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e PREFACE
"In September 1977, Dorothy Linthicum, a graduate stiident at the - -

University of Maryland, jojned the State Board for Community Colleges staff
i&gan intern to conduct ‘the 'first comprehensive Statewide;afalysis of the
0%

ts and benefits of Mbrylaﬁd's -communi ty - ccllages. Thrs dD€Ument repre--'ér

sents a summary of the Eulmlnatnan of her. effarts

' .
In addltan to the §Ea%ew1de data- des;rlbed in this report, |nd|v1dua]'

-

‘|mpa¢§ studies were, EDmpI]Ed for each of the seventeen public community

colleges in Maryland A technical manual which contains instructions for

updating information, adding survey data, and using .the compyter models

developed for this study ‘has been made -available .to -the, QD]]EQES . Further,

a document, available frém the State Board fGF Community Eelleges, has been

wxdély dlstrlbuted . . - : /
" : _ . \ .

This s tudy could not have been completed without the cooperation of

many people at the colleges, especially the institutional researchers and -

the business officers. Their time and efforts are gratefully acknowledged.

The State Board for Community Colleges was able 'to’conduct this cost-benefit

.analysis through.a grant from the Maryland State Department of Education,

Division of Vocational-Technical Education. The help of two State Board
staff members, James' D. Tschechtelin for theoretical and technical assistance
and Maxine J. Pope for manuscript prepafatlon, was alsa |n5trumEﬁtaI in
ccmpletung the report. Lo : ;

]

Finally, the State Board for Communnty Co]legés apprecnateg the EFForts

.of Ms. Linthicum who completed this complex pFDJECt on time with éXIStkng

data, in a highly professional manner.
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. ' ) ' ‘ : ABSTRACT

Community college advocates for a long fime have alluded to the
benefits of a college to students and the community. The economic side
of those benefits has. been mentioned, but up to now quantitative in- }
formation has not been available. This study-measures the short-term
impacts of public community colleges in Maryland through a series of -

. cash-flow formulas and the long~term impacts to'students and the States
through-human capital theory. . ’ : o '

Total direct and indirect expéndifures attributable to-thé seven-
teen colleges in 1976-77 were almost $124 million. In addition, the
State received about $9 million from taxes paid by the faculty and staff
from the federal government, and from taxes on business property alio-
cable to college transactions
cause of the colleges.

13

i

About 6,700 .jobs were also available be- .-

In the human cgpitai portion of the study, Average community ga}]egﬁ

students ip Maryland were estimated to rgceiveraimast a 27 percent re-
turn on their investments in higher education during their lifetimes.

The average rate of return for the social investment was about 15 percent.-
At the present, investments in community college education in Maryland -

.appear to be sound for students, communities, and the State.
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o e INTRODUCTION S
. B . 0

The Eﬂmmunlty callége segment ln\MaryIand has QFFEFEd unpre¢gdented access
“to higher education.. By lowering the cost of higher education to'students and -
- ,prgv:dlng easy geographic access, the community colleges have: opened the door .
' to higher education to many cltlzens who otherwusg wnuld nat have been able to
obtain any college’ EdU:EtIQﬁ.FA' - T S .

The Eammuhlty coileggs have prDVIdéd many bEﬁEFIES to the pedﬁle of Mary=.
- land, not iny in terms.of the value of the education provided to the students,
‘but also in the diversity.of the institutions themselves. These benefité and
their associated costs have been-identified in general terms, but _no one Has.
evér assigned numerical ‘values to them. The quantlflcatlon DF tzgse benefits
and their associated costs. cauld be a usaFul tool in making decisions about the
future direction and prlorltles ‘of the ;ommunlty ca]lege system. The’ problem
addressed in. this study is the identification of those eﬁanamlc benefits and
- .¢osts génerated by Maryland 5 cgmmunlty ﬁalleges : S

What is cost- beneFit analysns? . ) i //

A Cost-benefit analy5|s is a technique For’maklng décisions ‘within a frame-
work that has a wide rangé of considerations, including those which are pa]|t|='
cal or social. " In simple terms, it-ig a way of anmparlng all costs with all
benefits. As a formal technique, cost-benefit analy5|5 in the United States -«
dates back. to-the early part of the 19th century. Slnce then techniques- have .

improved, and EDst’bEﬁEFlt analysns has Spread to many Fields

' Because cost- bEnEFIt analysls is derived from the field GF EEGﬁOmIES,
many equate the process with numbers, dollars, and cents. While a cost- -benefit
study can be gust as useful in measuring such. noneconomic factors as the
social-cultural benefits”a community college provides its students this study
will examine onhly the .economic costs. and benaFlts——Qﬁ other waﬁds the numbers,
dollars, and cents. : o . E

. ::r

a4

&=

IR




5

= Y =
s

) 14

Hﬁy;lookfaf.g;@ngmit_;a;ﬁs_agd-genefj;s?;

. PURPOSE ' (\ - oL / :
: S
!.

. . . kS . . - = - .
P - .Taxpayers and-their;]egislativerrepresgntatives at all levels are seeking
. -evidence to -justify the jnvestment made in public community colleges. Part of

the rationale for EDﬁtinéEd)Support comes from the belief in -equalization of .
bpportunity. . Many people from different.socioeconomic levelg, with-varying
degrees of ability and of. all ages, are obtaining a higher education through
the community colleges: . Another.part of the rationale stems from the expecta-
tion of increased economi¢ benefits to both the individuals and society as, a

WhQ]E- . T : : . = . i

The economic benefits can be explained according to the varying kinds of
impacts. First and foremost- is the investment aspect of '‘education. As a re-.
sult of community college education, both employees and their employers can
expect increased productivity and income. ; ot : -

A corollary to the higher incomes that college educated personsé generally’
. command is the increased taxes they also pay. These taxes assist in repaying

‘the public for its investment in the comhunity college education. -
‘,, o b SR ) ‘-.‘ R . 4 ,

- Finally, the'operation of community colleges fe;uits directly in more im=-
" mediate commun ity beriefits hy-provigihg=increased'jobs through expenditure of-
funds, égéﬁindiréctTL;ai‘a”rESultréf the multiplier effects of spent income.
Associated with these benefits are costs. These costs include not only

the capital and operating costs of .the comfunity college program but also the

- opportunity costs associated with the student's foregone incdme, tax .receipts,

‘ and production. Income is foregone because,: obviously, a person cannot be at
- work while he is in class. Sinfiilarly, payroil taxes are ndt deducted when a
‘person.is not on payroll, and production is tost. This is true of. the tradi-
tional college student who attends college full-time. To the extent that com-
' munity college students increasingly attend part-time while employed, income
is less likely to be foregone with consequently’ less loss in payroll taxes and
production. -The lost property tax receipts for college property which® is re-
moved from the tax rolls also must be considered. While not all of these costs
are related to each benefit, they must be considered when appropriate in the
calculation of costs _and benefits. : ‘ . - :

¥
= ]

How can economic costs and-behefits be measutred in education? : K .

Economic impacts of community c@llegesxgan'be'examiﬁed in two ways. In'a-
short-term approach the-expendiutres of certain dollars are traced throughout
a certain F?ﬂi@ﬁ during a short time span, usually .one year. A lafg-term, ap-,

« proach considers impacts of investments over a long period of time.. - d

— N ) = o,
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. Just as'ﬁusinESSEs”invest'iﬂ additional capital, e.g., equipment and hew _
buildings, to expand ﬁhejrﬂ%arninggi individuals and society can invest in edu- -
“cation to -expand earnings and increase productivity. By paying some costs in’ -

the present, they can generate greater ret

urns

‘in the future. This kind of

Jlong-term investment is often called human capital investment.

. Comparisons of future earnings and th
lege students 'and the people of Maryland d
licrative. Those factors which are most ¢
expected reEans’also are identified. Wha
bétween the Stud%

State and Ibcal-gurisdiétians can also-get

e investments. made Ey,;ammunity col-

escr

ibe which investments are most

ritical .in decreasing or ircreasing

t.is

nt who works part-time, and the one who is unemployed? - The

an

“the difference, for example,

idea of how much additional. tax

revenue will be. generated, and to what extent their investments will be-repaid.

The human capital approach is & method

b
,-of
7

pacts. A short-term impact study examines” the

and expenditures of the colleges.on the-ec
dictions. Funds enter the economy through
propriations, from out-of-state sources,’

onom
the

and f

The funds are circulated through the economy b
=_5aiarie3,apuréh35§,aF materials, and capital building improvements. The impact
study can.be useful in showing the State.and local jurisdictions the ways -and
extent to which community colleges contribute ’
impact information .can reveal to the colleges how certain of their activities,

and measurable ways.

How  can ‘the numbers be used?:,

viewing long-range’ economic_im-
immediate effects of the income

y of Maryland and the local juris-
colleges from State and local ap-
rom student fees and tuition.

y expenditures of the college for

to the economic base. -In addition,

which were thought to be purely inEEfﬁalxmatﬁgrs,vaffeat the community in direct

Cost-benefit analysis can cause officials and citizens to. look at problems
in different ways and help to raise important questions. This study can improve
‘community and college relations by revealing the interrelationships the area
and college share. Public officials can be made more aware of the tax costs and
tax revenue benefits that the ¢ollege generatés,\*Facuity and staff can be made |
more aware of their immediate contribution to the community and State. Finally,
State- of ficials and the citizens of Maryland can see that the outlay of funds
in support of cofimunity colleges does. not disappear but rather supports the
State's economy. Neither position adefuately portrays the true circumstances
unless the two are considered together in'light of the actual facts. This study "

provides some of the facts.

:

- Citizens often only view the community college as a cost to be borne. Edu-
cators, on the other hand, dre inclined to dwell on economic, cultural, and .

recreation contsibutions and the visibility an institution brings

What_doh't the numbers show?
o . S - £

a commund ty.

F b

E

-Colleges are not banks; they do not propose to make money for investors.
They do try to enlarge a student's world by iptfoguiing new people, new activities,

La

=

a
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. " and new ideas. Caréfyl addition, .in short, él\@ws the determination of the costs
" of a-community college ‘educatjon, but ever e most ac¢urate estimates and pro-
jections of economic impact, isalaries, trnnge be%gflts and emplmymeqt levels,

s eann@t reveal. jts tDtal value . ‘ .
’ t There are seveyal teghn|cal *ImltatIOﬁS which also shDuld be ﬂeﬁognzzed
" For example, in using & multiplier effect to measure the expansn@n of the initial
ivestment from cyc - of respending, it is-assumed that the money would not have
been gpent otherw::e This can be‘argued readjly at he local ievel but:is .= -
quESthﬁab]e at the Statg Tevel. \Multl,llar ‘effects &re generated only by 'spend-
ing _that does not withdraw resources from alterﬁatiJe usgs in the area. |If no

comm nity colleged exyétedh%}t could be argued that the money would have been
K spent\aﬂ the @ther segments of higher education or by consumers who would be pay-
' ing léss “taxes. Thi% study, however, which attempts to estimate ‘as CJD%E]Y as
posglble tfe total impact of’ communlty college spending in Maryland, will use a
“multiplier effect. The assumption is made that money spent in support of com-
‘munity colleges would‘nct have otherwise been spent in Maryland. For comparison,

-estimates not |h¢lud|ﬁg the” mu]tlp]ler EFFect are included.

[

It should also bé noted that thlS Study makes use of existing data from the

':  ‘State Board foﬁggcmmUnlty Colleges and the seventeen Maryland community colleges;
“from federal, State, and local agencies; and the literature in general. Because
no new dgta were cdimpiled, estimates based on similar 5tudies, aggregate data,

. and Judgﬁént“ ére fiecessary. However, actual. Flgurea for most of the crltlgal
information Verg availafkle. Some.error also might have beén introduced .in the)

attémpt to represent all valwes ‘in 1976 doll;rs For example, the Census of Manu-

facturing, which was uged to assess the economic base of the State and’ﬂ"al sub-=
o divisions, is taken every five years. Because thg 1972 version, which was pub= -
lished in 1976, was used, it was necessary to gﬁtimaté the -growth between 1972
and 1976. : - - .
~ . One other w@r@a;F caution should be mentioned. There is no way to add all
bengfits in a credit column and all costs in _a debit column to come out with one
neat answer. First of all, some expenditures and costs would be listed more than
once., x‘Fﬁndly, the {?mpa;t andlysis computes both stock and flawlflqur‘*, These
are ecanomic terins which wéfer to spending on items which are quickly consumed

R

=

(Flaw) and spending on items that have a longer life span (stock). Theoreti- -

cally, .these cannot be added to, or subtracted from, one another. A third re-
‘lated point deals with the use of human capital and impact analysis in one study.
Like the stock goods,”human capital studigs deal with long-term investments.

The results réflect increased earnings or taxes over a lifetime. The impact
analysis-is comparable to flow goods because an assessment wf the expenditure
impacts (s nade only for the 1977 fiscal year. * w

[ . 4

*®

[ N

. o Cost-benefit analysis does not pratend tu be a perfect technique.  Although
Ceconomic andlysis has many imperfections, it can be an effective tool. 'ihe h
difficultdes are oot created by cost-benelit analysis.  Horcover, they do not

render quantitative: analysis useless,  They simply mean that one has Lo e dis=

criminating abaut when and how to use various tools.' [27]
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. .SUMMARY REVIEW OF THE LITERATURE

. , %

]
HUMAN_CAP ITAL INVESTMENT

=

Intensive {nterest in the proposltnan that educatfion s an investment in
human beings 6riginated with Theodore Schultz in 1960.) Since then, estab-
lishing the specifies of a causal relatlanshlp between educatlmn and - income:
has continued to dominate the writing in human capital investment. Kastner
[20) notes that research no longer is directed toward the validity of the human
capital concept, but is now concerned with determining its value.

The approach most used in human capital research contrasts the future
lifetime earnings of people of less education with people of greater educa-
tional attainment. Alexander [1] believes that this rate-of-returh method

g the mo%t precise because It relates not only benefits but also costs.
Bhcker's [3] classic study, for example, showed a very %ubftantlal private

gain to whi&e imale callage qraduatgs as compared to high school graduates,

To caliulata ¥ rate of return,.it is necessary to know how much an edu-
cation costs, how much the college-educated earn compared to thoge without a .
college education, ‘and how much those. future earnings are worth today. - [2]

L f
e

The costs of education |n;lude direct expenditures for salaries, supplies,
etc., and indirect or apportunltyisggts that tak® the form of foregone student

“income or foregone tax revenues. [h5] There has been some )ﬂtFDVEI%y:]bDut i

including foregone income as a cost component. Schultz, Cohn, Blaug, and®
others feel that it should be included and that a downward bias in costs will
be created if it is excluded.* [34, 8, 5,] Becker clgims the dominance of
foregone earnings and the relative uhlnmnrténca of tuition can be vividly
demonstrated.with rate of return calculations. [3]

F \
1Y

rted by factors; sug h as l‘btt]ll'
aqgree to which. tﬂzcat@%n con=4
uted. Raymond and Sp%nuwltf

The economig value of education is disto
Zﬁui.jfiﬁn sex, and sace. The de
Lmhutw; to hlth:r aconomic returns is often dispu
[33] contend the income dlfiér&n;e: between educational cateqories gﬁt likety/
to be overstated since those wi'th more income arc more apt to have greater -
ability. Much work has been done recently in an attempt. to separate the ef-’
fects GF education and abitity on earnings, but no clear consensus has boen
reached. BQZKQF: howover, points out that economists have been aware that
conventional measures of ability, while relevant at times, do not raliably
measure the talents required to succeed in the economic sphere. [3] Hauwe

J16] also fecels that adding an ability bias ‘has been somewhat misdivected.

Others have consistently corrected tinal carning differentials by 14 rof 33
gercent to account for abilityf differentials. (15, 33, 3, 45] 1o =tudy Jde-
factor, Woisbrad and Karpoff [h6] osCimated

§igned to determine the ability
S

[



Aruitoxt provided by Eic:

8 o |
’ N L . ’L‘z,-r’s’
that”about ong fourth of the difference between .the mean earnings of college
graduates and -the mean earningssof high school graduates as shown by Census

data is due to noneducational variables. :

'-H‘?a ) ‘ — . ) ) - o
Long-payoff periods also-affépt the rate of return on a college education.

Becker notes that the length’ of tHe payoff period increases the difficulty of

anticipating a gain from college. While business investments often pay off’
within five or .ten years, the payoff from college takes much longer. .[3].

This affects the détermination of an appropriate discount rate. Selected dis-
count rates ‘used to compute’ lifetime-earnings were usually 3 to 5 percent. -
[15] Internal-rates of-return, v Computed discount rates of community col-
lege StudEﬂtéi ranged from 16,8 percent for white males with no ability adjust-
ment [33] to 2.2 percent for honwhite males. [17] pstner found the direct
returns to individuals who acquire a community collegeNgducation represent an
annually compounded interest or discount rate of at 1e§sﬁ35i6 percent for males
and 5.88 percent for femaleS. [20] '

Another factor affecting the time 'span is the normal growth of the economy.

i

“studies show that some §llowance for growth rates is probably in order for

cross-sectional studies, which measure earnings at. one point in time as opposed
to cohort studies which trace a group's earnings over a period of time. A 3.5
percent “increase per year seems to be an accepted rate. [33] i

Becker also suggests that data should be corrected for mortality [3], but -

(
Raymond and Sesnowitz argue that it has virtually no impact on the rates of
return. . [33] B ' ; ' ‘

The social economic gain from education, the gain to society as opposed
to individuals, differs from the private gain in cos s, and benefits. Direct
costs are obviously greater to society than to studfnts because some of the ex-
penditures of students aye paid out of public and pXivate subsidies. Raymond
and SESﬁ@wicz;ﬁha' that in all cases the social rated=fall short of the correst
Sﬁondiﬁg~'rivaté5§gﬂggg [33] e ' : ]

Another way of looking at social benefits is by estimating the bgnefits
i A the form of future tax returns. Hansen and Weisbrod found that in o case |
do State and local taxpayers recoup the full value of their investment in highér
education. " [15] : L ,

‘ onomic

ial and
r, still
Sums in

Economic benefifs found by ratesof-return analysis, or any other ec

tool currently in use, fall far short of a.complete determination of soc

privaterbenﬂfits accrued. from investing in education. Education, howeve

ponsesscs formidable cconomic benefits, implying that investing greater

the development ol human capital through education is sound cconomic policy.
- .

= ., o H

C
C

COONOMIC TMPACT ANALYS 1S
. L T LA 1 . s
The economic impact analysis is actually a series of Pinear cash-1Tow

formulans which inelude ondy what can be readily counted.  The farmulas atlempt
to identify who i pemding, how much is spent, what is being bought, and where
spending is being done. They do not show political, social, or avsthet X% -

-5 \‘
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impacts or the effects up@h” the community of the colleges' humar resources.
They do measure dollar outlay and provide simple indicators for planning. [7]

' . . F)
Most, of ‘the effects considered - in an economic impact analysis are current. f?

and short range. They are not concerned with the ultimate impact of the col-
lege upon the community, and they do hot consider what a community might have
been like without the college.

One of the problems assQéiatedgwith economic impact anatysis is the de-
termination of the multiplier effect. The purpose of a multiplier is to re- =
flect the final impact of an initial expenditure. The smaller and less self-*
sufficient the regio% the larger the portion of respendigg that leaks out
and the smaller the multnpller effect of the original inV&stment. The larger
the region, the greater is the total cycle of respending regaptured by the -
region, and the ‘larger the multiplier. [18] A multlpl|er effect of 2.0 |5
generally accepted for a Statewide region. ‘{4, 14, 35] e

, . .

The results of studies employigg techniques of economic impact analysis
have generally found tHat nonprofit, nontax institutions have a capacity to
generate employment and’*TiILOﬂS of dollars in personal. income through what is.
in effect sﬁtErrgqt@nal trade. In addition, the subsequent expenditure of that
incoéme in the logaf eionomy can :make an izportant contribution to economic
growth. :

A study of Virginia community golleges, for example, demonstrated that
higfer education institutions give more to the communities than they take.
The business. volume generated by the presence of the community college system

_exceeded the State's appropriation ®for the system by 142 percent for the eight- .
pp Yy C _

year period of the study.® [47] Other studies also have shown significant

’ heneFitfi The operation of Harrisburg Area Commurity :College contributed from

$2 to $4.% million annually to the cash flow of the local Ecﬁnomy,‘wh|]E the
total operatlnq budget of the college was $3. 8 mllllon for the year in which
the estimate was based. [36] L ( .

\,

The Johns Hopkins University, through nonprofit, was found to rival a
number. of Baltimore's major local businesses in total volume of local busines
EXDEHdI[ur&S / Total direct and indirect expenditGres attributable to Hopkins

l§72 73 wére more than $137 million. However, it receives more in services
fram the Lsty than it contributes in t9xes. The tax-exempt status perhaps iy
re CDQHIEES contributions of those unpaid services to the cummunlty. [21]

.‘;

4

A §}milar study at the University of Rhode isiand showed it generates about
581 mfll|@n of business in the state and $31 million in the local arean. [6]
Anothér study of higher edugation institutions in North Dakota found that for)
vacli dollar the Ltate apprapriated to higher education, the colleges and unL;f

Félated wpending provided the state about 10,000 jobs.  [FI] Galiber's iy,

HF 5t. Cloud State University, Mianesota estimates that i!lWin;[“yit,‘,f‘fz[’lfifs(;féi
spending othe St. Cloud area in 1975 amounted to more than 527 miltion with .
an ultimate effect of nearlsy 559 ditlion. [11] ‘ ’ . L

—tr

o

versities returned $2.10 to the economy of the Btate, and that total coltede- T

e
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Most studies indicate. that by its presence a.college ca

Egéﬂerate a con-
% sidecable dollar_volume of spehding$g create jobs, and add stibility.

Measur-=

ing o collegg's economic' accountability can also provide a fiflame of reference
_in which tofevaluate the college on other more important criteria. (See
Appendix D Kor a complete literature, review.)
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PART |: ECONOMIC IMPACT OF EXPEND I TU

GHAPTER 1

H

=, The seventeen Maryland community colleges cifculate funds tﬁrgugﬁ the,

,economy by expenditures for salaries, purchase of materials, and capital build-

L

ing improvements. The funds come from internal sources, lncludlng-atata and
local appropriations, student fees and tuition,.and from ekternal sources,
such -as the federal govermment. It is through the circulation of these funds

~that the colleges generate their economic impact.

The purpose of this part of the study is to estimate the effect of the
Maryland community colleges on the State's economy . In the past hlgher edu-
«cation has not been measuyréed by economic cr|ter|a, more idealistic goals have
been used instead. These goals.are probably still the most valid measures of
success, but as the cost of higher education increases, other criteria have

" become increasingly important.’ The utility of education in the-work ‘force and

O
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Aruitoxt provided by Eic:

the economic impact of Higher education on a community and a state are two such
criteria. The effect of the product or the educated individual, will be dis-
cussed in Part Il. This section will look at the actual effect of the income
and expemdnturas of the seventeen community colleges on the State‘s economy .

Llﬁear cash-flowmgEquations are used in this study and include only what
can be readi'ly couﬁtad -They attempt to identify who js spending, how much is

.spent, and whe're spending is being done. No'single figure tells the story. A

college can have several kinds of economic impacts, some of which might be more
important than others. The impacts considered in this part of the study are

lcurrent (FY ]SZ?) and short raﬁge +This study also trjes to Fook at both sides

of fthe pncture, not only the. benefits of spending by colleges and their staffs.
in the State, but’ :also the CD?E: of supporting them. _ .

The jequations or models use data that are available fromw the State Board
for CDmenlty Colleges and college records, State and local governments, fed-
eral and State statistical publications, §ﬁd the literature in general. A
balance was attempted between accuracy arg ease of data acquisitionis The
models developed by Caffrey and lIsaacs ad: published by the American fnunr|l
on Education [7] were modified to apply t& community LollegLs and a statewide
system of .higher edtcati®n. They—should not be expected to reflect a compre-
HensivéS* tn-depth picture of al/l passible economic relationships between the
colleges and the State. The preiision of the figures in this part of the study
may not be as important as thelr clarity. The assumptions behind® them are
specific but may be modified if -additiopal information beecomes available. As
a general rule, the approach has been conservative in natdre. [If a larger
benefit could not be documented, even though it appeared to be accurate, the

dore conservative Figure was usoed,

/ : v
! * w

v

-

- o )

=

: &

o~



%

O

ERIC

Aruitoxt provided by Eic:

12

£ i
In oune regard, the study measures ''inclusive'' impacts, in:the sensc that
it includes all full-time employees who might or might not have lived and
worked in Maryland if the c@llegea did not exist. However, student impacts
were not assessed because it could be argued that they would have lived, and,

~therefore, .spent their money in Maryland regardless of the community colléeges.
(Only 3 percent ofrthe total student population came from out-of4state.) The

younger students, for example, might have entered one of the 5tate ED]]PQES or
universities, thTE older, part-time students might have elected to go to a.

state institution or a proprietary school.

!

The ,study, areagincludes the entire State of Maryland, including those
ies which do not have a community QOIWEQE The State Board, for Community
s estimates that over 98 percent of thg Maryland p pu]at10ﬁ las letLt
to a community; college. The ED]]%QES ‘serve rural sf nts as well as
urban and urban populations that live in the three Staﬁd;”d MétFQpD]Itaﬁ
tistical Areas (SHSAs) of Baltimore City, Washington, D, €.>, and Wilmington,
aware. In the Fall of 1976, aimost 80,000 students were enrolled in credit
L]raﬂ4 in Maryland community Lolleges and Ehug ands more attended no ﬁCFLdlt

3 5 &

e
ﬁ,x*’ Ll
The primary purpose of community colleges, hQS}ﬂEVEF been to create jobs

generate business for entpgpreneurs, or boost sale s'oF durable goods in Hary—
land--such functions alone can be bgtter performed by a variety of other in-

stitutions in the public and private sectors. Community colleges do make
higher education accessible to a diverse cross-section of Maryland citizens -
and in carrying out this primary task, create jobs, generate business, and
increase sales. \ ’ . o~

;

SUMMARY OF THE STATEWIDE ECONOMIC IMPACT OF MARYLAND COMMUNITY COLLEGES

§
This section discusses the major Flﬁdlng; and results of the Statewide
Economic Impact Study. Although all the impacts QFIQ|m§tE with the activities
of the seventeen Maryland community colleges, there are two basic channels
through which they flow into the State: the institutions themselves acting as
corporate Eﬂtlﬁlﬁ?, and the facultiet and staffs of the colleges acting as
individuals. The . details of each calculation and sources of dar‘ are included

in the comprehensive report available at the State Board fory Community Colledes.
ATl flgl res are for the 1977 fiscal ygaétunls5: otherwise f L\flLd :

] BUSINESS SECTOR o

- , 5, B ) = ’

The numb;r; in this section attempt to estimate economic impacts of the -
Maryland. commuiiity ‘cotléges on State businesses. This study uitiméLES impac s,
of the ﬁyppndnture -in Maryland of ‘the colleges, their faculties and-staffs;
&dﬁ|t|nnﬁl spending 1t|nuﬂlnfd by colTege- related purchases; thv value of State

business property LummI[LLd‘Lu college=rélated busipess; axpansion of Hiryinnd

banks' wrudjl base resulLing. from college~-related. deposits; and the B i Nt
~yolume uuﬁvg]IFLd because of the colleges' auxiliary enterprises.
oy
£
¥



i \ stransactions, was worth an estimated SS?;yll]an in 1976-77.

vand their staffs? o - , .

What was the total |mpact of expenditures by the Hary]and camﬁunlty ﬁalleggE

The Harylaﬁd communi ty ‘colleges rlva] many of the gtat 's. Businesses in
t@tal volume of business expenditures in the State and.local subdivisions.’

_Tgta] direct and indirect expenditures attributable to the seventeen colleges

-

O
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in 1976-77 were almost $124 million. Of this, almost $62 miklion were'direct
expenditures by the colleges and their staffs. This includes in<5tate expendi-
turesf by colieges for supplies and other.goods and services: by Fn'Stafe
faculty and staff for housing, goods, and services; and by out-of-state em=
ployees for goods and services. Another $62 million were indirect expenditures
by. local busjnesses and individuals in support of .their college-related busi#
ness volume. Total direct and indirect expenditures are computed by applying
the accepted Statewide multiplier effect of 2.0 on tha direct State§expendltureg
The multiplier effect is an economic gauge of the expansion of dollars injected
into an area from a single source resulting from cycles of respending.

One of the reasons the colleges' impact is so significant is that more
than 95 percent of their :taFF; live in M@ryland. BeEause education is labor
intensive, about 75 percent of the colleges' budgets are for compensation of
emp loyees, fd almost all of. the more than $62 million.of disposablé income
(net income after deduction of taxes and Social Security contributions) that
faculty and staff receive from the colleges is spent in Maryland. The colleges
themselves also buy almost 70 percent of their goods and services from 5upplr=
ers and individuals in Maryland. ) . . :

' -y

wﬁ
e

7

\ . ) .
Maryland community calleges in B¥ 1977 received a total of $28.6 million
from student tuition and fees, $37.7 million from State sources, $31.8 million

" from local sources, S$h.4 milljon from federal sources (not including pass-

through funds received by the colleges for student aid), and $2.1 million from
other sources. : _

How much Maryland business property exists in support of the expenditures

- of Maryland community CO]]EQLS and their emplgyee X

f

not capture the full impact Df Luch activities on tha economic base bf Lhe ¢
The value of Maryland business property, including bath real estate ‘and inven-
tories that existed in order to service the colleges and Lcllg4>—rg]ated b 1

_.,:L/%,‘”

1

How mu(h dld the credit base, of Harylaﬁé" 'anlsrg§Pand;a%Wa reault
of Mary?and gommuﬁlty CD]nge;? S .

. .
Both DQFSDﬁGI and busipess incomes rela

ditional impact on the State throlgh their exfansion of the credit basc in

State .banks. - The Maryland credit base was iddreased by about 525 million Joa

direct consequence gf college-related depgh its). A large percentage of this

effect comed from the personal accounts of fa ulty and staff, as well as the

cash deposits of business related to thebr ]L@L transaction 5. The colleges

¥ S

ed to college activity have an ad-

A
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. . themselves dgp@snte; an aveérage of $11 million in'time and demand accounts in~
y State banks. . ’ ' , oot . .
.4 - a % =2 21
. . e .
"How -much Scate bg;u ness voluine was unrealized in the buglﬁtsg sectof
" " because of Maryland communlty colleges? ) - | .
. To the extent that the cnllegas operate enterprises or provide ;EFVIEE; | '

in Campettﬁlﬂn with business, the- receipts from these activities should be
‘recognized a5 net subtractions f rom potential "business volume.. The receipts
from college-operated cafeterias, bookstores, day care centers, and other-
auxiliary enterprises make up about $5 mITIIGn of foregone busnneas by State
enterprises. This amount should be netted out agannit the positive impa&t)oﬁ' iy
State business volumé® detailed earlier. This figure is probably high becduse
it does not take -into aqcount tha business that. exjgts because there |5 a

college, such as book sales in a bookstore. '

%

G@VFFNMENT SECTOR & ' ' : “
< : ;
5 Educational jnstitutions not only,hold slgnlflcaﬁt amounts of creal prop- .

erty eyempt. from taxation, but colleges and their staffs also make demands on
gov%;gﬁent for a variety of serviceS, from education’ to health The follow-

ing Aigures outline the contributions made by college-related influejies to -
the public sector and then assess the cost to thél State in terms of foregene
property taxes, costs of services, and the éper7?ing costs, af public schools
atcrlbucablg to the colleges and the househalds of their staFF5

How much tax revenue and }f@ngfer paymeﬁts did the State of Maryland
~ receive because of the-presencé of the colleges?
S N - . '

Although the colleges npgrate under. a’ tax-exempt status, they are,nonethe-
less rg%ponsf@le for direct and indirect cash payments to the State. t is
estimated that Haryland Iﬂ 1976-77 received cash revEnues of about 59 million
from taxes paid by fazulty and staff, from the Federal government,. and from .

. %  taxes on business.property allocable to coliege @ransaitions1 The sources of
* ¢+ these revenues were real and nonreal propertjgtaxez ($153,000), federal aﬁd'
to public,schools for Hildren of college-related families ($286,000),7 federal
"aid to community :Dlﬁegeg(SQ 400,000, excluding student ald), State income
taxes 32!9%55000 , and State sales taxes (;I 506, QDD)

B

Huw much revenue did the local JUFISdICtIQﬁS receive because

OF the presence of the ;olle§é§? ' - )
Local jurisdictions received an additional $48.7 mil]an directly’ nn~|n—'
directly frem the community This includes State and federal aid’
(including aid for thﬁ,iﬁllﬁq‘ri>‘ + not federal student aid) and other local ._ v
government receipts derived frym’the c egey, their facuities and staffs, o
_and the related bufiness activity, such as income tax. : ‘
. I
# }
= Al : a 7 &
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"How mud% did it co thg State of Hary]and to provide services fnr EO‘]EQQS

estate taxes because of :the cdlleges.

" and their staffs? , . - ‘

3

The State provided services. for the faculties and staffs of.the colleges
valued.at more than $8.8 millfon: §$1.9 million of this represented the &cgt
to the State of providing public school education for ‘the children of college
personnel, and the _balance, $6.9 million, represented the expenditures for
services other than education. Faculty and staff members are estimated to
have 2 761 children in the pub]lc i;h@olf. Because no al owances were made
for personnel whe would live in Maryland in the absence of community colleges,
the estimate of total costs may have been overstated. .

What is tﬁe value of State property ralated to services pFQVIdEd

for the‘za]ieges and their employees? - f
%

An indirect cost is the value of State property which is allocated to
that portion of services the State provideS%{Gr college-related aZ}%thies.
t

This represents the public investment in State property necessary 0 service

gnd its staff. |t is similar to the investment in plant equip-
Jentories in the business sector that EXIStEd in support of the
their staffs. . v e ‘

the college
ment, and in
colleges and

Eariigi it was estimated that the value of the services Maryland pravndea
the colleges and their staffs was over $8 million. This study attempts to
calculate what proportlan of all State-owned property exists in support of
‘these services requlred by the colleges and their staffs. Th§ value of State
property related to the io]leges is estlmatad to be $1.3 million,

4 . '

How much State real eatate faxes were Foregone by the State of Maryland

‘because of the tax- exempt status of the colleges in FY 19777

. Foregone State real estate taxes on the colleges' tax-exempt property azeﬁ
estimated at $22,000, based on a tax rate of 23 cents per $100 of assessed

value. The simplified procedure which was used to avoid complex estimations
of property values has probably resulted in an understatement of the value of .
both State and local foregone property taxes.

How much local real estate t.».a:sieg"\wers foregone by the lo ocal jurisdictions
bEtauée oF ‘the tax- gxempt status oF _the cal]eges?
k] .
The IO§a1 jurisdi:ti@n$§&éf& not able to realize another $557,000 in real

: These estimates for both local and State foregone taxes arc based on a

“simplified procedure which essentially multgﬁﬁies'the total property tax

revenues of the jurisdiction by the collegels proportional ' share of the geo-
graphical area. This was done to avoid making specific assumptions about the
value of each piece of property and, more importantly, its relation to the

. value .gf surrounding property. It also should be noted that the colleges

ERIC
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self-provided over $) million in public municipal-type services, such as

"security, street lighting, rdad majntenance, and garbage collection. @gg
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GENERAL EMPLOYMENT
» { o B ’
How_ nany full-time jobs -are available in Maryland because of the caiiégas?

lmpagtL from the seventeen Lommunlty colleges on prlvate |hd|V1dualc in
the State of Maryland are largely thrdugh jobs and.employment opportunities.
It, is estimated “that about 6,700 jobs | Maryland are a result ofpthe activi-
ties ok the community colleges,: L 450 DF these directly with. thEJE;l]EQE:,
and 3,250 created as a conseguence of dollege- related busines d 'government
expendlt'*;%i ~The total jobs- are calcylated. by multiplying a- conservative

f%

. employmept multiplier effect of 1.5 by the number of Full—tlme jobs at Mary=

land comyun ity c@llage: in 1976- 77 5
- r\}ﬁ% : . . -i B 7 ]i‘e
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): ECONOMIC IMPACT OFPEXPENDITURES _ ~

L
S

PART

CHAPTER 2

~

The previous chapter described %the economicl impact of the Maryland. commu=
nity colleges on the economy of the ‘State of Maryland. "The purpose of this
section is to explain the methods that were used to estimate the magnitude of
these impacts. ‘ T ! :

illustration 1 portrays in a schematic form the income-expenditure rela-
“tionship between the colleges, income recipients, and the surrounding business
community. The direction of the arrows indicates the dire¢tion of either an
income payment flow (1) ‘or a purchase expenditure flow (P). The term ''income
payment'' refers primarily to wages and salaries paid by employers to employees.
The termgfpuﬁzhase expenditure" refers.to purchases by consumers and purchase
of intermediate products by business. A main objective of this study is to
estimate, where feasible, the magnitude of cash flows in Maryland which are
related to the seventeen community colleges. The only out-of-state flow
estimated in this study is the level of in-State expenditures by out-of-state
faculty and staff. )

t
ILLUSTRATION |
* MARYLAND COMMUNITY COLLEGES |
WHERE DOES THE MONEY GO? )
‘Where Student State Ald Local Funds o . /) 17

1" Does the 17 MARYLAND COMMUNITY COLLEGES |- Funds

'MoneyGQ? ]

[ sconome weacrs ]

I I , ,

Pl : |
MARYLAND MARYLAND o Lt MARYLAND!
\AYLAND |+ GOVERNMENTS [ MATILAND.
BUSINESSES |2} (STATE & LOCAL) DIVIDUALS

Tultlon &a'*

—— —
Outside
-\ Environments

* Collage-ralated
businasa volumea

+ Value of college-
ralated business
proparty

+« Expansion of

Jobs attributable
to presance of
college

Income from |

. college-ralated

banka' credit CU— —— — - S jobs
basse from P |F‘ V '. = Increased samings
college-ralated — = — - ' from college
TIE R — e - tralning
deposita - — ’ . _y tra ¢}
» Collage-related State & local taxes paid
+ Gavarnment costs of college-related Influences

P = Purchasa expandlture

of cash flow

== = |Indicates diroction

| = Incoma paymant

S

O
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An essential-point which is not explicitly shown in lllustration 1 is
that an increased tevel of purchases from both Maryland and out-of-state busi-
nesses results in increased income in the form of wages, interest, rent, and;
profit.. Additional income flows generate additional purchases, which in turn

‘create additional income. A circualar process results.within the period of a

year causing in economic terms a 'multiplied effect.'" Phis means that the
total incgne for the participants as a group is increased. Ve ,

The models or formulas used in this study are not appropriate for either

_planning or forecasting purposes. They do net include business cycle impacts’

on the State nor do they take into consideration multi-region imterdependence.
This means they <do not take into account the temp of economic activity, the

" economic calendar, or economic stability. The models do describé&, however,

what is happening to the money the publlc invests |§EMaryland'g community

“colleges.

The models are also limited to estimating short-term economic impact.
They are not concerned with the ultimate economic impact of the colleges upon
the State, and they do not consider what the State might have been like with-
out the LO]]EEES The type of impact reported in this study applies to op-
erations in a typical year, W|th the assumption that this would be similar to
other years.

i PLrhapg most |mportant[§ the madelﬁ provide a built-in uﬁdgri}atement
The actual economic impacts are prﬂbably greater than the .figures Suggest.
The models also are flexible and comprehensive in the measurement of dollar

.outlay, and they indicate where and how the dollars invested in community col-

leges weare spent.

1

The impact of student expenditures and costs are not included directly in the
study. First of all, a primary Yoal of thé study was to use only.data that
was already available or could be easily calculated. Estimates of student ex-
penditures can be based on similar studies, but the unique characteristics of
community college students make comparisons difficult. Most stydies whicH?
break down student prendlture: not only have %lgan|Cant discrepancies, but
also measure traditional® four-year students. Without generating addltlnnai
survey data, it alko-is difficult td deétermine factors such as the. number of
students living with parents or other relatives, or how many would live in
Maryland reqgardless of a community college. -In addition, many residents
probably would not be pursuing higher education if the community colleges did

not exist.

A wecond factor that makes the inclusion of students questionable is the
increasing number of part-time students in the 5taté's community colleges '
They can be considered as college-related, but Ealﬂhgg may not be their major
activity. Omitting student impacts pqobab{y lowers the estimate of the tatal
college impact. However, caleulatiors from quéstionable estimates only pro-
vidé questianable resul}z which in turn w;akeﬁ the overall study.

¥

The models, b wed on-Caflfrey and IEaaiff.ﬁtudyi aré designed to asuens

the impacts on two sgitmfé of the Styte'd. qcnndmy, bust. :

5‘1““ and qgovernment .

sy

2y

One other factor should be noted before the models are discussed in detail.

¢

o
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Because attention is :focused on the variety of impacts on each major sector

. rather than on a simple net posttive or negative Impact, .there is no syimary -

business or government model. .The notation scheme used in the models Trepre-
sents variables with capital letters, coefficients (factional nfyltipliers)
with lower-case letters, and indexes with mnemonics. ’ -

The rest of this chapter preserits each of ‘the models and sub-models. ,A
. détailed discussion including an evaluation of estimating procedures, data ..
sources, .and computations is included with the presentation of each of the
models.. Wherever computatian or estumatlng procedures a¥e too complex or . .-
distracting, they have been placed in an appendix. and so referenced. The. same
questiaﬁs askeﬂ in Chapter 1 wiil be aﬁsﬁered in more detanl to allqw thE"

* N

. BUSINESS SECTGR ST

JxT

What was the total lmpact of expenditures by the Maryland community cOngggé

[

aﬁd theur ataFF 7

The answer to this question is the one most extensively estimated in this
study, and it is probably of greatest lmpOFtEHEE in terms of dollar-measured

activity. The total impact of about $124 milljon is calculated by applying the.

multiplier e€ffect to: the total college-related State_expenditures. of about
$62 million. Economist® use a "multiplier effect' to gauge the expansion: of
dollars as they are respent within an economy. For example, the expenditufes
by a resident in Maryland become additional income to the recipient of the

-expenditures. |If the recipient is a local business, part of the recipient's

income becomes wages paid to employees, rent, interest on borrowed funds, or
either dividends or proprietor's income to owners. Additional consumer spend-
ing in the State means additional consumer income to someone--workers, land-
lords, lenders, owners,-or to all four groups in varying proportions. Part of
this additional consumer income is then respent, some of it lécally, some
nonlocally.  Because a state has such a varied economic base, fewer dollars.
""leak'' out to other regions. Therefore, Statewide multipliers are larger than

‘those used for smaller jurisdictions. Most ecoriomists would agree that the 2.0

7

ERIC

Aruitoxt provided by Eic:

multiplier used in this study is acceptable. ‘ -
There is some question about whether spending for community colleges is
really an additional spending. It dould be argued that the money would have
bEEﬁ spent for other public or prpivate alternatives if the colleges did not
.. In that case, the multiplier should be applied only to federal or other
Dut%lde Ffunds coming-into the State. However, because this study is attempting
to assess the total impact of dollars spent, the multiplier is applied to total

‘ExpﬂﬂdltuFES; (A more complete presentation of the multiplier concept is pre-

sented in Appendix A.) ( ,
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R Buk,in §$AVQ|umE |n Maryland ralated to the athvltIES DF Lhe Mjryland
community g@lleges : _ —_ Sk : R T
. J :’ka BVCRh; b1 [ng)CR] o o . v ) ,
S wie (2.0) (561, 882 §02) - R . o e
o ; , C e e
, = 512357‘55joah , B |
! Varfables: - A o o N T
m S = multipller EFFEEt (see Append|x A) _
<, f(é% R = cal(ige re\atedrlucal expendxtureﬁ e K h o
N ¥ B B . -, P =
. Csllggé related xpgﬂdztgres v : P .
T e .- u‘r\_, . oo . : . . .
' . The college- related expéndltures lﬁ;lude}expendltureg by the colleges
‘as institutions and expendltures by the facultdes.and staffs. This farmuia
serves a simple aﬁtumulatlng Fun:tlan ratier than a 5peqnflt astlmatlng funttunn
' . . I 7 . :
| 1. | (EL)CR ‘{ f~fi§ 1; : B L
- Expehditures in Haryland related to the actlvntles aF gommunlty éﬁlleges )
U () cp.= CEL) (L) A g
- o ’ LT N
T ‘ =317, 281 ,885 + $hik, 620 617 _ ‘ R
= %61, 802 ,502 ' ' RGN "
: L RN , IR ,
. © -, Variables: o ' v :@ L . , L
o & P ' S . - _ o .
(€ )¢ = in-State expendltureg by the :D]lege ‘ R
) (E )F = in- State expendltures by faculty and stafF ) . ; ,
LI | - College Expéndltures i‘
Qf;x‘ The colleges buy VEFIGUS goods and 5upp1:es ta malntaln their: @pgtatnon,

gu;h as paper products, clean:ng supplies, typewriters, and ma intenatice yehldles
This model looks at where the colleges spend these kinds of funds; _The'.propor-=
tion of in-State 5pend|ng was derived from a sample of college VEﬂdﬁF.rEiQFd:, '
excluding wages and’ salaries, taxes, and other payments to governments. . Wages
and .salaries will be treated in several of the subsequent formulas. Taxes and
Dther payments to all governments are éxcluded baﬁause they are‘not in the busi-

w7

¢

ness sector. - .

Almost 68 percent of college purchases for goods ‘and.supplies were
made within the State of :Maryland in FY 1977.  [Total college expenditures and

Voay .
‘}’ - Cy
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(B)p = (Bylp + (ENH)F + (EL)NLF .
f% L _ “i$7 506 039 +. 937 055 017 561 55]'
- sh,620,617 .
Variables: [
. o (EH)F 1= cxpendlturel by Feeu]ty and staff. for Iental housing in-, . o
. 7 : . Hary]-md S | . ) .

grees eempensetlen ‘were taken from t

"colleges, but because student” imﬁéc;s eﬁe net being eeleuleted federal werk='
! etudy Funds were exeluded InFerme lon- ebeut peymente to gevernmentf

flces.-

(EL)C o

‘ Expenditures by Hery13ﬁd :ommuﬁltyleelleges

(E,_)c = (e)¢ (Ec - Wg - R

= (.6797) (518,208,581 - 82,679,618 - 9132, 633

S = $17,261 aséij f7i;_:i S | s
Verteblee e %gﬁk\ . - % PR 2f e

'(eL)C = proportion of total gellege expendltures that- are in- Stete
exeiuding eempeneetien, internei tteme and taxes -

EC. = teted cellege expenditures B

= [

’ . . wﬁ = gress: eempeneetlen to Feeulty, steFF

fﬁé' E“texee end ether peymente te geverﬁmente

2 - Faculty -and Steff Eggeﬁdlturee!

Feeulty and staff purchases meﬁe ln Maryland are eetlmeted i he next
model, which considers both rental housing expenditures and nonhousing ex-

; fpeﬁdltures by un*Stete residents. Expendltur s’'on owner-occupied housing will

be addressed later as”part of the value of 1 property related to the colleges.
Only- n@nheuenng expenduturee are eeneldered Fer those faculty and staff llVlng
eutelde of Maryland, e - - \

)

R o . e (EL)F (R / i
- : - o N . o .
& Expenditures in Maryland by Feeu]ty and staff. - " o

) ) ,1_

é . N
1 ¢ £
Lo EN i

e




, , The hguslnq expendutures of hQMEDwneFS are exc]uded From the impact.
‘estimate becauge most of "the amount represents a capital ‘rather tha a‘ﬁurrent
%;.;ngaﬁtlan Expenditures in the form o&f mortgages- reflect prlmn '
’dmdiatlan ‘of prevnaus savings ‘and lending transactions rather than current
incoffie . This model.is a good example af h v the total figures may underestimate
lthe-impaﬁz_cf the colleges .in the State. Excluded from this formyla are factors
“such as payments to real estat ﬁmkers -payment of Iriterest chargés oh out-
‘standing martgages tg State ba ks, and paymangs of homeowners insurance pre-
miums. . - ' i 3335 . ’

r .

Rental hDu5|ng expgndltures

= ’_f;endrtures by Faiulty and staff livings in Maﬁyland Far reﬁtal
hauslng;, bout. $7.5 million. +Both this formgia and the one measuring nén
- ~ housing éxh,ndutures assume that income frém the ca¢lege5 equal expenditures.,
e This is probably not the case in a number of hausehoids particularly ‘those, in
i ~which positive savings exist, other wage earners supplement—the househplds'
income, or where there is addltlenal income fron leldends, rcyalltles, or
F;El]y business profits. To the extent that some income received by the’ col= "’
leges' employees is not spent the expendlture impact estimates are cverstatéd
At the same time, hQWEVEF -a household's total expenditures are likely to be no
.less than the employee's 5alary after normal deductions. Because additional
*income sources do very often exist, the hauﬁehald will probably have a higher
“standard of living than if the only ‘income was the salary from the colleges.
The net result, then, is probably an understatement of the actual purchase QF
goods and sérVI;as by Faculty and staff living in Maryland o ;
. . r ) '
S N A

;Exﬁéadituﬁes by- faculty and §taff for rental housing;

—~ ‘ L (E) g = AF) (Fy ) (DIF) (éH)

(.9540) (.4120) ($62,358,624) (.3060)

. - B ‘
Al V V . - i = e R -\ ‘ 4

()= Préport|5n of faculty and sta?F ra5|d|nq in Marylaad‘ A ;sfl

ot 4 Iy

(FH) = proportion of Mary}and Faculcy and staff who rent’ huus;ng /sy

o, ! B
F (D) = total disposable income of faculty and JtaFF
\,//. “; r
for rental housing ‘ _
4 7 |




S!(*F) <e) (D'F) (eNH)F 2 _»
= (. SSAD) (. 3888) (562 35?6214) \&309)

= 537,059,017

En

bpraportian of fa;uity and staffﬁrésidiﬁg in Maryland

's'praportlan of tatal nonhau5|ng expenditures that an |nd|V|dual
. s llkely to make in his . lbcal environment - .

(Dl%) = totai disp@sabié-income of faculty and staFF . Y
) "'(eHH)f = propgrfion oF a cansumer‘s total expendltures spant on mnﬁ=-?i' .
T " ’hous g itemsr :

. * The praportlan of faculty and staff residing in Mary]and was calcu-
lated from address lists provided by the colleges.c Because Ex|5t|ng data for
,most colleges does not include .information about the housing status of Faculty
and staff, it is _assumed that-college employees as a whcle do not differ sub®
stantially from’ “the papulatlan of Malryland as a whole. The most recent statis-= .
tics from the U.S. Census Bureau indicate that about 4l1.2 percent of Maryland » .
residents rent housing.. [38] This [figure may seem .too. h|gh for c§i1§ge em=; - e
playees, but with #o. amp|r|cal datafavailable lt is Felt that the ' Census Flgure B

Y 1s mcre reliable than ‘one: based on guesswork.. : : B

E

1] N A ] = -
. The tagaé dlspasabge |n¢0me ‘was céTzulated Frgm cojlege payrojl ] éﬁb 5
"™ figures whlch net dit tax,-social security, insurance, and other payments from . B
7 gross ;ompaﬁsatlan 4N some CaSESAED]]EgES:SUDp‘IEd an. annual net figure for :
FY 1977, wq|le athgﬁ$asuppllgéssam le weeks from which annual’ figures were Lo

estlmated

\ u i ‘f‘ 1 {

In‘most of the' #Ermulag iny Full=tlme fagulty are :onsndered be-
cause’ it could. bg argued that the part-time personne] would have lived in .
Maryland regard]ess of the cammun:ty «colleges. t_However,,beca € 7t is diffi- = ,*“
cult for the calieges to separate ‘from. the payroll only those employees working o
fu]l-tlme; the? total t@mpensatlon Flgure was used. The rat|ona]é is thay part-, =
time emplayees Spendﬁfhe same prcpartlon of 'their ﬁO]]EgE income fér rent@l and "
nonhousing items as. full-time emp1dyees e o A /’ Ce M

EY

d The proportsan of a DEFSDH income that=ds 1ikéiy ito.be: pﬁﬂf Fon&ff
renggi hous ing or nonhousing expend|turL5 was estimated from the. Bureau of "
Labor Statistics report, Three Standards of Living for an Urban Family of Four
Peraons, [h3] This rgpart ]IEEC three levels of annual costs per family n a,

A 3

s
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number of metrapalltan ‘areas and non- metropalltan FEQIQnS in t
The estimate of the proportion of nonhousing expenditures: the .cc
argdlikely to make in Maryland (.9888) was made using the gravnty theary, which
staﬁeg that- the amount of money spent is inversely prcpartlonal -to the square.
-of the distance to the point of purchase. - (See Appendix B*for addltjona] in=.

,ormatlﬂﬁ on the gravnty theory.) _ , . 7
= . ‘f' . - B LA,

Expendvtgnes made by out- QF State Faﬁulty and staff.

éghsfk Faculty and 5taFF resndlng DutSldE Haﬁ{laﬁd make some’ purchases

wtthln the State although a much smaller propdrtionythan FDF those !JVIng |n—i>

State. . 1t is estlmated that these expenditures are abaut 560 DDDi

(EL)NLF

= - fL) (F)‘*‘(E,)
;._.;S’fDLlé) (4,u61) (5390)

(2 861,560, L

’ ’ Variab[és: . :

prmport|on of Faculty and staFF resndnﬁg in Maryland

- FL -
F = total numbar Gf Faculty and staff
. (EI)F = estimated average ﬂogal exgé%ditures by each ncnlccal Faculty
‘ 0 and staff: persan e L o » .
T :The proportion | of Faculty‘%|v1ng out-of-state |5*§alculated by
from one. The total number of facui@y

tractnng the percrtlan I|V|ng in=5tate}
v, Jand staff inclides al¥ full-timg, employges as reparted by the ¥d11eges to the

"+ State “Board for Higher Education, It 12 felt that the inclusion of part-time

employees would have overstated this tmpaﬁtg
out-of-state emplo yees is an estimate based on similar §tud|es
\ : )

Hnw much Maryland bus;ﬁe s 3roperty exists in suppart of the _expenditures

a

. of Ha??Land cammundgy co 1legé5 “dnd their empleEEST , v

genérated by the presence of the colleges is estimated to be $53,
formulas 'in this section attempt to. determine what part|on5 of the exis

ases ,that are © ]]LQL

capital and property relate to the observed flow of putgh es

related.  In effect,

" gmplgyed by business ‘enterprises for each dollar of.salss in FY 1977

PR JVtrjqn F;qurf is then apportioned to college- related sales. -
. . B N

A L . .

o . oo Beoa LR .
. . R T ° Yo s g
R S -

Thl:

Qniééd’ﬁtatesg!
etes' employees

sub-r

<The average l6cal expendntureg by

The worth of thé gapltal and property related to the husnne activity
72,99%. Thg .

it is5gan indication of how much capital and pﬂOperty were

1w
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N Va]ua of Maryﬂand busnhess praperty cammltﬁed ta callgge relézgd busnneagi:
o =838, 443 583 + $14, 851 800" R '
| '=1$53,295,383 S T
Variables:™: \ L e ,
(RPE)C = value of State business real property cammltted to college- -
. T g Fe1aTed business
(IB)C§? = va]ﬁ iaf State bu iness lnventa¥y cammltted tc colle .
reldtéd business 3f?9 , e : <
e lﬂaﬂtéiIEQE?ﬁelatgd'i'giﬁésé*fiﬁﬁ!prqpénty§ﬁnsﬂarylaﬁdi :( ,
T The dollar vdlue of Maryland busnnesges real praperty ‘that is emptcyed
- éu Eervnig c@llege related sales is estimated. to be about 538 mIIIIDﬂ '
| R L -
Value QF llege related real busnna;s property in Mary]and ?
. BVcg FAR
(R?E)'CR ={ By, "
. .L . . . )
. o 1 CN : .
o fe, 759@:104}: fs5.755, 276, 9*32 ) |
e $38,287,,027, 100 0. HBE T S
e e $38,L.99j..56?" I f
7I - F . ) ° i, : | ) ) #7 LS = ?" A
o VariabTes: = « e 2o i SR SR DO
" ‘ {ﬁvcg's'éélTEQE‘telateﬁibuzingss volume in Maryland
N - N ;* i’{ . LA -
,isxr, 'EVE = Maryland business volume o o
VB‘;_é éSsegéé%‘vaiuéiiDn of Maryiéﬁd business reaibpraper

‘amve. = ratio of assessed value to market value gF taxable rea] propérty’

- - The'total market ‘value oF real busj éés property is calculated by
.dividing the assessed value of business prgflerty by the Maryland ratio of assessed,
value. to market value of taxable real property. .The ratio of assessed value to
‘market value is an estlimate-from*the State Department of, Assessment sand Taxation -
, based on surveys and actual sale prices,[24] The use QF,asses eqd value to
N estimate market ‘value of real business ptaparty'intraducés a potential downward

Y XKW

— o, g : ol o
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e blas because durlng perlqulbf rising pFléB‘ as at present, real _property. tends oo
" to.be .undervalued even when re-assessments ate quite frequert. The assessed E,{‘ :
valuation of Haryland business real property Far 1976 also came fram the De*n -
partment of Assessment and Taxatlan .- = ‘.
ft*%* : .

ST The tojal Haryiahd business volume is estimatadigy first obtalnlng

' the sum of the dollar? volume: of FEtéil selected serv1c;§, and wholesale sales,
and value- added}by;*anufacturiﬁg in the State.: Because’the most recent Flgures
are for 1972, thig™sum is fhen weighted by the ratio of 1976 State sales tax
receipts to 1972 sales tax receipts to fake the business volume. estlmate more
representative of current conditions. (See APpendlx C. )
i .

v 2 - Cgilege=re]ated |nventary [ ’ B o ] .

-

) ' #%E value of inventory requ:red to su port cal]ege related demands is
estimated to be about $15 million. This figure is the praduzt of the total "
college-related bu5|ness volume, times the estimatéd avarage lﬁventDrVﬂtaﬂ'

business valume rat|a ifr bus1nesies in Maryland. . . oL

S . =

N e s
i?;gv s - o P T : ; (IB)CR‘ v = + R = . -

- Value 6?fH§inand~bu§iﬁ335 inventory éﬁmmittgd'tD‘CDIIEQETré]atgq busiéésés’
. . o k l?) (5123 765, ODh) ‘( - ; L 1 R 7 ' { :',‘a
L o Squ&gﬁ,SQo— I ISR

' ‘ S o e T

. S . B
-ibv. =.inventory=-to- bu5|ne§ggvalum§ raty T L e CeE

L,
o
-
]

[

Cﬁ]]eg&*i?ﬁaggd busunass voiumé’

\m‘
-
I

The ratio of ‘inventory-to- buslness volume is computed. from business
‘income tax returns in the U. S. Internat Revepue Service's Statistics of Tneome.
[44] The figures represent corporations only but are not significantly altered
qf partnerships with balance. ¢heets are included. Firms engaged in agrlculture,
mining, finance, insurance, and real Eitéte have been excludéd because the

asset structure tends to overstate the desired statistics. .  The -.12 ratio is

an acceptable figurg, but an agtua] survey of Haryland&thentDrles might have
re:ulted in a ;Flghtly higher or lgggg estimate, ' . . . j\

5

- The estimation QF both :nJ%ntory and’ busnﬁess rea1 prgparty§g%1ha3ad
on tho |mpact DF thye iD]]thE operatlan for one year, FY 1977. The colleges
as a group have been jn operation, for many years and the actual, process of A
added- inventory lﬁvestment has been a gradua] Gne'?EFIactlng the growth- in _
the overall OpEFatlDﬂ§ of Maryland community colleges. Keeplng in mind the
5!mp]|Fltd a;suﬁbt|an; of this study, it is felt that the computations’ for

* the va]ué DF ED]]EQE ﬁelated business property are a reasonable‘appra&ﬂmatxon
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"How muah ‘did the aradlt baaa of Maryland 5 - banka axpand as a rasult

Qf _the Haﬁyland aammunity colleges? {f‘ L e e i

'] 1

= - B R

s .: £ 3

- The lmpaat of tha seventeen Hary]and aammunlty colleges lncraaaad the o
supply of .credit in Maryland by over $25 riillion in FY 1977. A bank's credit -
basé dapanda qﬁrtha'gvagage TevelF of time and demand deposits which the bank
‘holds for- Igs'_ tomers. Not all of these deposits, however, aré available to
. the bank for mak ng“1aaﬂa and investments because the bank is required by the o
" Federal Reserve Board tc retain a amal] parcaﬁtaga of the tatal time and damand f//;

dapa its. o L = .“%A

;'_.

i

i

establiahmenta as a consequence ‘of their cal4§ga—raiatéd business-are available
to.State banks for.loans and investments axéﬁpt that small portion which mist . S
ba held :in. reserve. This study makes; no: attampt to assess personal- savings in .
_terms of ‘equity In automobiles and homes and in ‘financial assets such as stocks

and bonds. quuld financial assets, such as checking-and savings- accounts, are
uaad baaausa of tha more obviaua relationship to State cradlt :anditnona T

Average dapaalta by ‘the colleges, thalr personnel, and Mary?aaﬁbua;asaa Mo

+ ) : e . E
. E . .

. B - .= P . ce .

a- . : ' B N CB

L

Expana:on mf bank aradlt basa in Maryland Fram aollaga—ral tad dapaal
) 5% ,

ﬂ R gjg =(1-1), [TDc + (TDF) (F)] + (1-d) [0D¢ + (DﬂF) (F) ¥ (abv) (BVCR) |

o Z(1-.03) [$9,507,803 + ($2.063) 8%, 461)1 %" - N
o .}ﬁ. - (15.178) (51,745,970 + !?579) ($4, 161) + ( 0375 ($123 765 aoh)l
- MR * 77\'
& 498 , ' . Lo, '
o 1$25973° Y T
%: S “‘"‘r Varlablaﬁa \;:ék ﬁ .‘* . '; ) ; oo ) : N , L #,. h :

ts, 5 Maryland tlma dEpOSlt reserve raqulramant

PR _«. ) 3 .\!_i L 7';:.

V:i;' o Tﬂciéé average time dapaaft ofetha ca]laga in Mary]and'baﬁka . b

Dy = averaga time deposit of aaah faculty and ataff person in
Maryland banks ; ) , “

) (a F ;'=.ta%al number of faculty and staff

.
1]

Maryland demand deposit reserve requirement . .

_ I
DD¢ = average damand-depéait\af the college in Maryland banks

" | DDF = avaraga damahd dapaalt of aach Faculty and staff person . =~ o '
r in Maryland banks : - -
{ * - '
cbv = cash-to-business valuma ratio N
) BVcr = ¢ llaga?raiatad‘buaiﬁéaagvaiuma in Maryland
A
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The average tlme .and demand deposits of the-colleges were based on estl-

mates made by the seventeen colleges. The average deposits of- faculty ‘and™ - -

staff requlire the use of State Board for Communi ty ‘Colfeges .salary information
and statlstics showing bank deposits by selected income.categories. Average
deposits for full-time support staff and for full- time adwinlétratcrs and %

” faculty were ‘estimated for type c?x*mp{gyee using ‘a study by the Federal Re*=;3
serve Board which showed averages deposits per income category. [32] Those
.results were then welghted accgrdrng to the number of suppart staff and pro-.
fessiondl staff employed at the colleges, and -an average blme deposit and

-

demand depasnt for all Employées was ;amputed: . : .

A Aithgugh the savlﬁgs behEV|ar of Fa;ulty ahd StaFF may not be ldehtlcal .

to national estimates, thé‘basu: 'saving rates and motivations for savings should

ﬁQ? be too dissimilar. These estimates are also compatible with similar :studies
which used -survey data. Even those retndies using. survey instruments to deter-
vings patterns f&gnd a high degrée of resistance to ques-
ancial assets, ang '

‘tlons concerning Fr
savings rates -

ThIS is - a very rgugh attempt‘ta measure dgllar amDZn \s in-areas of economic

behavior that are both copceptually and empirically lefncUIt It does,: how-~ )
ever, provide a feel for- ‘the impagt. of: the colleges on the Staté's credlt base"
althgugh the est até. of $25 million may overstate Br understatg the attqal '

impact. Even if" the figure is slightly inflated, thé :Glieges still makeia v %

sngn|flzant impact on the State s zred¢t Base. ‘ f* ‘ .\

How much Maryland bus iness volume was unrealn;ed ln the business settof becausar

Qf therMaryland tcmhunlty callgges? . S L

To the extent that thé calleges operate business enterprcseg, they compete

>WIth other Maryland buslnesses The .dollars that the _colleges receive Fram.the.

ccmpetiﬁg businesses they operate, such as bookstores; cafeterias, and day ;are=

- centers, are dollars that are faragone by other Marylaﬁd establishments.. In
Maryland this business volume is estimated to'be over $5 million. The operation

~of these auxiliary enterprises has a negative impact on the private business;
sectox of the Maryland economy which must be netted out against the positive
addrtlons to sales and income in the bu5|n355 sector.

(BY,)C

Mérylaﬁd businESSVVélume unrealized because of college activities.

The 55 7 mu]]ian includes all revenues received from college-operated enter-

A érnses as repofted in the angqual reports of the colleges. The gross-amount was

uséd in Drder to. be CDmpatlb]E with the figure, FepFaSEhtlﬁg the tgtalﬁgallege-
related huglnegs volume. . .

L
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GOVERNMENT SECTDR

WhiTe thé‘m@;ar egangmic impact of the Haryland EGNNUHItY Ealleges takes _
‘place in the business sector, there are also signiflicant impacts in the govern- '
ment sector. This set, of Farmulas is designed to reveal the effects of the ,
'Vcclleges upon gaverﬁment revenues and expenditures. There is a temﬁtétlan to
: 'campare revenues .with expenditures because it seems logical that if revenues
=~»exceed expendltureg, the State and local Jurlsdlctlans come out ahead. Qr if ;
éxpenditures exceed revenues, they come up short. The formulas, hawever, are
' intended to provide pnly estimates of the impaﬁt of the calleges on State and .
local g§vernments A simple balance sheet is not acceptable when so many im-'.%.
portant, unmeasurable, and Iﬁtéﬁggb]& Faztars are. beyand exact- quaﬁtltatlve
analysis 'v, . .

LR

¢
Thg ﬂa]}eges are not buginesses prgmgted to brlng the State*added tax
.déllars. The State, in its support of community ;clleges, is maklng an lnvest=
o ment in education and' the future of its citlzens - T /

A

How much tax revenue and transFeﬁwpayments did- the Staté QF Mary]and FEEEIVE
becagse of the preseﬁce of the colleges? e e

The: anngal tax FEEEIPES and Dut5|de aid derlved from the cal]eges and Fram
college-related personnel and business a;t3V|t|es is, estimated to be about 59
million 'in 1976-77. This Includes real estate and prcperty taxes, sales tax
~~—revenue, income tax FECEIptS aﬁd Federal ald allocable to the presenﬁe of the

~~colleges. R :

= . . . -

- : ' Rer
Vﬁoliégéiféjatéd revenue received by Maryland.
' - Reg = (Rpeder + (Ryredcr + (RsT)cr * (R1)gR * (Radcy + (Rpder + (R)g

. i ,,QSB zﬁ + $73,112 + §$1,506,052 + 52 Lis, 167 + $286,196 + o
T P 5139,406 + $b, 374,009 _ 7 =

= $8,977,226 " o, .
_ 'Variables: | ‘ ' ) . ) “. ;;_ . S ., 

(&RE)CR; = co]iégeﬁrelated-éeal estate taxes paid to the State
, oo =

-(Ryre) R = ﬁD]]LthFP]gtEdypﬁDpﬁfty taxe , other than real estate paid
sl i, to thg State T : :
(RST)CR = 'sales tax revenue ﬂéiéived by the State as a rezult of
college- related purghaseg
) (RI)CR = jncomé tax FFEEIVEd byﬁthe State alio¢able to chlége }
Gy relatgd influences T

cey Lo . . D)

) R ' ‘- i . LS | . . )
Q [%, _
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e “(Ra)cH 7;»Federa$sald to publijc schaa]s allnﬂable to the presence
= ot L of the aalleges

=

'(RFIER ‘ =bfedefal revenue .sharing to the Stat

' presenca of the cotlege YN
;(RF)C_ ‘= federal ald far cammunlty cglleges, gx:ludlﬁg aid to .
: Students _ o S v o

Federal aid for communijty. zn]lege students, thEh comes prlmarlly fram :
Basié arnd” Supp]emental Educational Qppar¥uﬁ|ty Grants gnd wark-gtudy funding,
is excludedprimarily because this study is not attemptlng to gauge student
Impacts. Thé™“college& serve a pass- through
usually applied to tultlan and liv z
by the calleges in arfual audit repé

1 - Real estate_ taxes.i - ; N o o

°  The State FECEIVEd about 3150 000 in real Estate taxes in 1976-77 as a
result of the seventeen community colleges.. This includes taxes paid by the
college_ Fazuitles and staffs and by businesses for real property allocable te
thelr z@llege re]ated busihess. Only two colleges, Wor-Wic Tech and Catnnsvt1le,
paid real estate taxes indirectly to the State through rental fees.

S (E&RE)CR ’

College-related real eSt,te taxes pal% to Maryland. e o l
(Rpg)or = (Rpedc + (RRE)F”+ (RBE B)cR
‘ = $50 + $110;437 + $Az 795

EE

= 5153 282

Variables: - ’ . - e .
S ',‘h (RRETC = real estate taxes péid'ta Maryland by the E&lleées

s (RRE)? real estate taxes. paid to Mary1and by Faculty and staff
: ; ' ,IIVIng in M%ryland

L

(RRE,ETCE = rea! estate taX\? pald td Maryland by businesses fgr

i real property avkicablg to college-related business

g h
o - i

£ .o St L=

a)/ Wﬁaguity and stéff’raai esltate taxes.
= ) ) /

o ) Facu]ty and StaFf IlVlng in Hafyl-' paid appraxlmate]y 5110,000
in real estate taxes to the.State. This was™ found<by multiplying an estimate

of the number of.college, persaﬂneT who ‘own hameg by the amégnt of tax pald A\,

Far -an average hcme in Haryiaﬁd R :
. e EY ' ) lv‘ E - . '
L ' S ' e . wolo : . o . D .
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(RRE)F

Real estate taxes pald to Hary]and by aallege faculty and staff. -

'V {RRéj% = [(FL) (h -i H)] [;pt i] ‘;

S ?[('h.256} (1 - 412 0023 ?lﬁ.élé 056,064
- R )][ 5761767 :

I ——
“n

= $110,437
Variables:
FL = number of faculty_and staff residing in Maryland

’ FH‘ s-praﬁartiaﬁ of Facuity and staff who rent housing )':

pt = State praﬁerty tax rate ' : Lo ’ - L

: VPR = total assessed valuatlan of all State ﬂrl;até res;dences

Npr = total numbgr of prlvati fesnd§pces in Maryland |
»%'%“ - The number gf faculty -and- staff residing in Maryland is found by

multuplylng the proportion of 'in-State personnel (used in a formula above) times

the total number of full-time faculty and-staff at the colleges. This number is -

multiplied by the proportion of hameawnérg found by subtracting the proportion
of renters *(see (E, )F) from one,  to estimate.the number of homes ‘that are owned

" by the éalleges Faculty and StaFF
. .

: The Farmula assumes that persannel wha own th3|r own homes llve
in facilities of average value. ‘To estimate the assessed value of the average
home in Maryland, from which the real estate tax is computed, it is necessary to

- divide the total assessed valuatitn of all private residences in Maryland by the

‘total number of residences. (Both of these figures are available from the De-
partment of Assessment and Taxation. °[24]) The average assessed value is
mululplléd by the.1976 State property tax rate which is in turn multup]:ed by

~ the number ofi:homes. cwneﬂ by college personnel: - L,

b);insnness real estate tax.

State businesses pald alm@st $43,000 in real estate taxes for real
pr@peﬁty allacable to ‘college-related business. The dollar value of real

- property due-to college-related business, which is found by multiplying the

proportion of business volume allocable to the college times the assessed valua-
tion of busnness property, is multiplied by the tax rate to arrive at this

- estimate. - : '



in suppcrt of EQ]]EQE ralated busnness.

= mar. L ) Ty

R R E)ER S

i

Real estat§ taxes paid to Marylan@ by busnnessas Fgr real prgperty exnstnng

]

Variables:

1

pt ca

e ]

W -

BVer

7 BVLf 13&5

’ Iﬂ .
;

=k

:'Vgg.?n asses

2 Nnnreal pr

cclfege related ]a:ai §u51ness valume

Goz3) [ 3123,765,004 g5, 755, 276 992
(-0023) { <35, 782,082,700
$42,795
1 p Gp ty tax rate | 7' - A _ C

?‘busines% vn]ume

_

cperty taxes. -

IR
-

Praperty t

axés other than real estate that were pald to Maryland as a

: resu]tIDF the communlty cn]ieges was about $73,000. This includes taxes paid

" by ‘the colleges' fa
EﬁtDFIEE that exlst in sqp?art QF callege related busnness

5

(Ryre) cr =

;ulty and staff as well as. taxes paid by busnnesses For in-

e

o

Ve (RNRE)CR o
) tclié@é*reiéted pfgperty taxésr other: than real and State, paid tD Haryland
(Ryre) F + (Ryge, B) cR .
$38,953 + $34,159 é f o ’
$73,112°
Tt .
N . - . N ‘§
’ “ : , [ ) ﬁ .

r

EEkSE;;“

(RWRE) F

) (RNRE,B)CR

" = nonreal praperty ‘taxes paid to Mafyland iﬁ%Stateﬁjacufty

and staff =
F fem -
= inventory and other nDnreal praperty taxPS pald to Haﬁys'
land by buEIHESSES for assets allocable to college-related
busuness S . - . ; P .
S -
T
, LA B T
N . ! LI

.
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7 Fepulty and staff is wstimated to be $38,953. This assumes college faculty and

(2]

j Feculty eﬁd staFF npnreal praperty tax.
The ve]ue pF nonreal - property taxes peld to Mery]end by in- Stete

*~staff households. pey the same prppprtlpn of suph taxes as pther Maryland citi-

zens.‘.ag e o C
o o Rede, P
anreel:property‘taxes paid tq Maryland pg faepity and staff. .
e - r Rop S o
(BNRE)-FE FL o o . .
) yeriebiesr>;:? o P . :
F - = number pf feea]ty and StefF .residing in Maryland
‘Rop = EOEeI Prpperty taxes ‘for other than real estate or- lnvenfpr g5 < L
L o paid to Mery]end o : o o y
Te = tptel number of hpusehplds in Mery]end K ‘ .
. ’ The emount pf prpperty taxes for pther than real estate or inven-

tories paid to Maryland is calculated from.the annual report of the Department
- of Assessments and Taxation. [24]' The number of households in Maryland is

calculated by adding the -nuymber. of households: reported in the 1970 Census to <~

the estimated number.of new households added since 1970, found by dlviding the
‘difference In population Frpm 1970 to 1976. by .the average h0usehpld size.  [25,

*Ln] - | o ﬂ

'b) _Inventory tax.

T

: Maryland businesses paid about $34,000 in taxes for inventories
allocable to college-related business. - Unlike many of theijppe] jurisdictions
which do'not tdx inventories as an -inducement to business, Maryland charges the
same rate used for real property, 23 cents per $100 of assessed valuation. The

" estimate is made by multiplying the tax rate times the ;pl]ege related inventory.

- , Vg
; Ryre, 8/ cr .

Taxes paid to Mary]and by bu5|ne55e5 for inventoty elloeeble\§8 college-
_related bpelnéss v B i . L N, !
E 7 i . S, 3 ) v- : SR 2 v »1‘5\\ o

(RNRE,B)CR = (It) (IB)'CR ) . » ;"‘"»-_,,E?.\"

AKY

Fi.
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T 3h . p

'% . = (!@023) ($14,851,800) | | o f - “

§34,159 «

B . g = _.a ;‘(_ .
it Maryland inventory tax: rate : 7
P 7 - , o
SIB)CR = value/of business inventory committed to college-related
, "bus iness : .

3 - Sales tax.

S

iSIfS million in sales tax revenue as a resuylt
of college-related purchase 1976-77. The estimate is calculated by mul-
tiplying the portion of the total business volume in Maryland that is generated
< by the colleges times the total sales collected in FY 1977.
Co - Rerlen A

Sales tax received by Maryland as a result of college=-related purchases.

Maryland receivel

A
= (s7) [ LR

L

(Rs7)cR.

- (s465,840,488) [ . $123,765,004
) 338,282,022, 100

= $1,506,052 "

Variables:

, B , ,
7 ST = total sales tax collected in Maryland

\

3
\

e

.BV

cR collége-related business volume

1

Maryland business volume ) S

BV
L .
Tge amount of sales tax collected in Maryland is reported in the Comp-
troller's Annual Report for FY 1977. [10] The other variables have been used

previously.

L - Income tax.

College faculty and staff paid the State over $2 million in income
taxes based on their college earnings. This is calculated by multiplying the
proportion of personnel living in Maryland times the amount of total compensa-
tion required for State income taxes.
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- ) ‘ (Rl)CR . ‘ .
College-related income taxes collected by HMaryland. i K
(R)eg = (ig) (F) (W) ) :
= (:954) (.031) (582,679,618)
="s2,445,167 . < L i;
Variables: ‘ :
iS = proportion of faculty and staff living §n Maryland | :
FL = proportion of ?nzgme paid to the State for iﬂEQmE tax )
gf = gras; compEﬂsatEOﬁ paid to faculty and staff - - ) gﬁyi

. The proportion of income paid to the State for income tax in FY 1977,
which is the same as the effective tax rate for all individual tax returns, is
based on figures supplied by the Incope Tax Division D? the O0ffice of the ' ’
Comptroller of the Treasury. [9] The amount of grassécompensatian is taken

from the annual audft reports of the colleges. ;
5,%7F§§§F§jﬁ§id to public schools. - R ‘
. T e .

~ Another source of revenue for Maryland is federal aid payments for,
special functions. This study estimates that almost $300,000 of the total $89
million in federal funds coming into the State for public schools is dﬁe to the
number of ih|ldren from college- related. families attending public eleméntary Qr
" secondary schools.” It is.assumed that pub]li school operating costs are dlréﬂt]y’
relafed ‘to the number oF students enralled ; 7 -
b AL f ']

LI

. L (Rp) ¢y v
iF . . B
Fedefal schoal aity’allocable to children of collegefrelated families.

(R = A ' 7
('A)EH P5 7. l
A a, [
S ;X = '1—“ &
[} i = i
Ny
= $286,1 ' ’ { \; “ .
) & g Vo
Variables: SJ .
. L : -
APS = ta[il federal aid to public SCéDDIS X
(CHPf)F = number of faculty and staff children attending public schaols
EHF ) = total number of childrfn attending public schools 3
15 -



A . Enrollment .data and the amount of federal aid to Haryland public’

" schools, which includes funds for feod service programs, come from the Harylaﬂ?' -
State Department of Educatlion. [ZS% Some of the colleges were able, to provide
the actual Aumber of faculty and staff children in publlc schools from local
survey data. The number for the other colleges was estimated by first dividing
the tatal number of children enrolled Ln public schools by the number of house-
ho1d Aand then multiplying this result by the number of.full-time faculty. and
sta?f This assumes that each facdlty and staff person repres sengs, an average o
household in the |b¢a1 jurisdiction in whith he or she lives. The estimates,
-calculated by this' procedure were significantly lower than the aétual data sup-
plied by college surveys. This suggests the estimate of federal aid that is a
result of the children of college-related Yamilies is understated. However,
there is no hard evidence that households of zammunlty college personnel are:
different from average hauseho]ds or that thay are more Ilke]y to send their.
children: to public as opposed to private schgalg -

5

, "6,- Federal revenue sharing.
. - ‘

' The State also receives aid from the federal government on a per-capita
basis Through one of the newer forms of aid, federal revenue sharing, Maryland
receaved about SIQD DDO in FY 1977 due to the presence of the.colleges' faculty
and %tafFuaﬁd their families. -This amount is calculated by multiplying the num= ..
ber of DFQPIE in faculty-staff hDuSehQIdE by the average per capita amount of, '
federal revenue sharing received by Maryland:

n

8

t
(R

"

F)CR

College-related federal revenue sharing received by Maryland.

. Ro
(Re) g = ¢FH,) (Fﬂ%

o of

= 5139406

Variables:

nd faculty and staff households

I

FHL = toutal number of persons in Maryl

( RF = federal revenue shaping received by Hdry[uﬁd .
: = ¥

o oy e POP o= total resident population =

P - i LR . PR .

e f 3 * = 5

- ‘- . . . . a- N
The tot noaher of porhony Jn facwl Ly and”staffl houspholds in estimated

by multiplbying the nunber of full-tigfe personnel by the averadges hpusehold size

in Marviand., This gosames again that characteristics of people working ot coni- -

munity colleges are not -igniticantly different (rom average Marylanders,  The .

ERIC

Aruitoxt provided by Eic:
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amaunt of federal revenue sharing for Maryland came from the Office of Revenue
Sharlng, U. 5. Department of the.Treasury. The local ra;ldént popu}atlon‘la »
based on est¥mates by the Maryland Departmant of Health and Mental Hygiene. 12571

" the seventeen cohmunity colleges? » .

Py

How much. revenuerggd the local Jurisdnctlons receive becau;e of the presence of

The local jurisdictions which support a community college received about
S6 million in annual tax receipts, State and federal aid, and other local gov- -
ernment receipts derived from the colleges, thgir faculties and staffs, and the
. “related business activity. (This includes Stdte and federal aid for the colleges,’
but not student -aid.) In 1976-77, the locad jurisdicttons spent $B1,757,244 in
‘suppart of their lo€al community colleges. ,Table 1 compares the revenues re-
celved hy the State of Maryland WIthﬂﬁhosgfreaélved by the local Jur|5d|ct|ﬁns
. In sowe cases the two figures can be added together for an estimate of the total
" revenues received by all Maryland governments. The total figures did not in-
.clude any State aid to the local jurisdiction because State aid from a Stétewide‘
perspective is not a revenue. (From a purely-local perspective, however, it is
'a definite benefit or revenue.) ‘ ' )

Generally the same .formulas used in the State study were used to estimate
revenues for the local u#risdictions which support community LO]]EQES The
local estimates represent the sum of the individual college estimates. Because
‘aggregate data is used, some of the estipates may appear to be too low in com-
‘parison with the State figures. GijJen the nature of the local piggyback income
tax rates, for exam@?* it would sgem that the local figure-shayld be about half

_of.tha.State figuret ! The reason this does not happeh is the ‘Mance in resi-
, dency patterns. Over 90 percent of the personnel from a , vay live in
Marylahd, while only 60 percent live in the:local juris fction in whichythe ;{I=

lege is located. ’

and th&yfugggffs?i . M;éf
Maryléﬁd spent about-$8.8 million to provide services and public schools

nt
themse lves, ‘their employees, and, the refated bU1lﬂLag'stlVIty
to arrive at this estimate emphasize population relationship

P
for the colleges
The formulas used to arrive at this estimate emphasize population relationships.
The population basis for allocating costs of services to a college area may cause
an overestimation of the costs af services to the college by implﬁcitly under-
estimating the services renderegbto hL:lﬂES% establishmgnts. Businesses are
’ ve;. and because a college is U%ld]]y labor intensive, the

]
Tt

.t

usually capital intens i
share of government expen nditures W|ll pngt,blz be higher than it would be for
ic

% . A T : . ;;
oc,. ) . oo
(ﬁ’M,pS)CR

an industrial installat

College=related costs of ¢ governmnent services.

= (m )

Ny 0C
/ (0Cy JPSER © M/ CR

* = 56,917,484+ 51,912,234

o

O ) b

ERIC

Aruitoxt provided by Eic:
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A TABLE 'THF
‘ M HARYLAND BOHMUNFTY COLLEGES Of .
5 ! .
" (OLLEGE-RELATED REVENUES RE[ElVED BY.STATE AND LOCAL GOVERNMENTS o
. ; b :
P j! ! Q j
Lﬁxﬂ__‘ﬂruA - ‘i Vaﬂabl§ﬁ_ L 7 State _;__"Lﬁéq{_____ Tata
Ren TOTAL REVENUES RECEIVEB e 58,977,221{ 56,583,793 $H 931 230“
(RRE)CR (ol Tege- rslatéd real estate taxes . . ... SR 4]753,282 1,585,653 ll_,_738,_9fl“|‘
v (Roc) - Real EStatE taxes paid by callege¢.i;i:s!.!a SUUTL AN T IR | 418
S REC - = . - o
| (RRE)F o Real estate tages' paid by faculty and %taff..&.!... 110,437, 1%@39,@86! 1,469,523
(R N Cotlege-related real estate taxes oald 40 e
RE,B/(R — . .
T by BUSIRESSES . b2,795 225,205 268,000
)y - Othr collegeelated progrty taves. oo 110 I 3
(RNRE)F "Nonreal property tax paid by faculty and staff..... jﬂ\,953 203,760 242,693
: (RNRE B)CR (ol lege-related inventory tafes paid L e
Uy bu5|nesses,......,@ii.;.,..i@iis!.%,!i.i.i;ig.!. { 34,159 40, 9b4 15,103
(RST)&R Sales tax FEiEIVEd from college-related purchases . I,SO§;QSQ .p=)'l,506,052
(RI)CR (ollege-related income taxes. . . AT . _WZ}QAE}]Bz - 9§9!565 | m3}335f33353
k)., Collegerelated oid o publigschmls S 05 57 1)
Rel g (ollege-related revene sharing | e 139,b06 18797 30h,203
(RF)E | Afd to COI -HLY ED”EQE& foE o1 - sor o1 i.il s . Ag}?h’q—oél lllegS_szmg 74_137L|,009u
? Federal aid, *g?!F*% |
- State aid, El |
1 Federal and State aid. |
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xS o
- = §8,829, 7lB , %?
. , # y
Variables: - ‘ o,
(0C.) ., = Gpaﬁatéﬁg cost of government-provided services al]aéable
AR to cgilege*reiated iwf‘UEﬁCES
£ﬁEP§)CR = operating cost DF pué?ii SEhQQ‘S a]tacab]e to’ college Felated’
, ‘- persons - , £
1 - State pFOVIdEd services.
. —

The cost of gerv[éeg other than public schools provided by Maryland to

:Eéllege related personnel and businesses was abDut?$7 million in FY 1977. The

allocation of these costs is made on a college-related, "per-capita basis.  Two

aomponent% are used in the equation, including the number of full-time Faiulty

and staff at the colleges, and the total number of persons in faculty and staff .

households res'iding within Maryland. Each of these components is expressed as 5

.a proportion of the total daytime or resideht population of the State. They

are. then added t0gether and divided by two to avoid double couﬂtlng qThis method ~

i

weights equally the costs 05, érvices for commuters EDE& into the area and for
A those living and working in/Maryland. Because alm@st all college peFSOnnel live
in Maryland, assigning different weights“would make little significant difference.

(oc.)

r ) o M CR . ) \
College-related costs of State services other than public schools.,

F . FH

. L y
e .
POP, POP, . ) -
oc ). = LD LR B j) - o -
( M)CR —_— »( MS) . ) >
v 2 S
B B
| | gh,hel /- $13,832
’ R o : ! ' ,
= $3,970,600  $4,170,600 ($3.115 ?thDDD) : -
' \ 2 ) \ T -
. : .
N = $6,917, 484
zﬂ Variables: l -~
) &
= 7;‘;{; . .
F = total number of faculty and. staff
)
PDPLD = total State daytime populatien : E\;‘-}
FHL = tota}l number of persons in Maryland faculty and staff households
PDPLR = total resident population sn Marytland }
| qu = Maﬁylghd's operating budget except public schools

4
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The g tlﬂe papuIatlaﬂ of Hﬁryland is based on Census data and estimates
of tmmmut:ng tterﬁt made by ‘the State Department of Plannlnq along with recent
- -EDDu]atIDn estimates of the Department of .Health and Mental Hygiene. [25] The
= daytlme population tends to be lower than the tgtal resident populatlan because
~of the number of people commutihg to Washingtonf from Prince George's ‘and Mont-
gomery Counties, although some of this outflow is balanced from commuters into
the Baltimore area. .The operating budget for FY 1977 of the State of Maryland
came from the Comptroller's Annual Report and excludes federal funds. [10]

, ‘ J

b=

B

. Th te cor of providing public schools for children of college faculty
and staff w st v million in FY 1977. The same logic used to estimate the
costs of other State services is used in this formula. The ratio of the total
number of college rElaL&d children attending public schools to the total number
of children attending public schools is multiplied by State expenditures for

1. ¢ public schools for am estimate of college-related costs.

[T
L
I

(0Cpg) e
State cos t of uperat ng college-related public school services.
. B . : -? w
(CHy o) : | -
. OCpsler = | == ] (Bpg) ,
" PS .
= & N i
5 Variables N
(CHP(..)F = pumber of faculty and staff children attending public achools
? in Maryland :
! CH = total number of children attending public schools in Maryland
B, . i - ngylgnd'h capendd tures for public schouls

The numbier ot hlldfcu uLLtndlnq public schools and the number of fac-
. ublty.and staff children atrvhdlnq publlL ,Lh?nl~ is taken. from tho r vtnu; :
formulas used earlier. The operating budget” of public schools faor HJ!y‘Jnd':

FYy 1977 came from [hv?Eumptru]lcr‘§ Annual Report and does not jncluyde federal

funds. [10] * 7
) , RN 5

£ 7 . z . o '
ggéﬁfjfgd ; ; . 4 , , . -
ii’,;ﬁ - Jt' i : . ) ’
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What is the value\af State property related to SerVI&ea povided for the colleges
and their employees? o C

The dollar value of State-owned capital Facilities that exist in support of

services provided to the coljeges and their staffs was estimated to be about $1.
millfon. This estimaté &f related capital FaglLdtnes .does ndt attempt to state
how much capital outlay would be needed specifigally tD DrDVId& those services.
That kind of estimate would involve assumptions about the nature of capital in~
vestment, the scale of operations at the time the investment ltrmade, and other
factors that are not considered in this study. Because the valuation of public
property is Inkely to be considerably lowgr than its true value or rtplacement
cosl, the estimate may be understated. N _ R :
Per

Value n& callege-related State property.

op. = )Y '
GPeg = [ Z2MCRY (gp ) -
Bye A M
i M5 "
b : .
= 56,917,484 P ) —
- = &
/ $586,902,000) .
$.115,94%,000)  '9°86.9 )
R = 51,302,939 :
Variable .
(DCA}FR = ﬁpéfﬁkiﬁq cost of State-provided services allocable to
N college-related influences
\\ -
BMf = Haty]gnd'% operating budget except public schools

. ~J
GPM (f = valuce of all State property except public schools

The estimate is made by multiplying the proportion of § ate-provided servic
that are college related times the estimated worth of StateYowned property. The
value of State-owned property is estimated in the Annual Rebort of the Departmen
of Assessinents and Taxation. [24] Because the State rents facilities to house
the State Department of Education and the local jurisdictions own public schoao |

property, the amount of State-owned school-related property is negligible, and,
therefore, not included in the formula.

How much geal gstate taxes are furgﬂpne by the ‘L te cof Maryland because of “the
tax _exempt status nf _the col

leges?
= - - &

The State fnrehmg, at least $22,000 and the local jurisdictions another hal
million dollars %8 real esfate taxes becau se the land ococupicd by the Maryland
community yullcq%s has been taken out of the property base. There are two ways
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an estimate GP Eg}tqDﬂF property taxes can be made.
estimating the value of the collages' property at the
of property in neighborhoods adjacent to the campuses. am in doing
this is determining an appropriate marget price which would hav9 prewaited in
the absence of the colleges. [t could be argued that property values in adja-
cent areas_béve been positively influenced by thg presence of the colleges and
that those increases which result in higher tax-fevenues should be added to
the pos-itive contribution of the colleges. The difficulty of determining market
values for all of the colleges which are located in both rural and highly urban
places:made the 5echd alternative ffr estimating foregone taxes more feasible.

The first wouid involve
average unlt area value

The second procedure ts based on an averagg Statewide unit-area value.
The total real estate taxe® collected by Maryland is multiplied by the propor-
tion of. total land held by thé colleges. Real estate taxes paid by the colleges,
which are negligible, are subtracted both from the amount of real estate taxes
collected by Maryland: and from thé amount of taxes allocated to college property.
The result is probab$¢ far too Jow, but use of the first procedure would require
extensive knowledge ‘about the real Egtata vabues and local land markets.

(RF_ .
(R RE)C
:‘f‘.ﬁ = _
Real estate taxes foregone through tax-exempt status.of the colleges
F oy =] - Ge . ,
(RFgede = Rpe = (Rpeled = (Rg) ¢
L
= (553,411,568 - s50)  4.0814 .. 550
9,970
- !
= 521,814
Viriables:
RRE
< = tutal real estate taxes collected by the State
't
(R_.) real eotate taxes paid to Maryland by the colleqges
RE'( i
L = toutal gevgraphical area of the colleyes
i GL = qcuginphiggi area uf Maryland exclusive of the colleges .
The total real estate Lases collected by H%ryland in 1976-77 comes Firum
the Andual Report of the Department af Assessment and Taxation. [Z24]  The cal-
foqe facilities ofFices provided the acreaqe of their institutions which wax
transbated mto squafe miles The total square mileage of the State comes from
the Maryband Manual. l !f}_] =
P
o /

E
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Y  What were thg costs to the local JUFI:dlCtIQﬁS of ~ providing :EFVIiES to the
' collegps and their Faculty and ‘staff?

PN The local governments have similar college-related costs'to the State in
the provision of SEFVlces, in the costs of property existing to support these
services, and in Fgregone real estate taxes. Table 2 compares local costs with
State costs. 'As in Table 1, some of the figures can be added together to get a
Statewide estimate of total government costs. This is important since community
colleges are a joint State-local venture. The value of local government propé&fty
“may seem high, but it includes all publig School property which is extensive.
" The amount.of foregone real estate taxes! is-also significantly higher but that
is due to the tax structure of local jurisdictions that depend much mcrej?eavrly
on property taxes than does the State. . : - :

( One variable included in Tabie 2 but not included in’the State estipates

of government impacts is the value pof munucupal-type services that were self- '
provided by the colleges. Institutions such as colleges often provide some of
their own sanitation and security services to supplement théseé offered by local
governments. They also may pay for the llghtlng of some areas, such as streets
and parking Jots adjacent to their own property, and sometimes maintain or
partially maintain.public areas with street and walkway maintenance, tree trim-
ming, and ofher.services.- The colleges estimated they provided abgut 51.3
million of these local services in FY 1977.

GENERAL EMPLGYMENT'

How many full-time Jjobs are available IhrMaryland becalse of the operation -
of the seventeen gommunlty colleges? .

Almost 7,000 jobs in Maryland are attrlbutable to the pre ence of the seven-
teen cgmmunlty c@l]age% This includef the number of jobs provided directly by
the colleges and“those created indirectly by college-related activities. Addi-
tional jobs are created not only in the business sector from expenditures made
by the colleges and their employees, but also in the government sector which
supplies services. 7 . -
v ~

J =
vy " £

Number of jobs attributable to presence of Maryland conmunity collec

Jy = () (F)y . \”

M i

1

es,

Variables: . ,
~ £
Jj = employment multiplier effect (sce Appendlix A)

F = total number of faculty and staff
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' HARYLAND COMMUNITY COLLEGES =
COLLEGE<RELATED COSTS TO STATE AND LOCAL GDVERNHENTS
bl T Varla_bl_t____ e tatelowl ol
4 o
(OEH PS)CR College-related costs to governments for public S ' /
- schools and other ségvices. . ... ... oL,V BB978 § 6,540,713 §15,370,b)]
(OCH)_CR mege related costs of services | | B /
‘ D}her than public schools.....oooovvviiiiinnsininnd 6,917,484 3,078,626 9,996,110 -
-(DCPS)CR g'bllege related costs of operating publu: Schuals., 1,912,230 3,462,087 5,374,320
WPeq Value of college-related government property, . . .. 1,302,939 6,664,880 7,967,819 s
RF)e  Real estate taies foregone through / S
o tawexenpt status of the colleges . ... LBIE 557,006 876,840
(RRE)C feal estate taxes paid by the colleges. . . . . . . . 0] ,_3_5_8 Ly
; (OEM)SE Value of local qovernment-type services . o :
self-provided by the colleges! . o - 109,867 1,290,867
' Variable not used in §ta‘te rtdtyﬁ,
i’?ﬁ\f \
¥ |
. [



L5
The emp!agﬁaﬁt mu\tlpller effect is based on the same theory that deter- =
minet the expenditure multiplier. For an area- -the size of a state, 1.5 is con-
sidered to be an acceptable, if conservative, range. (See: Appendwx A.) - The
multipiier is fultiplied by the number of faculty and staff, which include all
full-‘time perf L1 at the colleges in 1976-77, for an estimaté of the total

‘number of jobs in Maryland that exist because of the colleges. | i
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| | PART I: ECONOMIC IMPACT OF EXPENDITURES

’ L " CONCLUSION

Tha maJar impaat of Maryland aammunlty colleges is still daFlnltaly reldte
to the principal mission of higher education. -Education and training provided
by the colleges increases students' potential earning power and enriches their

. _IIFastyIaa In- Fulfalllng the primary mission, the colleges assume many diverde
ralaa Tha—atudy shows that the seventeen community colleges utilize several

* resources ‘from the local commupities and the State, whHile contributing resources

of their own. The faculties and staff who are employed by the colleges also are

“active participants in-the economic life of the Stdte. The community colleges
of Maryland are not only an excellent aduaatlanai banaflt but also a solid
economic advantage to their communities and tha State. = :

—
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EEE © PART 1% HUMAN CAPITAL INVESTMENT

- Education+is one way ‘that-people invést in themselves. By paying some
costs in the present, they can .generate greater returns in the future. As the
< term "human capital' implies, individuals have certain capacities or skills of
'“a cognitive, physical, social, or psychollogical nature with which they earn a
‘Tiving. Higher education is capable of teaching a person general facts, the
.use of specifi¢ tools, and general problem=sotving techniques. Higher education
also can influence a person's behavior by making- him more tolerant of diversity,
better ‘able to stand stress, a better leader, and mentally more disciplined.
All these factors could make a person a more pfbductive and effective worker
and, therefore, able to command a better income: ' ' O '

There has been cons.iderable study and fiuch -controversy about how education
and earnings are causally linked. While there may be some doubt as. to whether
education is a sufficient condition for obtaining a higher paying job,' it does
appear to be a necessary catalyst for at least the majority of the population.

Economists have known & long time that people a¥e an important part of the
wealth of nations. But what. maify have failed to‘examine is the simple truth
that people invest in themselves and that these investments are very large.
Many paradoxes about a dynamic economy can be-resolved once human investment is
.taken into account. : A - '

How.are human capital investments measured?
N o - o o = T 3 l—:

Three approaches have!been used to ihantify the impact of human capital.

Often a simple correlation is made between some measure of educational ac-
tivity and an index of economic activity. For example, enrollmént ratios have
been correlated with GNP per capita, indicating a positive relationship. How-
ever, this fails to show cause and effect relationship. - )

‘The "'residual approach' assesses the total increace in the economic output
of a region for a period of time, measuring the impact of identifiable inpu%s
and then attributing the residual to unidentifiable inputs, the most important
of which is human capital. ' : : '

The third approach, which is used most often in human Qap?tai research,
contrasts the future lifetime earnings of people with less education with people
that have greater educational attainment. The rate of return method seems to
be the most precise because it relates not only benefits but also. costs,

f 49 . - \ R
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To alculaté a rate of return, it'is'negasséry to* know how much education
costs, hgw much the college educated earn compared to those without a college
"education, and how muth those future earnings are worth today, The comparison
of these costs and benefits results in a méasure of human capital investment:

How are future earnings estimated in terms of today's valuel. " _ [
. “'Present values' are obtained from expected future values by a method
-.economists call discounting.\ This concépt is as important in the financial
~world as it is in theigéaﬁomi,t's theoretical world. Prospective purchasers
- . of any asset have their eyes on future income or increased wealth from the
‘pWﬁETShip of the asset. ~Their demand for the asset reflects théir estimate
“&f -the total future earnings. That is why, for example, the stock of a car- -
poration that is not earning any net income now may still sell for a high price.
It is also the reason that some people invest in education even though there
may be a net loss Jn the present or immediate future. '

b

, ,Wealth in the future, however, is not worth as much as wealth now. Con-
sider the investor that can ordinarily earn 10 percent. on his money. For him,
$110 a year from new is worth only $10p now. To determine the present value
he discounts future wealth at the rate of 10 percent. He divides $110 by 1.10
(1 plus 10 percent) to obtain the present value of 3110 a year from now,

Money available today can begin to pay dividends imﬁediateiy,-whiie'mcney

svailable in the future cannot. Even though a person with higher education may

be able to earn more than someone with less education when he 'is in his forties
or fifties, he might have come out ahead if he had continued working and in-
vested his money in a certificate of deposit. ' '

The same- theory is used to determine present value from any point in the
future. For example, how would our investor determine the present value of $100
four years from now? The present value of $100 received four years from now is
45100 divided by 1.10 to the fourth power (1.4641) which works out to about
$68.30. o . s

The following is an example of how discounting works in making an invest=

sment decision and why present values -are necessary. :

Joe Jones has $10,000 which he can invest in a savings acceunt that earns
10 percent interest a year. Hé could also buy into a new conmpany with antici=-
pated net revertues of 0 the first .two years, $1,500 the third year: $2,000
the next two years, $2,500 the sixth, seventh, and eighth years, and 54,000
.the following two years. Profit becomes negligible ‘past that point.

pad
m
ot}
[T

M M

(¥}

At Firstegﬂaniéj by adding up the profits, it would appear that Mr. Jones
would receive $21,000 return on his $10,000 investment, which would be greater
than the return: from the savings account. But the 54,000 he egarns in 10 years
‘. hot worth-as much to him as it would be if he-could invest it now. By
oot imating the present value of those net revenues, he can decide if he should
invest his money in the new business. . : l!
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The discount ra;g used is the best lﬁtEFESt avamlaﬁizﬂ»n a guaranteed in- - _j;g
vestment, which for Mra Jones is 10 percent. TFhe present  value of the net gains
+1s $10,834, which is only slightly greater than his initial investment of '$10,000_
.and slgﬁl?lﬁantlﬁ’less than he could earn by putting his m@ney in a Eavlngkiac= Ve
"count. Part of: the reasqn for this is the low returns early in the life &f theﬁé‘}
investment. Had he earned $4,000 after the first of second year of operation,.

_the results would have been SIQnIFIéantly diffargnt ' o

The ﬁaﬁﬁep;_gf,present value is important because human capltal benefits

_accrue over.a lifetime« It is ne ﬁessary to know. the present value of increased
ear 'ings due to education during a _personts entire productive. llfetlme. o
. 3

It would seem to be a lot easier to just add all earnlngs dlfferentlals
lnsbead of going through the complicated discounting procedures. That sum,
however, would not mean: very much to the student thlnklng about making an in-

yestmeht in education or a government trying td’agsess costs and benefits. Just.
as apples and oranges gannot be added together, dollars from different years
cannot be added together WIthout dlstortlng the F#Eults and ovarestlmatlng true
values - .

i

what are the costs ofy h umén capital’ IHVEsjments in educatlon?

T T Al .

The costs of education can be divided into two categories. First, there are
the dTrect costs of salaries, -supplies, buildings, and student tuitiom and fees.
Then there are indirect or opportunity zasts that take the form of foregone stu-

dent..income or Foregone tax revenues.

‘Many researchers feel that foregone income is the primary cost of direct
and indirect expenditures in education. This is the income that a student
could have earned if he worked full-time rather than attend school. From society's
point of view, foregone income reflects output that is not being produced because
a thEﬂtlal Iabor .source has been withdrawn from the labor market :

It is true that the Fcreg@ne earnings cost is not out-of-pocket, but it
does ‘impose a financial sacrifice, particularly on low.income families. |llus-
tration 2 indicates hew the inclusion of foregone earnings shifts the major
burden of financing education. Frﬁm the public to the individual and his family.

< What arg,;hgmbgﬁgfjgsfgfihumagicabital investment in education?

On 'the plus side of the question is the increased g oductivity that comes
as a result of education. The main measure of this productivity is thgf higher
earnings ‘students ‘get because they attended CQ!IEQE This study was Teferested
in the difference -in earnings between high SEhﬂDI graduates and those WIth some
callege education. Students can also receive benefits in the form of financial

aid or scholarships while they afelin scfiool._ Society as a whole benefits from
the increased productivity as well "as thé greater tax revefiues from the increased
wages .. : : : ' : '

ERIC

Aruitoxt provided by Eic:



3 e i ) . L& : H }: . Wi

\3 ™ 2T ¢ HLLUSTRATION 2

S ﬁ ‘Rﬁvmua;g‘o;mumv COLLEGES =, )
' IMPACTS OF FOREGONE EARNINGS® ¢ °
N L N . - B '
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Source éF,REVenues FY‘1977 , 7
S % : I ' Students . Local

L F

e . Soo25% . Gowernmént,
L b ’ : B . ) : B

il . g% ) B \
|Federal Government
and Other v
" 14% .
T " State
Government

33%

r

= =

Tuition ™~ :
and Fees N : 4
8 - N
Federal and Other
L%

Direct and Indi
including Foregu.

PERER

Students'
Foregone Earnings

69%

i

Government
10%

Local
Governmment
9%

- 28%"

{

!

txpenditufes

tarnings
: 8

ﬁfﬁ



B A

7

Q

ERIC

Aruitoxt provided by Eic:

;D . ' L= . - “_ . - ) B .
whaehnsAggaxdlfFergpge Eetween soaia] human_ggp?tal asfopposed to private
+ +  human: hapitél? S '.‘; A E _ RN
fe thn Ioaklng at prlvate human E;Lital lnvesiﬁeﬁts, only f gtars aFfactlng_

the individual are xonsidered. On the_cost side are tuition and fees,. bpoks
and supplies, and foregone earnings. . On the benefit side are finafcial ald
-“and the present value of. earn|ng dlfFereﬂtlals This is the same information
that a student pfgbably uses .in.-making lis dea|5|ons about whether or not he
‘wants P 'go to.college, where he wants to go _and- what will be'his future
bEneFltg. fﬁfdaes not consider other noﬁ;ﬁfﬁamuc Faztors whlch may for'-some
peoﬁla hé méfé |mpmﬁtant than the ecgncmnaﬁanes. :

¥ A N = : Vnr:l_ 13 s .
The social human capital model takes. into account all costs and beneflts"'
to society as an economic ’entity. To the studeﬁt costs are added the public
costs of subsidies to higher education. For Maryland community colleges the
largest portions are contributions from ,the State and local governments. Thé
final -figures reflect’ the- value oF the lncreased pradu¢t|v|ty on SOEIEKY as'a
whole. _ = : o L : .

What do the numbers mean? 7 - . .

] There are two ways of calculating human capital .investments. One is-to
simply estimate the present value of all the costs and compare it with the
present value of all the benefits. This resulté in-a do¥lar amount that can be

. compared with other investments. Much depends on the di5¢ount rate selected
since a high ratE . will yield lower returns than a low rate. This is illustrated
by -going back to the example of the investor who was computing present values
of $100. ‘The present value of $100 a year from now at a 10 percent discount
‘rate is $90.91. |If a 5 percent discount rate is used, the value would be
"$95.24,  For investments that stretch out for lGng perlods OF time, such as

education, this ¢an have a huge impact. , R : ,

Another way of Ioaklﬂg at human capltal investment is by computing the

"internal rate of return.' - instead of the discount rate being selected because
of present market conditions or common assumpthﬁs, the discount rate is com-
puted. -tn the first method, that amount. becomes 0 and the urniknown inm the
equation is the discount rate. This is used more often because it allows
comparison with those investments which have a guaraﬁteed rate of return. For
example, this study estimates that a woman who is unemployed and attending a
community collége full-time can expect a 5 percent reﬁurn on her investment

in education. Alghough she probably could get a better return if she wgrkgd
and ‘invested the Wioney spent on tuition, fees, books, and supplies, she may
feel that .the noneconomic benefits combined with the expected economic benefnts
make higher education worth her time and expendnturgs. .



1. SUMMARY. OF HUMAN_ CAPITAL INPACTSF . '
= L :

-How much more meney l present dollars wu]l a Ha#&%eﬁd eemmynlty eollege student
~ earn dur?ngfhls or her life. ;hen a_high school g;seyete? o » v»q_ jﬁ
o ) i . ] - R . f‘
A?fx‘3 . Dn the average, a stuéent wull eé}n between $4,346 and- $17 345° mgre, de- -
‘:’peﬁdiﬁg on the assumptions made and the discount rate selected. In computing e
th qee&gunts, costs |ncludeithe amount- the student spends for tuition and fees,
bodks an Supp]lES,*éhd foregone eaffiings. .Benefits are the di'fference in earn-

ings between a high school graduate ‘and a person with less. than three years’ of
‘higher education. The:first number is a more conservative estimate that was.
.computed with a 10 percent discount rate. The second used more liberal hssump=-
‘tions, including a 5 pencent discount rate, a 3_5 percent growth rate adjustment,
and an ability feetor Df 15 pereemt ‘as opposed- to 25 percent. :

3 i

=

How much more money in_present dellers will be earned by Maryland cnmmunltx

college students enrolled incollege in the Fall 1976 semester beeeuee of the

total investment by the State of Maryland _the local Jurled|et|one and the
students themselves? -

a

N

The social human.capital mode] theh takes into. eeeount all ‘costs and. bene= >
fits to society as an’ ‘gconomic entlty, is used to answer this question. The
pﬁESEnt value of the increased earnings from eommunlty college students attend-
ing scheols during the 1976 Fall semester is between $236.7 miltion and. $1,230.7
million dependlng on the assumptions made and the. discount rate used. To cal-
culate these” figures, the social returns for individuals had to. be cemputed
The average SﬁEIa] returns accrued by eeeh student, including full=x endhpert time -
students, renge from $3,078 ta $16,008 depending on:the assumptions. This amount -
was then multiplied by the total number of students ettendlﬁg a Maryland eommun:ty
college during the 1976 Fall semester.

What is the present value Df the eddlthﬁej State and Iece] tax revenuee
genereted from the |ﬁereesed _earnings? ~

The present value of the additional taxes the State and Iecel gDVeFﬂmEﬁES
will collect on the increased earnings of community college students is between
$25.2 milFlion and $77.6 million dependjng on the assumptions made and the dis-

* count rate used. The cost side of the equation was primarily the amount of
foregone taxes the State and local jurisdictions did not receive for those
students who were either unemployed or employed part-time, The tax differentials
which made up the benefits were calculated by multiplying the earning differen-
tials by 5.6 percent, which is an estimate of the average fraction GF personal
income paid in State and local taxes, exclusive of the property tax.

E?W much money did Maryland and the local jurisdﬂetiene,i'

The total contribution from State and local sources in FY 1977 was 568,316, SSA
for credit enrollment, including restricted and“unrestricted funds. A little over
555 million was 3pent for operating or unrestricted expenditures for credit en-

&

rollment. . : :

{
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what was thé lnternal‘Tate of return For Maryland cammunlty taliege stude
dn FY7137777 LT CE ;

®

‘The average zsmmunlty college studen; who attended college dQF'ng th& 1976
Fal] semester wnll receive almost a 27 percent. return on, his ar her investment
“lin higher educ tlon during a- lifetime. The percentageg are wndgly varied ac-
“cording to the status of the students, whegher they were full- of pdrt- tlme,=
e plDyed or unempldyed, male or female. The internal rates of. return range’”

m 3.6 percent for part-time fémale students who weré unemployed while in
dﬁlege to more than 100 percent for full-time male students who were employed
Fﬁllstnme while in college. Two maJor .reasons for the disparities in the rates. ~
of retyrn were the foregone éarnings of the unemployed students, apd the ten-
dency for women to drop out:of the labor force durlng some part of their careers.
~ Women who do’ nat xhterrth their work careersycan ex ezt returns 5|m|]ar to
'_ those of’ men. t

=

what was the lnternal rate QF Feturg\fpr the soiiajfj vest ment made by the pub]lg
- and thggﬁtudents in FY ]977? - AR ¢ -
i, T X o » : S T ¥,
The average ‘rate of return for the social lnvestment in ap~ndividual is .
almost IS percent for Fall 1976 students. The same method usegd to determine the
present value of the total‘social investment was used to calculate .the social
return. First,, the individual social rate-of return was computed from which the
systemwide average was determined. The social rates of return for the ‘di fferent
. kinds of students ranged from 2.4 percent for part-time female student% who were
unemployad while in college .to 45.8 percent for full-time male studants who were
emplayed full-time while |n college. :

N )
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S S PART |1+ HUMAN CAPITAL-INVESTMEﬁ$:.

; .. CHAPTER 2 .

' Studies of human capital investment in hlgher EdUiEEIOH have, for ‘thé most .
pais., dealt only with the economic costs and benefits. Calculatlon of rates of
#Eturn on an investment in education, hcwevec, fail to.include both external
benefits accru:ng -to .society at large and nonpecuniary benefits accruing to the
individual. -Although the omitted items are difficult to measure, they may take -

on- more 5|gn|F|canée in the future. . For example, "higher eduaatlcn appears to
. make important. contributions to the quality of—<itizen and comm ity responsi~

bility, and providescaccess to a range of options and opportunities that might
otherwise be closed off to certain people, In addition, Increased education may
narrow the gulf in understandlng ‘between people of. dIfFEFEﬂt backgrounds. An-
~qther important benefit can also be théu}eduied transfer payments for welfare,
qpemplaymEﬁt ‘compehsation and relatéd programs thEh go heavily to the less edu-
cated & v

[‘“‘ ' . x

The dist;n:tlve characteristic of human jcapital is that it is a part of man, -

and it is a source of future satisfactions, or of Future earnings, or both,
Human capital can be acqwired only by invegting-in oneself; it cannot be Bought
in a market place.: The concept of human capital |nvastment in education was re-
cently addressed in a Colorado courtroom. fn a divorce case, a district court
‘determined that the W|Fe had contributed 70 percent of the couple's financial
support while. they were married. The judgé ruled that she was. entitled to joint
ownership of her husband's master's degree in business admlnlstratlon which he
had earned during the marriage. Based on an estimate of the man's increased
earning potential, the trial court awarded the woman,some $33,000 to be paid in
instaHments of 5100 per month. The Colorado, Supreme Court reversed the deci-
sion by a 4 to 3 vote saying ‘that an edugailonal degree 'is not encompassed by
the CDnCept of "'property." . The three dISSEﬁtlﬂngudgésT bgweggr declared that
the woman's earnings durlng the marriage had not only provided -her husband's
. support, but”also had been "invested' in his education to enable hlm to have the
time and funds necessary. tQ obtain his educatlon [19]

If higher.education is to be considered an investment, there should be some
way the investors, -individuals and the public at large, can gauge its effective~
ness. This is what the human capital models try to do. They do not take into
accéunt all the benefits to society or the individual, but . “er dotthey mea-
surelall the costs, such as thg support of the woman menti@p above.

The actual calculation of the value of human capltal on the surface is very
JtranghtFQrward A1l the costs are subtracted from all the benefits. However,
it. becomes more complex when present value must be considered and the actual
costs, and benefits are listed.  What are all the costs? Which benefits should
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* . be included? This study alsd deals only wi'th community college/education as
compared to the majority of the studies which deal with the. trgditional four="
year students. The following. pages will-explain the rationale behind the num-
bers in Part Il, Chapter 1. . The remainder is divided into three main sectors:
Private Investment;. Social Tavestment, and Added Taxes. o o -

G TN st PRIVATE INVESTMENT

The private human capital investmeht models compare - only those costs and ...
) benefits which accrue to the individudl. Costs boérne in thérﬁﬂbii§;SEﬁEOF for
subsidies for institutions or financia ‘aid for students are omjtted. Most ’
studies have found that indiviﬁuals do very well from an economic point of view
from their investments in higher education. Recent studies ''make it appear .

highly probable that the rate of return for individuals who did complete two-
, yeafr programs was actually higher than the rate of return for four-year gradu- ,
J o ates." [33] N L

e T - .
The cost side of the @quation will be discussed first followed by an ex-*
, planation of how benefits dre calculated, The numbers will then be used to
' estimate both the present value and the internal rates of return of community
college education. S .

'yhét are the costs of higher education?

_ The first cost that comes to mind when an individual is trying to.decide
whether or not to go to colleges is the amount of tu;Zﬁoh and’ fees different =
‘kinds of colleges charge. One of the major advantages of Maryland community '
colleges is their low cost. The State Board for Higher Education estimates that
the average yearly tuition and required fees for full-time, in-State community -
college students is $430 at public two-year colleges in Maryland. [27] This
takes into account all the tuition rates and fee schedules of the seventeen in-
stifutions. (The same figure for public four-year colleges in-Maryland was $767, \\
and for comprehensive public universities, $774.) L i -

Most studies in this field have been concerned only with the full-time stu-
dent. Because of the nature of community colleges and the recent trend toward
increasing numbers of part-time students, Lhis eliminates”an important segment
of the community college population--in Maryland's case more than 60 percent of
the student body in FY 1977.  One way to allow for this is to use full-time .
equivalent (FTE) figures, but this ignores important differences in full- and
part-time students especially when foregone earnings are added to the costs.

For this reason, this study treats the paft-time population differently from the
“full-time -population. The average yearly tuition and fees for part-time students
is estimated to be -half the full-time rate, or $215.

Books and Supplies

 Another related cost to students is books and supplies. Differéent studies
have used estimates ranging from $50 to $L00 per year. "A widely quoted study -
by Hansen and Weisbrod estimated the cost for books and supplies to be about
$150 in 1965. [15] This study estimated that about $25 is spent per three-hour
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- course to total $300 fdr
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full-time students, and $iSD.F@r,part=time-Studentgi

, . . : ] : .

[

Credit lours Taken s

1 -The next probiem is to gauge the length of time community college students

'iniﬂary]aﬁd-a end school. The low ﬁerzantaﬁé of graduates as. compared to the

total student population indicates many ‘students ma not. attend college” for' two
R Y g

. years. The State'Board for Community Colleges Student Follow-Up Study: Firvet- - -

Time Students ~Fall 1972 [37] shows that the mean ciedit hours earned by the

average student was 33.2, down from 34.0 the previous year. This indicates that

the average full-time stydent attends about one year, thle-averége part-time.
students attend two or more years,. Based on this estimate; the amounts for

“tuition and ‘fees, books and supplies appear only in the initial year of the tést

stream ‘for full-time students, but in the first and sedond years for part-time

students. These assumptions may cause &n overstatement or understatement of

" returns on éducational investments, but using Follow-Up figures is probably more

Room and Board : o . : : N

defensible than gssunting all students complete 60 credit hours. *

Costs for room and board are not included for several reasans. First of
all, even if students do not opt to attend community college, room and board

costs would still be incurred. There is no reason to believe that room and board

costs of students are any higher than. for anyone else,sand therefore these costs
are not really related to the college investment. ‘Secondly, none of the seven-'
teen community c¢olleges in Maryland provide dormitory facilities. Therefore,
there is not an artificial infldtion of room and board charges that might occur
in a resident-institution. : . ’ :

Transportation

L 3 o o B e, “ :
A real cost for students, especially because they are commuters, is trans-

! portation and travel time. These costs were not included because of .the diffi-

culty of making accurate estimates. It is impossible to gauge on a systemwide

- basis.djstance traveled] cost per mile, and whether or not public transportation
‘was used. Most studies on the value of travel time provide contradicting guide-
- lines as to the value of. that time. The omission of these costs probably causes

Q

RI

an inflation of the final results.
w

Foregone Earnings

The primary cost to students is the opportunity cost of foregone earmings.
This is the income that a student could have earned if he or she worked full-time
rather than attend school. The illustration on page 52 illustrates how the in-
clusion of foregone earnings shifts the major burden of financing education from
the public to the.individual and his family, ‘ ' -

Foregoné earnings are often a neglected cost of investment in human capital,
but they should be treated as indirect outlays. This includes the difference
between wHét could have been earned and what actually is earned. The amount
foregone depends -on the number of hours. spent for college activities and at work,
and varies with the person's age, sex, and educational level. .

i?
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Some have suggested that it should not be inciudedVbe;aUSE'the foregong
income of houswives or voluntary workers is not included .if the benefit side -
of the equation. Most economists in this field (Becker, Hansen and Weisbrod,

-and Schultz, among others) feel that earnings foregone by students ‘make up well-

over half of the real costs of human capital formation ‘in higher education.
[3, 15, 34] Foregone earnings may be just as important as lack of.information
and motivation in explaining why low-income high school graduates do not attend

college. /

“Once, the decision has been made~td include foregone aarnfngs, the nex£ 5tep
is to estimate their value. The.Student Follow=Up. Study [37] was used to esti-

“mate the amounts for both unemployed and part-time employed students. A break-

down program was used to find mean earnings by sex and by whether the student
was employed full- or part-time. The major drawback to using this data is that
the earnings reported were not earnings made while the students were in college.
Instead, the figures show how much students made upon leaving the college for
those students who were employed during college. This may overestimate "the.
amount of foregone earfjings because a-high school graduate in the same job might
have not earned as mucg as the employee attending college. However, the follow-
up. data is probably tHe most accurate information available. '

There is one other drawback in assigning all students who were unemployed
during college the cost of foregone earnings because it does not allow for the
students who are enrolled| for self-enrichment or other noneconomic reasons. :
However, the use of labor| force participation rates alleviates much of the prob-
lem. The amount of foredone ea*ﬁizgg by sex and employment status is shown in
Table 3. T ‘ ’ .

Ay

The age of students is important for several reasons. First of all,.it is
necessary for determining the starting _point of the cost-benefit stream. In the
cection on benefits, the effects of age on earning differentials will be dis-
cussed nore fully. Secondly, a person's age is an indicator of how likely he
or she will participate ‘in the labor force. The median age of credit students
by sex and student status for the Fall of 197¢ is determined fromHEGIS data

.supplied by the State Board for Higher Education. (See Table 4.)

Laboy Foree Participation Hates
The use of labor force participation rates is important in the EGﬁSiﬂEfatiDﬂ
of both foregone income and future earnings. [f a person attends college because
he cannot find a job, then he is not foregoing any earnings. For example, when
the country was in a serious recession in 1975, enrollment in colleges and,uni-
versities was far above all expectations for the Fall term. To adjust for this
factor, the amount of foregone earnings is multiplied by the labor force parti-
cipation rate as projected by ‘the Maryland,State Planning Department for 1976.
[30] (5ee Table 5.) o ’ /

Both the age and sex of "a persoh is an important indicator of the Tikeli-
hood he or she will be in the labor force. For example, the median -age of

= €
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= . "MARYLAND CDMMUN!T’Yf'\COLLEGEs e
. . PRIVATE cOST FACTORS %, : : o

~ Foregone: Earnlng | Years . Taltion Baéksr
R v | Employed | Employed - .in |.Financial-{—afd .| and
Stngp; S;a;us,fégar-FulJ time | Fattrtlmg qumpl@ygd College |- _Aid ' | "Fees. Supplies

lale \ 1 - ~ T o . T ‘ R
i . N ) ) * . . . w e .

Full-time 20| 0. 3,526 | - 7,781 2 $250 513 300

Female . 1o E
Part-time 28 -0 3,394 p—hoth | 2 o- | a5 | iso -
Full-time 20 0 37394 L 7,014 | 1| 250 .| 430 1 300

Sources: State Board for nghar ‘Education, Maryland Gﬂmmunztj GﬂZZéggs Studgﬂﬁ Follow=-Up .
Study: First-Time Students Fall 1972, Third Annual Desggrgg&tz@ﬂ Status Report for Public
Postsecondary Education in Maryland. ™ ~. -
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LABOR FORCE PARTICIPATION RATES!
IN MARYLAND

Age Groupings . Male _ Female

20- 24 82.9  47.1
. SN 25434 L 94.7 36.0
35- 44 94.8 46.8
h5-5h, S 936 538

Ss-6h 83.8  38.0

I Estimates for 1976.

of Maryland:  Projections of Socilo

S M sonomie Charvac terl
o 1980 (Maryland State Planning Department, 1970).




. : . bl .
full-time males is 20, while the median for part-time males Is 27. In Maryland,
82.9 percent of men aged 20 to 2k are in the labor force, as compared to 94.7
percent of those aged 25 to 34. For full-time students, the amount of foregone
earnings for those employed part-time or who are unemployed would be multiplied
by 82.9 percent, while the amount of foregone earnings for part- time JCudent;
by 94, 7 percent.

would be multiplied

v Dhenmerry

* To summarize, the costs include the annual
costs of books and supplies, and the amount of foregone e

" who are employed part-time or who are unemployed. ?uflftln’
schaol about ane year, while part-time students go an avera
Therefore, the cost stream for full-time students is termi
year, uhl]c the cost stream for part- time gtudent: ends after. the

What are the benefits?

One benefit to in?ivﬂduals that accrues while they are in college i
farmr of financial aid 1f the student were not in callege, the aid would not bé
“earned.' Therefore, average aid payment to community college students in
FY 1977 can be subtracted from the cost stream.

Most of the aid payments, both from the ‘State and federal < qo
to full-time students. At the time of this study, the methods allacatlﬁg
aid were not set up f i me udent e they 0w i ng
proportion_of the total i1 o} egments. ,
financial aid benefits o students

st .: . . B -

The total amount of 1’?r1am:ia] aid is computed for each college from the
B o AN P IDN SRR SR cport for Public Poslaccondfrn Elue (Gion
Dt Tt T s e T M ‘IUZUJ which includes Federal” Basic and Supple-
mental bducational .l ;purtunlty Grants and State scholarships and grants {or
community college students. [28] Federal or State loan monies are omittled from
the computations. IhE amount of aid is then divided by the number of full-time

“ tudents enrolled in Maryland community colleges in the Fall 1976 semester for
A cstimate of the average grant per student. (Sew T It 3.)
gk P

The g jor ceanonic benet it of bgher cducation to the tadividudl come . in
the Toro of tegher carning..  Whether=ar not the difference in earming. ret oot
e tal i reanes in oprodoctivity i dmmaterial to the peraon making the invest-
et brar an o ecootinsic vicwpodnt . The difference insTitetime carning. Hfteaen o
Niagbh oo hool agradoate and a0 peraon with Tess than three years of collegqe in ued
Porv et The me Penared eorrnineg. of stadents attending community ool Tedge.

F

Fhe vain wenree o thi bimd of data e the 1970 Cenn D which jooyvete o the
ool teeent oand comprebenoiv e data base avai Lab e bor e Colimation ol c0ha
Pooomial ot b r e Fhol Anc 170 doata doe Tudess aore detad Ted hieedonen
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‘than any of the preceding censuses. Age by income Histributidns are available
for high school and college graduates and also for individuals completing one
and two years of college (combined), Minor adjustments were made using the
h

i
Consumer Price Index (CPI) to update the data to FY 1977, althaugh the actual
differentials were not sigmificantly affected,

5 that it r

The main drawback to using Census data | .
than earnings. Earnings figures theoretically are pref; ok 4
data from the Census 1% ﬁQt broken down in sufficient de,,i r vai
able from any other known source. Use of income rather than earnings could
result in a significant Qv§r=5trtgmtﬂt of returns if income differentials be-
tween educational categories are much larger than the corresponding earnings -
differentials

.

However, studies have shown that the Census tends to under-report all types
of income with the bias be‘nq ypbater for property income as opposed to wages
amd salarjes. One study conciudes that aggregate earnings are about equ ual to
the total incomes reported by the Census and the under-reporting of earnings
just about offsets the inclusion of property and other "'unearned" income At
the aqgregate level, then, Census incomes can be used to measure true garnings
Although property income would be a larger percentage of total incomgs at
higher age and education levels, the under-reporting of earnings préﬁably also
rises with age and education herefore, the unadjusted data may not greatly
overestimate rning differentials between different levels )

The problem with obtaining income
leve! is the main reason analysis call
study. By using aggregate data for Mar
returns for a Maryland community colle or
that made a ‘State study vore feasible to migra
frovm the area. . From an individual's point of view, the inve can be taken
wherever, he goes. From the public's point of view, the SOci tment i
lost if a person leaves the area. Migration trends  indicate is omare i
likely to remain in the State even if he leaves a county or @t the State.
The'refore, aver a long period of time the State as a whole Vlllr xﬁimru the
benefits of greater productivity from a larger proportion of thi ittending
community colleqge. ;1.‘{ )

veveral studics indivate that income Jdifferentialys bor peop Fer over 60 yoears
of age have no discernible impact on the rates ol return. [17] For this reasan,
the Tncome sbeeams Far thio study are arbitrarily trancated at aqge 6h. (T
present value of the income differential for community college students in®the
Ghth year at a 10 percent Jiscount rate 15 less than S15.) hetuln Jl,u AT
not adijuated for mortality because provioos »tudics have found that the sors g
tality adjnstment has o victoadly ne dmpact on the rates of  retarn. f1/]

The Tamg peiyob b ool have et ind Le cFf oot an the tate of return on
ol Teage eahinration.  Lite o e vharacterinticy are bmportant, particular o )
Gt i retai o s corinnn by ool legqe education. B Pier, the Dot Lans e ool K
Wiveesiog the vasdboie oy ! N P T S N P A O IV R N T
"}n,'nxffit Gt Thiee Curtron e bt oaprpned B Tl dTntui b S TAOR RN TN A VIR ERNTVINRTRR FEN j
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in their 30's and 40's make more than 20-year-olds jus ing the ‘labor for
This is due not only to experience but also to sal ses pegged to leng
ffaf time worked.
The average part-time student wvih is 27 (or 28 for

women), will probaply make more

e
student who is about 20 years old. This 35 )
= nt

5 student is com-
a - - =

pensated for the experience gain : en

then, receives hlgher returns earlier in. the bgnefit stream than the younger

student. This is important when using present -value because those higher retu

are less affected by the discount rate. Earning $2,000 more a year now is mor
significant than making $2, 000, more ten years from now., Even though the older
students have a shorter bem'TWt stream--in .this case seven or eight years--the
present value of their ifferentials may actu ally be higher than young
students who work longe v . QA :
i H

The equatnun would -appear now' to bc complete The costs have been enumer
the differentials determined, and the time span d&%iflbed Hawaver, other fac
which affect the rate of .return must still be taken into account, *such as inco

growth, ability, unemp loyment, and the selection of a d|sc?uﬂt rate.

pemabdl e Dreomc

The E%tlmdglo of an educational rate of retu
d|3tr|bu ian Df income differentials by age. The ur
lated di is distribution, or the differ n
qéPpIYln that captures anticipated i a nor p
creases. shown that the use of income averages by age based on
the cro: : eys produce lower values than would be obtained by using
caveragoes based on SuUCCrss ive Cansuses [31] This indicates that some allowan

e
for qrowth rates are probably in order.

Ratew of return are compared either implicitly or explicitly with rates
from alternative investments. [f these investments do not include inflation o
productivity increases, then the educational rate should be calculated from th
raw data. However, this is highly unlikely. Market interest and profit esti-
mates do Pnclude these two factors, and these are the most likely investments
invite comparison. In this study, both raw data and data adjusted for income

—t

ELY
W
]

growth are used.

Based on current conditions and historical evidence, 1t 05 amsumed that
money incomes will o grow at o rate of 3.5 percent in the future, which i somes
what conservative during this time of rapid infl tion.  The use of raw data im
plivs that the carning different ials remain unchanged in absolute amount over
which iy questionab le,

ng cu]leqs than Lht average full-time

ering college The older student,

rns
E

er

r
[

that

time,

Tl aond jus o data o duden o 300 percent increane 0 the ditterentials cach
vear. This implics that the ratio ol High wchool to college incomne il remain
Connstant at thie Cenaas e Tothroaghe thie perioad covered by The Tnconse PO e Lo,
Pir i The teal by T e, Ghady o L Plojula o o r‘»(\bl[;\‘ll. R B
data are probably VHMW‘nylxlllbf fer rrhe o rates than Che unad o ted st datan

i
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Variables other than educational attainment can affect the differentials
in average earnings. The income differences between educational categories,
for example, are likely to overstate the effect which education has on income
since those with more incomg are likely to have greater ability. Thegextent
of the effect of ability is difficult to determine, though many have tried.
Some argue that it is extensive, while others feel that too much importance
has been attributed to it in human capital research. There is also some ques-
tion if the conventional tests of ability reliably measure the talents required
to succeed in the economic world. e

AbT1

i

Most researchd C however, that ability does determine some degree
of a person's succ¢ss. The person with higher ability is not only likely to
make more money thfn his peers, but also is more likely to pursue higher edu-
cation. To accounft for ability differentials, the income differentials between
all education catdgories are.reduced by both 15 and 25 percent. Because these

+re made for the initial as well as later years, the adjustments
Tre the noneducation elements which affect income differentials.

/

i

adjustments
should cap

Fnployment Rates

4 : co ; .
Not everyone who attends a community college will be e@ployed; « According

to Maryland statistics, the employment rate varies with a person's age and sex.

(see Table 5.) To allow for those students who do not enter the work force for

any reason, the differentials are'multiplied by the labor force participation
rate by age group. There also was no attempt to identify those students who
transferred to a senior institution. The income data indicate that they would
probably make more by further investing in themselves, but this study is only
interested in the addi-tional income“the average student could expect from com=
munity college education. '

Despite charies in at i'tudes™and levels of acceptance, women continue Lo
have low participation rat 5 compared to men. This is probably why most
studies in human capital have lmékgd only at male -sthdents, making only broad
generalizations about female students. This may also explain the reason eco-
nomic benefits are couched primarily in terms of .increased earnings, and why a

d

measurement -of the economic value of a woman's contribution outsido®ihe trac
as

e

5 4

tional work force h yet to be developed.

This omission may be shortsighted, however. According to an article in the
January 9, 1978 Cheowill, women accounted for 93 percent of enrollment qgain in
1977, and actually outnumbered men among 18- and 19-year-olds on ccampus. 23]

It iv important that future studies of human capital investment include women.

Statistics show that women still are likely to drop out of the tabor foree
during part of (their ¢areers.  hince thero v ono concrete evidence that women

altending community colleqges in Maryland are significantly difterent from Mary-
Pand women in general, T was ansumed that they display the same propensity Lo’

cnoler oof beave the wotk oo

M-

~
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in this study estimate the return the average woman
ipates in the labor force an average amount of time.
uni can probably expect a retufn

I f more women sta
verage returns wil
i

t

|

ficult to predict
Y

The result
can cxpect if t
The woman whose career s interrupted, however
that more closely represen that of a male stu

-
d in
the labor force than the atistics now Shawi the
t is d
P

Y

I be higher
fothe
than the

e
L
[ S e
UJ h]

than those reported below. At this time it
20-year-old woman today is more likely to be em
average 35-year-old today.

ed when she is 35

By multiplying the earnings differentials by labor force pargj;jﬁatiun

[

rates, the rates of return may have been understated for both men and women.
For example, statistics have consistently shown over time that college-trained

ex
people are less likely to be on unemployed and welfare rolls than those with
] i ‘The U. S. Bureau of Labor Statistics admits that information

on jpb P]SCEm&nt of community and,junior college students has been scarce.
Howdver, since community colleges are usgally local and draw both students and
financial support from a very Sﬁé]i area, the Bureau has found that the college
programs are designed to fit the community. [42] Therefore, career programs
end to be formulated around manpower requirements of the local area and as a
result, students generally have little difficulty in job placement.

s been a change in demand for college-trained personnel that can-
be ignored. The demand gur WLll=educated persons began in the 1930's be-

not

cause of a shift in government and business toward complicated hardware and !

systematic research. However, this demaﬂd has slackened in some areas as the mar-

ket was saturated by too many college graduates, resulting in falling salaries

and scarce job opportunities. The emphasis of community colleges on career pro-

grams and their close cooperation wnth community businesses and manufacturers

in desiqgning new programsshas made job hunting less a burden for their students
ome researchers are even spe culating that rates of return for community college-
tudents will soon exceed, if they do not do so already, those for graduates of

four-year col'leges '

In addition, although the value of education as it relates to work has been
or

o
ent. The nore educated person

questioned, its value for employment is more appar
in the job market still seems to receive preferential treatmgnt from employers.
Whetheer this s justified is irrelevant if the market place :gapanda in this

Manner .,

o indeed the community college student i hcttﬁr able to ger a job and is
age work, then the rate of

g e iifaly Loy be 1n the labor Fforce than the av

return will be higher than indicated in this st dyi However, Lhiéf%tudy at-
templs ta estimate the average return that can be expected from the™sveraqu
today,

student . When more concrefe data 15 available to document tho el

s‘ri!;ﬂuyme-ﬂ[ gates w1 ;zl{w a less ‘%iijﬂiriiaﬂt rale.

; Many studica redoace the docome Figures Tacther to allow for tase o T

Uity wadamited tase e e iy o bhier eeependi ture wuthoas Bous g, [ TR S TO N B R
L 7 | . |

;-Jh‘,.f fhiees shema b Do v o Topded NI that the individual has ltt[]c" ' IR



69 ..
control over the expenditure. Hawevgr, when an applicant applies for a job,
he is not told the salary is $7,500 if indeed it is $10,000 even though he
will pay about 25 percent of his income in direct and indirect taxes. The
present value of taxes the State and local governments can expect from the
increased earnings of students will be discussed later.

Digeount Ratoa

)

£

the present value or the internal rate of return is ready to be calculated.

In determining the internal rate of return, the main concern is finding a dis-
count rate which makes the earning differentials equal to the costs incurred
in obtaining an education. It should be remembered that these estimates are
essentially averages and not marginal rates of return; they do not answer the
question of whether more or less should be invested in education. In the
equations below, the present value (PV) would be assigned a value of zero, and
the problem solved for (i). Mathematically this is very cumbersome, but the
computer can calculate it in a matter of seconds.

In determining the acutal present value of additiomal earnings, a discount
rate, or (i), is selected according to prevailing market conditions. There is
discount rate is most appropriate for cal-

much disagreement on precisely what
culating present values. Some advocate usihg discount rates as low as 2 or 3
percent, while others argue for 10 percent or more. The standard rate for
evaluating public investments is at least 5 percent. In this study, both a

5 percent and 10 percent discount rate are used. The selection of the § percent
rate makes comparison with similar studies easier, and many would argue that

it is the most reliable based on historical data. However, with today's infla-
tion and the high interest returns available for long-term investments in the
money market, 5 percent seems somewhat low, while 10 percent seems to better
reflect actual conditions. The answer may actually lie somewhere in between. -
In determining the present value from the equations below, .05 or .1 is substi- "~
tuted for (i) and the equation solved for PV. Again, the computer simplified
this task.

i
Private investment equations:
Plprirba b e A b K
!
-TH-B5-¢ (FG) (1-a) (¢) (ED) (1=0) (e) (ED) = Py
D L B A R VSR B A o EE VLA S Nt
(T+7) (1+7) (+i)n
STE-BS-c(FG)eFA 01 ) (ed (B y Lha) (e) (b))
N - (i) - (i) - e '
. N .

P o~ Tarntvom i Foee

Hy = Hook. and sapplies
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* e = Labor force participation rate (employment rate)
FG = Foregone earnings ' _
FA = Financial aid . ‘
i = Interest rate .
a = Ability adjustment factor _
ED = Earning differential between high school graduate and person

o¢
with less than three years of college
Present value of community college investment

T
<
1]

What are the private returns for investments in community college education?

Several factors play major roles in determining the returns of an invest-
ment in community college education. First of all, whether or not .a person is
empluyed while he goes to school makes a significant difference in the present
value of his return and on the internal rate of return. The fact that Maryland
women tend to participate less in the labor force also is a significant factor.
The o%her variable which plays an important role in the return rate is the low

¢ tiition and fees charged by Maryland community colleges,

Because the values for all the factors had such a wide range, the popula-
tion was divided into subgroups and variables adjusted according to different
assumptions. (See equations.) First of all, students were divided by sex, by
whether they attended college Full- or part-time, and by whether they were un-
employed or employed full- or part-time while they were in school. The numbers
for tuition and fees, books and supplies, financial aid, employment rates, and
foregone earnings from Table 3 were substituted in the equat}é% the discount
rate used to calculate present values was set at either 5 or "o percent, and
the ability adjustment factor was set at 15 or 25 percent. The earning dif-
ferentials were either the raw differences found in the Census between high school
graduates and those with less than three years of college, or the differences ad-

justed by a 3.5 percent growth factor.

Table 6 shows the results if different assumptions are made. Column 1
contains the most consarvative estimate. For example, the present value *of the
Feturn on the investment of an average community college student enrolled in the
Fall of 1976 is $4,346. This was calculated by subtracting the present value of
the costs from the present value of the benefits, using no adjustment for growth;
a 25 percé&nt ability factor, and a 10 percent discount rate. At the other end
of the table in the last column is the most liberal estimate. The estimate of
517,345 is also the difference of the present value of the costs and benefits
but was calculated with a 3.5 percent growth adjustment, a 15 percent ability
factor, and a 5 percent discount rate.

fn addition, the table shows which assumption made the greatest impact on

the reasults.  The biggest break comes between column b and column 5 when the
“discount rate is shifted from 10 ta 5 percent. The next factor having the most
impact in the adjustment of the ability factor.  The difference between the 15

percent and 25 pergent rates provides a rough measure of what the resultes would

have been if no ability factor had been used

Theose calooulat fons o Tude pedther the costs of transpoctation, nor the

conts ol farcgone beisare time . The person atteoding college iy Parcoaimg teisare
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Avef?ge student § b 34b

Part-time student
Amployed full-time

" Enployed part-time
Unemp loyed

3T

15,335
3,540
2,547

Full-time student
Enployed full-tine | 11,2
Enployed part-tine | 8,5
Unemp loyed 5,3

“Part-tine student
“Employed full-time
Erploved part-tine

"~ Unenployed

1,203
-916
3,17

Full-time student

1,308
=144
-1,694

Erploved part-time
Uneniployed

5,363

17,447
11,652
b, 660

12,770
10,113
6,906

1,449
<670

-2,851

l)5h3
91

1,459

1o b 63k

' 15,890

19,03
3,102

11,632
B,974
5,768

']i336
183
3,006

1,376
-76
-1,626

§ 5,6

8,091
Qm%
ﬁg).zm

13,239
10,582
1,35

597
512
1,785

1,617
164
1,38

513,895

34,837
28,628

20,13

29,247
26,46k -
23,105

3,429
1,159
-1,266

3,473
1,952
328

516,601

3,53
33,38
25,81

33,181
30,38
27,03

1,710
-715

4,001
2,479

856 .

3,980

614,892

36,064
29,855
22,363

30,20
21,493
2,134

3,656
1,385

1,08

3,624
2,102
478

S17345

b0, %1
3,751
27,260

3h,371
i1.588
28,229

Lo

4,231
1,960
-4}

b, 165
2,643
1,019

| = Carning differentials
] - Em’“(ﬁl'\l,] differentinls
1= fapning Jifferentiale
b~ Zarning differentia's
0 - Earning diffecentials
Eariig 41 ferantials

7= Farsing hitereatials

a

3 farnine differentials

ot
I

ol adjus

ot g jus

adiusted
adjis el

Aot adjus

Al 10U

adjustid

ﬂdj&itfﬂ

ted for growth;
tad for growth;

for J.5 percent

far 3.5 percent
ted for growtn;
Ledd for growth,
tar 3,5 percent
for 3.5 percent

sbility factor, 25 percent; discount rate, 10 percent.

ability factor, 15 percent; discount rate, 10 percent.

growth; ability factor, 25 percent; discount rate, 10 percent.
growth; ability factor, I percent; discount rate, 10 percent.
ability factor, 25 percent; discount rate, 0 percent,

ability factor, 15 percent; discount rate, 0 percent,

growth; ability Factor, 25 percent; discount rate, § percent.
groath, ability factor, 16 percent; discount rate, 5 percent.
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time not only while he is in class, but also while he prepares for class.
However, the consumptive benefits of college are not added in the equations
either. . Some students may value their college investment for the learning
experience itself.” The difficulty of measuring the costs of foregone leisure
or the benefits of consumption was the major reason for their exclusion. There
is also some indication they may balance out each other. The costs of trans-
portation, however, "are real costs to students which should be considered when
reviewing the results in Table 6.

The results also are a reflection of current employment estimates. Be-
cause of the increased enrollment of women in.higher education and the national

trend toward increased participation of women in the labor force, the results
in Table 6 for women may be significantly underestimated. However,-social
trends are difficult to gauge, and the use of actual data seems more defensible
than the use of estimates. Women who do not drop out of the labor force can

expect a rate of returﬁ—simi]ét to that of men.
¥

ity college students?

What was the internal rate of return for Maryland commu

- The same equations used to f?nd the present value of the difference between
individual costs and benefits are used to determine the internal rates of return’
for the different categories of students. (See equations.)’ Instéad of selecting
a discount rate, such as 5 or 10 percent, a discount rate is computed by giving
"PY'"" a value of zero and solving the equations for "i.' . . ,

Using this process, it is estimated that the average community college stu-
dent in Maryland can éxpect a 26.85 percent return of his or her investment.
Table 7 ilTustrates returns computed for different, categories of students based
on the conservative assumptions of no growth adjustment., a 25 percent ability
factor, and a 10 percentfﬁiSiount rate.

The same limitations that applied toipresent value results are applicable
to the estimates of internal rates of retudn.  The rates for women may Sgéﬁ

higher than might be expected from the pregént value results, but this is due
to the lower opportunity costs to women for foregone earnnng,!

Compared with alternative long-term investments available in the money market

today, community college education appears to be a sound investment.

AL INVESTTMENT

mic gain from education, the gain to society as opposed to
individuals, differs from the private gain in costs and benefits. Soacial rates
of return 1tt§m;r to measure all costs of education to society as well as the
h?nvf|[1 of increased productivity resulting from additional education. The
costrs include not only the amount the student spends for tuition, fecs, books,

supplies, and foreqgone.ggrnings, but also the public payment of sUh‘!dl{ ; Fiee
benefits of increased praductivity are measured by increased earnings. (hiu

assumes that ecarnings reflect an employee's output which T4 at thi= i he

st indicator avat Lab e,
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g - . TABLE 7

MARYLAND COMMUNITY COLLEGES

' HUMAN CAPITAL
INTERNAL RATES OF RETURN
FOR PRIVATE INVESTMENTS
- - “TInternal Rate
e of Return

Average student ‘ 26.85%

. Male,
) Part-time student
- Employed full-time 77.
Employed part-time 18,

Unemployed 11.

Full-time student
Employed full-time 108.
Employed part-time 23
Unemployed 14.9

‘U:ﬁ‘w
i

Female

Part-time student
Employed full-time 21.
Employed part-time
Unemployed

o)

ol ~ ]
o

Full-time student
- Employed full-time 3
Employed part-time
Wnemployed

D —
i:—w —
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The results in this study provide only a limited assessment of the social
rate of return. They were derived by adding to private costs subsidies paid
by the State of Maryland and the local jurisdictions, including restricted and
unrestricted funds. Costs such as dEPFéCléthn on capital weere not included.
The benefits to society at large not captured in increased earnings’ also have
not been incorporated into the Equatlon;, Some argue that the value to society
of an ediicated populace is far more significant than the earﬁ:nqg dnffgreﬁtlals
indicate.

The people of Maryland are de;ignatedwés the "society" who make the social
investment and receive the benefits. Only a small percentage of students at-
tending Maryland community colleges come from out- of-state, and community col-
lege students have a greater tendency to remain in-State than Students attending
four-year colleges or universities. The Student Follow-Up Study: First-Time
Stucdents Fall 1972 showed that 93 percent of students surveyed in 1976 were
employed in Maryland or Washington, D. C. [37] Maryland community colleges
also receive their main support from the, State, the local subdivisions, and the
students themselves. Only a small proportion comes from outside sources.

What are the costs? fs
-
Direct costs are obviously greater to society than to students becausé. some
of the expenditures are paid out of public subsidies. In this study, restricted

and unrestricted expenditures by the State of Maryland and the local subdivisions
for FY 1977 were addai to student costs. Using these figures, expenditures per
alculadted, and costs assigned to individual students &ccording

L"l

credit hour were
to their status as full- or part-time. Federal monies were not included although

some proportion probably came from Maryland tax dollars.

45 estimates of direct costs. The total amount spent by the

shows
State, the Cal jurisdictions, and the students for tuition and fees was divided
by the numb o
per .hour. The same procedure was used to estimate the cost per credit hour in
FY 1978 using budget and enrollment estimates from the colleges. From the
Follow-Up Study, it was estimated that students attend Maryland community colleges
an average of 33.2 hours. Full-time student dost was found by multiplying 33. 2
times the cost per credit hour ($55.50). Cost per part-time student was found
by multiplying 16.6 times the FY 1977 cost per credit hour for the first year
stream and then v slying 16.6 times the FY 1978 cost per credit
Or yoor. (The cost stream for full-time students
-

f credit hours taken in FY 1977 to get an estimate of the cost

Table 8
|
ej

Pa

of the cost s
hour (%60.06) for the - )
was only one year.) The other

direct cost was for books and supplies purchased

i
C

by students.

Opportunity costs included the foreqgone earnings of students which setve as
gt imdicdator of lost productivity and tax revenue to Maryland. An apportuni by
cowtl that was not incladed was foaregone real estate taxes on property owned by
the collede .. Froes the fmpact stody, the State and lTocal jurisdictions Jdid not
e lize about S5579.000 in real estate taxes..  (Although the method used 1o
ot this valoe probab by vesalted in an.undeestatement, P00 the best
forcal entate Uaxes per o sbodent

o Linmte available. b Tho aoount of foregom

proed to e ine i b ant

«
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»!what are the beneF E%?:L

The 'primary benefit to soclety from Its investment In higher educatl@n

_1s the Inereased productivity resulting from the Increased learning. This ‘
‘Is measured by differences In earnings among those with different educational

backgrounds. The same factors which affected the earning differentials in
the private Eafculatlgns, such as growth adjustment, abiFity and emp]ayment
rates, also affect the soclal ;gmputatlﬁns

: Thg other benefit coming to Maryland fgom outside the State is federal
student ald. The amount of federal aid for student ‘grants and scholarships
was divided by the number of full-time students to arrive at an estimate fom
this benefit. The total amount of federal student aid (not including loans)

- was available from the Statq, Board for Higher Education. [28]

There are other beneflits to society that are not captured by simply fo-
cusing on earning differentials. For example, higher education appears to
make important contributions to the quality of citizens and community respon-
sibility. Another important benefit . is the reduced transfer payments, such
as welfare.and unemployment compensation, which go heavily to the less edu-
catled, ) . ‘ T

g?f" - Social investmeg}_gqyatjgnsz'

]

Part-time*students

. -5c-BS-e(FG) , -SC-BS- e(FG) , (1-a)(e) (€p) 4 C(1-a) (e) (ED) _
N ) P T M (73 B (1+.)rgf =PV
Fuizéfimé Sﬁud§H£B '
-SC-BS- e(FG)+FA + (L-a) (e) (ED) 4 (1-’)(3)( ED) = py
T1+i)1 (1+7)2 . (]+l)“

/ .

ols

iﬁ 5C = Social cost, lnaludnng State and iaga] expendltures and
student tuitior and fees

BS = Books and supplies
- e = Labor FOﬁEE parthIPatIDn rate (emp]oyment rate)
FG = Foregone earnings .
“FA = Financial aid !
i“= Interest rate . - .
a.= Ability adjustment factor— e - N s
ED = Earning differential betwe&en hlgh school graduate and,
. ~ person with less than three years of callegei
PV = Present -valug of community college iﬁVE%tmEﬁt
A; - ,,_,:,i,,,,T : 3
§
¥ ]
ﬁ' ’ =
# *

&}



ng much more money in presgnt dollars will. be aarned by Hary]and ﬁommunlty

“college students gnrglled durlng'the 1976 Fall semester because of the total -

investment by the State, the local juszdlctIDns, and'the students themselves?
‘Before aggregate estimates can be mad¢ it 1s necessary {; campute the
‘social returns for individuals. The same method used to compute the private
returns is used In calculating the social return. Values are substituted into
the equation and the length of the time streams are the yame as those used for,
private return computations. The social return:for an averagé compunity col=
lege student ranged from $3,078 to $16,008, depefiding on the assumptions made.
(See Table 9.) The major factor in the dlgcrepancy between the two figures is
again thg discount rate change from 10 to 5 pégcent_ ) o "

T L v
. To get an estimate of how much’'more money in pregent dollars wnll be e ﬁed

by all Maryland community college studants, the numbef): of students in the vgiiaus
-categories is needed. For example, if more students gre in the full-time em-
‘ployed categories as opposed to the ‘unemployed categories, the overall return
will be greater because of the costs of foregone earnings. Student data by sex,
by full- or part= time status, and by employment status are hot readily available.
However, six Maryland cammunlty colleges, including Catonsville, Montgomery,
Prince Gegrge s, Dundalk, Allegany, and Anne Arundel, were able’ to provide this
information for the 1976 Fall term students, which made up\ ‘about 60 percent of
the total State enrollment. Using the§E Statiztlgs as QUIdEIInES, studenzs en- ~
rolled in Fall 1976 were separated into the EatEQGFIES désd&nbéd in Table 10.

By multlplying the number of st.jents in each category times the calculated
social return, it is possible to estimate the present value of the total social
returns for Maryland community college students enrolled during the. Fall 1976
semester. The results, shown in Table 11, range from $334.1 million to Sl 333.4
according to the assumptions made. (The Student categories also aid in estima-
ting average retugns for both social ahd private investments. ) '

probably lawer than these ngurés

The actual return to Maryland per se. is
As nowred earlier,

indicate because of the migration of students from the State.
the number of" FDrmeF community college students remaining_in the State is very
hlgh Reduqtng the ;sttmates lO!]é
lbecause of ﬁ|grat|0ﬁ &

¢ NN

What was the internal rate of return for the social” |nyg§tméht madé by the -

B publlc and the :tudéﬁtS?

The ;GCIEI return equations are used to compute the social lntérnal %a%g of
return for community collede students. Overall, the return for the average com-
munity college student is 14.9 percent, which repfesents a good-investment for
Matyland society. The Maryland dates of return ’are comparable to sdcial rates
reported in ather Jtudleg, whiclh ranged from 13.3 percent [33] to"13.7 )LfCLﬂt

[45] .g v . .
. . 3
.o : o 7 \
used in estimating . private internal rates of return was/
rates of return. In the equations for social
-and the equations were solved for

The 5 g rocess
used in determining social internal .
investment, "'PV" was given a value of zero,

i

15 percent would a]lDWﬁTﬁﬁ any overEtatement”'“ T
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2] Gplum 3

 Nerage stufents L5 L83, (806 |20

'y o
14,665
48708

L8

Part-time student
“Enployed full-tine
‘f . Enployed part-tine
Unemployed -

B
B9
25,94

18,205
32,016
24;525

18,666 | 33,525
1,07 | 27,36
078 | 18,825

16,202
10,47
3,185

1,110
8,315
1,122

Full=time student

“Enployed full-tine
Employed part-time
Unemployed

130,99
130,210 °
26, 85!

"31‘,80.!;
29,020
26,661

7,88
25,
2,11 |

1,92
9,267
6,060

Loan
7,659
g |

1,865
B8
55

9,909
7,250
|, 046

= L

Female E : ;
Part-tine student o
2 1l in

Enployed full-tine ;
~ Employed part-tine 21,895 | =2,008 | -1,747

2,919

2,3 _
648

2,668 | 2,
3 3

398

2,117
153

-2
-2, 141

Unemployed
i ‘ .
Full=time student

Enployed full-tine

Employed part-tine
Unemployed

-h ot

o
511459
-3,009

-~ <h, 076

© -1,
LT

| -h,27)

&

{

0 L. 6]
ht']:jgl

-2,941

-4,010

| 302
1,150

-2,701

32;578

- 2,005 |
57k |
‘f]!OSO"

2,007

1,101
=522

'.2,623=

<2,351

12

900,

2,246 -

1,776

i

2,767

1,265
)

¥

growth; ability factor, 25 percent; discount rate, 10 percent.
- Farning differentials not adjusted for growth; ability factor, 15 percent; discount rate, 10 percent. '
Farning Eifferentiai% adjusted fDr53%£spzrcent'§rawth; ability factor, 25 pegcent, discount rate, 10 percent.
ningyei flerentials adjusted for 3.5 péréént grouth; abi]ity factor, 15 percent; discount-rate, 10- percent,
| | Thagate, § percent,

- Farning differentials not adjusted for

Column 3 -
Column b - &
i‘ Colum & -

Column 6 -

rning Vi fferentials ot adjusted for.Mronth; ability factor, 15 percent;/discolf

Earning di fferentials not adjusted for growth; ‘ability f tar,‘IS‘pgraent; discount rite, 5 percent.

Farning differentials EZfUStEd for 3.5 percent’ grouth; ability factor, 25 percenty didcount rate, 3 percent.
} - Farning diffarentials adjusted for 3.5 percent growth; abilft§ factor, 15 percent.aa;icaunt fate, 5 percent.
.IEIQ\L(: ) [ . . o M
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TABLE 10
MARYLAND COMMUNITY COLLEGES
' HUMAN. CAP I TAL '
__STUDENT EMPLOYMENT CATEGORIES

e — [ Number Students

.

All students. : ._ - 76,877

Part-time students
. Employed full-time ' 10,663
Employed part-time 5,625
Unemployed E 5,080

“Male ' ' - - 36,264

?ulj—timajstuéﬁnts
" Employed full-time 2,803

Employed part-time 7,237
.- Unemployed 4,856

Female . - X Lo,613
Part-time students .
Employed full-time 13,667
Employed part-time 7,210
Unemployed \ 46,516

ol

f—

Full-time students
" Employed full-time 2,488
Empldyed part-time 6,422
Unemplé¥ed L. 310

=
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COTABLE I

~ HARYLAND COMMUNITY COLLEGES

Yol 2 |

. HUBAN CAPITAL
. PRESENT VALUE OF SOCIAL RETURNS FOR COMAUNITY COLLECE

4

STUDENTS

Average
social return

Average
- ‘social return
" formen

Average
social return
- for women.

. Present value

Cofall
social returng

b

8,368

-1, 8

6236653,

§ k10

o3

315,578, 200

10,250

259,524,470

SRR

; b663

278

360,019,200

"
11,359

12,909

2%, 941

of s s

R

515,26

923

31,6

]
! i

si,173,516,372F1,042,1552135

) ik
M

ol

-

1,230,601,

| um 1 - Farning differentials not adjusted for gruwth§ ability factor,
* Column 2 + Earning differentials’not adjusted for growth; ability factor,
Colum 3 = Earning differentials adjusted for 3.5 percent
Column 4 - Earning differentials adjusted for 3.5 percent
Calum § = Earning differentials not adjusted for grouth;
Cs*umn 6 - Farning differentials not adjusted for grouth; ability f
~ Colum 7 - Earning differentials adjusted for 3.5 hercent growth; ability factor, 25
Colum 8 - Earning differentials adjusted for 3551per§ent'gr@wth& ability factor, 15 percent; discount rate,

growth; ability factor,

25 percent; discount rate, 10 percent.

15 percent; discount rate, 10 percent.

125 percent; digcount rate, 10 percent,/
qrowth; ability factor, 13 pertent;- discount rate, 10 perceny:
ability factor, 25 percent; discount rate, 5 percent. [
actor, 15 percent; discount rate, 5 percent.
percent; discount rate; 5 percent.

5 percent,

Rl
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_will-pay inc ra1ged taxes of $327 to §$1,009

o8
- expect. from Lammunlty college students enrolled in the Fall 1976 term is be-

. - N - 81 ! : o .

i, . Table 12 illustrates internal rates of return computed for different
catag@ries of students based on the conservative assumptions of no money growth
35 percent ability factor, and a 10 percent discount rate. Thé same limita-
t ons that affected the computations of present values, mainly the negative ef-

‘Fe:ts of mlgratlcn, apply to the internal rate of return calculations.

2

The calcu]atnon of the social. raﬁes, using both present va]ue and |nterﬁa]
rates of return, fails to include external benefits’ to society at large and

‘nonpecuniary bEﬁEFIES to the lnleldua] Although these benefits are difficult

to measure, and therefore lettad from the. calculatlcns _some day their signifi-
cance Shcu]d be recognized. S .

) ADDED TAX
‘ Another way of loaklng at social benefits is by estlmatlng the increased
tax revenue that can be.expected. Tax estimites flow directly.from the estimate
of income differentials found in the private human capital model by- -applying
marglﬁal tax rates to the income increments. This measures the extent to which
the individual who benefits from higher educatipn repays thé public ¢ ubsrdles‘
he receives. While this approach does indicate the extent to which |nd|vndua]5$
repay subsidies through taxeff it pFOVIdES Jittle insight |nto the dez|5|gn
making process of allocating current funds to education. ___ ° ‘

Fl ¥

What are the costs? . o o Cg;g R

2 .

B -

When.considering future tax revenues, often costs are igﬁaféﬂ.":How;vet

"s.

just as foregone income is lmporta7t to studenté attending school, foregone. tax
at

revenue is important to the public ]arge The student who erks full- or
part-time while he is in college is™ 1st costly to society tham one who is un-
employed, at . least from-a tax standpoint.. Incremental taxes that would have
been received by State and local: governments were estimated to be 5.6 percent
of foregone earnings attributed to individual student 7 not including any

préperty tax payments. [IS]

“ury

Whatrare the benefits?

ey

The bengfits are the |nareaged taxes students pay on income resulting from
their educational .investment. ~The same percentage used in computing foregone
taxes (5.6 percent) was multiplied times the earning differentials used in

.estimating the private iﬁVéSLmEﬁt returns.

i

What igwrhe present value DF<}hE addltlonal State and ld;a] tax revenues

t

[0

“generated Fﬁgm.theﬂJnargé§§q earnings?

esent dollars. (See Table 13.)

Using the tax ecquations below, it is eszimated that the average student
i rese

The present value the additional -taxes the State and local governments can

tween $25 million and $77 n l]IIDﬂ depending on the assumptions made.
. _ / P g

,@

#

+
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" TABLE 12 |
MARYLAND COMMUNITY COLLEGES |
HUMAN CAP I | -
S INTERNAL RATES OF RETURN
. _FOR SOCIAL INVESTMENTS

Internal Rate
of Return

Average student- 14.9%
. §
Male
“ Part-time- student .
“ Employed full-time ‘ Lo.
Employed part-time ' _ 16.
Unemployed - 10.7 -

T A

Full-time student

C : . Employed full-time. 45,
. i : ‘Employed part-time ‘ 18.
' Unemp loyed . : X 13.2

o co

N Part-time student’ :
Employed full-time 1
Employed part-time
Unemployed

MO
o

Full-time student -.

Employed full-time

\ ) £mployed part-time
' * Unemployed

LY RN ]
[scole s R v o]

i 1
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NARYLAND COMMUNITY COLLEGES

Colunn 6 = Earming differentials not adju;ted for growth; ability factor, 15 percegt; d|5caun; rate, 5 percent.
Colum 7 - Farning dlfferenthals adJuated for 3.5 percent growth; ablllty factor, 25 percent,gﬂ|scaunt rate, y percent,
+ Column 6 - Earnln differentials ddjusted for 3.5 percent grovth; abl]lty fagtar 15 percent Iscount rate, 5 percent,

Q - .
. “x

:Q-hf

0]

=
e &

, HUMAN CAPITAL - .
PRESENT VALUE. OF INCREASED TAXES DUE 10 EOHHUNITY COLLEGE INVESTMENIS .,
" AR
N ——— S — _,,_,:_,. / < cmmmapes e e
T R T e T R S : i Tpe 7 = == — ; =
| | Colum™ | Colum 2 | Column 3 | Colum b | ‘Calum 5 | Colum 6 | Column ] | Colum g
Cverage stdent | 8320 - S8 |95 | 9 4083 ssss I sty . anog
CTotal taxes from |y ) o - R
“all students - §25,172,5251 $26, 718,520/ 525,742, 540 327,620,975;$67,861,702 $75 B0k, 134 569,1155233,577;575,117-
Male | g e
Part time student o B . R o N
Employed full-tine| 1,033 1,000 | 1,043 Lof8 | "2,000 | 2,290 | 2,05 2;33&'\ ;
“Enployed part-time] 709 BTNy | T8 1,682¢ Lok | L9 ]j§33.{_ o
Unemployed 37 05 S N IO W 5 O 8 T P O L
Full =time studgnt - o . B R | Iig / - ”
 Employed full-timej 721 AL £ ) K ) 1,358 [ 1% | LY | FELUIY. X
coployed part-tine] * 5 | %9 [ SN 6o | s | Lm | oL
bemloyed | 393 | b |k | w8 | s ne s e
o ) v _ . o
Female - | ; RE
Part-time student ; o | N T 7
Enployed: full-tine| , 106 19 mop s 3l 262 Jg7 247 - 217
Emplayed part-time},  -12° L A 8. 108 -1 byt N7 151
Unemplayed =199 -126 =134 -9 .{?28 -{0- =19 S5
Full t[me student v | - o N ;
Emplcyed full-time 97 1 - 102 I|7 ’ 219 ! :ZEB L J229 ‘ 262 .o
Employed part-tine 16 30 20 36_ 13 162 |, 143 176, IR
Unenployed ‘1 o7 1 3 1l I 8
Colum | - Ear7|ﬁg diff;réntlals not adjusfed fop growth; ability factor, 25 percent; discount. rate, Id péf@ent
Column 2 - Earnlnq differentials not adjusted for growth; ability factor, 15 percent; discount rate, 10 perent,
YEU um 3 - Farning differentials adJUStEd for 3.5 percent growth; ability factor, 25 PEFEERt discount rate, 10 percent.
R CQ}UIH b = Earning differentials adjusted for 3.5 percent growth; ability factor, 15 perﬁent discount. rate, 10 percent.
Column § = Earning differentials not adJUEtEd for groath; ability factor, 25 percent; dusccunt rate; 5 percent



To find the total amount.of increased taxes the State and local governments * -

‘can.éxpect, the average tax payment per individual Is multiplied by the number
of students enrolled during ‘the Fall 1976 semester. State and local governments’
spent over $68 million for credit students enrolled In community colleges In

FY 1977. According to which assumptions are used, the: taxﬁayers may be able ‘to.
recapture some or all of their expenditures. . . .

"‘E >

Tax eqyatlcng

[ Ed

- Parﬁ tzmg studénta

() (e) (FB) 4 - (1) )(Fa) b (0 0-2) ()(ED) 4 .. s (z)<1=a>%g;gepx_

~ | TN TR BEDERS | SEDLE
Full time .gtudents
: , ©
fuxa$e+gtUaﬂegm o, A0,0-a) (&) (ED): . py
- ) (1+i)1 - (+i)2 T (1+i)h
£ = gve}age pértehtage Df‘persénéi'incaﬁe paid-?n Staté and Ipéé] S
_ taxes, exclusive of ‘the property tax - :
e = Labor force partlmpatlc'm rate (Empiaymént rate) .
FG = Foregone earnings
i = Interest rate : ' o . o
a = Ability.adjustment factor - ' - v
ED = Earning differential between high schcal graduate and persan
with less than' three years of college , - , .
PV 2 Predent value of community aollege investment ! '

5 a !

[V

C
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(*—*’ PART I1: HUMAN CAPITAL INVESTMENT | ~
St CONCLUSION

= & T @

. Several other factors should be considered in.using these estimapes of
returns for private and social investments pecause the returns’used in the
"study.aré based -on average experiences of past students. Use of the results
to justify an increase:in higher-education ssumes the additiong) students
will reallze rates of return comparable to those of past students., It is pos-
"sible that returns at thé margin may fall far below those’found in .this study.

This part of the study also does not attempt to measire the economic im=
pact. of the' growing noncredit programs. This:-is due primarily to lack of in-
come data for students enrolled in these programs.. In the future, it may be
importaﬁt‘ta include these community college programs since the returns.on.
the relatively low-cost, short-term noncredit courses may far exceed those for -
traditional credlit programs. - . o ‘.'Cj\ = :
_Firtally, the estimates in this study fall far short of an accurate deter=
“mination of all the social and private benefits that' come from investing in
. community college education. " The returns computed, however, imply. that for
now investment in community collegés is s ﬁnd’égﬂnami&;palicy¥'.
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N o ARPENDIX A

 MUETIPLIER 'EFFECTS

&

" : _
. The multlpller effect is an ecgnomlé gauge of the expansion of dollars in- -
~ jected Into @ given environment from a sihgfe source. The expansion of dollarss
—in-cireutation is-a product of the distribution and partigl - recovery of the
initial investment. The purpose -of a multiplier is to reflect in the ast|mated
~ Impact of an initial expenditure the second, third, and higher atder effects’
resulting, from the fraction:of each |ngt|al.dal]ar passing into the hands,of
‘local businesses and'individuals who respend, partly on local goods and services
and partly on 'items originating, outside the area. The final impact of the ini-
‘tial expenditure will be some. multiple varying.directly in size with the re-
spending fraction and*lnversely with the amount of leakage from the first- Epend-
Tng cycle - A = .. : . )
' ‘ p SRR Con . - :
" The total galn in local income depends primarily on how much of the respend-
Ing is absorbed by local suppliers as opposed to the amount that leaks out of the
region to business on the outside. The smaller and less sglf-sufficient the re-
-gion, the larger the portion of respending that leaks out, and the smadler the"
multrplier effect of the original investment. The larger the region, the greatér
is the total cycle of Fespendlng re;aptured by the reg|0ﬁ, and the Iarger the

multiplier. 1 : , , , .

Harrison says, "It can be-seen that the decision whether to iné]udé;seQOE*v
dary and tertiary benefits and costs of a gcheme depends entirely on the ac-
counting stance taken . . . the importance of an industrial project is not only

‘in the direct employment of Jabor or the payment of county and municipal taxes,
but also in the employment and expEﬁdlture induced by the. develcpment "2

It Should be. p01nted out that multlpller effects are generated only by
exogenous |nvestm3ﬁt or Spendlng that does not withdraw’ resources from alterna-
tive uses in the’ reglon ThereFore, education pald For out of local monies will
not incur multiplier effects. In the same way, investment in a reglonal ED]]EQE
cannot be valued for its multiplier effect if this educational spending ‘displaces
other! forms of extarnal investment tha{ -would have created as much emplayment, |
increafas in pradu:t|VIty, h;gher incomes;, and equadly Iarger multlpll r ef-

LR

fects. ) B o B . B
Studies show the range EF mu]tlpllEFS for small. arﬁas to be.from about 1.00
to 1.70, the majority of which aré less than 1.20. In‘larger areas, &uch as

‘states, the multipljer can be from 2.00 to 3.00, whiie in the larq;ggi@f regions
such as the United States, the mu]t|pl|er reaches a magnltude of a t three-
‘fold the size of, the initial investment. 'Bish and Brown po1nt out several f?@

tors which affect the-multipliers3

1. Geographic size of the area _ o - f
- 93 a T

e
: = B




'~S|ze ef the Feel]lty work force

2.
“3.- Diversity in .the l16cal economic eetnvnzy - -
4. ! Current growth- ’ B : A 0
-5. Forward and backward 1|nkegee to-industry: ‘ - .
"6. . Payroll leakages . 7 7 S - B
. 7,'_Underemplnyment o - : o A

8. Excess busjness- eepeelty i ST e . ;
9. Unfilled vacated;jobs v o ‘ ' T
iﬂ.' Increased pertncipetlon in the 1eber Feree ' T ;
11. - Unemployment oLt e : * >

A study of the estehllshment of new menufeeturlng plente in five rural
towns in Kentucky llluetretes how these factors can "effect the secondary |mpeete.
For example, cemmutere from outside the Imneet region had a negative effect on
the multiplier. The etudy‘equeted the total increase ip income due to new in- '
dustry to the eommunlty income multiplier ‘times the new industry payroll. The ’
commun.ities, ranging in: pepuletlﬁn from 2,000 to 5,000, had estimated income -
multipliers of 1.46, 1.73,"1.43, 2.02, end 1. 26 whleh ere relatively small
because of underutulleetlnn of employeee.“ ~ ¢ .

In a study sponsored by the Economic Develnpment Administration, the'mul-
txpller effect was also considered in determining benefits. to a communjty from
_new industry. Almost 100 case studies were reviewed, encompassing more than 700

manufacturing plants in 245 locations and 34 states. The i;udy found that while
Industry undeniably brings new jobs to a cemmunlty, there I's some question of
who gets the new jobs. “Because many of the new employees came from.without ‘the
impact area or were newcomers ‘to ‘the’ labor force, primarily women, new industry
did. little to reduce unemployment and poverty. The employment multiplier ef-
fect for a majority of the rural communities was less than 1.2, w;th<fhe highest

Cat 1.71.° 5 -

While these studies were c;neerned Qniy with rural eommunltnee, it Followe
that the same conditions exist for larger areas, although perhaps with less
ceneequeneee - Similar multiplier effects for larger communities will rarely be |
greater than those Feperted above because of leakage factors which affect all
areas. For example, the larger the lecal market area and the more diversified
and integrated its economiec beee, .the easlier it is to- ebsorb edditlanel local
demand from college expenditures with smaller additional requlrementé for labor
and capital, These studies pnodueed Flguree lower than those generated by re-
gional impact models. Models based on.cross-sectional data will usuadly: predlet
‘higher impact: levels, however, than are, found in actual case- stidies. - “

in some of the economic impact studies in edueetlen 6 traditional mu]t1=
pliers are not used; instead, coefficients repreeentlng local marginal propenr
< s5ities to epfnd locally ate emp]ized It is clear that these coefficients are
intended to %“nclude conventional pultiplier effects because they are applied to
$econdary expenditure and emplﬁ?ment totals and.are based on eeengmlc hase -
studies. The total effiect of the coefficients in these studies is an average
income multiplier effect on expenditures of 1. S .and on employment of 1.5.

¢

1

= A
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Se]gas et al, point to prcblems in deccmp35|ng the mu]tlplier effects. .
The linkages bEtNEEﬁ the multiplier effect and the coefficients are weak and
‘based on little empirical data. In thelr study, by .using survey data and
multlp||er literature, they icame up with a mu1tlpller Qf 1. hS for the Hafris—

bufg, PenvSylvania tFk’EﬂUﬁty area.’ o

Both |n¢ame and employment mult|pl|er5 then w1|1 depend on the size of
" the impact region, its growth and economic activity, among other, thlngs Be~
cause the inéome and employment multipliers are based'on similar data, the
—same multiplier will be uUsed for both 'm" and "j" for. Ealiege regions. -Because
there are jndications the Emplayment multlpller is not as flexible as the in-
‘come. multlpilér due to migration effects, the State employment multiplier will -
‘use a merg conservative estimate. Hultlpllers used in this study will probably
result in cgnservative’éstimates of income-expenditure effects. Suggested
multﬂpliers to be applied to the Flftegn cgmmunity ca1iege reglons in the State

. are:

). v . : L ’ Projected

i iy S ' ' Population -
College - - A Impact Region Janung;Ti 1977 m and j -
‘Allegany " Allegany County S 82,100 1.2
Anne Arundel " Anne Arundel County 355,300 o '1!1
Baltimore Baltimore City - . 7 : 826,200 - . 1.45
Catonsville, : - -

Dundalk, Essex. - Baltimore County — " 643,800 1.4
Cecil- _ Cecil County ' s~ . 56,700 - 1.2
‘Charles -~ Charles County -~ .63,8007 1.2
Chesapeake . Kent, Talbot, Caroline,

T . and Queen Annd's Counties : 85;30@ 1.2
Frederick . -~ Frederick Eount§ _— 101,000 1.3
Garrett ‘Garrett County - : 24,900 - 1.2\
Hagerstown Washington County 110,000 1.3 ¢
Harford" _ " Harford County:- 141,200 1.3
Howard ‘ Howard County " 108,500 1.3
Montdomery Montgomery County . 585,300 1.3%
Prince George/'s ’ Prince Gearge's County .« ° 682,400 1.3%
‘Wor-Wic Tech . . \Worcester and mcomn:a - . 9
Counties . ' - 88,400 - , 1.3
. _ < ‘
Mary1and S .. - 72,0 (m)
Cammunlty Colleges State qi Maryland . ' 4,170,600 1.5 ()
= lBarclay M. Hudsaon, ”Reglanal Ecaﬁcmic Effects of Higher Education
nstitutions," Socio-Eroncmic FZannznq Setence,” 8: 181-194.
‘Peter Harrison, The ﬂnp[a;dtan @f‘Benéfiﬁ Cost ﬂﬁd[yELa to Pf@pu 1l Dol

Uge Change: The FH?WF‘ Taland awd Fort Susan Conflicts, mancqraph (Seattle:
iversity of Washlﬁgtcn, May 1971). '
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3Rabert L. Bish and Candls L. Brawn, '"Issues in Energy Facullt?‘lmpact
Fcrecas:ing,” prepared Farslhe Offlce of Cgastal Zone Management, June 1577

. Y“Charles 8. Garrisan, "New Iﬁdustry in Small Towns: %he Impact Gn‘Léaal
Gavernment;“ Natzénal Tax J@urnaz zh Lkg3-500,

5Gene F Summers and Jean M. Lang, ”Bring:ng ngs to Peap]a 5 Does It Béy?“
,SmaZZ Town, 7: A4-11.

"~ 6Jjohn Caffrey and Herbert H. Isaacs, Estzmating ‘the. Impact @f a C@ZZg?e on.
]

the Local Economy (Washington, D. C.: ‘American Council on Education, 197
Norval L. Wellsfry, ''The Economic lmpact of the Virginia Community Eallegé
System,'' 1966-7h4, dissertation, Virginia Polytechnic Institute and State Uni-
versity, 1976, and Katherine Lyall and Rpger Stough, Estimating the Impact of
‘the Baltimore Based Johns Hopkins: Inetitutions on the Baltzmore City Ee&nomy

- (Baltimmre The Johns Hopkins University, 1973) ) _ v %}
. 7Jame€ W. Selgas, JDhn,C, Caussy, and Clyde E. BlD:ker, The Impast of the
. College on the Local Economy -(Harrisburg, Pa.: Harrlshurg Area Community College,
1973) . : \ , . .
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- - GRAVITY THEORY . .

- The factor "EL'' represents the proportion of total nonhousing expenditures -

that an indlvidual is likely to make-In his local environment. This factor as- .

sumes the gravity theary which states that the amount of money spent -for non-
housing expenditures is lnversaly proportional to the square of the distance ‘to
the point of purchase, This is shown in the equation: :

)
L )
. b Dg .8 - .
EL = % Ls RS - - A | (
B A A M ’ ' o -
EL DNl DNE Dyn
" A
RSL'= total pEFIDd retail sales in the local environment

D = average distance or travel time for a local individual to make
a purchase within his local environment - T : :

=
[T
1]

total .period retail sales in the nth'campet{ﬁg'ﬁefghb@fiﬁg community

*

= average d|5tance cf travel time for the local iIndividual to make a
purchase in the nth campeting nEIthorlng commun ity

=
]

Nn

This Yassumed proportion is not necessarily universally true, and studies by
area or state planning departments should be consulted when{ava|lable ‘Period
retail sales can be found.in the Retail Trade Area Statzst%cﬁ aﬁd S§det§d

Services: Area gtatzstzgs, Census of Eusnﬂess,

F

B o
&




 APPENDIX C

" MARYLAND BUSINESS VOLUME

r i

Maryland bu5|ness valume was estlmated by first obtaining the sum of tha
dollar volume of retall, selected services and whotesale sales, -and.value added
—by manufacturing in the State...Because the most recent figures available for

all these values were‘¥ar 1972, this sum was weighted by the ratio of 1976° State ” 

sales tax receipts to the 1972 fe;eipts ta make the Figure more representative
of current conditions. :

1971-72 Maryland Rgtail $éleS1 ; ; $A§,Q80jOQ3,00b
"197f*72 Mafyiand Selected Serviﬁgél L ‘f - 2,261,677,§Oﬂlgi
1971-72 Maryland Whalesale Sales? _ o L 1D;212?2§5;DDO
1971~ 72 Value Added by Haryland Hanufaf:turlng3 < -  Qjé§7,éDQ,DQO
Total Maryland Business Volume 1971-72 $26§651,36§;Qqq

BV, = $26,651,366,000 x A19,412,000% o T -
| 5 291,981,000 S
*BY, = $26,651,366,000 X
BV, = $26,651,366,000 X 1.4364
- ' . J
BV, = $38,282,022,100 / ’

.. 11972 Retail Trade Area Statistics and Selected Services: Area Statistics,
Census of Business, 1972, . : :

21972 WhQZesale Trade Area utattsttesj Census DF Business, 1972“

E

37972 Cénsus ﬁf Mﬁnufﬁstufingg U. S. Census Bureau, 1572

“Report. of the Comptyoller of the ‘Treasury of MaﬂyZand State of Mary]and
1972 and 1976. , .
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"INTRODUCTION TO

. - , REVIEW OF THE LITERATURE
| . ;
. =

a The contiriued grpwth in college enroliments and in the number of college

educated people 'is "n-indicéfjoﬁ that coI]ege attendance is énd_shoyld be 5
part of the nérmal-educationai experience.pF“peoplg in society today. Not only
_h§5 the demand for college-educated pedplesexpanded vafy r‘s;zapidlyi but at the
same éime“EhEFE has developed a widespread belief that hjéher!eduiatiaﬁ offers

a-significant source of other refurns that benefit society at Iargeé1

I'n response to this desire F?n more universal higher education, the com-
munity college segment has seen unprecedented growth, in the last 20 years.

One of th?xﬁéjgr reasons for this_has been the accessability of community col-
leges in Maryland and the rest of the United States. By lowering the cost of ,

i

higher education to students and providing easy geographic access to institu-

ti

o

ns that substantially reduce the economic cost of higher educdtion, the com-

- muriity coll'eges- have opened the door to higher education to a whole segment of

. the population which probably wa@]d not have been able to obtain-any college

. \\ . .
education otherwise. '
.\‘v

¥id

jnent

The ¢t

)

ommun i ty E@ilege:sé< as alrgady provided many benefits to the
erms of the value of the education pro-

population of Maryland, not only in
,fﬁ; '.ar

vided to the students, but also in terms of the diffusion of higher education

; ¥ ' % 5 £ , ’ a

institutions and the cultural and social advantages that they offer. While

ch benefits wre ecasily identified, the quantification ol thaese benolits

i5 a necessary clement in the proceds of making decisions about the, fupare

= R = ' - _ ) e P . o ® .
divection of community colleges.  Taxpayers and their legislative represcentalives

D3
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at all levels are hard pressed tD—EQﬂtlﬁué{EﬁE level éf support necessary to ‘
‘ F%ﬁanﬁe thegekpaﬁdiﬁg costs GFDEdﬁQatiOﬁ. Evidence Justlfynng the unvestment
in pUb;;é gammunlty callegec Shauld»be useful to those who must make decisions
abéut altermative uses af pub1ig funds.2 The §ammunzty1;oilege ﬁf@gram hés had
a consideraf¥le iﬁpgﬁt on jndividuai caémunities aﬁd the state as a wholagproi’
viding,both agonamizgand Sogia]?iblturai benefits that accrue to individ:é{

and society in general. "y R '

The economic benefits can be tonsidered according to the tﬂgés of impacts
% :* . ’ . N 0
generated. First and foremost is the investment aspect of education. As a

result of education, the employee and his employer can expect more productivity
and a higher income than would otherwise -be Expected Both society and the

A ! s
individual beﬂefit as a FéSult of the increased pFOduEtiVIty and income. As a

B

corollary to highér incomes that college educated persons geﬁerally command,

Ehey are better able to pay taxes, making a larger contfibution to the public

1

revenues.  In this way; publii fupport of higher EduEEtIOﬁ can pay ofF in in=

creased future tak revenues which pfoviqig? return to the publlc sector on its

investment in education.

Finally, the operation of the community collegée results in more jimmediate

‘community benefits by providing increased jobs locally, directly as a part of

ult of

o

U‘h

operating and capiral éxp3ﬁditufaé of the college and indirectly as a res

""« '):[‘

‘r“

the spending and respending of the.income earned by the employees of the co
K . o {

/

[l
"
[xx]

Associated wi th these be f' ts are costs. -These costs include not only
tHé capital and operating costs of the community college program, but also the
opportunity coslts ass50¢ iated with the income, tax FLCtIp 5! and production lost
while the student i enrolled in school, and the lost propérty tax rccmibt% on

the property which is removed from the tax rolls. Whilgdnot all these costs

! - i_lA

O
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é; with/ésgh/ﬁéﬁéfit,
e .

. / 7
appropriate. ]

aré associat
;
/ o7
/ R4 : .
Jn additiondto the economic benefit
. ¥

benaffﬁé that,

cultural

community by{iﬁprgving the quality of 1if

ibEﬂEFl[S asséc\ated with hlgher education which can be Clasglfléd as 'improve#

i’ 4

j

nd staff provide techniiaIiy tra

fadalty;a
a /

elsewhere

/
a Skﬁifeq;
L - ( 7

Finally, it is to be ed that the st
/ +

&

if the community college were n

-»,

Xpect

L i

thé community colleges will

ahd’Hé iry point out tth there are variou

/

! . . :
7EneFits is the greater understanding of

o=

! ﬂhe‘s'clety in which the student will

!

/
i:g ’

- in an extensive stu

1 '
/ tions.
1 te

i
b . 18 1

0

]

large, pervasive, and enduring effects

They go on to say that knowledge
simply to inc

education enterprise,

th h

I

However, researth over € year

related to increased earnings, and that h

thu anmunltle% in which they are

economic impacts of education is through

tool Tt 0% possihle to wﬁjﬁh the benefits

picture of the various.impacts. @ Before

’ |
| 1
i £

QO
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they must be included in the calculation when

while part of the

~college program,

have some social

function throughout his

[ have argued against limiting student output as student credit hour

located.

looking

2

[

s there are additional social and

also extend to the

e there. There also are addiéi@nal

-

,,,,,,,, e c@mmunityi The

i
de

ined people wht probably would resi

3

ot present, and the students comprise

I@w—wage; part-time labor force which ch&r@isg would not be pFEEEﬁt.

of

aff, facultys’and even the st dg‘ s

impact on the. community. Dobesh

s social benefits that society re-

c?%gag from the education mission of cDmmuﬁity colleges. ''Foremost among these

% . ) .
the nature-of man, his environment and
) 1ife."3 Others

ega

éggr

dy found that '‘education produces

owledge and receptivity to knowl-

is a fundamental purpose of the antire

=

ease earning potential.

u,

[

r

is directly

en thdt Edu -ation

[

Iroyv

'T'{

= : s = s T P * B N
igher education jnstitutions do impact

One way to better

[

understand t}

N Iy
i@%t‘b&neff‘ analyses. By usihg

, y
against the costs Lo qet a (ff‘mer

specitically at the

i



) of EDSt‘bEﬂEFltAtEChﬁiﬁdéS, it is appropriate to review the history and de*
velopment of cost-Benefit analysis.
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) COST-BENEFIT ANALYSIS
vﬁigtofy and Development™ - F A ‘ : i .

of tﬁg 19th century when Albert GaFlatin and others studied alternatl ves for

Each %?D '3

“heing adopted by stafesgand local cavernmd%ts,
. _ ¥ , tnd 9 .
S / £ : i :.i:a,'

. L LT . A e e .
Cost-benefit analysis, is.a teéhnlqua for maki}g decisions within-a frame-

of which have a political or social chara&téfi It is not relevant or service-

able for large-size Lﬁvesgmené decisions that are likely to alter the whole

i

econony . ~McKean says the purpose of cos tmbenefit aﬁai{sig is to help determine

both: the slze of a budgéti or the ﬁumb8F of project , as well as the paﬁtiiu]ar

projects to bgﬁuﬂdertakeni The criterion used to indicate the FE]StIVE merits

of different prapasalf is the ratio of benefits to cost.'

'

FThe weighing of pros and cons has been around snnce man appeargd on Earth
. L r ' .

in the .United States, formal cost-benefit-analysis dates back to the early paft

-+
[l

“‘canals and turnpikes. Since,then techniques have;impﬁahed as§t3915 tD help

. . s 4 g, - BT . N
decision maké}s‘éganamizefa “Harrison points out thaéria bE'aFIt analysis is
a method of assessing pr |q;It|Eﬁ in investment dacisiﬁns; gspeciaiLy'at the
federal level wjiere it has seen the greatest use in watéﬁlgégaurces management.
For example, ds early as }SEQ the NayigatiOnjjmprévemeﬁ¢ Gt and in 19)5
}he Recla gtan Act ér$v1déd for surveys and engi FIAQ erDFt)\Eﬂs%é made for

The idea that Menefits should be measured, and that they should

!2.’1

U‘

exceed costs in order that a project be Ju tified, became widespread in the

thirtics.’ During the fif tIEa, greater use of cost-benefit techniques were

used in a varicty of adencies at the federal level, and by the sixties ware
Fi : '

KRV

work decided upon in advance and involving a wide range of considerations, many

b

s,

1
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During this time, three techniques were developed to measure cpsts and

benefits. In the Present-Valde Rule, a prcjeét is adopted when the present

r

value of the associated stream of net'benefits or net receipts, discounted at {ij
- . ‘\ . <
the appropriate rate of interest, is greater than zero. |In the Internal-Rate-

< of-ReturnYRule, a project is selected\if the .interpal rate of return is greater

than the appropriate rate of interest.] And Fiﬁailyi in the AnnuglENetFBenefits

Rule, a pfaject is égopted if the annual net benefits' are grga%ef'thaﬂ‘EEFc

~ when comﬁuted at the appraprlace rate of interest.!!
q .
- In determining. costs and benefits; there are two kinds oF economic ef-

s,

fects for any prébbsed policy, including efficiency, or how much is available;

[ -4

and distribution, or who gets what share. Cost-benefit analyses are primarily

concerned with economic feasPbility, that the economic value of benefits are
N B \, S . = .
- “greater than the economic value of the costs, to whomever they occur.l?2 A

cost-benefit analysis, therefore, is concerned with the economy as a whole)

}fﬁith tHe welfare of a defined society, and not 'a smaller part of it.!3 Welfare

EEDﬂ@miCSF on the other hand, determines EF a gcve;nment egéEnditure is desir-
able by analyzing if the program is economically efficient and fF the income
redistribution effects are ;jésirable.lH

Blaug gays that;“iﬁ one sense, cost=benefit analysis is an attEmgt;to do

explicity what the price mechanism does implicity, namely, to choose investment

per unit of costs."1® It is necessafy to

‘l.m

projects in order of their benefi

f ervices are normally supplied

%4

overnment

)”"(
Is)

b

range

[al

ex

-

L

licit because a whole

= i - - ) | : -
)ﬁ&' out prices being charged for them. O0ften, there are no prigES in terms of

LN N 3
R | =

: L . LT .S 5 . ' . .
which b&nefuts can be evaluated. Cost=benefithanalysis then, preovides informa-

. © tion, Jmuch | iK€ consumersresearch. In the public sector the test of survival
7z . ) . - .
v gﬁx ", * .

s off ten judgme of survival inw the political process. But even more impor-

i ]

-,

tantly, It gauses officials and citizens to look at problems of choice in the

!

-l'f . F'f’ ‘. T ot
O
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. 0thdrs have glso noted that noneconomic gains and iOEtS_OFigﬂférE ignored.

=]

’right ways, even if values must be determiﬂed on the basis of judgment. It at

lE R

" least helps to raise the rlght quest|0n§ . ' »

b Lo 'y

W|Ikan53n deflneg EOSt béﬂeFlt analysis as a comparat|ve cost study
- . :

rather than a predictive or descriptive “study. He ponnts out that it is also

referred to as economic analysis, §gst-eFFectivenesg analysis and systems

y -

. analysis.!7  McKean argues that the different names are used to distinguish- "
%mOﬁg:appILcatioh. The first ?; used, for exampfe, when economic policies are
aampafed, the éezahd Lhen de;ensé actions are compared, and the ﬁhird when
afteéhativeé include complex, interrelated pang.lB E . . ~

Even though economic analysis is imperfect, it can be ap effective tool
. ,

in evaluating public spending pqlicies. Prest and Turvey:point out four ’
strengths of the process: 1) 77 forces quaﬁﬁifiiation of costs and benefits. .

as well as possible to replace vagué qualitative judgmeht,or personal hunches;

.
& 8

2) It provides clues to charges consumers are willing to ‘pay; 3) It raises

. . i ] . . . B ..19 .
appropriate questions; and 4) It can act as a screening device.'” |Its use in
the public sector is also important because it extends the profitability cri-

terion to benefits accrued to individuals who do not bear any or all of the

, - .
related costs.?Y

The major weakness is that it assumes .the classical model of perfect
competition being in equilibrium and that market prices reflect Dpportgn?ty

:
N

costs of goods and services and are unaffected by the entity unfer'ana!y5i5.3
! » &)“

Those §E¥§§ﬁﬁyhl(h cannat be quantlF«ed n&verth;le;& must be considered.
H,,f 9
" McKean says that this is the 'major ]ImlLatIDn of cost- beneF|t analysis, and '
even when quantification is possible in n@n conomi ¢ casés, extrame caulion must
be exercised., ?'The difficulties are n?t created by cost-benefit analysis. /

Morecover, they do not render quantitative an#lysis ‘useless. . They simply mean



P 0 * /
" Dp-10 ) {

) S ‘ . L
that one has to be discriminating about when and how to use various tools."
Y : . . B

' : éfit’tO’EDSt ratio is not the only pSECeiaF information used in making

22

-a decisioni but it can play an important role in the finatl determiﬁatioﬁ523 LY
K L 7‘7 o 7 !5'5 ( £

Problems or Factors to be Considered

A major gonsideration in cost-benefit éna]ysis is determining the impact

region because impacts are exerted at different points in completely different

economic spaces. For example, at the national level, a'closed systém, the

exteréai effects balance out throughout the ecoromy. Determination of the im- .

: . L C e e . . ' ,
pact region, then, becomes important iNh deciding which indirect, -or secdhdary.
“, = .

costs and benefits .should be included. On a national level, on]f direct é@sts'

B _ hd . oo .
and beriefits are considered, since including indirect cests would result in

' - . ¥ = . . .
_duplication or double counting., Aa;es%lng reglonal impact must. include all

costs and_benefits since the

m

2 ,expected external effect can assume greater im-

portance.<" Prest and Turvey add that because numerous types of béﬁéfits and

' . L e , , Sy e -l

many different beneficiari ies makes!- dodble counting ‘possible, a-.limited purpose
: - = LT t . ) ’ ¢

_ 25 . ' * é

makes d&ve]opmént easi <

E

McKean notes that primary benefi
: - k)

people would pay- For the output of a pr’Jec .%6  Government agenci;gﬂalsa have
Y4 - ® 2, i‘}. s ):. N -
5 the value of goqds and services that stem from a

concelived primary benefits as

[

pr@jéc{= (But by doing this the error of daubléyéégnting can be conipounded.)

Tt
‘_,(

econdary benefits are the values added over and above the value of the i mme =

brojects or services of the project as a, result of activities E‘Alﬂg

l
[}
[
44
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from or induced by the ;rgj¢qt=57 McKean warns against the use o

benafits: '1f thyy arce ga why is if{ that private

firhs are not encpuraged to take them into aﬁcmunt?“;“ As far as economic e¢f-
;

= £

ficiency is concernad, these transfers are irrelevant, though they are Jmpor-

tant to the distribution of wealth. 1 . .
. |
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A similar COﬂEEpt that enlarges on the, deflnltlo

*

T ical effect like primary benefits, repres

[

chnalo

t Pecuniary effects,

W
h
'

ie

Y.

}dary benefits is the difference between pe;uﬁlary and technological effec

on the other hand, offer no change

D-11

5 of ﬂriﬂ%ry and sec-

ts

;{l H

ent real loss ofr gain to

in real produc-~ -

tive possibilities, but effect changesyin relative prices, which only redis-
P ges | p y

1

29 This

trlbutg\goods and ser §

vices among people.”

is applicable to a closed

?ECDﬁﬂﬂli system, such as the United States or even Maryland where seconda or
l%ééuniafy effects FEF]ECE only shifts dn relative demand pattéfﬂs and cannot be
coumted as real benefjpfs.

f whether to include secondary or

tertia!jgbenefitg and

.casts depends on the.ac @ﬁﬂtlﬁg region entirely. In a county impact regkon,
< ’ _ - N )
for. example, local multiplier effects can be axtremaly important, especially
if the impetus is created from without.39% In a closed system, mulfiplier ef-
fects, reflecting secondary gains, are almost inap@r@pria;e: ) )
. L 5 N R
N Every expenditure project may be regarded as adding to total
demand. and thereby tofincome and employment, if it -is assumed
that the level of total expenditures on all other\things in -
, the economy would be the same whether or not that project o
< were undertaken. Howeverj-if it is assumed that the alterma-
\ tive to one project s sama\ather one, then the income and
. employmept effects are not;an apprmprlate criterion for de-
cision making . If the alternative were not another
government project but a tax reductlan,bthis would permit an
increase in private expenditures. ! .
At the county -level, however, the 5pﬁndlnq by the state, for example, for com-
munity college educatunn représents spending that might not otherwise have
occurred. Therefore, determining the degree to which respending occurs is im-
(A
portant to understanding the. full impact of ‘the project on the communilty.
Harrison points out that the impact may also be felt by other nearby arcas, o--
pecially by industries |nrfr[inq materials. |t is possible that the impact to
i ) {
the arca of a project's location could be minimal if inputs are imported and
&

() J
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value is added primarily to capital as opposed to labor. Another factor which
( .

E ]

. #
‘ies%Fns the Impact is the extent to which the ownership is outside the locality.
: : 3

TherefBre, i addition to focusing on absolute’'size, it is ng€cessary to look at

the |inkage patterns expected. 32 saeveral methods have been developed g0 measure
) P E;

i

\pOtEntla] multiplier EFF cts and pﬁEdiQt linkage ﬁatteiggé%j
, e
The ecqnomic base study ld ntifies key ECOﬂOmIG activities of a communlty
e bégins by defining the community, &nd then by dividing the local economy into
segments, incTuaiﬁg firms:and individuals serving markéts outside the community
and those servicing markets within the Qammuﬁity[ Base studies deal with the
demand side of the economy, or where thé products are sold, as well as the
%upply sjdeg To determine local consumption, a multlp]lér process is;useﬁy
taking into account incféasa’kq export plus local investment .income and the

propensity to consume locally. ‘Several factogs affect the propensity of con-

to spend locally, including community size, geographic location, and

SUTYEFE

s . o
income. The larger and more isolated the community, the greater the local in-
come qg, rated per dollar of local sales.?3

(1]

Anather framework for summarizing the economic activities of a region, i
the input-output matrix. The matrix sums the flow from each industry and hduse-

hold to every other household and industry. This is done by comparing and can-

areas. Because an

]
i

nd servi

[l
ek}

trasting employment in different industrie

employment base is.used, the input-output matrix is most useful in understandin
ploy _ f g

It

short-run impacts. -The multiplier, thenr % a short-run concept that takes time

to work out to its full effects. "

McKean points »out that most' of the intreases in income constitule secondary

bonefits occurring in the region in which the project is located.  So tar as

fhis region @5 coneedted g progect Grdioari by gives rrae Tooa et ce e o ot

P giay even appear to provide an increase to the system as a whole bocause the
) * L "’\
.,

-
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“inputs are released through a long chain of adjustments and from widely dis~

O

ERIC

Aruitoxt provided by Eic:

= = g’- N
s = N = = = ! = =
persed operations. Estimates of secondary benefits can give a somewhat accurate

35

icture of local expansion but are inadmigsable in viewing the larger system,

o

_ The size of the region selected for "study algo raisgs the problem of. mea-

suring costs and benefits of effects not internalized. It is difficult to .

A

measure when makkets are uneconomical and-the size of external costs and bene-

fits are uncertain. The question arises if the ost-benefit valuation should
be adjusted to allow for external impacts. That can depend on the.cost of ac-
quirihg information and the value of the .information.3%" Ppést and Turvey argue

that externalities should, be accounted for if they alter physical production .

# \

possibilities or the satisfactions that consumers get from given resources.

They should .not be considered if the only effect is price of prddﬁcté or fac-

i

Mishan says tRat 5piii@Véf5§ﬁust be internalized by transforming the in-
. . o ) _ .
cidental by-product into a joint product. However, he acknowledges that many

important environmental spillovers cannot be internalized because a market can

o

never be created for them. That is one of the major reasons the cost-benefit
+
method is required to evaluate them. He adds that a cost bEﬁéFit,énainiS can-

r

not ignofe any spillover, effects, positive or negative, that are of social
concern. ''The économist gives an estimate based on independent economic prin-

not as a rationale for the political process.''’®

(]
i
s
ur

There are other factors not directly associated with region'size that also

must be considered in a cost-benefit analysis. One of these is dealing

benefits or costs which have no implicit market price. This problem was/ di
gy 8 ! P P

cussed earlier

—

as a weakness of the cost-benefit technique.

Costs and benefits which cannol be quantified or priced are often called
intangible, while those that can be priced are called tangible. Welshrod™eays

1
"

i o
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"what is tangible or intangible, measurable or nonmeasurable, is léss than a

i .
matter of what is abstractly passible than it is of what is pragmatically, and
at reasonable cost, feasible."3? )

! - i ’ 4 « V
The term shadow price is used specifically to cover the ‘'worth of intan-

gible social benefits or losses that are either unpriced by the maﬁget'df un-

- satisfactorily priiéd in géﬁ&falgz‘Thé question of valuation depends on the

relevant p0)|t|ca1 constraints. "0 .

[

Choices about governmen% expendltures §%Says McKean, ‘are group choices for

which there is no ultimately correct preference function. Government is guided
T & .

by a complex mixture of rules, constraints and di;ﬁraticnary authority. Be-

cause of the uncertainties ?; is difficult to determine values of alternative

outiomés; The role of pri;égi according.to McKean, is to serve as appropriate

substitution ratios éﬁong iﬁpqié,Aiﬂtermediata Quﬁputg, and end=items in the

'

whole sequence of choices."!

Markets provide an enormous ahOQnt of inF%FmatiOn at d relatively low
cost, even though the information is still short of being perfect. Imper fect
markets pose proflems im cost= béﬁefnt analyses because using s&bstitute pfices
to account for imperfections can sometimes distort the final producd. In addi-
tion, In a mixed economy obse rved market prices do not indicate ﬂEgéEfall‘y the
appropriate substitution ratios. Shadow pric 75 can be determined by using com-
puter programhing techniques, cor mparing similar market prices, or determining

prices implied by other government cholces. Estimates of shadow prices for

certain nonmarketed: items would not command sufficient agreement to be woarth-
while. McKean suggests, ''For many of these nonmarketed effects | see no hetter
procedure than to leave the shadow price to the political proces

Another factor that has a misleading effect on shadow prices and cost=

Cbhenef it apnalyses as a whole 14 unemployment. For example, it complicates
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&
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prediction problems and interaction effects=-if no project is undertaken, pri-
= . ‘ - " .

vate investment may be reduted. Unemployment may also be overestimated as a

. 1

free resource; often projects stimulate inflation more thaﬁ'gaduze inflation."3

Excess supply at the current market price of any. input overstates the

" social cost oFiuéing that input. |If there is genera¥ unemployment,, expenditures

-
A Y

on a project, by creating a multiplier effect, will create additional real in-
comes in the rest of the economy. This causes overstatement of social costs

and Uhdérestimation of total benefits.“" = o .,
T McKedn argues against correcting employment costs for an excess of the ,
o S
x .

market price because:

1) If éorrection is made for project costs only, the relative

social costs TF project labor and of other inputs may be more

purély estabilished than if no correction at all is made; 2)

Correcting future costs requires establishing future unemplqy-

ment, which is difficult to do; and 3) |Impact depends not

only on the expenditure itself, but also upon the way it is B

financed."? “ .
Another factor which can affect the final outcome of a cost-benefit analy-

sis even more significantly than unemployment is selection of the interest or
discount rate. The computation of present value requires using a discount rate
to discount future income streams in ways that reflect the fact that future

i

dollars have léss value than present dollars. By making this adjustment, deci-
sion makers can compare income benefits on the basis of the pregent value.

M———— _ _The selection of the di'scount rate can be difficult. Some researchers

consider the rate of return on long-term federal bonds to be the apprapriateA

rate to be applied to public investment decisions. Others use “dnternal-rate
]

of return on the next best alterpative investment. The selection of low dis-

rates will favor investments whose benefits are long-range, s5uch as edu-

count

cation. Webb suqgests that lower discount rates can be used for public

ERIC

Aruitoxt provided by Eic:
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sgciél rate,cf time preFEFenggrand SGE[EI rate. af return of investmEﬂt wculd;;

[

T

n

zuiﬁﬁlde “7 Haweverl f?‘ﬂther Factgrs are knawn ta affegf EQUI]IbrIum,'SUEh as

;rlsk ‘a hlgher dls&aunt rate may be ﬁeeded

H
,,__.,

el & .-

Begause each DF the factors or ;r@blems dlszussed abcve adds sonFusucn §f=

,_ungertauirﬁy g;a the p‘ess ‘ f ,,:'S lmpcntant to ccnsider sen5|tw|ty testmg .

‘l_The Flna]lpraduct wll1 h?ve more validlty if the ;alculatngns QF thé mast cfu=.

tions. 48 :Hﬂﬁéé

clatl greﬁénts of tha*preblem are’ re eated under a numbér of d!fferént assump- :l

j\

suggésts ‘that carefu] Ettehbicn berQLVEﬁ ;Q:dEYISIng a]tarna*.”

[—

tive courses ﬁf action to.be zémpared?\ "Sound- models ‘and criteria will not =~

result .in picking out good policies if only poor ones are considered.'9.
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MEASURING COSTS: AND BENEFITS IN"EDUCATION

’ ’ L

) ‘ L . : .
‘3,»

CQntrover5|es surrauni th; appllcatlan GF cost- beneflt aﬁalysis tg public

lnvestmEﬁt de isitons cancernlng Educatien. DISCFEPEHEIES arise Frgm the deter—

* :'i

' minatnan of the reievant costssand benefutsi Eritncs pﬂlﬁt out that an economic

study dﬁES not nncluda the mqre Intangible externallties, sugh as,

’r

pcrtunlties or the transmission Qf cultural herltage. The dlfflcui,ﬁ35 aS5G—

:lated wnth subJEﬂtive evaluations 'do not need t@ preclude the application of

-;‘_,r Lo s “

' the zest-benefit apalysls taai to edu:aticn. The appllcatlaﬁ ‘does not negate

S . s e
indirect,éqsts.and bgnefuts? BJE ths tegﬁnlque can make it p95§|bie fgr aduca=
“tlon iﬁfestménf dé%isiéns“té be Eva]uated Sfmiiar]y to c,her publiﬁ'investment

apurpcsesr ”Cﬁst bEﬂéFlt aﬁaiy5|s raleases Educatlgn Fram reluance on- the non-=

[N
quantifiable data tﬁat has Ilmlted thé presentatlen of its case in the past. n5s0

LY =

l{ wulkgnsan notes that . ‘the castlﬁg teﬁhnlques are built .on a base of present

ﬁﬂSE ‘data and therefare dgpend on the ablllty to dESEFIbE ”true“ costs. w»How=

W, -

ever, educatlan daes not know hcw to pFEEISEJY destribé its output or the costs

t@;praduﬁe thls output Hany studlgﬁaseek @F ﬁla|m to dESCFIbE the costs oF

educat:cn, but they lase all meanlng For anythlng but a SPEElFIE appllcat|on to

i

p ecific |nSt|tutlan or aﬁe too generaf t@ be D’F any real use.?! ) ' .

- However, B]aqg_g;gges*that education falls uﬁéaslly between cost=-benefit

@ EE =
s analysis and cost-effectiveness analysis.. "Educational institutions, whether

pubiig or private, in one sense do 'Sali"their output of services in._a market,

2the labor market, with the difference that payments accrue to the owners of . the
SEFViéES and not to the prpducnng un[ts_”%?» ThEﬁefore, the EEFnIngS of educated
‘ N D-17




pecpla can, be ﬁsadgas pFIGES to- eva]uate the autput Df aducatlen Blaug goes

— : 1

on to say that “5|nce education. EVE?YWhETE:SEﬁyég mul Lplé gaals, Gnly one of.

“which is Strngtly vazat|0na1 both cost- benéflt analy5|5 and EDSE effe:theness

=y .k - : 3,»4.

&
_analysis are approPFIate teahnlques Fﬁr EVEIuating educatlan prg}e;ts “53 it

sbﬁuld be paiﬁted that maﬁy aducators deny that the pursuuts oF educatlcn
o _ . .

should be cantrglled by ecgna lc’determlnism. CEFEEF patterﬁs are not,a1ways

selected to max|mize income and the pursult DF EdUEEtiOn is ﬁQt necessarily

#

geared ‘to pFofIt b

Ajthaugh the cost- bénefnt te€hnique is not ln hlgh regérd by some.

ecénﬁmLSts as an investment taaﬁ its use and appiicatlnﬁ as an educatlﬂn planﬂ if

- .ning tool Hés ‘been well estabiishedi There alsq ;5 a need ;@ EﬂmpfquSE be-
tween Slmpllcity and camplexlty Trade-offs favor simpligity whenever distor-

" tion of results can*be held to a minimum,55 ’
Two economic models are often used in estimating the economic benefits
£ F F -4 - .
o, - -
- tis T 3 = - )
and costs of higher edugatnon The human capital models are used to estimate

= #

the bEﬁEFItS Flawnng Fram the effects of education in terms of . the productud“ty' .
“of” workers and the economic costs oF prav;ding that edUEatlon . The economlc
|mpact analysas Estlmate the |mpagts -on cgmmunlties dEFIYEd from the Qperatnon T

5 -

of higher educatian institutions.

Human Capital Investments

Viewed  as an éQOﬁomiC investment in skills, college traiﬁiﬁg has beem_

E i -
hlghly pfofntabﬂe to nnduvtdua]s and SDEIEty, and an untegral géft cf the ¢

. : s ‘
American dream of . SUCQEES and the,gcad life. Step; were {aken.|n the FIFtIES

@

and sixties to make college a reality for millions. The ‘number- of CO]]EQE
students tripled, and employment in higher education Feaiheﬂ more than either

the sutam@bile or steel industries.>®

1
T
.
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B Education is one way that people invest in them§§lves_ By -paying some

c65ts in the present, ‘théy can generate greater returns in the future. '"But. if
the ﬁhr§"~‘ duﬁatian-Iéﬂfﬁvestment' is to be mé%e than a*métaphcr, it éugﬁt

-
iﬁ rl

: . b ;'
income via eduzatlgnal InvestmEﬁt n57 ' ardeF tg determxne IF it is a proflt;;”'

= - .,—k:".

compare the known stream of costs of educati ithe expetted stream of

P BN . PE——

future earﬁiﬁgéi That amounts to a éastébeneFit analysis, treating the quchase

,aF e&ﬁcat?an as analogous to the purthaslng of any caﬁltal asset.SE This par-

*tléular klnd QF zcst -benefit analy5|s is usuaily referred to as human capital

-

i nVES tment.

.

) ] - ) , < o _;{z - 7 ) o X
“, As .the term humaﬁ :aputal implies, individuals have certain capacities or.
. H N i : L _
5kills of a cognitiva;:physiE§¥s95§cialn or psycho]agica]'néture with which they

earn a ]lVlng Higher educatlbn, Fcr example, 15 capab]e of teachlng a person

.-general Facts **the use of SpEilFIC tcals, and general prablem—solvung te:hnlques .

It also caﬂ'influence,a persan's behavior:by making him magg tD]EFaﬁtigf QLver!,

~ [ 4 - ) F

o : s .
éfty; better ab1e to stand stféss, GFten a better leader, and menta]ly more

7df5¢1p]ined, @fi tg ese aspe;ts of Qagnltnve and aFfE§t1Ve behavnar cculd make.

- ; ,

a pEFSDﬁ a more praductlve and eFFegEiye worker. “59~§j . : , ,
’ i‘;. L % # i -

T A

! Ingaﬂ5|ve lnteregt |n the praposltlon that education is anﬂlﬁvestment in

human EEIﬂQE ﬁrcguﬁated wgth Theadare Schultz in ISED Slnie thenithere has

-
I

been consid ?able Study and much CDHEEEVEFSY;ﬂbDUt ‘how Educ?tléﬁ and earnlngs s

B ¥

are causai'y Ilnked Dné view xs that "schooling developa skills and EOgﬂltIVE
- o -

;- i3 ‘f' .

ahl]ltIES beyand tha level ‘normatly achleved thraugh on-the- JOb Lralﬂlng,

mak:ﬁg the szhcolﬁtra|ned\per;on more pFGdUEtlvewﬁﬂd ab1e téxsammaﬁd a higher .
. & . ) J?x{f’

salary. Others argue that native ab§1|ty and family background are more in-

portant, with schooling contributing only a relatively small increment to.

L ¥




praductivity. Fi aily, a thlrd school of thaught hn%ds that a suzzessful aca-

a ¥
;. V; L8

A schacllng caﬁtr|butes llttlg to an emplcyge s pradu;tlvity . S ’ ;

R W¢bb points out that there sano question about the value of a "teraté‘ '

H %

eduﬁ d ¢l t%”: ﬁy which is negessary Far the Fun:tlcniﬁg of a demazratlc state.

3 E ('(: = s #
But there is séme uncertalnty ‘as to the value QF §Fd|t|anal years ﬂf schaallng,»u

¥ =
;v e =

such as cammdnlty col lege preparat|on. She says the prumary economic benefit

Qf eduzatnon to society that Justlflably can be gy*” | ;ncludes cnéraaseda'
- ' e o ;
natiéﬁal income gssaciated*with educatiaﬁ, |ncreaA d tax Fevenues generated

a4
creased income and the ﬁategary @F negatlve benefits aSSQCIatEd wuth

from the in

7o ‘
education; which are galns fram reduced demands for SOEIEIQSEFVIEES! sugh as

welfare castS‘aﬁd casts gnnnected with’ crime that are attributable to |nadequate

i":lLjr’;at‘im‘n,igl'h o o

u]

Nhfle'aii these. views have<seme valxdity, the Felevant ISSUE for thls

:"ﬂls

discussion is the précess of determlnlng whethar ar not hlgher incomes are as—

4

S

"sociated with-additional years QF seh&giiﬁg Establlshlng the specifics. of a

- K L R TR s A, -
£ Eausgl relati@nship betwean education . ard nntame ¢0ﬁt|nue tc ‘dominate the;
4 o . T : L f‘{g’ " . N ; .
T _ va1ausiy, factors SUﬁh as lﬁtellngence, race, religion, * - 2 A,T
~pefsonal ccntagt§\ personal” ‘appearance, physical” abullty,:__ o
family background personality, wealth, ‘chance’opportinhi=+* - i e

ties, institutional prestige, and the demand and supply
relatisnships of the vargays occupational specialities A
v ' are qﬁ? variables which are' causal-ly related to income. ; T
Additional variables suih as work related experrﬁﬁcess -

w

quality of education, and the intensity of the schisolin

o s investment have been Fmphasized recently.: An int&resti
] _change in the toné of the 'Witerature is that the questi

4 - . -. _are no longer directed toward the validity of the human -

capital concept but are now canierned wgth how to deter-

mine its value,®2 - B A , - - T

H

" Afthaugh there IS some evidence to EQQQESt that many lnd|V|duals over- -

) ‘. - 3
*4nvesf in schc@lung,bB there is amp]e evidence' that thera are_earnlﬂgs .
iy
o m , ~ o A [
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&lFFerentlals among the papulatnun whnch are correldted with education.
15 R

64

a2 R R

Beckér § classlc stldy shcwed that all th& §§§]mat25 Ind|cate a, gery substantlal

prlvaté gain to white male college gradugtesgﬁs (It shauld be rememberad that

these estimates are essential]y'avérageé\énd;ﬁat'margrnal rates @f return, theyy - .

da not, answer the quest:on, should there be more or less investm&nt in educa-

¢
tlDﬁ,EE) thi

there may be same daubt as to whetheg_gduﬁatlon |5 aa!ﬁFfigient \

9

T 1

2andit|an for gbtglnlng a hlgher paylng Jﬁb it daes appear to be a nezessaﬁy '

catalyst, at least forrthe maJDrlty of the pepulatnon

’lL;

*'In chefwﬁ%¥ds, we ar iassumlng that'ﬁeﬁtie ach|re extra . s

IIFE

~welgh the' value of the t!me and ‘resourcés ‘that will fhave to - ¢ -
be invested, due allowance being made for the fact that in- _°
foregone -in the presant .i's worth more’ than equivalent

me accruing ln the future . . . as if they were equal- .

tlme Inl:

Fe,: stream that It is gxpe;ted to create Dut‘

|z|ng rates of return- on all pGSSIb]e 1nvestm2ﬁt DptlDﬁS
available to them.57 :

Inqule un T. W. Schultz's pr35|dent|al addréss to ;he American Etaﬁamiz As§o=

ciatlon |n ]SED in whlch he - GgSEFVEd that - human cap;tal |nveatment'i§ e im-

?

The econamlcs of educat|0n first beiame a legitimate SDuFﬁE of EEDanIE

—

=t . .
4 o

s

‘pDFtaﬁt aspect Df acanqyffﬁdevelapment. Uﬁtl] then the ;bngept GF rum capi=
i . .

-

En

{
~talYhad.been lgnored er thesmast part 68" Schultz S theory grewjgut GF hIS ?y

Qbsgrvatlan that advances in teahnalogy gguid nat,expia|n all QF the” gains ig w oa

o e;g’ = = li

ﬂpFOdUCtIV;tY

QF human agents as 3 major source of the unexplalﬁed galns in prcdutthnty

1.

A

_|ﬂthS Search hg ”began ta see the. rale of the ach|red ab|1|t|es

¥ g B ]
E

||E9

&

These a&ilitigs were hat free, meaning that scarce resources were being allo-

cated to acquir

e themi

A

- *

., S¢hyltz noted the omission of human capital in ‘the -economic growth models’

that dgmgnatad the ecomomic literature. This did not mean that human capital

was completely

.as xapital, .such as Adam:Smith, ‘H. vor Thunen, and-lrving Fisher. A]FFed

4_' ¢ u. 1',

T

Py
ignored.

4

L] L - ¢

Several dtStlﬂQUI;hEd ecﬂnaml ts haé looked upon humans /ﬁ

1

BRI Oy
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Harshall alluded to this idea in hIS dﬂitum that: “Knowledge is éQF?EQStvpéﬁér- o

ful englne of prcductioﬁ 70 Schultz advazates En inveftment approaah a§§a

necessity Far thunkhqg\abaut economic grcwtha In this way, the s;éwk cf zapié’f,sf

e MO { “,

n

tal: Is augmeﬁtedaﬁy:investmenﬁ and ‘the PFGdUEtIVE services Qf the addntianal

£ ,;,: I

capital increase inecome, which is the essence of economic growth.’ This is ap-

plied to the three traditional elements of produétion: labor, capital, and

land. S o . . ) B
o {; the past decade there have ‘been important advances in economic think- *

in§<~ith respéét t@‘investment in humaﬁ capitaJi 'Thrs set of iﬁvéstméﬁts is 4.

:

usual]y thaught of - |n terms of® schooling and hlgher educatlan, on- the JDE T
= E .;'_9 « & & = - \_—)

.EFaInlﬁg, migrazlﬂn, health and Eﬁanomlc lﬂformatjan. Most QF the wcrk has

il B . 24

been iOﬁEEﬁtraEedAGﬁ thé First of this set.71 ‘March also sggggsts that'ecanémié '

*

llterature has ccntnnued to make physical |nvestment the prlnalpal fact&rr|n

éconamiﬁ:gr@wth Eﬁd to mlﬁlmlze GF*dj egard the eggncmlﬁ cﬂntr|but|an cf edu-
_*". cation ln héman resaurces,72 ) I - .. - 7
. o I,

== v és ,a

At the*gutset Sﬁhultz FDund deallng WIth 1andand labor- m§nageable, but‘f

e f gy "
,p ital tc béfanalytlcaliy elu%nve.: 5 he W%ﬁt furihar |ntc tﬁ‘}% roblem, he «._
>c§ncluded thatiwhéther or nat an economy ié in-equilibrium,’or whether its .

s 5 a aal
: #

t3§hﬁclogy is chaﬁging ar_coﬁstant, iherg»is a capital-structure that consists.

of moré than one form of capital. Traditional economists ignoring this factor
did not come to.grips with capital theory. Schultz calls it.a disaster, the

major fakness-\DF classical theory.’3
' [

,OﬁOmispsfhave‘kﬁDWn a long ‘time thpt people are. an important part of
R ; . L
thé'weaith of nati@ns. But what they have not examined is the simple truth®
that people invest-in themselves and that thesialnvestments are varyé'iérgaf
& ) . .

Oné reason for this i5*that values and bglleﬁs cannot see hugan beings as capi-

'§§l gDod%, angpt in slavary To@ﬁréat Humans as wealth- that can be augmented

| \ ‘ t Ny e -
Q o . i "':';'\ . N
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_ by |nvestmant funs EGUﬁtEd to igng-held va]ues, However, many’péfadoxés about
ﬁ,?

a dynamlc ‘economy can be resa]ved éncé human lnvestmeﬁt is. EékEﬁ into account. P

i

For Exahple, national income fg iﬁcféases Faster than national resources.
, an

LA : < s

iﬁEDmE fﬁzthé_ﬂ égiﬁﬁas beaﬁ 1n;réaS|ng at a mUEh higher rate than the Eombined‘

amgunt Gf Tand man-hdurs warkeé, and the stock of capltal used to praduﬁe the

Income. - One explaﬁatncn is the’ large Imprévement {n the quad%ty of lnputs that1 

s {"‘
have occurred, but have bean omi tted frq$ the lnput estimates (7R
1253 R .

Th|5 brlﬁgs up tha problem QF howfta‘establlsh the magnltqde of human

iﬁv;stmgnt. Szhultz says it is BDSSIb%E to use the practice fgllﬂwad in iﬂﬁr'

.o i
ne&tian’with phyﬁiéa] zaﬁitai goods by'astimating.the mégnitgﬁggogicapita] For=_

z

' matlon by g”,andltures made to produce Eapltal gaads. lﬁ human capitéi;laﬁe 4
. , one

'prabtem ls-immedlate; hcw to dlstingUlsh between e§pEﬁd1turés for ;ufreﬁﬁ ;Qn—i

\ suq$t|gn and thasa for capﬁtal farmatlon. ThIS then. bécomes a‘major task of

‘4 = N . s .
3 : . : E- ‘f Haod e, £
e : e

- anyoné lnvestlgatqﬁg human Eapltal lnvestment 75 . B 4. g e
- e I e

S - B &
f' T@day human FEEBuFﬁES are seen by samé tD be the true baSIS for the wea]th

Ter h &

i

e
o

A T : n

QF natnans as ! oppcsed to cap|tal incame, and material FEEGUFtES. They argue  ,

5, = e - ]

ssfhat Faallstlcallé the wea]th pF hatlgns shgu]d be mea?ufed by some quant|F|-

P B : : -
r [ S s . v /1.:}' -« L.

ﬁatlcn -of human resgurzes US|H§ indices refle;tlng m|n|m|gat|on of pﬁpulatlan
“growth and improvement of the ényirénmenti75 - .
'_lﬁvastment in people makes it %Gssible¥to create aﬁé,adapt to téchﬁ@légiﬁ
éai prcgrégs.. The benefits of education, for example, éaﬁ be catggorized\as
1) increases in pfodugt%on through-jngomé fh tge é%éacity Q% the labor force;

2) increases in-efficiency by reducing unnecessary é@ztstand by reserving

. R - { 4 :
. , ) ) AP A IR . < .
‘resources for the enhancement of. human productivity; and 3) increases insthg . -

sgiiaf‘icnstiéuSﬁess of the zoﬁmunity 5o 'that living conditions are made batter.
To ép%ntiFy.the ?mpacﬁ GF’huTéﬁ :éﬁftai in areés such as'educatiagtstil] remains i
an en?gma!‘ Three apprgacgé% havévﬁeen usad.f | 7

(@
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First a s mple ﬁcrre]atIOﬁ is oFtan made between some measure of educa-

tie al a;tivity énd an Index @F economic activiﬁy Fcr example, enrallmEﬁt

‘ ratics have heen :arre]ated with GNP pen Eapita] indicating a'positiﬁe_ﬁéla—

= - H e

tionship. Hawever, thls Fails to show cause ana affect relatlonshlps._

LN
¥

A'Seéandr the” r25|dua] épproach a sesses the tataI increase in the economic
: A . ' : o
autput of a ;auntfy Far a pEFIDd of time, measurlng the impact oF |dentifiable

-

Inputs .and- then attrib the residual to uﬁidé tifi able |nputs the most

-

' ijﬁa]. Althougﬁ the data show substantial varia;;“z

‘important of whnch i's human-

' ‘tions in the residual, economNsts agree that'gnvestment in education has a’

on the e;anbmic' fowth. Hawever, the residual is diFFiculf to

\ﬂ\ ¥

.vital Fg

circumscrlbe hEﬂEUSE QF the |nterplay between capltal ‘inputs.and.- edugatlgn.~

The thlrd appraach (the rate of returnfmethgd) EﬂntFEStS?thE Futura IxFe*
. f ) :
;xtnme earnings Df peaple GF Iess edg;at|0n wn;h peo plé of gre

® P v

r education at-

N m\’

o,

Cl tainmEnti, ThlS aFten follows the cost- benef|t analysis whereby the cos t .

:.M

@
B

* associated with E?ﬂﬂatan are estlmated and” deduﬁted from the benefits; ﬂFaVIng

" an estimate of the economic value of education. Alexandet believes that the
“+ < rate-of-return method above is the most precise because it not @ﬁjy analyzes
lso relates costs thereto.””

1o

economic benefits but

m\

.Rates of return are simple Ways to describe thg value of a college edu-

cation. To éalculate a rate of return, it is necessary to knaw how much an

education costs, how much the collegé educated earn compared to those without

=3 2

L z. 3 i : . . . @ . . ] .
a college education, and how -much those future earnings are worth taday,7§ In

i

&

_the following section, problems or factors which must be taken into account in-

) )
determining cost$ andwbenefits will be discussed.

3 ® i

The ¢ f

el

515

[ud

.ducation can be divided® into two categories. First, there

e
\Lﬂ

“‘are the direct costs incurred by direct expenditures for salaries, supplies,

capital outlays, etc. Then there are the indirect or opportunity costs that

' . . e . : .
5
B Y
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take the Farm af fgregane student |ncﬂme, foregone tax revenues, etc.’® Hansén

Qrad say“ “the Feal cost QF hlgher educatlﬁn is thg Ioss af the gaads

+

and1W§;;

réscyﬁae iﬁputs:are usad in higher EdUGétiOﬂ."ED Costs also have been referred = -

to asléxpiiﬁitj those costs which are in the form of a payment either in'cash

Dr;infEind; or fmpliﬁit,;thnse cagts in ;halfarﬁ of a,]ostjappartunity to use
6n%'5 résaufées IﬂE]UdIQQ flme, iﬁ’an@tﬁeﬁ;waf;gl"l | l T

Ln addltlen t; the direct ¢ ét listéa byrﬁeﬁb EEEk;riinc!udéE tuition, 3
Fees, baaks, suppixes, and unusual transpcrtatnon and Iadglng expenses 82
Hansen and wgisbrcd note, hawever, that the t@tal cost-of ézgfndlhg cailege ién

T

far in excess ofaaﬁy student charges They go on’ to say that the Fractloﬁ of

tatal COStEﬂbOFﬁE by students and’ﬁhelr Familiés is far greater than the frac-

tion borne by taxpé ers thraugh State and local tax support. 83
R /
1)
~The main factor in the t tal cost of educatlcn is the opportunity cost.

Hisﬁéh"says the opportunjty cost of any factor is the highest market valua whiéh
N ;“!‘ R B . . _ ) o
can be produced in any enferprise thaf can make use of it currently.8% In this

case, the prlmaFy Gppartunlty CDEC is foregone Earnlng .A -
WSince thalﬁlngviallege education requires. the student to
be present in .school, one form of cost of hlgher education ~

is==from the student's point of view--the income that he .

could have earned were he to work full-time rather than
attend school;*and from society's point of view, that fore--
gone income refl;cts output that is (at least tempararuly)
not produced, by virtfue of the potential labor resource

'; :fé N jhavlng been withdrawg Frﬂm tﬁe Tabor market. 85

It is true that the foregone earnihgs cost |s not out-of>potket, but it does
i : 5 ‘ - . -
impose a Fiﬁanciaiégécrifize,'parﬁiéuiar]y on low-income families. ~Becker notes .

and” shodid bggireééed a¢ indirect outlays. This includes the 'iFFereﬁﬁg between-
1 E <o - . ) H

what could have been earned and what actually.is earned, as weljl as any valQE
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placed on

. _ « .. S v :
. ber of -hours spent at school work-and the oppor

seasonal work.86 Hgdsun agrees. that from an eco

of income

Fdregéng leisure., The amSUﬁt’Forggone;aTsa degendsvbaﬁh on th

tunities for part-time‘an

;

fQFEQOﬁE is particularly slgﬁuflcant He ﬁDtéS-thatAthé l@ssk

omic standpoint, the qu

e num-

d .

astion
- ¥

is re=

;éptured ln the long=run by the greater praduct|V|ty of graduates, but there

=3

are two majar qualnfn:atians that he Suggests regions take IﬁtQ EECGUHE

thura benants hava to be d|s¢ounted and the benefit=cgst ratio is ver

5|tive to

alternatuve SsSumpthﬁS abéut the proper social dlscaun§ rate.

Se¢éﬁd the assumptlan that present incomes foregone in the Eommunity wi

Flrst,

y sen-

11 be

2

.losally repald by higher future incomes éepends on the W|l]|ﬁgness of graduates

EO

I T

tay  in the region.

57 .
/

2

Witmer says Dpportunlty costs cf higher education seem ta nnclude Fore—

QOﬁe wages and the praperty taxas rea] estate WQuld YIE]d were it not devoted

to a tax-free enterprise.

There has been some controversy ab@ut including Forégane inéameAas a cost

~ component.

and-that*a dQanardfbiés in the estimate of education costs wn]l be created if

it is excl
s0 WIthout
Fit% recei
WEu]a g ke

oF the’méa

T

On the other hand, the income taxes, students wauld zontrnbute
were .they fully employed, the income taxes professors would.
contribute were they employed at salary levels typical of
alternate employment open to them, contributions of college
and universfity spending to the local éEongmy, the exemptiion
of: hlghe? education institutions from ;arporate income taxes,
'and other forgotten costs are usually. ignored.®

SGhuth ~Cohn, Elaug, and others feel that it should be |nc]
/

uded. Dn the otﬁé(\hand others have not |ncluded it be ause

"

including income fo egone by hogsewyves or voluntary workers

ved while being edueated woyid'oﬁan the gate to approximations

the Cﬁncept ‘of national iﬁccma away from its origin as an est
§urab]e Flow 8 the economy. Webb suggests this latter ration

uded

to do
at‘behe¥
which
imation

ale

Séems to bg.appliiabLa to a)GDﬂSidéfatiDﬁ of the deletion of foregone income in

bl : =

Voo . ks
1. ol
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the EosffbeneFit'Framework which is concerned with ss.u’bs’ta‘ﬁff'\n:'.;'i':iijaﬁ’t‘itzative_:’r"-'{'—i‘i

data rather than vague :pproximatians 89, f ' o i;ifjﬂiﬁ.'"f

7 Schultz argues th earnlngs foregene by students are well over half of

the,real costs af tﬁf!himan capltal Formatlon of - hlgher education. He expresses

[ S - '

‘ ;anégrn ;ha; these costs are often omitted in the plannlng and FnFaﬁc|ng ap-

= .

T o
proach to higher education¢ By not inglydlng the opportunity costs in the

planninéastage, they aFE’eFfect?veiy'céneealed.gg Eeckér claims the dominance
. ‘Lir

of Fcreggne earnings and- the FE]EtIVE unimpartanﬁe of tuition can be vividly
\ﬂ

démcnstrated with rate oF return calculathﬁs. “Goad economic reasons, as well_
as lack of information and motivation, may -prevent poorer high %EhGOI graduates

from attending even tuition-free colleges."91- = ' "l

Given that education s a necessary 'catalyst to reach ﬁ§§hér income .
. —_— )
!

: . : & T, 7 e e Q . . i R
levels, measuring the difference in the average ineame of paople with different
et | - -

v Ievels of educatlon prDV|des an estimate of the value of education. A 1972

study by the Census Bureau estimates that a college graduate earns $331 685 -

¢

" more durlng a lifetime than a h;gh SﬁhDO] graduate.gE Kastﬁer found the dirEEt

returns tQ Iﬁdlvlduals who acquire a communjty college educatlan _Fepresent an

' annué?ly?tampounded nnterest rate of at leaag 5.6 percent for males and 5.88

peréent for Females 93

Alexander- paints out’ that the economic value of educatlan is distorted by

€

?agtcrs‘fsuch -as |nte11|genca, parant 5 EdUGEtIGﬁ, sex, frace, et; ‘Researchers
d;sagreg with some Flndlﬁg.educat|on to be a 5ubsténtfal EOﬁtFlbUtéF to hlgheﬁ B
economic returns while DthEFS find it to be Far less 5|gnaF|¢ant The value

of educatinn is never ﬁEQEtEd but an e]gment_thuﬁéertELPEy"r§“untradu§é§

which cannot be a:gcunted for. 2t

=
£,

Weisbrod and Karpoff agree that varlab]es Gtherﬁthan edutatlanal attaln-

ment also zgntribugénfa.the observed leFeﬁentials in average.earnings. . One

10

-t

=




- w Griliches ws

_ such variable is innate ébility. They argue,thaé the need to control for stu-
dent abclnty is clearly critical to avoid attributing t*’schaéling thexeffé;ts

of other variables whu:h are likely to be stntlvely Earrelated with lavel of ‘

-

education. % ;' ' , _;;;?;" o 7? X "

1
H

The Income d;FFerenées between EdUEEtIDﬁa] cateﬁgrles aﬁcaréing to Ray%
mond and Sesnawitz, are likely tc overstate the efFect which education has on
llnzame since thgse wlth more income are more apt to have greatar abnllty Much
~work’ has been done recently in an attempt ta separate the effézts of .education
and ability on earniﬁgs, but no clear consensus hag been reached_. Emplr\cal
work is hampered by a lack of déta, by the interaction bétWEEﬁ the explanatary
VErlab]es and by the EbSEnCE Df a measure of ab|1ity |ndependeﬁt oF educatlon
Grgater:ab11|ty and motlvatlon and higher socioeconomic status are all pass-
“tively carrglated with educational attainment and wnth eaah other. Compounding
i'thé diFFiﬁulty is the absénce of a varlab!e whlch.lncorporgtes,bath quantity k

aﬁd quallty of education.6 ° ' - - A

A study by Hause indicates that the net opportunity casts QF peaple of

\ 4

hlgh ablllty who ach|re one or more callege degrees relative to the agtuar
eérnings’proFiles of -high ability people leaving sgh@oi'after high school grad-
uation is ﬂOt significant. Therefore, he found that the overstatement of rates

-of return to a college eduEatlDﬂ due to an understatenént of ablllty related
97

QEPthUﬁii In his early 5tud|as,

costs not to be a serious .source of bias:

a measure aF ab;llty in determlnlng the Iong term returns for

ot ,J,f R _ =

%

edugatlcnal IﬁVEStméﬁt; He now feel; that add|ng an a$|||ty bias was somewhat
, ; P

H

ml%dlr§§ted “Therg is nojgoad reason to expect the 'réiétuvg abl]lty?b|as'.ta

L} "\‘

e

\‘b; staﬁt across d|FFerent samples or to generalize easnly From\one study to
198

ano hgrlgnd to the PDpU]Et}Oﬂ at large.

o . ’ oo T LA " . , ;
Beclker points out that economists ™have, been aware that conventional

. P J - N
o s R B .

£



maaa’ur‘as “of abil}ty, whi]a r’alaVant at. tizraaa, do nat reliably maa’aur’a t‘ha o
taiaﬁta required to auaaaad iﬁ'tha aaaﬁamia spharai At laaat slnce Pigou,
acanamlaca havat‘rlad to raaanr;lia the akawraaaa in tha dlatrlbutuan of aarnlnga )
and atharuiﬁaama with a praaumad aymmatrlcal dlStFlbutan af abilitlaa How-
ever, their argumanta do ‘not dlractiy halp axplgtn the - akawnaaa‘ln aarnlnga 99

Baakar gaas on to say that “tha true rate of return on aduaatia ks~
Y

b,

graaaly overestimatedbécause paraaﬁa diffa?ing in adu;atloﬁ a]so differ in many
characteristics Z}at cause their in mas ta dlffar systamatlcally. 00" He :

. ..
u 4 . s

Furthar auggaata that tha available quantltatlva matarlala daflnltaly show a

—

pa5|t|va ralatlan batwaan aducatlan and aavaral measures QF ébl]!ty But even
thar adJuatmant for dlffarantlal ab|l|ty, his studies-show tha private rata of
e

turn to white mala aallaga graduates t6 be aanaldarahla 101 Using the Backar

4, b

studies) Hanaan and Weisbrod in thalr raaaarah of rates of raturn ta Ca][Farnla 7

callagaagraduataa aorraatad flnal aarnlnga differentials by 25 paraant 1Q2 Ta R

-account far abn!nty dlfFarantlala, Raymond and SaaﬁGW|tz raducad the inceme

lL\.-Jabb ahaaa to daflatartha estimate of a grasa income danarantnai by 33 percent
to account for the poaitad ability factor.!%% Finally, in a study designed to
datarminéftﬁa'ability factor, Welsbrod and KarpafF estimated éhat about one

faurth af the. di fference shown by census data between tha maan aarﬂlnga of col= .

&

lege graduates and tha mean earnings of high aahoal graduates can ba vnawad as’ g;:
a return of iha higher level of non-educational variablaa possessed by aalIaga

graduataa generally.10°

Anathar factor that in recent years has been as algﬂlflcaﬁt as ab|11ty is

‘the change in demand: During n@;t DF this. aantury, mara Job\\have been aFFarad

.,

to talfage trainad‘waﬁkara,than.thafa were graduataa avallabla taﬂﬁle them.

Demand for well-educated persons has risen since the thirties because of a shift
) e . : v e )

L
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‘in government and business toward complicated military hardware and systematic
research. Dn'tha other hand, Ee;ker says a gﬁowth in the Féiative number of

hcghlq Educated péFSOﬂS would reduce rates of return on educatnon. v
V P
For the earnings of college and high’ ‘school graduates would
decline relative to less-educated persons, and thus absolute
earning differentials between college and high*school gradu-
ates would decline even if percentage. differentials were un-
changed. And a dec]nne in absolute differentials would
lower the rate of return from college unless costs decllined

“by an equal amount. 106

Miller Founa no significant deterioration in the relative value of edu-
- cation through 1960Q; N
- = e

The larqe relative |ﬁzrease in the supply of collgge-trained
workers did not adversely affect their relative income posi-

tion. .On this basis it is concluded that the demand for more
highly educated workers has kept pace with the increased

supply of sygh workers .and, as a result, their relative.income
position has. A8t changed. 167 e

‘A 1ater study by Miller aiso produced E{idéﬁéé‘o?xaﬁ enhancement of the value

of education.!%8 Raymond and Sesnowitz also reported that after making a num-

ber oF revisions in the methodology employed by previous IﬂVEEtlgatGFS, their
lregulté indicated that the increased supply of college-educated peoplée durlng

the 1960' did not cause a significant reduction in the rates af return on a
coll&ge eduggtlon 10§ ’

Several economists estimated the rate of return for college students who
graduated before 1970 to be between 10 and 12 percent. Baxter, however, sug-
wﬁlj

sts that thos

Lt
i
[

s
g

Ij'i

ge

ated after ]§7D may receive lower returns. He de-

scribes the colleqe labor market in the early 1970's as ''an over-enthusiastic
celobrant on New Year's Day: it was hurting.'

Throughout mos L of this century, more jobs wore dVdI]db\F
for college graduates than there were college qraduatcL who

wanted them. fn the 70's, the opposite has been true.
College graduates looking for work in the 1970 were,
caught in a three-way squeeze: more people were gradudting

than in the 60's, a larger percentage of the graduates
£ ¢ ! ) qr.
i : W

O
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wanted. to go to work rather than CDntlnue their schooling
and large numbers of students who had attended college In
the 1960's completed their postgraduate tralning. As a
result of the surplus many college graduates were hired
at salaries that did not keep pace with inflation, some
could find no job at all and others were unable to find a

- job usually given to chlege graduates.!10 ! -

. g :
‘Freeman also notes the high rate of return from the 30's through: the 60's.’

But he points out that times changed, and in the ﬁidf?D‘s newspapers. began re-

¢ ;
porting that graduates were having difficulty {% getting college=level jobs.
He raises the qu&StIOﬁ abaut the significance of theﬁﬂaanuré in the labor

. 2 L.
market for co1lege educated people in the 75 . Freeman‘éemcﬁstratgs statis-
tically that the major decline in the college market in the370's breaks éhafpiy4
with previous historical patterns andﬂéaverely-impaééé new éntraﬁtsiiﬁtq.the
labor market. The new rea]it} for graduates of the 70's, he says, isglfa!]ing‘(
salarnas, Egariefjob opportunities, and dwindling career prQSpeitsg”lll . '
several factors begin to explain the sharp decline in the labé:bmarket

_For college- educated workers Dp the‘demand glde, the relatlye posutn@n of, tha

i -

hlghly educated was malntanned in the 50's 3nd 60's by large increases in de=

‘

“matid due to changes Qﬁ the tﬂdustrlal mix of JDbS, the growth DF research. asfd

£ = ’é,e" A
!develapmant! and:t’,¥huge expansion of the eéuzatiOhai sectory In the(ip 5,

ey

all of th%%e Forceﬂ weakened or actually dEC‘IﬂEd tn comparison to-"the réﬂt of |

the LEDnOmY Qﬁ thé,suppiy side, there:was’litt]e net in:reaSE'in thé¥humher
Taa, ol ol . ‘

of new ;DLlege\graduatag %Eek(ng work durtﬁg t%e pEﬁIDd of Fépld graﬁgh gnd

demand. Ffreeman es! tes that the rate GF”FEtuFﬂ f,Fftha class of ?3 gOu]d

be as low as 7. % pE[LEﬂt 5still a better return than most %av1ngs bhanks, but

=

oy

[

quv’ return than %ﬁak offered by some investments.

The (ﬂrqu|v Commission suggests that even if college graduates experi-

ence an average rate ol return of I percent for the investment in higher cdu-

i

catfon, which is highly unlikely, about a third of them will do less well
O
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financially than the most successful third of high school graduates. Not all
. : . ¥ - : s = ¢§ :
the occupations that pay well require a college education, and not all the oc-

cupations that attract college graduates pay well. Efectricians and police,

Q?Eicers=eafn more than teachers, librarians, and registered nurses. 13
e e . ‘ &= . . .
Long payoff periods also effect the &até of return on a#®®]lege education.

Some researchers have Q?ced that the effects of education on income levels may
. " s .
not be immediately felt when the collgge tranned individual enters the work

FDFiE:llu If the full“value-of an education is not ré?lacteﬂ in earnings untll

y somesyears after entering the labor force, this will requiﬁé some adjustments

in the projection of the future earnings curve.

Becker notes fhat the long payoff period increases the difficulty Dﬁiaﬁ?

ﬁiiipating the gain from college. While‘business investments 'often pay off
) githin five or ten years, the payoff from é@l]ége takes mucﬁ*laqgﬁré‘ He esti-
mates th;g the uéadjuseéd rate of return to a 1949 graduate is about 13 percent;
yet 10 yéar; af 1r§;radu§tign it would still be negative and aFtér a full 15
iyaarg only abd Zfe péercent. A lung payoff " perlad inaﬁeaagi risk along with low

L}

correlations between return by reducrng the value of in?ormat;@n available when
= =

investing.!lve v
{ R S

Closely associated with this are life cycle ¢ charatteris [ICS which alsoaf-
.ot the rate of return. Becker's studies show that incomes tend't@ be rela-
N o #

fe

\)."‘A

tively low at the _beginning of labor force participatiég, rise throughout later

aaed until a common peak is reached in the 45 to 54 ages i]{%s and decline in
9 p C

# L .
the -last age class. Most investments in human capl ital raise observed exrnings
P ! . . . -

& A= b

ot older

] Lo - T v paEt I
younger ages, bucause costs are deducted from ecarniings at that I,IIilL’,ll_;-. Thi &

' : ¢

be, Gy e r‘c;%L,ur'f15=a|»*ic part of earnings them

Eu “'Tf»m

nd Tower them at

. .

-
i Significant because the ditterences at older ages are not ax PO ANt s

those at younger ages due ta the discounting procedure
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L ~ Becker also suggests that data should be corrected for mortality, growth,

iand taxatiom. A decrease in mortality would by itself, he argues, increase
rates of return. However, he also notessthat mortality among white ‘adults is
' : &

already so low that subsequent decreases could only increase rates slightly.!

Raymond and Sesnowitz, on the other haﬁd,xargue that mortality adjustment has

" virtually no impact on the rates of return,!18 “Another factor is what effect .
additional education has Qn the prabapility thaﬁ an individual wi'll be on the |

<,

o o = . : . -~ . .
uneﬁpléyment and welfare rolls. According to a U. S. Department of Labor study,

22 percent of the white. ma&e hngh school graduates aged 16 to 26 in 1968 ex-

e L ﬁ
perienced at least one spell of unempioyment between 1966 and 1968. Only 6 per-

cent of the college graduates had experiaﬁced any=unemplaymanti In DEtObEF

g

1972, however, tha‘unampiaymeﬁt rate for recent college graduates stood at

1.7 percent, according to the Depaftment of Labor, while the rate for high

Jr

schook graduates in the:same age group was 7.7. These high unemployment rates
should not be confused with the‘unemployment ratés for all college graduates.

In March 1972, the unemployment rate for college graduates was 3.1 peréentj ;
while the rate for high school graduates was 5.6.119
i y

Alexander says that even though the value of education as it relates to .

= L]
\’a

work has beern in question, its va]ue}Foﬁ employment is readily apparent... The

more educated person in the jnb market receives preferential treatment from
t - 5 g :
employers. Whether this is just ified is somewhat irrelevant if the market place

responds if this manner. Employees seem to feel that the educated worker has

favorable external effects on other workers and on the firm in general. It may
. ) : N :7:‘"‘@’. i N i -
“be possible that too much ducg;|nn may fbes jinefficient to both‘the individual
’ ".’;:.f\) Y e : T
wzand tht mtate.. Huyvvnr th cgﬁT’yL? dPﬁTrgﬂt‘y still seeks to improve his

) n"-‘; =
i LR

future productivity by hiﬁing more capable w@rkers. Though rates of return to
education have declined during the first half of the century and leveled off,

ERIC ' *
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.cial costs, similarly to private -costs,
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education, income, and employmenf still seem to be positively related andvinég

Nz

. v .
terdependent.120 There are additional issues which will réquare some Eﬁ?SldeFa“

tion. °~From a community's standpoint, migration results In a, loss of human

'
H i

capital, but migration rep} sents (no loss from the individual's standpoint be-
N

cause he takes his human capital with him.121 Griliches also suggests that

- ’ Wy .

wage rates per hour or week* ‘should be used in CE]CU]E%IHQ,FEEES of. #eturn be-

cause annual ESFﬁIﬁgS conF0uﬁd market transactions wnth issues of IEEEFEIEESUFE
' J
ihOlge and the more transitory effects of unemployment. Even that does not

completely solve the problem. Jobs differ in fringe beﬁeflts, in conditions of

work and* in opportunities for training ‘and advancement .22 o \

Daspiée the apparent drawbacks to calculating ﬁatesréf return of college
education, valid estimates can be made when the factors difcussed ab;ve are ,
taken into account. -

E]

The social economic gain from education, the gain to society &s opposed

to individuals, differs from the private gain in costs and béﬂéfitﬁf Total so-
include both direct and indirect costs.
Direct costs are obviously greater to society than to students because some of.

the expenditures _on students are paid out of public and private-subsidies.

.

I"_

ow-cost state and local colleges use ’scarce resources and are not free to sor

re greater tp society only if the output-of gt&d ts.

ciety. IﬂdIFLCt osts ai
') = b
foregone by socliety. exceed the'earnings foregone by students, which has been

proven untrue. Direct social costs then are the sum of educational expenditures

by colleges and the social cost of books and additional living expenses,

_Both social and pfivate econompic returni®rbm college, would differ if a-
o o , -
cullegg'§ﬂugaLioﬁ\hqd diFferent effects on earnings and ‘productivity. A stu-
dent usually is most interested in determining the effect of a colleae educdtion

on his earnings. However, socicty needs to determine education's effect on
1 ) b
- .

3 £

/
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national income: Becker argues that social returns are larger than private

retérﬁs because of the'ekternai economics produced by college educatgq people.123 *
Raymond and éesnaQ}tz havgjgstiméted social rates 0F§Feturn by adding to 5
codts a1i?sub$idiesi incfuaéng &ap{€a1 costs, énd removi%é 'the gffegt~sF:taxesv‘>
from both the bEﬁéFit streams and the opportunity costs. They ;é?nt out that
the.LigfﬂquéeneFits to society at-lgrge pr@duzed by higher eéucatiaéiﬂas not
, i

r _ . . . . . T i 1 s
incorporated into the results. Their findings show that in all cases theysocial

rates fall short of the corresponding private rates. ""The extra taxes pai& by
- . . e ¢

¢ .
students after they Jeave school do not, therefore, offset the sum of the sub-

’sndues they receive and the taxes t?ay avo;d while in school when all amounts

are discounted by the private internal rate of return.!'12%

Hansen ia]au]ates social costs from 1) schoal costs incurred by society,
i.e., salari%%, supplies, interest, and depreciation on capital; 2) opportunity
* 3 : ) f
* costs incurred by individuals, mainly income foregone during school -attendance;

and 3) incidental college-related costs incurred by individua]éj such as bboks

and travgl.lgs Devore and Scott point out a distinct difference Eéiween bene-

,_1

fits accruing to individuals and the benefits accruing to society. The indi-

vidual benefits come from personal factors, such as social prestige and job
re d .
. t

satisfaction as well as the more objective factor of salary. Sac[gtaf?henefits

can be more objectively measured since they relate to productivity increases.
‘F .

~Another way @f looking at 5acietalﬁgapefit5 |§ by EﬁLlﬂatlh% the bepefits

126

in the form of future tax retdrns. These will flow directly from the estimates

of income differentials found in the individual human capital model by applying

maNginal tax rates to the income increments and to the taxable components of

.t . : : . - 4 . L Y
imputed increments to weadth (i.e., property taxes) which are attributable to

i '
the additiondl years of schooling.. This will provide a way to cg\jxd(r the ex-=

25 of higher education repay the public

r'h

tent to which the individuyal beneficiari

B O

Lo
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subsidies they receive. A difficulty!with this -approach is ﬁgat whi?égit may
.o * ’ . s ; LT :
4~ indicate the extent td which individuals pay th&it subsidy Via ta;gs,:it pro=
vidag little fnsight into the decision-making process éf a]ia%atingsiurrent
%gﬁdS tOfEdUCétiQﬁ;lg? :
" The calculation of the Sgéféllfates by eitﬁer meﬁﬁbd¥fails tdfjnilude
both external beaeFiﬁs accru{ﬂg to society az;lafge and nOﬁEezgﬁié?y_baneFits

.accruing' to the indivggual. Although the omitted items are difficult to mea= h

sure, ''there -is no reason to believe that they will always be insignificaﬁt§“135

Hansen and Weisbrod argue that _society receives several significant benefits

u
i

from its investment in higher education. For example, higher education appears
to make important .contributions to the quality of citizen and community respon-

‘sibility. It also provides access to a range of options and épportunities that
‘might otherwise ii,ciosed off to certain people. |In édditigﬂ, the{agéregate

result of-increased education may narrow the gulf in understanding between popu-
lation groups. Another important benefit is the reduced transfer payments for

welfare, uﬁemplayméﬁt compensation, etc., which go heavily to the less educated.
' S [T ’ ! g - ) :
To the extent that these effects are positive and sizable, the rationale for

*

12;3 .

public subsidies for higher E@ucatiaﬁ is strengthened.
In addition to the problems discussed above, there are factors which

should be éon;idered in calculating either a érivate or social rate of return
. Y. N : ;
on human capital. Prestonand Turvey point out, for example, the problems of

# B -
using a current cross-section analysidg.to preduct a future time series. They
also ask if incomes reflect marginal productivity sufficiently well to be used
as a measure of social returns.!?? Renshaw points to indirect evidence that

people with more education work longer hours and have a tendency to work harder

/ once they et into the tabor foiee. He argues that the gt hod of estimating

ot

]

fates of rEtu“§ imputes to egducation many other factors of production which are

i l R R -

&) V :
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posutlvehy zorre] ted WIth fcrmgl EdUCatIGﬁ 131 Raymond and Sesnowitz agree

. that the va]ue placed upon a céllege degrea in the JDb market is not salely a

i

=Funstlan of the increased productivity possessed by college-educated pgcple1

b

The cdllége education, théy say, may serve partially as an inexpensive screen-

ing device for employers. Thus,-spme portion of the higher income does not

‘ . )
réflect higher productivity, but rather an artificial restriction in the supply
of labor. This -.c¢tion for the income differential, then, is a transfer pay-

ment instead of a social benefit,132 v

Miller also has found ‘that estimates based on cohort analyses produce
. . \,
o . . i) o iy "
different results compared to those based on cross-section surveys. 'His studies

show that the use of income awverages by age based on the cross-section éurveysﬁ
produce lower values than‘would be obtained by the use of averages based on

successive censuses.!33 Weisbrod and Karpoff have even questioned the use of
average returns. -They point out that average returns mask variation in returns
i . P EE a1 - hg oae cro 13h d
because of the diffefrent éballty of the college education.

Becker, in addition, has dealt with'a series oF factors which can effect
the rate of return. For exampig, dropﬂhts earn relatively little more thah
hnqh school graduates but costs are also less for dropouts. .His studies §haw
rates that are far from ﬁéglfgible and that indis'te that some college is by
no means an economic waste. He also néteg'thagfabsolute income differentials

between college and high school graduates are substantially less for nonwhites

than for whites. However, nonwhites do not necessarily yain less from college

Wt

' since both direct and indirect.costs are much lower. Similarly, absolute in-

”I\

come differentiads are much smaller for female than male college graduates,

]
i~
W
i
w
-
LRy
]
-
I
Rl
hail
=
m
3
-
L
—

but the rate of return may not be smaller because direc

i : e ¥

_,w
"4

-
~

bad

i

uh
—
Wt
L

lower and oppc

e mu&h lower for women... The same comparison can
A
-

also be made between rural and urban par%@nsgljﬂ
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Finally, some education is purchased for consumption rather than invest-
. . , .. L . ,
ment reasons. In additlon, not all the benefits of education.accrue to the

educated individual alone; therefore, in calculating the yield of investmant in
& .
education, the Investment component must be isolated, the non-educational items

elIminated, and the private benefits distinguished from the social ones.!3®

Raymond and Sesnowitz conclude that even the lowest rate of return exceeds

the return which could be earned on s]ﬁernaéivaé@that are generally available to

tHe'individuaI§137 Weisbrod and HanSEﬁ, on the other ‘hand, argue that higher

" educatidn is a good deal less valuable than {s commonly belieyed.l38

. These diFFgFiﬁg opinions on the rate of return should be considered within
the framework of Schultz's concept of cap?%él as entities that have the economic
property of rendering future service of some value. The distinctive character-
istfc o% human capital is that it is a par; of man, and it is éapita] because
it is a source of future satisfaction, or of Futgre earnings, or both. It is

not a negotiable asset in the sense that it can be sold. It cannot be acquired

as an asset purchased in a market but by investing in oneself. . Thérefore, no (

?érsoﬂ can be separated from the human capital he possesses. Schultz says that

although gduzati@g '""is in some measure a consumption activity rendering satis-

faction to the penson at the tiMe he obtains an education, it is predominantly

, - £
an investment activity undertaken, for the purpose of acquiring capabilities that
render future satisfactions or that enhance future earnings.''!39

Economic benefits found by rate-of-return analyses, or any other economic

' . L . - L . . - e
tool currently in use, fall far short of an accurate determination of Socnzjland

“ L R Ly i , , )
private benefits accrued from investing in education. Education, however, still

possesses formidable economic benefits, implying that investing greater sums in

und economic policy.]

[
1]

the development of human capital through education is s

£ 5 L
.: jE_—*‘ -

LY
e
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The economic impact of calféges‘can be looked on in ‘long-range terms that
suggest the economic worth of educated Individuals, or by examining the immedi-

ate effect of the income and expenditures of an institution on the economy of

E

o o o o
an area.l*! (d)lege and university faculties and students often dislike being

’ =

reminded that the orgaﬁigétian-gf which they are a part is an economic entity,

substantially concerned with obtaining and utilizing economic resources. In

the process of getting and spending, colleges have'a'chaiﬂe, according to

Millett: to behave as an economic endeavor producing and selling services or
to behave as a body'politic(obtaining resources from taxation and distributing

these resourcesy as some paf%iﬂular power structure may determine.l%?

Funds enter, the economy through the college from both internal and ex-

ternal sources. lnternéi sources include state and local appropriatio
other funds from state and local treasuries. External funds include odtside
grants, contracts, and other out-of-state funds fFom sources such as the fed-
eral government and benefactors. Funds are also received from the community
through student fees and tuition and geﬁeFaI community support. The funds are

circulated through the economy by expenditures of the college for salaries,

\ﬁurihage of materials, and capital building improvement. |t is through thls

circulation of funds that the %ollege generates its economic impact.!Y3
Caffrey and i;aacs say that thé main question an Impact study attem§t5 to

answer is: 'Does the gagt of having a college or university ﬁearb%gbr in the
c@ﬁmﬁnity‘s midst @utwéigh the revenue gained ﬁhereby?”lgg_ Lyallraﬁd Stough,
in their study of the iépact of Téi Johns Hopkins University in Bal;im@re cited
two DufpéSES for the study:

1) To reveal to the local community the ways and extent to

which one of its major not-for-profit institutions contrib-

utes substantially to the local economic base, and 2) to

= *



reveal to the University points at which certain of its

actlivities, 'perhaps thought to be purely internal matters,

affect the community in dlrect and measurable ways.l"S
A study of the Harrisburg Area CQ;munity College afso attempted ;p»;laﬁify sig=
nificant aspects of the egcﬁaml; relationships between the college and the local
é@mmﬁnity and to preséﬁt quantitative information regarding such relationships.l6
Most resea}chers have'co@ciudé ‘that no single Figure tells the story or answers’
all the questions. There are many kinds of economic impacts, and they cannot
Simpiyfbé added up to ene meaningful red or black sum.

ThEPEEﬂﬁDéiﬁ imp;é} anaiy5i§ is actually a series of linear cash-flow
rformulas which include only what can be readily eﬁun@ed. The models attempt to
%iﬂéﬁfiFy who is spending, how much is spent, what is being bought, and where
spending is beihg done. They do not show political, social, or aesthetic im-
‘pacts or the effects upon the comm;ﬁity of the college's human resources. They
do measure dollar outlay and provide simple indicators for planning,!"’

,;t also should be noted that there is‘a short-run and long-run economic
impact. The product of education, which is mast relévant to educators, may have-
the greatest economic Impact In the long-run.

On the other héﬁd, the axpgnd}tuFGS related to a college are
usually most relevant on a short-run basis unless there is a
long-term building plan and/or expansion in enrollments. In

sum, the product appears most relevant on the long=-run and
the expenditures on the short-run.!"8

Most of the effects considered In an economic Impact analyses are current and
short range. They are not concerned with the ultimate impact of the college

e N \Y’ B N B "

“upon the community, and tHEV%dQ not consider what a community might have been
l11ke without the college. Applicable policy questions might be, for example,
whether to expand college service or whether to rent or buy property.!*? Hudson
points out that backward linkages of expenditures, therefore, represent a very

considerable potential impact of the college on the local reglon. ''That Is
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particularly so in the short run, because ‘a college's provision of jobs has im=

mediate effects on income whereas the income-generating effects of knowledge

3

~and human capital formation are stretched out in smallerramcuﬁtg over the full

#
lifetime of these resources,''150 :

One of the problems associated with e;aﬁo%iélimpagt %palyseskis determina-
tion of the multiplier effect. In the gengral digéuSEi@n of cost-benefit
aﬁaI;sis, the multiplier wasgéiscusséd; especially as It raiatesltc region-size,

o, .
The purpcseiéi‘a multiplier is to reflect in the estimated impact of an initial
expendituré{lhé 5e§and; thirdj and higher order effects resulting from the frac-
tion of each initial dollar passing into the hands of local businesses and‘in*
/

dividuals who respend, partly on local goods and services and partly on {tems

originating outside the area, The final impact of the Initlal expenditure will

be some multiple varying directly in size with the respending fraction and in-

versely with the amount of leakage from the first spending cycle.!5! The mul-

-

tiplier is developed ‘through an analysis of the consumer-business-consumer re-

cycling process, which is associated with that increase in income, with due

152 , '
The total gain in local income depends primarily on how much of the re-

spending is absorbed by local suppliers as opposed to the amount- that leaks out
of the region to business on the outside. The smaller and les®™®self-sufficient

of FeSpEﬁding that leaks out and the smaller

[
ol
=

the region, the ]afgér the por
the multiplier effect of the priginal investment. The larger the region, the
greater is the total cycle of respending recaptured by the region, and the larger
the multiplier. It should be pointed out that multiplier effects are generated
only by exogenous investms or spending that does not withdraw resources from

P

: Lo , - - ; , \ - .
alternative uses in the region. Therefore, education paid for out of local
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monies will not incur mi]tiplieﬁ %ﬁigctsi In the same way, jﬁvestment in a
.}\\ | regional college cannot be valued for its multiplier effects if this edgiatiaﬁa];g
respending displaces other forms of external investment that would have created

-as much employment, increases in pradi@tivity, higher .Incomes, and equally

N

large multiplier effects.153

Models ﬂévelgééd by Caffrey and Isaacs, gmpiéygfour canFigjents which are
= described as multiﬁliers, a]thoﬁgh they are éctuaiiy local marginal or éyeigge
propensities to spend locally., .The coefficlents were intended to include con- .
; ; ventianai‘multipligr effects by virtue of beipg applied éo secondary expenditure
totals. 1% ‘A similar study of the Harrisburg Area Communi ty Cd]]ega impacts
%éuﬂd the l.g'mu]tfplier;éerived by Cgffrey and Isaacs to be too high. Based
on data from the Iocallécaﬁomyj'Harrisburg researchers came up wfth a figure of
. 3
5 Moore and Sufrin, using an inter-regional trade nultiplier based on

L

1.45.1
) a . \ ] )
the minimum requirements approach of economic base analysis, calculated an in-
crease in income of $2.38 for every dollar spent.156 Ullman and Dacey found
or export activities from non-basic or inY¥ernal activities. . Usking this method

.. . ) . / .
resulted in internal or service ratios of 1.5 for San Francisco and 1.4 for
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" studies employing techniques of economic impact analysis

t nonprofit, nontaxed institutions have a capacity to
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Jjional trade. |In addition, the subsequent expenditure of that
Income in the local ecconomy can make-gn important contribution to economic
growth. '™ The findings of a study ofy Virgini% community colleges demonstrated

B B B z N = 3 s 5
that higher education institutions give more to the communities than they take:

The business volume generated by the presence of the community college system .
¢ e
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exceedegkth ate's' appr@prlatlbns For the Sygtem by 142 perzent for the enght‘ .

vear period of the §tud?i159 The study also polnted out that ecanamlc growth

is./an e§%§§ted return of education investment. Virginia‘s investment In higher
educétiaﬁ increased almost 200 percent between 1963 and 1973 with the‘ébmmunity

160
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colleges accounting for a significant proportion of that increase.

The EEDnGmIC impact study at the Harrlsburg Area Cammunlty CDllege was
e f .
analyzed in tWo'parts, the impact an 7u5|ness and the |mpact on local govenn-
_ ) , _
ment. In the former, after azzoun%}’g;fgr the negative impact of taxes, the-
: . . Femmens ) ¢

¥

operation of the college contributed from 32 to $h.5 million aﬁjuaiiy to tHé

cash flow of the local economy. (The total operating budget of :Hegcaifege was
$3.8 million for the yéar on which the estimate was basédi) Although it is .
difficult to determine a college's tataj impaitiéﬁBIOCEi g@varnmenf,éthe net
impattéwi]l usually be positive. One factor that affected a positive impact

H

was that almost 50 percent of the revenues for the college's operating budget *

161 ’ y

1 £ 3

{ came from nonlocal sources.

2

%he Johns Hopkins Universit?, thcugh_ncnproFit, was found to Fival a num-
ber of Baltimore's major local businesses in total volume of local bus{néss ex-
penditures. Total direct and Pndirect expenditures attributable to the Hopkins

- in 1972-73 were more than $137 million. In addition, although the University
operates under téxiexempt status, it is Sti]]”reSpOﬁSib]E either directly or
indirectly for 5iz§bie cash payments to Balg{;;réi However, it was not surpris-

i

ing to find that a tax-exempt institution, many of whose outputs are supplied

free to the community, receives more in services from the city thanmit Céﬂtfib*

rhaps recognizes contributions of those

~t

utes in taxes. The tax-exempt status pe

m

&

unpaid services to the t’imuﬁtry 162

A similar study at the University of Rhode lsland indicates that the jin-

stitution has both positive and negative economic impacts an the ]ucal .area
[A -

it

and state. The results further indicate that the impacts are substantial’, For
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. igxsmpie; It Qénerates%abgut $él-miilign q%ybu;lnés% In the s@?te and $§i mf]-;'
llﬁﬁb§ﬁ fhe_latal area,163 Anctheé study of higher eduésticn'instltuticns in
Nafth ﬁskata found théE for eééh dollar the state apﬁrapflafeé;tg;hlgher edu-
catlan, the ;Dllsges -and un!versltlgs Feturned $2.10 to the -economy of Ngrth

Daketa and%lﬁat total cql]ege related spending prnvié’% the state with 10, DDO

additiocnal jobs,.16% Gamber's study sh@ws-,h”; St. Cloud State University con-
tinues to be a major source of income for the St. Cloud, Minnesota area econo-
my. It est?matesithat un!verslty—related spending In the St. Cloud area in 1975

amcunted té more than §;7 mllllén with an ultimate EFFEEt on the St. Cloud area

ecanamy of nearly $59 million.165 A repart concerned WIth the ccntributlbn

which education as an industry makes to the economy of Western Haryland shows

?

" that eduzat:an had a net |maa§t ‘on the economy. QF 562 mlllian durlng the 1975~

76 FISEE] year,156

Fr these studies,
i 1 . . ‘t - . . ,‘_
generategcansiderable dollar volume of spending, It can create jobs, and it .

can add stébilfty7157 What the studies neglect taiééy, hnwev&ﬁr is aﬁythiﬁgﬂ

' d
about the 51de eFFE§t5, such as ncnse, cangestlop, cultural benefnts, or at-

‘tra&tlpﬁ of residents and lnduﬁtry ta the area. In addutlan, they da ngt com=
pare the college with other primary industries in the area. Communities ques-

/ tioning the burdens of a college may prefer manufacturing, retirement communi-

ties, tourist bq;iﬁess, or other iﬁdustry,lsg ’ o » oy

Howevar: /)

Hawever.Ifj-

Measuring a college's economic accountability is useful
primarily when doing so provides a frame of reference in

which to evaluate the college on other more important’
¢riteria. For example, If a‘;gjlegé has a sizable nega-

tive impact on its local aiénémy, its presence may not

be justified, even if it places all of its graduates in

local. industry. On.the other hand, if a college has -
tFEmEthuS pﬁsitive impact on the ﬂacal ecénémy . . . the
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ey the grqduates go autside the local area or even autslde
the state for emplayment 169

Daﬁeshfand Henryaa1sc pglﬁt out sevaral;ecenemlc benefits'ta thexﬁnd;rstandihg
T of fhe iﬁmédiate_a;oﬁqﬁii Impacts of higher edqzatfan. Ffrst,-tﬁe Stuﬂyvcan
!mérgvg-zammﬁnlty¥fnstituticn rgiatiaﬁs by revealing the in;erike]aticnships
the area and ccllege share. Local political leaders can.be mad@' more aware of
._=the tax burden and tax revenue benefits that the callége generates Fécuity -
and staFF can be made more aware of their immediate sgntributian to the commu- -
nity and stata_ And finally, ‘state pﬁligiﬁal I?aders and and the general state
’pégglatién can see that E?E outlay af‘Fund§>fh sﬁﬁpért of Higher edﬂéétian”daes

not disappear; rathé?i the schools return to the"economy more than the state

-

Invests.170 )

D!stributian EFFects , f - . ; L ) .

¢

Saciety, says WE|serd to make*lﬁt&llig&ﬁt expendi ture- decisnon, ﬁeeds

to Ee involved not Qniy‘on ‘the allacatlve EFFIEIEﬂEy of its: expendltures but

=

also on the d!stributiva éFfects wh!chfcoqstitute,aﬁather dimension_af a proj-
ect's impact. Others say that pecuniary éffeéié;éan be dealt with séparately

in the real world by ovefcamihg unwahtad side effects through taxes.and subsi-
dies. He points out, however, that redistributive sums are not additive to real
lnccme 171

Reiagnltlan of possible external Effécts From hlghEF éﬁucatlgngfggzery

Important bEééUSE of its implizaticns of the costs that should be borne by stu-
dents and their parents, and costs that should be borne by the publici_

‘ Sacuety s efforts &D cope wWith pollcy for financing higher. -

"education have been stop-gap in nature--with no resdiution

. of the basic Issue as to who should pay. The provision of
public funds has been influenced by the customary view that
higher education is a good thing, so that whatever resources
are required should be-provided within reason. Increasihgly
however, people are inquiring as to the nature and magnltude L
of the bEﬁaFits provided by higher education.!72 .
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E;ﬂpcmists_aftgn tend tcjanswer”questlans'dea]ing with efficiency, while

v

:actuai‘d3§islgns reflect answers to distribution questions. ''As a result, -
eccﬁémlsts are often disappainted that their advice carries little weight, and
deﬁislan makers are disappainted that ecangmists d@ not' prgvldé marefzamplete

advice “173 WElstad suggests that eganémists supplement estimates of the

tatai costs and benefits of a prajéet with indications of how those totals are
divided among the pgpujatlan. Mishan agrees there is _more to showing a paéit)ve

céstfbenefit'analysls;,It is also necessary tﬁat the Fesﬁlting distributions

are not regresslve and no grass Inequlties arazperpetrated 174

Fa

Schultz suggests that the expansion of education and thé additlcnai earn-
“Ings Fram this form aF human :apitai‘haveqprabably been a major factor.in
chaﬁglng the distribution of personal income. The'difFeréhce In.thg Capéﬁity
of und|V|duals to benefit Frcm lﬁvestment in édu;atlgn probably remains un-

>.ahaﬁged for the pcpulatlaﬁ as a whale, but the dlstrlbutlan of this Capaﬁlty of

those attending college changes as the pr@pcrtlon QF peaple QF partuﬂular age
classes atteniiﬁg college increases. He gaés on to say that althaugh.hlgher :

education appears to be far from neutral in its effects on the distributlgn GF

&érsoﬁal income, very littie is really known about these efFeit53175

-4

. R - . e ¥
Hansen and Weisbrod argue that the total costs as well as students' costs
are not closely related to fami'ly income. Therefore, the level of costs poses
a substantially greater financial barrier to low income students. Their studies

in California also indicate that the current method of financing public higher

.education leads to a sizable redistribution of income from lower to higher in®

come. N

The paradox of the situation is that .those who benefit most

from the public higher education system are, in general,
those least in need of help in paying for what they receive.
But ty vlrtue QF the stru:ture DF Califﬁrnia sﬂ!te'anﬂ lacal

#
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there Is presently no éffaetiveLnglce for shifting more
of the financial costs of higher éducation from those who.
benefit little.or are least able to pay to those who- Sy
derive the most dlrect monetary benefits. or who are most - ." °
“able to pay.l7® ' R .
(Fgchman'énd'Sﬁaﬁkansky emphasize thaf the final work as to the redistributional
effect of ali'gcdernment programs cannot be written on the basis ‘of a study of
any one public service.17’7) In a similar study in New JerseY,“resulﬁs indicate
that [ncome is redistributed from ;Hife_Familfes with Incomes between $5,000

and $15.000 to families earnjng above $15,000 and below §5,000. 178

Freeman also eip]éres the notion ;hat'public séénding on higher educatfan
redistributes income from poor to wéé]thy individuals ;ﬁd familles. He argueg I
that there is né serf%us case for subsidizing higher education to obtain social
.beneéits. Hévpéétulates that éubsidi:jng éducatian Is na_great'step towards

more equal income distribution.179
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- o PR, A Lt . !\_ _ AT . , o
- Even thnugh there are flaws In cost- bEﬁEFIt angfysisl o thlnE Sgstemati—»

' cai%y aﬁngt the cgsts and’ gain from alternative ﬁﬂ]iGiEE is surely more sen5|ble

than tg re]y on haphazard thaught or Intui' on. 188 |y, addltnon, when there is

a WIdE deagreement, it is 3 good framework to organize EVIdEﬁEE and |ntuutlan.

: Local citizens tcc theﬁ oniy see ‘the EDI]EQE as a loss of tax revenues

and extra costs and nuisances. On ‘the other hand the academic officials are

-

inclined to dwell -on economic, cultural, and recreation cgntrnbutnnns and the

‘visibility an institution brings a comnunity. Both argument§ are pot worth very -

much until the facts and figures are known.!89

investors. They do try to Eﬁlargé a studént's world, to ad 2 paéP]E; new

pleasures, and new ideas . .Eéreful addition, in Short, allows’the determination

v

projections of economic impacts, salaries, fringe benefits, and emp]ayment levels
cannot reveal its total value.130
‘ )
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