

'14 d.v. -.18Er3, .0.20 --?,

W 51.1-7- 1;23. d.vi.

FW. 5,950 _2.59'_ --,:.?4,
.,;

_-,

-FT' ,6432- -,3:06

'tJ 140- 1.24 1.-o5 _1.75

7.83 0.20' ..-420

Too-fist-ant 4i620 -..3.-08 -5.20 0.87 _ t..i

it .485 95

Dri-W- -1.02 .70-

. .

- 3

-I,

-,:-

..-'
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TABLE 8,-1-,-Coritiriued-

Estimat ed
Coefficient

d.v.

:5.36

(3)
Two-stage Lea.st Squares

(4)
Estimated

Coefficient t-,value

,

5,250 0.89

-2.48

220 0.39 1.31 1.08

29.5 0.18' .479 4.73

-4,230 -1.32 -;8.98

.84 .93

1.09 .69
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TABLE

Variable Estimated 'Coefficient t=Valde

W/FTFli 17,000 0.71

461 4.39

Y 7.65 0.54

constant -5,590 -1.35

-2

D.4

.71

97
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APPENDIX 9

ANALYSIS OF THE MEASURES- QUALITY_
If twe proceed', -On the assumptions that the Spanish- and

'black area schools SerVe, on the average tbre,.ecOnomicallY-:de-
presSed ,cOmMUnities, than majority area 'schoOls4 and that low
socio-economic :status results in more students. dropping out
of training for personal reasons, (lack of funds, sickneas,.

or family problems), we might expect the doMpletiOn, rate to
serve a idouble function,. a proxy for ,tocio=econcimic: ,welfare
of the community, and indaatire, of a school's quality. The
data in Table -46 gives evidence in support of this position.

is significantly lower in black and Spanish area scnools1
than -majority area schools, but .when Q3, is -separated into Qi
and k2,,, the -difference between the :Spanish area .schools and
majority schools in how well they ,prepare their students for
the -state examination is statistically insignificant (although
lower), . despite -a significant difference, '(-s -t-- .05) In com
pletion rates .Of the -twO, groups.

'Keeping in mind these two dOMpOnents, of ,measured
.quality the actual =observations of tuition, and overall
quality are plotted in Figure 9-1,, and the simple -Correlation
coefficients for Spanish, -black, and majority area schools
are given in Table Aside frolii-744e; expected positive
relationship between Ql and and Q2 and Q3, the relation
between tUition".arid Q3_ IS the strongest -correlation in both
the Spanish and black groups, but the .coefficient is positive
for black area -schools and negative for Spanish area schools.
In the majority ,group the relation between tditiOn. and Q3 has
no particular importance.. We postulated that tuition -would
increase with. quality but the :only positive cOrrelation of
any Strength between tuition- and Q3 is in the black area
schools. The actual observations '(Figure 9,3) do little to
-Supplement information ,gained from Tables 46. :(6f, the text) and
Table 9-1.;_ although in the case of black area schools the
importance attadhed to the correlation between tuition and Q3_
is weakened_ by several extreme- outliers. In OM, our data show
that the relation _between overall quality and tuition for all
schools is inconsequential although substantial diffei"ences.
exist: -among groups.

1-fit ia interesting to note that the greater- statistidal
significance between quality in Spanish area sChools and major-
ity area schools (than, between black and majority area schools)
is due to greater variation in black area schools than in Span
iah area schools. In fact, the means for Qi and Q3 are higher
in. Spanish-area schools than in black area Sehools.
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TABLE 9-1

SIMPLE CORRELATION COEFFICIENTS FOR AREA SCHOOLS

Tuition Size Q1 Q2

A. Fol.pit

Size -6.391

qi

Q2

0

(.104)

0.630
(.019)

0.241
(.266)

0.625
(.020)

-0.029
(.467)

-0.038
(.461)

-0.056
(.436)

B. Spanish

-0.026
(.473)

0.309
(.209)

0.138
(.362)

Size- -0.247
(.278)

Q1 -0.527

Q2 -0.583
(.065)

Q3 -0.709
(.024)

C. Majority

Size-

Q1

Q2

Q3

0.340
(.007)

0.147
(.152)

-0.043
(.384)

0.106
(.23o)

0.107
(.218)

0.097
(.242)

0.05
(.334)

191

200

0.323
(.199)

0.967 0.601
(.001) (.043)

0.588
(.048)

0.881 0.885
(.001) (.001)

0.325

0.962 0.536
(.001) (.001)



Another caveat that Should be entered regarding
"quality" is that the measurements of overall quality may
refledt differences in school policy and .goals. On-the
one hand, -4 school may serve in part as a screening,mdchan-
ism, letting graduate only students fully qualified. In a
situation of this sort_ e would expect to find a low comple-
tion rate .but :a high passing rate., Oh the other hand, a
school may allow students to graduate regardless of what
they have learned. If this were the case, the school might
have a high completion rate and a low passing rate, but the
evidende we have shows that QI and Q2 generally move to-
gether, as shown in the joint distribution of Ql and Q2,
Plotted in Figure

The Spanish area schools, -are quite uniform in
quality, espedially with regard 'to, the completion- rate.
The worst school graduates 30- percent of its matticulantS,
the best, 50 percent. The Spanish area schools'- Variation
in percentage passing the examination is-not SObstantielly
different froth thevariation in the other two ,grOups.
Black-area schools shOw greaterdispersiOn than eithei'-of
the other two groups for both percentage passing and:com=-
pleting, but their obServations fall along: -the tame axis
as the other schools.' Overall it- appears unlikely. that -a
school might advocate, a policy that-mould result in a high
Q1 at the expenSe of q2, 'or vice versa.

An alternative approach to evaluating quality dif--
ferences among sch6o1S- grouped according to ethnic or racial
communities*in which the school0 are located is to separate
the schools first by quality- and then-to compare character-
istics of the schools. If we group obterVations through
visual inspection (Figure 9-2.) we -see that the btilk of
schools are concentrated around the means of QI and Q2.
Moving toward either the upper right-or lower left corner,
small-clusters of schools appear separate from the rest of
the schools. One cluster consists of the six schools with
the loweSt Ql,and All of them are located in Ohicago,_
although not in any particular section of the city. The
highest qUality schools, the three -in the upper right
corner of Figure 9-2,-are located in-suburbs, two in Elgin,
a town to the far northwest, _and one in Evergreen Park, a,
near south-Side suburb (see Table 9-2.). The geographical
distribution of having the best schools in the suburbs and
the worst schools in the city again suggests-that-an important
input inldetermining the quality of a school may be the .

student.

1_
Failure to recognize the possibly very important

contAbution of the student to_ the "quality" of a school
could result in the conclusion that. quality of cosmetology
training in public community colleges is much higher than
in public schools. In 1973 a sample of public vocational
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Urbansubdrbui-diviSions commonly 'represent well-
khown socio- economic and cultural differences among pOPula-
tiOns, Income -and years of education) as measures of SES)
shaW that .people living. insuburbs'have-higher-socio-
econoMit status than-city reitidentsl-and the-Obberved-
diSparity in quality between the extremes' mabe-attributable
to differences in-economic, edudationall or ethnic VickgroUnd
of students. When the-clustet Of 'high quality - schools is
-expanded to include the five sohOoiS-belOw and to the left
of the three, highest schoolsor all schools With a_-Q1 equal_
to' or greater-than 70, the diatinction based on City,
suburban location-disappeatS1. and in fact the Iodation Of
the higheit and 'lowest quality SchoOl& are intermixed`. The
worst schOO1S° -(in terms of qualityl are found in the south,_
west,_ and northwest;-the best, in the south, southwest, west,
and northwest. For example, the black southern community
contains- one of the worst and one of the best-schools,_ as
does a communityof Europeanexttaction to the northwest;
neVertheleas, in spite of large variances in quality aiming
schools within ,all communities,. the educatiOnall_ economic,
and ethnic status of _students in the-tWo groups of schools
is different.

From Table 9-2 we see the following:

1.) The very- highest- quality school& '(3)' are located in
communities that have above average income and edudation,
and they are located in suburbs withs. doMinantly white
native population.

2.) Thi: lowe:Tt quality schools (6) exist in communities
Of 'below average income and education, and all of them-are
located in Chicago. The ethnicity of the communities Sur-
rodriding the schools are heavily black, Spanish, and
European stock, communities that are marked by a high level
of ethnic or racial cohesiveness.

3.) An expanded Cluster of highest_quality -school& to in-
clude 5 or '10 additional schools still indicates that students
come from areas of high income -and educatiOnlaithough the
Superiority-is reduced. Also the geographical location of
the schools is no longet limited to-the suburbs, and ethnicity
of the-areaS :surrounding_ the schools is diversified.

high schools had a 70.6,percent of their cosmetology graduates
pass the state licensing examination. A sample of community
colleges had a 95.6 percent pass rate. While the figdres
could-reflect a true difference 'in school quality, it is-prob-
able that the-real difference is lessened by differences in
stUdent input. The iodation of the schools and the areas
from which the schools presumably draw their students were
quite .different. The high schools, unlike the community col-
leges, were all located within the city limits of Chidago.
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If socio- economic status- of the student-serves-as
a proxy for an important quality input, and one for whiCh
the school does not pay, then tuition -and quality need
_not be strongly related. .

Tuition for either extreme grOup is nearly
the same. The average tuition forthe three-groups of-
highest quality schools- is $560, $519, and 85994 for the
lowest quality schools, tuition averages $5 7--all groups
approximately within a quarter standard deViation of the
overall mean (see Table-39 of text)-.

In sum, the success that a_school has in-getting
its students-to complete training accompanies the tucCess
-of the school's graduates in passing the licensing examin-
ation. Also, -as in other. types-of schooling, 'llquaIitYm of.
IL cosmetology school measured -by -6tudent -Oiitput variable6
may depend in 4.arge part on the socio - economic background
of the student (which often coincides with -ethnic categot=
iee) ,

1
The implicatiOn from Table-9--2 is that rising-

-SES increases probability of success in Ccitmetclogy
training. While this appears tobe_ true, it -is interest-
ing to note that communities of very high income are void
of'cosmetolOgy schoOlt. Undoubtedly this Is -the conse-
quence-of different expectations that conventionally are
associated with-socio-eCOnoMio status Kthin- the- eight
suburbs to the north of Chicago with median-family income
greatex' than $15,000, only one cosmetology school is
loCated.
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APPENDIX 10

-CROSSTABULATIONS OF Q2 WITH TUITION AND SIZE

TABLE 10-1

CROSSTABULATION OF Q2 WITH. TUITION

Quintile Row
Total

Q2
Passing

Column Total

1

3
4
5

3
1
0
1

4
3
3
3

,0

2
1
1
2

-

0
4
0
3
2

1
4
2
2
0
9

10
13
6

11
10
56llb 13 9 ,

Chi square = 22.9 with 16 degrees of freedom;

gnificance= 0.12

TABLE 10-2'

CROSSTABULATION OF Q2 AND SIZE

Quintile
Q2-Pas sing

Row
total

1 2 3 4 5

,

Size

Column Total

l
2

3
4
5

4
2
-0

1

0
1
1
:6
5

-1

I
4
a
0

2

5
1
3i

3
1
3
0
4

_ 9
12
11
11
11

10 13 b 12 11

Chi square = 30.7 with 16 degtees of freedom

Significance = .01
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