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FOREWORD

[L.ast March, | asked Frofessor Mark Blaug of the University
of L.ondon to prepare a paper dealing with student assistance in major
Enropean countries. We believed that such a paper would serve a useful
purpose by bringing to the attention of U. S. policy makers different
foreign approaches to student support.

The paper which follows documents the diversity of methods
to facilitating access to higher education in Europe. Even more importantly,
it cr.tiques these approaches. We feel that this essay should be required
reading for all those likely to participate in the analysis leading to the re-

authorization of the Higher Education Act.

‘ -t
NSRS PANANNIS

Joseph Froomkin
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tne light of the stated objectives o. governments, having particular reference
to the objectives of efficiency and equity. For that reason we pay specizl
attention to recent changes in the pattern of subsidies to higher educaticn :.

the five countries under examination.

I. Subsidies to Institutions

All Europear governments accept responsibility for providing baildings, as
well as finance for higher education., But different historical circui-starccs
explain wny in some cases, such as Sweden, virtually all schools and universi‘ies
are owned and administered by the state, whereas in other countries, noteb.y tr=
Netherlands, public and private institutions exist side by side. Sinilarly, in
France and Sveden the central government has sole responsibility for nigher educa-

., tion, whereas in the UK this responsibility is shared between central snd loczl
authorities, and in Germany it is shared between the federal and state goverr-ents.

The other difference between countries lies in their treatment of gifferent
types of institution. Higher education in th~ UK is characterised by the "birary
system" vnder which degree-level courses are provided in both legelly sutono~ous
universities and in so-called "public" institutions, such as polytschnics and
colleges of higher education, which are cwned and administered by Local Eiducztion
Authorities. Th; two types of institution are financed in different ways, even
though toth are largely dependent on public funds. However, the policy in rost
other European countries is to finance all institutions of higher ecucation in
similar or identical vays. Thus, the recent reform of higher education in Sweden,
which was impl’emented in July 1977, is intended to unite all forms of postsecorndary
education into a unified framework, administered and financed by mezns of a single
budget covering universities, teacher training colleges, and higher vocatioral
schools,

Therc are certain differences between countries in rolicies regarding tuiticn

fees but, in general, fees play an insignificant part in the finance of highar

education throughout Europe. This is just as true in countries where there ere




private institutions as in those where all universities or colleges are administered
by the state. In France and Germany, unly 4 per c.nt of students enrolled 1in
higher education in 1970 were in private institutions, but in the Liztherlends <he
proportion was as high as 47 per cent (National Center for Educaticn Statistzics,
1976, p. 264). But this does not mean that government suosidies to instituticns
are any less significant in the Netherlands than in France or Gerzany. In fact,
the Dutch University Education Act stipulates that private denozinaticnel and
publ: - non-denominational instiiutions should be financed and administered zcesr-
ding tp common rules. Thus, the distinction betiween public and private univer-
sities in Europe does not have the came meaning as in tne USA, where sources of
finance for institutions depend critically on whether they are publicly or
privately owned.

Some European countries have a long tradition of free education znd the
~promise of free education at all levels, including higher education, is an intzgral
feature of the national constitution, Even when fees are charged, azs they are in

a few countries, they are almost always nominal. There are no fees for ery form
of higher education in Germany and Sueden. In France, gowever, studsnts m.st pay
minimal registration fees, and in the Netherlands, where public and privete univer-
sities and colleges have alwvays charged a lowy fee, there is the intention of
abolishing fees altogether .n the near future.

The one exception to the European trend towards the abolition of tuitior Tees
is the UK where fees have recently been sharply increased, acccmpenied dy thes
introduction of higher fees for postgraduates than for undergrazduates. Neverthe-
less, the large majority of British students have their fees raid in full by Local
Education Authorities (who are reimbursed in turz by central goverr.—ent) so that
the recent increase in fecs does not represent a reduction in govern—ent subsidies
except to a minority of students who are for one reason or another not eligatle
for student grants (mainly cverszas students and postgraduates with poor first

degrees).




The overwhelming pattern in Europe, therefore, is to meet the direct costs of

higher education either wholly cr in large part by means of institutional grants

from public funds. We turn now to a more detailed account of tre method of

uiding institutions in each country.
I.1 France

Most of the finance fa French higher educati n comes di;ectly from central
goverrzent. Until 1974, the Minictry of Education was solely responsible for
higher education, although certain institutions received subsidies from other
Ministries, notebly Defence and Agriculture. In 1974 an independent departrment
with full linisterial power was created, the Secretariat of State for Universities,
which took over responsibility, not only for the 75 universities of France, but

also for University Institutes of Technology, some of the grandes écoles, end =211

of the national research councils, such as the Centre national de recherche

scientifigue (French Exzbassy, London, 1976).
Each year a certain sum is allotted in the government budget for higher edu.a-

tion, and the Secretariat of State for Universities, in association with such

. . . . / .
bodies as the Conseil rnaticnal de l'enseignerent suverieur et de la recherchs, then

aportions a sum to each university. It is then left to each university council
to draw up a detajled budget for the coming year. These university councils
typically consist of elected representatives of the teaching and administrative
staff as well as the students of a university. The university budget is then
submitted to the Secretariat and, once it has been approved, no expenditure is
permitted which falls outside tha budget. Thus, university expenditure in France
‘ is subject to more detailed central control than is the case in other countries

in Europe.

The French university budget covers all current expenditure except teachers'
salaries, which are pairs -tly by central government; all capital expenditure
in higher education is also paid airectly by central government. Most other

[ERJ!:‘ institutions of higher education in France also receive grants through the
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Secretariat but cerfain other Ministries still prcvide subsidies of their own;

for example, the Ministry of Agriculture subsidises some of the grandes écoles

. V4 . . .
aud private agricultural colleges. A few grandes ecoles also receive financial

suppnrt from Chambers c¢f Commerce, religious organisations and business firms but
very little information 1s available on these private sources of finance.

Despite the existence of certain private institutions of higher education,
such as the Catholic University, come of the grardes fcoles and a few private
technical colleges, the bulk of all expenditure on French higher educat.on is
financed by central government (see Table 1).

TARLE 1: Sources of Finance for Current znd
Capital Exvenditure on Hizner Educzticn, Fronce, 1975

Million francs %

State subsidies 4,977 96.2
Local authorities 147 2.8
Students' fees 50 1.0
Total 5,174 100.0

Source: Orivel (1977)

Note: +the figures exclude private contributions,
which are believed to be small.

I.2 Germany

The German constitution originally placed all responsibility for financing

and administering higher education in the hands of the eleven states, or L¥nder,

that together form the Federal Repuvlic. In 1969, however, the constitution was
amended to make the financing of university buildirgsa joint task of the Federal
government and the L¥nder, and in 1970 this ameadment was extended to include all
tertiary education institutions (see OECD, 197°). In addition, the Federal
government introduced a comprehensive new student aid scheme in 1971 (of which
more below). The past few years in Germany have, therefore, seen a radical

exlersion of central government involvement in higher education. Nevertheless,

9




the butk of all expenditure on Germun higher education still derives from the

state governments rather than the central governmert. In 1975, for example, the
Linder contributed 90 per cent of all expenditure on higher education (including
studeat aid) with the Federal government contr.buting only 10 per cert. Municipel
governments, vhich provide a iargec share of the publi: funds for compulsory
schooling, do not contribute to the finance of higher education in Germany. Nor
do studenis make any direct financial contribution since all tuition fees have

nov been abclisaed.

All higher education in Germany is provided in state institutions and tradai-
tionally students did ray low fees which went to supplement the salary of the
professor in charge of their teaching (the eighteenth century Scots; method of
paving tcachers). This system was abolisned during the 1960's and professorial
salaries vere increased concomitantly to compensate professors ror their loss of
income. In 1970, examination fees, which were the last remaining fees charged
in German higher education, were ;lso abolished.

There have been some rsuggestions in Germany that fees should be reintroduced
to supplement teachers' salaries (Roeloffs, 1976), but ﬁhere are no indications
that any of the Lin'er are willing to reconsider their policy of providing free

tuition at all levels of education, including higher education.
I.3 Netherlands

All public and private universities in Holland are gcverned by the University
Education Act of 1961 and the University Administration Reform Act of 1970. Both
these Acts declare that public ¢1d private universities should be financed in the
Same way. /1t present, all universities are fully financed by the Dutch government,
although students pay a small tuition fee of .F1. 600 (about SBO) a year. Higher
vocational schools are financed in the same way, the orly difference being that
fees in these schools are related to parental income up to a maximum of Fl. 600 a
year, the level of university fees, but they are administered in ways that are

quite different from those of universities. .l()
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However, the Dutch government hus announced i1ts intention of abolishing the
divieion that no.s exists bietueen universities and other instatutions of haigl

4

education, so as ultimately lo crcate a unified syster of higher education. A

recenl gevernmer t memorarndurt on the Contours of ¢ Fatupe Edue-ison Sysiom “n the

Nedbrrl:onds called for a hult to university expansion and a reduction in univer-

sity costs, principally by rewns of the introducticn of shorter university ccuvses
(Government of the Netherl-ie, 1976). At prescent, Dutch university courscs last
betucen six to nine years, .n part becaase of the ftradition of werking vhile
studying part-time, compared uw:th three to four yecars at higher vocationul cchoolu.
Universities have becn asked to submiti proposals for nou four-ycar degree cCourses
but this has leca to bitter oprosition with all universities attenmpting to tcke

n

advantage of a provision which allous five-year courses "in exceptional circur -

stanccs" (Council of Europe, 1977). Attempts to reform higher educatica 1in the

Netherlands are, therefcre, raining inte considerabvle difficelties but neither

the rcfo,ms nor the resistance to 1t is sigrificantly counected with the vay
institutions are financed. The only change in financing procedures proposecd by
the government is a change in the student aid system, accompanied by the abtolition

of tuition feces: we return to this i1ssue belcw.
I.4 Sweden

All higher education in Sweden is financed by the stete and all instituticns
of higher education are owned and administered by the state. The universitics
of Stockholm and Gothenburzs, which vcere esiablished and financed privately in the
nineteenth century, gradcally came to depend more and more on stipends from govern-
ment, and hence were nationalised in t{ne 1950's. Since then higher eaucaticn has
veen a monopoly of the state and no tuition fees havz been charged at Swedirh
universities or other higher education institutions (Swedish Institite, 1975).

Recent educational reforms, designed to unify 211 forms of postsecondary
education in Sweden along the lines of the recormendations of the U68 Cownciissacn,

will affect the way institutions arc adminuistered but w21l not radically chuar:2
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their methods of finance. Institutions will continue to receive 1] thie

-t

frouw government grants but there wi1ll te changes wn the vav in which 'nice furd.
are allocated. One of the object:ves of tne reforms 1s 1o decentr. l1se decir: ai-

making. A new National Poard cf Universities =-d Collescs nas ero.t 4 17 1070 ¢

take charge of general plarning and co-ordination of all bLronches o7 ostoecordans
education, including the submission of oudget rroposals for higher clicaticn
(National Board of Univ rsivies and Colleges, 1976).

The budget for 1977-78, for exazple, distinguishes betueszn allzscrtisns fur
(1) research, (2) basic general courses of higher cducaticn, ard (3) lo2+' and
sperial courses of education ard training. Funds for rcsczreh 311l bte allreszted
on the basis ol facui:ies znd suhject areas, corresponding Lo tiaditional

disciplines, but they w1ll no lonzier be given exclu 1voly tc universizios - 21l

institutions of higher educziicn are expected to engage in research. Similari:,

funds for basic general ccurses will no longer be allocated in terms of wniversity

faculties or subject areas buat in teras of five vocaticnal creas. rinally, fwis
for local and special courses will be distributed betusen £ix regicnal tozrds,
reflecting the recent division of Siveden into six higher education recicis,
Membership of t. regional boards includes representatives of teachers, students,
and the "public interest", includinz local businesses, trzde unicns, and politacal
parties (Duckenfield, 1977).

It is too early to szy how this new form of crganisation +ill affcct the dig-
tribution of funds in practice. What seems clear is thot the autcnemy of wmiver-

sity departments or faculties in Sieden will be 'essened, vith funds beinz distri-
buted on the basis of vocaticnzl criteria and local labour market conditions ratn-r

than individual studernt dezand for traditionzl zcademic disciplines.,

The question of hou ruch student demand should be alloved to influence plnmining

=

decisions has causeu bitter controversy in Sweden.  The old system of higher ciuca-
tion in Sweden included "cleosed faculties wherc the numbor of students adootto g

each year was strictly lircited, such as medicine and engineering, ana "opcn”

faculties vhere there wers no restricticns on the number of students cdmitted.

12
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'he ortginnl Farliamen.ry proposals, endorsing the recommendations of the UoS
Commission, wousd have cxtended the policy of restricted admissicns to all avcrw
of higher edu>~tion, s¢ as t» impose admission ceilings on such "open facultiss"
as hvnmanitiee social sciences and theclogy. After an acrid debate, a comprui.ice
was reached under which the old distinction between ‘ closcd" and "cp.n'" cours -~ 18
maintained. However, institutional revenue will .10 .nnger be autom-tically
linked with student numbers as it was in the past. Whether this 11111 zmean that
admissions to higher education will i» fact be restricted in the futurc deperds

on whether total funds will be & 'ed to grow and on how these toizl funds w1ll
be allocated by the National Board and regional boards. The new or_anisaticnnl
structure of higher eduzation may make it ea.icr for the Siedish govirament to
impose numcrical ceilings by means of financ'~1 controls rather than by decree

creating more "closed" facultaies.

I.5 United Kingdom

The finance of higher education in the UK differs from the patisrn in otncr
European countries in two important respects: \1) the division of erpendituve
between central and local government, and (Z) the contribution of fees to total
university income. Whereas state subsidies are provided almost wholly by the
central governe=nt in PFrance, and predominantly by the LMnder in Germany, the
burden of financing higher educaticon in the UK is shared between cenircl and loe:l
government. At th: same time, feer account for a larger share of university
income than in any of the countries we have so far considered.

There are two sectors of higher education in the UK, as there are in sever.l
other countries, but the two sectors are financed quite differ ..tly. British
uriversities are financed from central government revenue through the University
Grants Committee (UGC). The UGC is often described as a "buffer" betieen the
central government and the universities; it is responsible in the first instionce
to the Department of Education and Scicnce, ard its function is to sdvise the

Department on university matters and to distributc to 'miversities tlc¢ currest nd

I3
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capital grants allocated by the covernment. In the past, the grants for currort
expenditure were announced five ycars ahead but thic sy~*cz ot quirnguennial grants
has been temporarily suspendced duc to recent public expenditure cuts. At »resent,
British universities receive annual alloca‘ions for both current and capital cxran-
diture on the basis of their submissions to the UGC. Once the current grant .s
awarded, universties are free to allocate 1t betwecen departments or faculties zs
they like; however, they arc expected to take account of the "iermorandum of
Guidance" issued by the UCC, vhich consists largely of targets for student rnu-beors
and, in particular, the balance of numbers between "arts" and "scicace" ctuien-s,
British universities are jealous of their independence and precud of their
freedom to allocate funds without direct governmentl interference. There 1s z.ich
disagreement, however abtout the exteni of the freedom in practicc.,  Some critics
argue that the UGL now acts like a traditional department of goveriment rather
than a buffer (Pratt, 1975; Crouther Hunt, 1976), and others conterd that <he
present method of channelling government subsidies through the UGC lezds to irel=:i-
riency, with each university trying to marzimise its grant rather than to minirmieo>
costs s 4 to maximise student output (Prest, 1966; Verry, 1977a). The quesizon
of hrw far British universities are really free from gerrnment contrcl has bz:n
brought sharply to the fore by the governient's recent decision to increase st.ien:
fees, In 1973/4, fee income amounted to only 4 per cent of all British universis;
income (see Table 2), having fallen from over 30 per cent in 1939, tc 15 per cent
in 1951, to 1he present figure of 4 per cent, A new structure of fees was pro-
posed in 1977 which increased fecs for undergraduates from £182 to ££50 2 yesr,
and for postgraduates from £182 to £750 a yearj overseas studants, vho previousliy
paid more than home students (£416 instead of £182), w1ll now pey ithe sare fezs zs
home students, that is, £650 or £750. Bri % universit.ies were frenerzlly orrcssad
to such large fee increases but since mosi home students nave their fees paid iu
full by Local Authorities, thec students ‘hcmsclves accepted the ncv fees waith little

more than a protest at the unfair treatucnt of foreign students. Under the now

arrangements, fee income will account fo:r about 20 per cent of all university incozme

14




but most of ihis wili si:1l come from public {unds rather thau from stidents or

their parents.

TABLE 2: Sources of University Ivecone, UK, 1Q73/74

Universily Grants Ccnmittee £'000 Per cent
Non-recurrcnt grant for building 5.,5%6 8.7
Furniture and equipment grents 38,920 6.6
Recurrent grant 349,734 58.5
Rates grant 13,094 2.2
76.0

Other income mainly from public sources

Research grants (from research councils but

also private foundations, etec.) 52,626 8.8
Fee income (mainly paid by LEAs or research

councils) 23,437 3.9

Other income

Payments for :ervices rendered 13,532 2.3
Receipts from catering and residential services 39,807 6.7
Other generdl income (includlng trust funds) 15,914 2.7

598,606 100.0

Source: Department of Education and Science (1976a)

[y

Other public institutions of higher education in the UK, such as polytechrics
and colleges ¢f higher education, are adainistered by lLocal Education Authorities
and receive grants directly from them. But the Local Authorities have three
sources of revenue: . property tax knoun as "rates", fees and charges for certain
services, and various grants frou central government. The most imporiant of the
central government grants is the "ratc support grant", being a block grant cove-
ring all local government cxpenditurc. One of the purposes of the rate support
grant is to equalise the rcvenue available to different loecal a'.thorities, sc that
the actual emount of grant paid by the ccntra} government varies from one authority

to another. In 1976~77, the averagc proportion of local authority cxpenditure
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covered by the rate support grants uas cver 60 per cent and educcticn accownts for
more than a third of the current expenditure of loczl authorities. It 1s clear,
thercfore, that a large proportion of the funds of the public, non-university
sector of higher education in the UK ccmes indirecctly from central governwent,

even though the instituticns in question are owned and administered b; local autho-
rities. It is inpossible to say exactly how large the proportion is since the
rate support grant is a general grant, covering all 1tems of lccal authority expen-
diture, ana the allocation of resources between different scrvices will vary frcm
one authority to another. loreover, since higher educeaticn 1s zssumed to be a
service which brings natioral rather than local benefits, polytechnics and colleges
of educatioa are financed by means of a common fund, known a&s the "pool", to which
all local authorities contrabute.

Vhen all these complicaticns of British local government finance are taken
into ac:ount, it appears that well over half of all expenditurc ¢n higher educa-
tion comes frcnm central government revenue, either directly or indirectly.

However, the fact that different types of institution receive governmert grants

from different sources means that they are subject to different types of financaial
control. .ocal authority institutions npust satisfy more detziled regulaticns

than universities. This has led to suggestions that the scope of the UGC should

be extended, sn that it covers all forms of higher educaticn, but this raises
complex questions about vhether different methods of finance necessarily lead to
differences in the degree of governmenti contirol. At present, the whole question
of the manzgenment of higher education in Britain is being studied by a government
committee; the Ozkes Committee, vhich is likely to prcpose chanzes in the mechanisms

for financing non-university institutions in *he future.

II. Subtsidics io Studerts

All European governments subsidi .+adents in higher education but there are

.]:l{llc significant differences betveen countrics in the megnitude of the cubsidy and also
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in the type of aid ﬁrovjdod.l Francec, Germany, Sueden and ihe letherlands all
make some usc of loans but only in combination i1th grants or scholarships. The
UK is unusual 1n providing only grants and successive British Sovernronis have
declared thenselves firmly oppesed {o the i1dea of student lozns. licst countries
appiy somc form of "means test", so that the arount of fisancizl aid s--arded to a
student depends upon the level of parental income. The assunption 1e that parcnts
shovld contribute towards their children's livinzg exyenses if they can efford to
do so. In return, parents are eligible for tax re_ief, and in some cases to
family allowvances, whilz their children are in full-time educztion. The one
exception to this pattern is Sweden, vhere students are entitled to study assis-
tance, regardaless of the income of their parents or the income of their husband or
wife; the only means test which .s applied relates to the student's oiT income.
On the other hand, Swedish parents of students in higher educstion are not eligivle
for tax relief. The Swedish system 1s based on the legal pracise that youug
people are financially independent from the age of 19, whereas in other countries
the age of financial independence that is legally recognised is 25 or even 27, as
in Germany.

Apart from grants or loans to students, and income tax relief for the rarants
of students, mcst governments provide additicnal subsidies for students in the
fc m of lew-cost accommodation, travel facilities, free medical care or health
insurance, and in some cases subsidised food and bocks. In Sweden, such indireas
subsidies run to about 12 per cent of total governzent expenditure on direct
student aid, and in Britain and Germany the propcriion is 18 to 20 per cent,
France is unusual in providing a much higher prcicrtion of total student aid in
this form.

Most of the countries have recently introduced, or are planning to ir*roduce,
feirly redical changes in their systems of student aid. In Cermany, the precent
system of granis and loans dates from 1971 and k25 recently becn subject to o

number of modifications; in the Netiherlands, the ¢overrment proposed a new syctzm

1. For a more dectajled examination of siudenc aid policies in Zuropz, &s well w.
in Austiralia, Canada, Japan and the USA, see Woodhall (1977).
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of student aid in 1974 and work is still going on to tinalise the deialls of the

new system. In Svweden, the system of student aid was extended in 1974 and a now
form of aid for adult students was introduced, including financial assistiance for
adults studying part-tine. Nevertheless, the Susdish government felt that the

whole system of student 2id should be re-examined in the light of chaasing enrol-

ment trends, particularly the high proportion of adults and part-time students vho

are nov taking some form of higher education. Therefore, a Suedish government
committee was appointed in 1976 to review the entire sysiem of financial aid for
pupils and students in secondary and higher education, and changes may vell be
introduced in the current parliamentary session as a result cf tris reviei.

Thus, the pattern of subsidies for students in Europe is changing =nd, indecd,
European governments appear more ready to introduce changes in student aid schemes
than to  hange the methods of financing institutions. For instance, Gercary has
recently re-introduced student loans after experimenting for scme years wi1th a
syster based entirely on grants, and Sveden has abolished tne means test :hich
used to be applied to the income of a student's husband or wife, a..d has aliso intro-
duced interest charges for student loans in place ¢! the foruer systen under whichk
graduates repaid their loans at zero interest in terms of constant purchasingz vover
(vhich amounts to an interest charge equal to the rate of price change). Sigilerly,
the Dutch government plans shortly to co-ordinate all forzs of student aid, inclu-
ding tax relief, interest subsidies on loans and gran.s, into a single systen of
grants and loans, vhich will be available to all students in postsecondary ecducation.

The remainder of this section gives a more detailed picture of the systen of
student aid in each country and the criticisms that have becn made of existing
systeus. Table 7 at the ead of this scction provides a brief, oversimplified

sunmary of the main features ¢f student aid in the Tive countries.

II.1 France

France, as we have noted, 1s unusual among European countries in prevading a

high proportion of subsidics in the form of low-cost housing and meals for studonic,
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as well as family allowances and tax relief for their parents. The amount nade
availazble directly to students as scholarships, grants and loans i1s very limit.c,
and only about 15 per cent of stiudcnts benefit from such schenmes. Anothner
unusuul feature of the French system is the peyment of salaries for “pre-emplouzent
contracts" to certain students vho intend to teccme teachers or public servants.
This forn of aid is highly selective: 1t is offered as a reward for avility and
as an inducemen! to the most able students to enter particalar occupziicns,. In
other vords, the cbjcctive or the scheme 1s {c reciiit canpover which is thought
to be in scarce supply rather than to assist louw-income students. Those wno
receive sach payments undertake to vork in the public sector for a certain pericd;
if they later break this - ndertaking, the money cust be repaid. Pre-employment
contructs are declining in iumportance: 1in 1960 they accounted for 2J per cent of
all governmental aid to students, but in 1974 the proporiion was only 12 per cant
(orivel, 1977).

TABRIE 3: Distributicn of Aid to S*udents, Frznce, 1972
(percent~->2)

Scholarships, loans and granta 46
Pre-employment contracts 12
Food and housing subsidies 35

Medical subsidies 7

® Total 100

Source: Orivel (1975)

® Table 3 shous that scholarships and grants accounted for less than hal{ of
the total aid to French students. A small nuzper of short-term lcans are also
availalle at 5 per cent interest. But these airect forms of aid amount tou very

o

° little more thar the government's expenditure on subsidised housing, subsidirced

catering, and free medical fucilities for students wider the social security gysien.

Even more important arc tne various types of aid to students' families. When

Q these nre cdded to the aid providcd to students, i% turns out that tox relicf lor

*ERIC 19
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studenis' parents plus family allouancec for children in full-tine cducacien >uceed

the financial acs.siance given dairectly to students (sce Table 4).

TABLE 4: Distrabrtion of To*-1 Siudent L4,
orce L og)

holarships, loans and grants

Se
01

ner subanidies to studants
Tax relact i'or parents

Formaly allevances

Totzl

Source, Orivel

Since such a righ proporticn of aid goss in the form of tax rel:ief +2 siidonts!
parents, it would zprear thzt the

Althousn scholerships are means-tcz?
avarded ¢1ly tn studont.  lovw income fezilaes,

awarded on the tasis of acaderic nmerit rather than

housing and feocd leonz{its only those studenis vho chioisz to live :n the cit

® universita r=s rathor than &t hcnme, Tax relicf, on the c¢ther hari, 1s ava:rlsble
to all but its value necessarily increases as parental income increszses, Tn
result of this miztire of sclective and univers=zl sutsidies makes it difficult to

® convineingly derornsirate the true incidence c¢f the benerits from studcint &id in
+
France, but on balance it must surely be the richer rather than thc rcorer students
who benef{it most, Lt 2ny rate, one French study cf the equity imvlications of
° French cducationzl expenditurc concludes that student 2id has had 1little tendency
to equalise access to higher educaticn (Lovy-Garboua, 1975: see also wingzl,
1977, chapter %).
PY In the past fcuw years, the amount of aid in the form of scholarships ani loans
has not kept pace vith rising student nwibers and rising prizes. Tr3 result is
that stale aid per siudent has beer declinin: in real teras. Orivel (1675) esti-
° o mates that it fell from Frc. 2,019 in 1965 to Frs. 1,309 in 1975. This

Egiéé; that the private coste of hagher cduc:?trn in Frence have been rising.
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total state aid for students in highor education azounted to about Frc. 2,500
million, and 1t was estimated that student expcuditure ves about Frs. 10,000
million, so that state subsidies covered only a gaarter of students' actual money
outlays. In other wordc, the policy cf free turtion by no reans implies that
higher education 1s frce to the individual student or his formaily. In additicn,
one French estimate for 1970 suggested that earnings fersone repressnt 70 per cont

®

of the %otal resources cost of higher education in France cnd direct Freznch sib-
sidies to students cover only 12 per cent of these earnings I:rzone (Orivz1, 1975,
Levy-Garboua, 1977). 1In fact, Orivel estinmates that 1f carnirzs for3zore are taken

into account, stucents and tneir fawilies contribute atcut hall the tot:l resource

costs of higher education in France.
II.2 Gerran

Financial aid to students in Germany, like financial aid for university)

building, was designated in 1969 as the joint task of both the Federzl and state

—

governnents. The Federal government passed a nei Edacationzl Support BRill (EAng)
in 1971, which set up a new system of grants for students in higrer caucation to

replace the old system of loans known as the Hennef-licieldl (sce Roeloffs, 1976).

For the first few years of its operation, the BAI¥z scheme relied solely on grants
but in 1974 a lozu element was introduced. A student vho is entitled to the
maximum support now receives about 20 per .ent of aid in the torm of a long temm
interest-free loan, with the remainder of aid being given in the form of 2 grant.
A1l student aid is means-tested, howzver, and 1f a student receives less than the
maximum award, the loan ney account for more than 20 per cent of the iotal (a11
students repay the same amount, being about Dif 80 a month). This schere is
administered by the L¥uder but it is financed Jcintly by the Pederal jovernment
and the Iinder, with 65 per cent of the expenditure coming from the conter end the
rest from state governmentis.

To repeat: all Germun student aid is awardcd on the basie of family incore

and in 1974-75, 45 per cent of all students in nigher education received avards.

R1
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A student 1s not resarded ar financially independent until the age of 27 but vhen
the scheme vas first intiroduced, students were rermitted to take out low-intercst
loans if their parents resused to give *+hem financial support. Houcver, this
option was eliminated in 1976 aund parcnts can now bc trken to court if they refisc
to support their children when the authorities Judge that they can afford to do so.
In order to simplify the job of calculating a student's entitlement to a grant or
loan, the amourt of suppcrt duc to a student 1s calculated on the basis of his
parents' income two years earlier; as a result, income tax assessments can be used
as a basis for the calculation. This has caused consideral_e problems since steep
rates of inflation, coupled with fluctuating incomes and unemployment, in recent
years have meant that some families have lower current real incomes than they had
tvo years ago. It may also mean that a student vho 1s half-vay through his course
may suddenly find the level of his grant cut sizply because his father had a ray
.rise two years ago. In exceptional cases, a s.udent's entitlement nay be asscosed
on .ie b2sis of his parents' current income and the past fev years have seen a
censiderable increase in the nuzber of such applications,

After groduation, iLhe student begins to repay nis lgan at the rate of DM 80 a
month, but {hose with low incomes Zay pay less and those who are unemployed, volwi-
tarily or inveluntarily, are excused repayment. Thus, there is no negative-d .. 7
problen for married women who do not work. Scme graduates repay their interest-
fiee loans in about five years but thcse with low incomes, or those whc received
all their support in the form of a loun (for instance, if they chenged courses or
are taking a second qualification), may take up to 20 rears.

When the loan element was introduced into tre system in 1974, the bitter pill
was sueetened by an increzse in the level of support available. The original
BATBg bill of 1971 stipulated that levels of sup; 'rt vould be adjusted every two
years, so {hat another increase uas duz in 1976. However, this increase uas vost-

poned as part of the Federal gove.nment's peasures to reduce public expenditure.

<2
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II.3 Netherlands

The existing syster of student u:d 1n Holl-nd includss grants, lcou. interest
loans, subsidiced Yousing and menls, and tax relic ” and feruily @llceuc..czs for
students' paicnts (see Table 5). tudents from Jou-income fauwilics »:oceive a:d
in the form of grants and interest-frce loans in tne proportions 3:2, 411 aid ir
means tested and students vith highcr family incomes r-ceive nc a1d =t all except
for tax reiief and family allowances given to their parents. This syeten has
been criticised as inequitable because tax reliel 1s worth mere to foralics vith
higher incomes, vhile studecats from low income families are driven *o incur debts.
The Dutch government has therefore preposed a ner systen ol student su1d, which will
aboluish tax relief arnd family allowances, instezd rroviding 211 studcnts with a
basic grant tovards living expenses, There will also be neans-iestai, suoDle-
mertary grants for students from low income farilies and, in add:ticn, any student
may choose to take a governzent-guaranteed loan Irocam a commorcisl bary at Subsi-
dised interest rztes (in 1976, the rate of interest on stadent loens bzcked by &
governzent guarantee was 8.75 per cent).

TABLE 5: Distrituiicn of Tot=1 S*.dant Aid, ke
Netherlzande, 167475 {terocr-rras

. Grants to students 27
Interest subsidy for student loens 12
Tax relief 8
Family allowances 53

Total 100

Source: Cowucil of Europs (1976)

The Dutch government's prorposal for a ncw system of student zi1d is not
expected to invoive any extra expenditure. In 1974~75, revenue from fees smcunted
to less than 5 per cent of total c¢xpenditure on siudent aid. Under the nev systen,

all taition lecs will be aboliched but the lost rovenue vill be deducted from the

total studenc zid budget, so ithat, in the words of a Ministry of Educatlion
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information shect, "1 colleclive tuilion fee will be charged" (Ccun01l of Burope,
1976).  Most of the amount allocated for siudent support will now be given in the
form of grants but a smeller proportion thar before will be given zs intercst sub-
sidies for voluniary loans from comscrcitl banks.

It is intercsting that the Dutch government cctively considered introducing
a graduate tax to replace tuition fees on the grounds thet this would ve more
equitable than the present system of siale subsidies. This proposal had to b
dropped for "practical reascns" hut a report subnitted by the Dutch Ministry of
Education to the Council of Europe slates:

"The Netherlands Government regrcts that 1t hus not prove possible

tu recover through taxation a substeniial amount of the cssi of their

education from graduates, more civecially as the gevernmen’ considers

that in any case it is desirable tc do something about the rrivileged

position of higher education stulcuts by somc such means. The govarn-

ment's intenticn of abandoning tre 2cove method is based purely on

practical considerations. Government policy in this respoct will be
pursued by scme other means" (Council of Europs, 1976).

II.4 S.eden

The Swedish government provides three forms of financial support lor students:
(1) upper secondary school pupils receive s*adishidlp (usually iranslated as study
aid); (2) students in higher education reccive studiemedel (study means); and (3)

adults who take leave from work to take part -n full or part-time education or

training receive studiepenninc- (study benefit). The fact that three different

terms are used for the three forms of ass®stance does not, however, mean that the
three types of subsidy are vicwed in isolation. In fact, the Svwedish goverument
attempts to co-ordinate tr. three types of assistance, so that all students are
catered for; for example, part-tims studenis in Sweden are entitled to financicl
assistance, unlike some other Buropean countries where aid 15 available only to
those studying full-time.

Two features distinguish the Suedich system of aid for students in higher
education from thc uvther countries we have descraibed;  wuch more use 1s made of

loans than in many other European counntrics, and state assistance is provided for
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all atudents regardless of parental meuans. Students are assumed to be fincncrally

independent at 19 and from 1976 onwards even a hucband or wife's incowne 1o dis-
regarded when arscssing a student's eligibility fer aad. In 1974-75, the propor-
tion of studerts who received stat= sid was 70 per zent and this proportic.. 1s
likely to be even higher in 1977/78 as more marricd studenis are now eligible.

All students receive a basic grant to which a long-term loan 1s added. Yhen
the present scheme was fairst introduced in 1964, the grant arountel to a quarter
of aid per student and the remaining 79 per cent tcok the form of loans. Since
1964, the total amount of aid has risen each year in line wi‘th the cost-of-liviag
index but the level of the grant has remained fixeq. This mez.as that the lozn
element has increased; in 1968 it accounted for 78 per cent of aid per student,
and in 1975 for as much as 85 per cent of the total.

When the loan system was first esztablished, all graduates repaid their loans
in teims ol constant purchasing power. This was done by expressing their d:zbt in
terms of the "base amount" of the social security system. All social security
payments, including pensiong, unemployment benefit, and student aid itself are
expressed in terms of this base amount, which is linked autoratically o the cost
of-liviug index. Thus, if prices rise, students receive more but at the same
time the debt of graduates is also increased.  Because this method of repsyment
tekes account of inflation, no interest was charged for th2 loan. Thi. systenm
worked well during the sixties when inflation rates were modesi, but during the
seventies, when the cost of living rose sharply, students were reluctant to under-
take the open-ended commitment which such e scheme implied. In consequence, the
systen was changed to a convcntional loans scheme charging interest at 3.2 per
cent a year. Thus, while 85 per zent of student aid is given in the form of a
loan, there is still a considerable elemeat of subsidy because of low interest
charges.

The loans are also very long-term. Graduat>s must repey the debt by the time
they reach 50, which means that 1n practicz most graduates have up to 25 years in

which to repay. There is an imporiani "insurance" clement buili into the sys .en.
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Graduates who have low incomes, or who are 111 or unemployed, are autonatically
or.cused reoayment 1f tueir income fallc below a winimum level; in 197, about 1.
® 1or cent of all graduatos postponed repayment for such reasons.
The level of student aid 1s high in Sveden, ccmpared with mos* cother countries.
A Sucdish survey of studunt income and expenditure (S.Mrd, wnd others, 1968) showed
® that more ihan 60 per cent of the average student income 1n 1968 was derived from
government aid and the proportion is probably higher toduy. Critics of loans
schemes in other countries claim that lcans will deter both werking-class and fermals

o students from entering haigher education. This does not appear te nave happened

4o
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Sseden where the social class composition o students in higher educaticn cowraras
‘ very favourably with olher advanced countries in the world and whe.e female labour

) force pavticipation rates are relatively high (Woodhall, 1970).

IT.5 United ¥in=dom

| ) Britain is alone in Europe in providing all student auards in the form of
grants rather than loanc; the proporiion of students receiving grants (90-92 per
cent of full-time studcnts) is also much highkor than in cost other countries. All

® British undersraduates who qualify for a mandatory award, which includes almcet 21l
students taking a full-time first degree course, receive a basic grant of £50, bu+
any edditional svard is dependent on parcntal incore, In 1972-73, about 8 per

() cent of all student award holders received the minizum grent because their parcats'
net 1ncome was reletively high, and 21 per cent received the raximunm grant becaure
their pareris' income was relatively 2ouw; the remaining 71 per cent received

) emounts varying according to the parental means test. In addition to these
"mandatory awuards", therc are certain other discreticrary grants auarded by local
authoriticr, typically for lowzr-level courses. A1l student grants are adminis-

® tered by Local Education Authoriticvs but a very high proportion of the finance
comes ultinately from central government through grants to the local suthorities.

In recent ycars, the means test has been much criticised 1in Brita.n on the
® o grounds that many psrents cannot afford to pay the "assessed contribution" which

ERIC

is assumed for purposes of calculating the level of a student's grant. The
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Netional Unicn of S{udonts (NUS) in Brit- 'n argues that it is quits urreasenchle
to expect parents to centribute towards studenis! living expenses wntil they r-ach
the age of 25 wnen youns people in fact rcach their legol magority in Biritain st
the age nf 18, A nuuber of surveys of students‘ inceme have showmr thot rany
British parcnts in fact contribute less thun their "accessed contribution" (Dapart-
ment of Edecation und Science, 1976b; Rudd, 1975; end Rudd, 1977) =ni the ehol:-
tion «. tle merns test sou nas a very high pricrity on tne list of IUS dersanie.
Hovever, i% .ezs estirnted in 1673 that it vould cost zbout £40 millicn to abolisn
the means tect, .iprescnting about 27 per cont of governrent expenditurs on st.icnt
grants, Parcrts do in fact rece ve incowme tan relief, which is zzesuom:zd to com-
pensate then for contributing tevards students! livinzs expenses; in F=zct, ths total
cost to pu.sic funds of this iype of cax relief is considerably s:zzller thzn ihec
total "parental countribution" essumed ir student grant calculatiors,

Since it is clear that sone students do suffer becruse their varints are

livinea

unable or wnuwillisg to contribute sufficiently to their/expenses, scre British
rriters have suggosted + at loans _.ould be nade available to suprlensn® grants,
Many others have advocatzd mor: widespread use of loans but ‘here zrs &s zany
opponents as advocates of student loans in Britain (soe Woodhall, 1¢70; MKaynard,
1975).  On the vhole, the British debate about loans is charactzpiss: ity heat
rather than light. Assertions &nd counter-sssertions are presentsd vithout ruch
evidence, In particular, thec experience of other European countries with lczrs
is steadfastly ignored in British discussions. Indced, the fact that losns zre
common throughout continental Europe is not generally eppreciated in ths UK. In
1973, the Experditure Committee of ihe House of Commonc recormended trnzt lozns
shiould be introduced for postgraduate students, coupled witn free {uition end =
basic grant for all students to cover part of thcir maintenance costs, which woull

not be means tested. In other words, what vas recomrernded was very clcse to the

Svedish model, Without explairing any of the dctails of the forzizn exreriencs
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with loans schemes, the Expenditurc Commitice corcluded: "We are satzc

such schenes are practicable, that they help to contein public exr-rditur

R7

[¢]
¢
£




24

that they could contribute to a re-orde 'ng of prioritics in education cxpendatur~
to promote equality of opportunity" (Expenditure Committce, 1973). However, iu
1976 the British government announced that 1t had no intention of antroducing
loans for students, and it denied that the savi:g involved 1n a loans scheme for
postgraduates would be large =nouch to justify their in“roduction (sce Verry, 1977b,
P 92).

The fact that all British student aid is in the form of grants and tax relief
for students' parents, tcgether with the fact that British student grants cover a
much higher proportion of earnings forgone than in most other countries, impliecs
that British students enjoy greater subsidies than in most other Eurcpean countries.
Some calculations in 1969 sugsested that state subsidies compensated undergzradu: fes
for almost 70 per cent of gross earnings forgone, comparcd to only 30 per cent fecr

school

a secondary/pupil staying on for a year after the minimum school-leaving age (see
Table 6). These calculations are by now somewhat out of date because the real

TABLE 6: Estimntes of Earnings Forrone 2nd the Public Secctor
Contribution to Studonts or their Frmalzes UK, 1869

For a 15-year For an under-
old, graduate

Earnings forgone

Gross pay 315 815

Less vacation and

téaching earnings - G

Net earnings forgone 315 755
Public sector contribution
(a) By loss of revenue

National insurance

(Exployce's contribution) 30 45

Income tax of student 5 125

Income tax of parent 60 70
(v) By award

Mainterance award, less element fox

books and parental contribution - 265

Total 95 505

Balance carried t individual or his
family 220 250
As a % of Gross ecarnings rforgone 70 31

Source: Decpartment of Educatggqgand Science (1077, p. 28).
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vilw of cudent ~vantz has significantly dcclined since 1969 (Wllllams, 1974).

Nevertheless, it is still iruc to say that siote subsidies to students represent

4 a much greater proportion of carnings forgone in the UK than in, say, Francce.
All this implies that the financial barriers tc more schooling in Britain
are con: :ntrated at the point of finishing sccondary education rather than at the
®

point of entry to higher education.1 This helps to explain vhy the proportion of
working class pupils that drop out of the educational system is not very different

in Britain from what it is elsevhere in the world2 despite the fact that student

grants to cover maintenance costs at college or university are more generous in

Bri<ain than perhaps anyvhere else in the world.

® ITI. Imvlications of Alternsiive Patterns of Subsidy

We have shown that the predominant method of subsidising higher education in
Europe is by means of grants to universities and colleges to cover virtually all
tuition costs combined with grants and loans to students to help them to finarce
from a quarter o as much as two-thirds of their living costs (see Table 7). Tais
pattern of subsidies has been criticised on three grounds: (1) higher education
institutions are liable to goverament control whatevey the ideology of state action
in a2 country if all or mosi of their income derives from governmeat; (2) it is

inefficient to subsidise the whole of tuition coits since this provides no incen-

'\

tives to institutions to allocate their resources efficiently; and (3) it is
inequitable to force taxpayers to finance the bulk of higher education costs
hecause the average tarxpayer has a lover income than the average graduate of ter-
tiary education.3 These criticisms raise two quite different quesiions. Firstly,

what should be the optimum level of subsidy for higher education and, secondly,

what is the best method of providing that subsidy?

1. This point is further developed by Paichaud (1975).

2, For some recent comparative data, see Verey (1977b, p-. 67-71).

L
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. See Verry (1°77b, p. 56) for references to the European literature on the
granis-loans debate,




TABLE 7: Sunmary of Student Aid Schemes in th> Faive Countries, 19]4/75

° France Germary Netherlands  S.eden U.K.
Type of dircct finan-  Crants, 20% Fixed  60(% Basic 15% Fixed All
cial aid to students Loans, and Loan + 80% Grant + Grant + Grants

Pre-employ-  Supplemen- 405 Loan 85% Supple-
ment tary Gront mentary
Contracts Loan

®
Percentage of students 15 45 28 univer- 0 g2
rrceiving direct state sities, 50
aid higher voca-

tional edu-
cation

Maximum avard per #2,099 $2,489 g2,9088
student (at exchange
rates in Deccmber,1974)

#3,086 41,500

Arc¢ awards related to Yes Yes Yes
® parental income?

No Yes

Do students' parents Yes Yes Yes (to be
receive tax relief or abolished)
family allovances?

No Yes

P Tax relief as % of 180 X 16
direct aid to students

indirect aid (housing, 100 (of 20 X
food subsidies, health, expenditure
etcetera) as % of on grants)

direct aid to students

12 18

Are fees charged? Yes but low No Yes but low
(to be
abolished)

No Yes but
covered
by grents

Interest Rate on 5 None None, pro-
@ Loans (%) posed 8.75

3-2 —

Maximum period of re- Variatle Variatle 10 years
payment of loans up to 20
years

Variable up --
to age 50

® Does repayment of loans Wo Yes for No

vary with student's low and
future income? zZero
incomes

Yes, repay- --
ment post-

poned if

income less

than certain
level

Percentage of average 5 (inclu- 40 65
student income derived ding indirecct
from state aid subsidies)

over 60 54 (70
during
tern txme)

Source: Woodhall (1Y/7)

EMC Notes: -- mecans not applicablc 30

X means not available
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Why shoulld governments subsidise hisher education at all?  The econorsic case
for subsidising higher educatiocn is typically poscd 1n tcrms of a comparinon bet-
ween the excess of marginal social over marginal private toucfils, on the one hand,
and the excess of marginal social over marginal privote costs, cn the otber. Co—
paring the private rate of return to higher educatioa with tho social rate of
return, the invariable tendency of the latier to fall below the former is talken

to be a sign that subsidies are excessive ‘inless ofn:t by (1) pesitive xar ;anal
externalities; (2) positive nonpecuniary benefits exceeding the peychic lisutility
of studying; and (3) capital-nzrket imperfections inhibiting iniividuzls fraa
borrowi 7 against the future returns of higher educition. Unfortunztely, lattle
progre:  has been made in juantifyirg (1) and (2) - tne forcs of (3) is dissinaszed
wherever there is some use of lcans and hence every ccocomist ic likely to reach

a differ % judgement a at the optimum level of sucsidy of hizrer education in
the light . hie casual assessment of the magnitude of (1) and (2).1 In chort,
economic analysis at best affords a presumption on grounds of efficiency that the
level of subsidy to higher educztion is almost ever;w.here too high but it cannot
convincingly demcnstrate its claim against 211 poscatle objections.

Horeover, governments subsidise higher educatiocn, not just for efficicacy
reasons out also for reasons of equity, not to menticn various other social end
political objectives, and the ordesr of priorit& anong these muliiple obgectives
is liable to constant change. The point is well expressed in the Dutch govern-

-

rent memorandum on the Contours ¢ z Puture Rduce*icn Sva

em in ths liathericoaig,

emphasising the shifts that rave taken pluce in the aims of educaticnal legicla-
tion in the Netherlands since the end of Yorld War II: "At {irat the over-riding

consideration was the protection of the most defenceless members of socicty agninst

1. The recent popularity of tre "screcning hypothecis" has complica
asseasment: if firms screan potential employecs in terms cof edu
credentials, cach individuel is motivaied to obwznin addilionsl =
to provide a "signal" of his superior aualitics; as more rrd mere ird .-
viduals of a given abiliiy attain a certain lev-1 of educsi _on, ihere
wilh superior abilities ar: induced to sttain oiil? nigner lorels of cdu-
cation; the inevitable result of screeming, therefore, is overinvest: »nt
in cducation and its remedy is a reduciion in soboidies to higler educa-
tion. The validity of th: screcuing hypothesis, however, remains contro-
versial, .
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exploiiation; later the emrhasis fell on the nced for skilled and professional
manpover, vhile in the last years especially, the right of the individual to
develop his full potential and the need to prepare him for a place in society

in the hroadect sense huve gained the upper hand" (Governuent of the Netherlands,
1976). It is vain to pretend, therefore, that ve can appeal to any general
principles that would specify an optimum level of subsidy to higher education,
much less to general principles that would show that the present level of subsidy
in Europe is somehow excessive.

But suppose it werc agreed that the optimum level of subsidy to higher educa-
tion is scme pos.tive number, one might still ask whether the existing subsidies
to higher ecducation arc excessive in the light of alternative optimum subsidics
to health, hcusing, public transport, etcetera. In short, let us compare ths
sccial rate of return to higher education with the social rate of return to health

care, to riunicipal housing, to highuvay construction, and so forth, becsuse invesi-

ment 1n nigner educ2llon must ultimately compete Ior publlic iunis wlth every othner
type of investnent.

Of course, this route to an ansuer is beset by even more difficulties than
¢ those that confront the quantification of the externalities ond net psychic bene=-

fits of hijher education. Nevertheless, there is no doubt that recent fears of

rising prrlic expenditure in the face of inflationary pressures have caused

e opinion in some countries to swing against the further expancsion of kigher educa-
vion almost as if a crude comparison of alternative rates of return to various
components of public expenditure had revealed thc fact of oveorinvestment in higher

- education. In Germzny, Sveden, and the Netherlands, as e have seen, there have
beer. moves in recent years to seck ways to restrict admissions to higrer education
(see also Gordon, 1976). Curiously enough, such moves are rarely accompenied by

® reductions in the level of subsidy that might discourage demand for higher educa-
tion. To the extert that subsidics have been reduced, they have bpeen reduced ty
stealth: student grants have not kepl pace vith inflation in either Britain,

@ Q France, or Germany. But no Europcan government has advocated a {211 in the recal
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value of student 2id as a matter of policy. Governments appear to be unalterably
committad to maintaining the present level of subsidy to ctudents despite the fact
that it could be lowered almost everywhere without significantly diminishing
private incentives to acquire higher education. It is clear that governments
prefer to control the size of iertiary education by adminisirative fial rather
than by the private purse,

The obvious explanation of this phenomenon is that equity consideraticns have
usually taken precedence over efficiency considerations in determining the appro-
priate level of subsidy to higher education. IMost European governments argue ihat
it is necessary to provide free education at all levels and also to subsidise
students' living expenses in post-secondary schocling so as to guarantee "equality
of educational opportunity". But there is ample evidence that the provision of
free tuition, combined with grants and low-interest loans for tertiary students,
has not in fact achieved equality, at least as measured by trends in the social
2lacs compneitian af stndents in higher sdneatinn thronghont Rurove (see OECD.
1975). Besides, since those that bear the costs of the subsidies are not identical
with those that enjoy their benefits, there is always tpe question of vhether the
existing pattern of subsidies to higher education actually succceds in equalising
incones.

A1l of which-is to say that the debate abovt the equity of alternative mesthods
of financing higher educaticn has confused two quite separate questions: (l) hos
can we equalise opportunities for stud-nts from high and iuw income families?; and
(2) hou should the costs of education be shared between high and low income tax-
payers? Fcr example, the case for aiding students by means of grants rather than
loans is based on the notion that ponrer students are discouraged by ¢ loans scheme
from undertaking higher education, being risk averters who lack confidence that
higher education will in fact result in higher incomes, But if repayment of Loans
is made income-contingent, or if insticad the loan 1s financed by a graduate tax, it

is not at all obvious that loans would in fact discourage students from lov rather

than high income fawmilies. Income-contingent loans are, aficr all, a form of
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insurance againsi the risk of low iacome and it 1s precisely los income families
vho are pcculiarly affected oy capital-market imperfections for whach a government
" loans scheme is supposed to provide a sclulion, Thus, it is at least plausible
to argue on a _pricri grounds that a greaier veliance on loans rather than grants
would actually inmprove the social class composition of students in colleges and
universities (sce Verry, 1977b, pp. 84-5).

Be that as it may, if the objective of the subsidy system is to create
"equality of 2ducational opporiunity", ils success ought to be judged solely in
terns of the social class composition of students independently of the taxes paid
to finance the subsidies. If, on the otlier hand, the objective is the more ambi-
tious one of egquzlising the distribution of personal income, then of course both
the incidence of benefits received anc¢ the incidence of taxes paid rust be included
in a total assessmeni{ of subsidies. DTut in that cese what is relevant is, not the
current distribution of beneficiaries and the current distribution of taxpayers,
but the entire distribution of lifetime incomes of both beneficiaries and taxpayvers.
After all, the benefits of higher edvcation are not enjoyed by the same generation
that pays ta..es. Subsidies to higher education involve an intergenerational trans-
fer of income and such a transfer cannot be evaluated simply by comparing the dis-
tribotion of students by current family income i:ith the distritution of taxpayers
Ly current income classes.

Unfortunately, we are never likely to be furnished with suitable longtitu-
dinal data on perscnal earnings by education a2nd taxes paid out by levels of family
incone. We are forced, therefore, to infer the lifetime disiributional effects
of the subsidy system from current data. To get a rzndle on the »nroblem, let us
divide all families into twc classes, "rich" and "psor", depending on whether
family income is greater or less than average housechold income in the community.

We may assume that more "rich" students attend higher education than "poor" siudents

and that "ricn" families hav: higher lifclime incone streams t.ian "poor" familics

1. Sce Mikliuo (1975) sunming up the inconclucive Azerican debate on the dis-
tributional cffects of public higher education. 3(1 \
X
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throﬁghout their lives. On the other Land, "ricn" famili-<s 2l:zo
have higher lifetime tax streams than "poor" familieg again at each and every
age, and thus taxes to finance subsidies for higher education woulu seem to
saticfy the princivle of ability-to-pay. Moreover, while lifetime chances of
enjoying the benefits of higrer education rise with the level of family income,
so do taxes, thanks to the system of progressive i-ccume taxation, and again 1t
would appear that the teneficiaries of the subsidy system pay their owmn uzy.
Having said this ouch, it is evident that the net distributional eff:zczs of
the subsidy syster irn the real i:orld depend upon tiuo considerations: (1) is the
ircidence of the entire tax cystem sufficierntly progressive to offset ti.. zg.2lly

rs

"progressive" incidence o access to subsidies, that is, the tendency of thoa

average subsidy per family to rise with the level of farily incowre?; and (2) is

the tendency of scme students from vhat are now "poor" taxpayins femilies to

become the "rich" incocie earners of tomorrow greater than the opposite tend:rc:

of some of the children of the "rich" to sink in the sccial structure as tirs
passes? A positive answer to toth questions implies that subsidies to higher
educatior necessarily equalise the distribution of lifetime incomss. And even
if the answe} te only one of those two questions were positive, it would s%ill
be true that the subsidy system zight well tend to equalise ihe distribution of
lifetime incomes.

On the evidence aveilazble, at least for the United States, the second cuzstion
mus® be ansvered negatively, and that immediately implies that we cannot arrive at
a knock-down conclusion about the final distributional effects of subsidies to
higher education. But the nub of the difficulty of arriving at any conclusion,
whether firm or not, resides in the firsi question, Most tax systems in the
world are not progressive throughout the entire range of incomesbecause the pro-
gressive effects of direct taxes are neutralised by the regressive effecis of
indircct taxes. Roughly speaiing, and wildly generalising, the evidence suc~zcstis

that tax systems are typically propc.tional throughout the medium range of incomes,

being somewhat re¢grescive in the lower tail and highly progressive in the upper
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tail of the income distribution, Thus, if it were true that higher educztion is
confincd exclusively to the childrern of the very rich, it might well follo. that
the subsidy system does in fact imply an equalising transfer of net inceme. But
of course it is not true: the bulk of students in higner education in most coun-
tries come from families in the second und third quartile of the income d.s*ribu-~
tion, paying taxes roughly in proportion tou income, However, throughout this
long range of medium incomes there is a persistent tendency for participsiion 1n
higher education to increase with levels of family incone. On balance, thercfore,
it is extremely likely that the subsidy system tends to increace the dcgree of
inequalivy of lifetime incomes. Variovs attempis have been made to mezs.re the
distributional impact of public educaticnal expenditure in Europe and, decpite
the problems inherent in such measurementis, they point to the conclusion trzt
higher education subsidies favour families in the upper half of the income dis-
“tribution (see Eicher and Mingat on Frarce in OECD, 1975).

Ve can strengthen this general conclusion by returning to the originzl dis-
tinction between the distribution of benefits from subsidies and the aistribution
of taxes to finance these benefits. It 1s easier %o chenge access to hizae»
education than t> alter the distritution cf income and it is torturous rezsoning
to approve a fiscal policy that canrnt satisfy an easy criterion - to produce a
class composition of studerts in higher education equzl to the class composition
of families in the population - because it mey pessibly satisfy a dafficult cri-
terion - to equalise the distribution of income through time. Thus, the burden
of proof in the grants-loans debate continues to rest on those who advocate grants.

Apart from the question of aiding students bty grants rather than loazns, there
is also the question of how to provide the aid that is furnished to irstitutions.
There are those vwho argue that it would be efficient to give a much greater chare
of the total subsidy to students rather than to institutions, so as to force insti-
tutions to compete with each other for students and, therefore, for funds. But
it is not obvious that such a change taken by itzelf would produce that effect.

For cxample, British universities have rccently increased tne level of fees but
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the majority of British students have their fees paid in full from public funds,
which means that the government will still be the principal source of university
income. Thuz, tre policy of paying grants to students to cover fees uill work

in Britain in the same way as a policy cf making grants to institutions based on
student numbers. The main effect of the change will be {0 make the size of the
subsidy more obvious and this, of course, is no small diffcrence: open rather
than hidden subsidies promoile the accountabi.ity of institulions. Nevertheless,
to giva bite to the policy of aiding students rather than institutions, fees would
have to be related to the widely varying costs of {uition in different subjects,
and ithis is an idea that apparently sirikes most European ilinistries of Education

as too radical to be enteri-ined.

Conclusion

In draving conclusions about recent trends in subsidies to higher education
in Burope, ii is convenient to set out two extreme models, one in which the level
of subsidy is maximised to cover 100 per cent of the private costs of higher edu-
cation both direct and indirect, and another in which the level is minimised but
not necessarily set equal to zero (because, say, the externalities of higher
education are thought to be positive, or because some subsidy 1s regarded as
necessary to provide equality of access). The first model night be represented
as a more extreme example of the British case in that almost all of UK higher
education students are subsidised for the whole of their fees and for as much as
70 per cent of gross eariings forgone. The second model cannot be represented,
even in exaggerated terms, by any individual covutry. It is a model in which all
higher education institutions would charge fees that covered the total cost of
educating a student in a particular subject and in which students would be pro-
vided with guarunteed loans from either private banks or public funds at commer-
cial rates of inlcrest. No studenl and no institution of higher education -ould
be subsilised directly aud all subsidies to h;ghcr education would therefore

disappear except ingofar as defaults on loans would have to be financed.
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In botween therno {uo exirone models, we have a hicrarchy of lev-ls and types

of subnidics ranzing From the mexowum to the ranioun end of tle continuum. As

we have s2on, the tondouey tia:., roat Eurore 1o to abolish tuction fees and this

staady, depending on the costs of tuition

&)

immediately 1mplies a4 defan.te 1 ~el of
in different countrics and ti.. distribution of students botween high-cost science
subjects snd low-cost libewl oris cubjects. But given this definite level of
subsidy tc _.stituticss, the Io.0l of student z2id that is added on top of it may
approach either end ci the co.iiz v, Student aid ray consist solely of grants
that in effect constitule a livirs t232 2nd student s porents may bo provided

with goncrous tax relief, thus revirising sobsidies to students., AMternatively,

the systca of student aid mey co03ist entivcly of loors at commercial rates of
interest, thus minirmising sulailics to students,

It is evident that most countrics on the continent of Burope fall somevhere
in betucen the two cxtremes cn thz issce of student axd, Trere is a general
tendency to lean morc hcavily on loans ard thorz is also a universal tendency to
subsidise loans by chorging intcrest raics belcr comzercial levels. But there
is no censistent pattern in trc {rzction of at.dents aided directly by grants or
loans and indirectly by food zrd rcusing cubsidies and there 1s also no consis-
tent pattern in the levcl of tux relief alforded to studencs' families (see
Table 7). VWhat appears to bc missing in zll the recent changes that are takang
place in student aid schemes th:rosshout Europe is some set of general principles
that could distinguich betuccn rors and less desirable changes.

We bring our argument to & close by settinzg out one such set of principles.

We argue, first, that all hizher cducation institutions should charge tuition

<

(6]
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fees that represent o significant proportion of the total costs of cducation - ih
argumenl herc is ono of insiitutional autoaony and internal efficiency. Next, e
argue that the ideal type of stuiint aid i.volves a mixture of grants and loans -
the argument here is one of cfiicuiency in studying, cqulty in treatirment, and

praclical politics, Lastly, e argue that toth fees, the size of grants and

loans, and the repayrent of locrs zhould Lo r-lated to income: to present parertbal
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income in the case of fees, grancs and loans, and to fuature graduate income when
it comes to the reayment of loans. Scveral countries have cstablish.d elements
¢ of this gencral policy of means-tested, income-related student aid schemes (see
Tablc 7) but none have adopted it wholcheartedly.
But if ail higher euucation instiiutions in Euvope charsed some tuition fees
o and then related these fees to the family income of students, and if at the same
time, governments supplcmented means~tested basic grants by income-contingent
loans, or better still a graduate tax, both subsidies and the burden of financing
® them would be shered more equitably than at present. Another virtue of such a
comprehensive income-geared policy is that it could be made far more flexible than
the present system of subsidies. The details of the policy could be adapted to
@ achieve different objectives of social policy, If governments wished to encourage
particular courses of study for manpower reasons, a differential level of fees
could provide suitable "ncentives. Similarly, if the aim was to reduce th= length

[ ] of study in particular areas, then fees cou.d increase steeply after, say, three

accepting loans, for instince women, then the revayment terms might be varied
® for them.

Such a scheme wcu'd not soive problems overnight. It is casy to claim too

\

\

|

or four years. If it was ‘elt that certain groups might be discouraged frono ‘

|

much for a new method of financing. It would certainly pose new administrative

@ problems and it appears to conflict with the general tendency in industrialised
countries of lowering the voting age. Indeed, we have now reached the paradoxical

position in Burope of giving the vote to 18 or 19 year olds, and recognising their

® age of majority for purpoces of entering into legal contracts, while continuing ‘
to regard them as children dependent on parental support for purposes of providing
financial aids to schooling. When we consider how frequently university students

o earn vhile studying, particularly on the continent of Europe, and how frequently |

parents refuse to support them once they are in receipt of a study grant, the

conviction grows that it is high time that student aid schemes are brought into

® o line with electoral practice. But if all countries were to follow the Swedish
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examplc of totally dicregirding parental inconme hen subsidising eitho> studentis
or institutions, the attractive notion of gearin; both fecs and grani. to paren-
tal incomes vould have to go by the board, and the entire .cight of the equity
argument would have to fall on inconre-contingent loans,

There is an escape from this d:lemma, however. Socizl inequalitzics of
access to higher education has its roots in preschool family backercund factors,
which are then exacerbatcd by implicit and expiicit achievereni testi. ; throush-
out primary end secondary cducation. Since all Zuropean ccuntries compel schocl
attendance until the age ~f 16 or 17, direct aid io students, or even indirect
student aid in the form of remission c¢f fees or tzx relief cannot arfcct enrol-
ments until the stage of upper secondary education is reached. Thus, theso is o
strong case for gr- ts, to equalise access to higher educatior, not after admis-
sion to higher education, but at the ages 16-18 or 17-19, the staze =t vhich
dropouts from the school system are concentrated. And yet, in all European
countrics except France, grants for sccondary school pupils are less

52NCrous

(=)

-

than subsidies for tertiary education.” If loans in higher education were
coupled with grants in upper secondary educaticn, tne last rernining argument
against loans schemes would fall to the ground.

The ideal package, therefore, from the standroint of both efficiency and
equity is (1) a grants system in the last fewr ycars of secondary education;
(2) a system of fees in “igher education equal to say, 30 to 50 per cont of
institutional incomes; and (3) an income-contingent loans schenme or graduate
tax for undergraduvates and postgraduates; coupled with a mini-um fixed grant.
We vould argue that thisz package has overvhelming cconcmic, scciel and educa-
tiornal merits. It might also be popular with the electorate of Evrove if ade-

quate preparations vere made for its introduction. The first task would re a

1. In Germany, financial aid for uppver seconinry schcol pupils zmounts to les:
than a third of government expenditure on siwuisnt a1d; in the Leiherland.,
the proportion is I8 per cent; arnd in Brituin, 1t is only 5 per cent.
France is unique in Europe in providing mer» firaancial zid for sccondary
school pupils than for students in higher ccucation.
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publ;city campaign to inform the <liectorate of the family origins of the benefi-
ciarirs of cxisting subsidies to higher education. The next task would be to
mobilise opinion in favour of an increase in the system of grants to secondary
school puils. Because of pressures on public expenditure, such an expansion of
the grants systicm at the lewer end of the schooling distributicn might imply =2
curtailment of :-rants azt the upper end. However, as grants in higher educaticn
are cut bacr, existing loans schem-s m-y be expanded, and stud nt oppocition
could be neutralised by an agreement to freeze grants at their current money
value, while alloving loans to exrand *o preszrve the real value of raintenance
in the face of inflation, Alternatively, grants and loans in nigher educaticn
might be preseived at exisiing levels with the extra funds for srants to secon-
dary schocl p.rils being generated by the introduction of a gradiate tav, suprle-
menting the starndard income tax. A zraduate tax differs from a loans schenmz in
(that participaticn in the system is corpulsory; hence, a graduate tax raises
more revenue, cverything else being the same, than a loans scheme. A graduste
tax might be difficult to introduce in a federated country like Germany or the U3Ai
but, even in such countries, there is scope for a graduate tax on the Jocal level.
We venture to predict that, as higher education in Europe centinues to expand
in the 1980's, the tendency to move in *he generzl direction that we have outlined

will come increasingly to dominate debates on educational finance.
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