






1. THE LOGIC OF ECONOMIC iQ?JALYSIS OF EDUCATIQNAL PLAYNING 

A. The Idea of Socia l  Costs and Socia l  Benefi ts  

The economics of education compares the m a ~ g i n a l  s o c i a l  c o s t s  of education 

t o  the marginal s o c i a l  benef i t s .  The term "social"  is meant t o  i n d i c a t e  t h a t  

the  c o s t s  and benefi ts  faced by - a l l  members of soc ie ty ,  both s tudents  and 

o the r s ,  should be included. Among the  s o c i a l  cos t s  a r e  such i tems as  bui ld ings ,  

teachers '  s a l a r i e s ,  p u p i l s T  fees ,  and the  earnings foregone by s tudents  while 

i n  school. (Caution: Avoid double-counting.) The s ~ c i a l  b e n e f i t s  include 

1 
many fac to r s :  b e t t e r  jobs gained by the r e c i p i e n t s  of education; p o s i t i v e  

o r  negat ive e f f e c t s  of t h e i r  employment on job oppor tuni t ies  f o r  t h e  l e s s  

educated; higher on-the-job product iv i ty ;  b e t t e r  a b i l i t y  t o  d e a l  with d is -  

e q u i l b r i a ;  enhanced s o c i a l  mobil i ty;  improved hea l th ,  s a n i t a t i o n ,  n u t r i t i o n  

and chi ld-rear ing p rac t i ces ;  diminished b i r t h  r a t e s ;  a more ix~formed c i t i z e n r y ;  

g r e a t e r  community awareness and p r ide  because of the  presence of a school; 

and s p i l l o v e r s  i n t o  other areas of e f f e c t i v e  l o c a l  development e f f o r t s .  The " 

a d j e c t i v e  "marginal" i n  "marginal s o c i a l  benef itsv' s i g n i f i e s  t h a t  any educat ional  

p r o j e c t  o r  program should be evaluated i n  terms of the  e x t r a  b e n e f i t s  t h a t  

would be expected t o  r e s u l t  r e l a t i v e  t o  the extra cos t s .  

Typical ly ,  educational systems a r e  set up so that cos t s  precede b e n e f i t s ,  

During t he  schbol years, socie ty  expends resources on education.  he ~ a ~ - o f f  

comes l a t e r ,  when t h e  s tuden t  i s  on the  job and in t h e  world. This time p a t t e r n  
--- 

is diagrammed i n  Figure I* 

%or f u l l e r  discussions of rhe many s o c i a l  benefits t h a t  r e s u l t  from 
education, see C. Arnold Anderson and Nary Jean Bowman, Education and Economic 
k v e l o p m n t  (Chicago: Aldine,  1966), Lascelles Anderson-and Douglas ?I. Windham, 
Educa t ion  and ~ ~ < ~ l o p r n n t  (Lcsing t o n ,  !:ass. : Heath Lexington Books, 1982) , 
and World Bank, Education S e c t o r  P o l i c y  Paper (Washington, A p r i l ,  1980). 











Appendix I presents  a formal model of these  e f f e c t s .  me key r e s u l t  is 

t h a t  the information requirements a r e  many and inc lude  such data a s  t h e  t-es 

of jobs ava i l ab le  to graduates,  the  impact of t h e i r  employment on job oppor- 

t u n i t i e s  f o r  persons with less education, etc. But if perfect competition 

i n  labor  markets i s  taken as a working assumption, many of these informatjwon 

requirements a r e  unnecessary, because the answers a r e  assumed i n  t he  competit ive 

framework. This may explain why the competit ive framework i s  so  popular i n  

educat ional  planning models: the  dafa requirements a r e  much l e s s  severe. 

The balance of this sec t ion  reviews three approaches t o  educatfonal 

planning in the  light of the  social welfare  approach developed i n  the appendix. 

A. The Manpower Requirements Approach 

Insofar  as  educat ional  planning is done with an eye on cos t s  and b e n e f i t s ,  

a frequent s t a r t i n g  point  is an ana lys i s  of manpower requirements. The "needs" 

of the economy f o r  educated personnel a r e  estimated, e i t h e r  by projecting 

employment p a t t e r n s  i n  var ious occupations o r  i n d u s t r i e s  i n t o  t h e  future, by 

asking employers how many persons of a given type they need, by consul t ing 

employment serv ices  and advertisements,  o r  some combination cf these. The 

outcome is a s e t  of "requirements": e.g., 500 engineers ,  100 doctors ,  0 

economists, e t c .  The educat ional  system i n  t o t a l  and i t s  s p e c i f i c  f a c u l t i e s  

a r e  then enlarged o r  contracted according t o  t h e  d i c t a t e s  of t h e  manpower 

fo reczs t  . 
This way of planning education has been severely c r i t i c i z e d .  One complaint 

i s  char the method is excessively r i g i d ;  i t  does not allow fo r  substitutability 

among educational o r  occupational groups. For example, school might be taught 

by untrained teachers ,  by teachers  w i t h  secondary-level teacher t r a i n i n g ,  o r  

by graduates of u n i v e r s i t y  co l leges  of education. bu t  substitution of one 

1 category f o r  another is not permitted i n  such manpower fo recas t s .    not her 





















a b i l i t y .  Secondary s choo l s ,  c o l l e g e s ,  and u n i v e r s i t i e s  t r y  t o  admit  t h e  most 

able students. These i n d i v i d u a l s  p robab ly  would earn more than t h e  aver 

even i f  they d i d n ' t  have t h e  educa t ion .  So some part of  t h e  earnings d i f -  

f e r e n r i a l  r e f l e c t s  a b i l i t y ,  not educa t i on  p e r  se. I n  some s t u d i e s ,  an a d j u s t -  



1 are set institutionally above the market-clearing level, and hence the 





1 HOW WOULD LOCAL PLANNISG D I F F E R  F R O 3  CENT2AL PLANNING? 

A. The Question Under I n v e s t i g a t i o n  

Cen t r a l  governments i n  developing c o u n t r i e s  play a much larger r o l e  i n  

deciding t h e  s i z e s  of the* educa t iona l  systems and methods of f i nanc igg  than 

-does  t h e  f e d e r a l  government i n  t h e  United S t a t e s .  One important  po l i cy  i s s u e  

under d i scus s ion  i n  the  educa t ion  f i e l d  is: what would be t h e  e f f e c t s  of 

increased  l o c a l  decision-making? This s e c t i o n  p r e s e n t s  an a n a l y t i c a l  frame- 

work f o r  answering two ques t ions :  ( i )  whether a s h i f t  t o  planning by a l o c a l  

a u t h o r i t y  such as a  v i l l a g e  chief o r  l o c a l  school  board would be l i k e l y  t o  

result i n  more or less educa t ion  being provided than under c e n t r a l  p lanning,  

and ( i i )  whether a s h i f t  t o  local. p lanning would r e s u l t  i n  a b e t t e r  a l l o c a t i o n  

of resources. 

1 s h a l l  consider  t h r e e  p o s s i b l e  decision-making regimes: 

REGME I. The c e n t r a l  government is the  decision-maker . 
It makes i ts  dec i s ions  on t h e  b a s i s  of t h e  t r u e  s o c i a l  
c o s t s  of e d u c a t i ~ n  and the  true s o c i a l  b e n e f i t s .  

REGIME 11. The c e n t r a l  government is t h e  decision-maker. 
It makes i t s  dec i s ions  on t h e  b a s i s  of t r u e  s o c i a l  c o s t s  
of educat ion,  bu t  un l ike  R E G P E  I, i t  measures s o c i a l  
b e n e f i t s  i n  conventional  ways. 

REGIHE 111. The l o c a l i t y  is  the  decision-baking u n i t  - 
The focal educat ion a u t h o r i t y  makes d e c i s i o n s  on the  b a s i s  
of l o c a l  c o s t s  of educat ion and l o c a l  b e n e f i t s . 1  

'1t makes a d i f f e r e n c e  how broadly the  l o c a l i t y  is def ined .  I n  t h i s  
r e p o r t ,  1 de f ine  t he  l o c a l i t y  a s  being t h e  set of i n d i v i d u a l s  who l i v e  w i th in  
s p e c i f i e d  boundaries at any po in t  in time. By t h i s  concept ion,  when i n d i v i d u a l s  
move away, they cease  t o  be counted a s  l o c a l  r e s i d e n t s .  An a l t e r n a t i v e  d e f i -  
wlt-inr~---nne ner  P I ~ I - S I I P C I  here---i,s regard  the l ~ c z l i t y  as being c~mpr iced  
of those  i nd iv idua l s  who res ided  i n  a  p a r t i c u l a r  p lace  at some base da te .  By 
t h i s  broader d e f h i t i o n ,  b e n e f i t s  from e d u c a t i m  that ac-rue t o  outmigrants  
a r e  regarded a s  b e n e f i t s  t o  t h e  l o c a l i t y  i n  ques t ion ,  whereas under the narrower 
d e f i n i t i o n ,  b e n e f i t s  accrue t o  the o r i g i n a l  l o c a l i t y  only i n so fa r  a s  the  out- 
migranrs send remit tances  back from their  d e s i n t n t i o n s .  I work with  the  nar- 
rower de f  i n i t i a n  of " l o c a l i t y t t  i n  what fol lows.  



The v a r i o u s  decision-making regimes  a r e  i l l u s t r a t e d  i n  F igu re  2 .  Mo ti- 

vat ions  for each appear  i n  subsection 8 be low.  





correct in all places and circumstances. Still, le t  u s  s t i c k  t o  the assumpt ion  

t h a t  perceived s o c i a l  costs  and b e n e f i t s  are used as the basis f o r  educational 

decisions under cent r  a1 planning. 

How would s o c i a l  c o s t s  and benefits be perceived by ehe central. government? 

E i t h e r  the  true social c o s t s  and bengr i t s  a r e  perceived accura te ly ,  o r  pe 

cept ions dev ia te  systematical ly  from a c t u a l i t y .  (A third p o s s i b i l i t y  is  t h a t  

perceptions d i f f e r  from r e a l i t y  but i n  no systematic way; chis case is unin- 

t e r e s t i n g  a n a l y t i c a l l y . )  In what fol lows,  w e  shall work with t h e  f i r s t  two of 

these cha rac te r i za t ions  and assume e i t h e r :  

a )  t h e  c e n t r a l  a u t h o r i t i e s  know what t h e  t r u e  s o c i a l  c o s t s  and 

b e n e f i t s  are and a c t  on t h e  b a s i s  of them, o r  

b) the c e n t r a l  a u t h o r i t i e s  a c t  on t h e  b a s i s  of s o c i a l  c o s t s  and 

b e n e f i t s  obtained from conventional s o c i a l  r a t e  of r e t u r n  ca l -  

culat ions. 

As we saw i n  Sect ion I11 and Appendix 11, whether t h e  conventional 

ca lcu la t ions  y i e l d  appropriate  answers o r  not  depends on condi t ions  in  t h e  

labor market. I f  the labor  market i s  competit ive,  then the s o c i a l  c o s t s  

and b e n e f i t s  of education as conventionally ca lcula ted  correspond t o  true 

social cos t s  and b e n e f i t s ,  a t  l e a s t  inso fa r  a s  narrow economic cos t s  and 

b e n e f i t s  a re  concerned. But a s  w e  a l s o  saw, i f  the labor  market i s  not 

competit ive,  the conventional methods sys temat ica l ly  overs t a t e  t h e  output,, j 

.j 

gains from education, because the add i t iona l  educated workers will be unemployed 

or underemployed. The standard ana lys i s  i s  appropriate  if the underlying 

assumption of a competitive labor market i s  v a l i d  in a p a r t i c u l a r  empir ical  

s e t t i n g .  If the assumprion i s  inappropriate ,  t h e  standard ca lcu la t ions  are 
r J  
_appropriate too. 

Up t o  now, we've looked a t  c e n t r a l  decision-making. How would l o c a l  







l o c a l i t y  aay f e r t i l i z e  or i r r i g a t e  t h e i r  crops d i f f e r e n t l y ,  and t h i s  may 

result i n  demonstratioc e f f e c t s  f o r  nearby farmers who hadn' t  been t o  school 

themselves. The other  reasan the l o c a l  b e n e f i t  of education would probably 

be l e s s  than the b e n e f i t  t o  soc ie ty  a s  a whole r e l a t e s  t o  emigration. Very 

often, educated indiv iduals  leave the rural communities and work i n  the 

cities of t h e i r  ~ w n  count r ies  or abroad. The l o c a l  community b e n e f i t s  

economically from this a c t i v i t y  only t o  the  ex ten t  t h a t  the out-migrants 

remit s u b s t a n t i a l  sums t o  t h e i r  home communities. To r e p e a t ,  when labor  

markets are competit ive,  t h e  l o c a l  b e n e f i t  sf  education is l i k e l y  to be 

smaller than the true s a c i a l  benef i t .  

Figure 4 shows the  probable shape of the  t r u e  marginal s o c i a l  b e n e f i t  

curve a ~ t d  the  l o c a l  marginal bexef i t  cunre in t he  case of a competit ive 

labor market. Both are shorn as decreasing funct ions of the  emolll i ;~ent r a t i o s ,  

i n  recognit ion 3f diminishing r e t u r n s  t o  education. The local marginal 

b e n e f i t  c.urve is  shown as  ly ing  everywhere below the true marginal s o c i a l  

benef i t  curve; t h i s  r e f l e c t s  the  f a c t  t h a t  some of the b e n e f i t s  accrue outs ide  

the  l o c a l i t y .  

If labor  markets are not ~ompetli%ive, the  s i t u a t i o n  will be d i f f e r e n t ,  

In this case, the percei.,ed f o c a l  benef i t  Is likely t o  be greaeer than the 

erue s ~ c i a d  benefit but less than the s a c i a l  b e n e f i t  as conventionally per- 

ceived and calculated, The reason the focal benefit is less than the conven- 
- - - 

t i s n a l  s o c i a l  benefit i s  the same as i n  the preceding paragraph: some of the  

benefits of education acerue t o  persons l i v i n g  outside the Pscal area, On 

t h e  other hand, both the loca l  and r . 1 - l o c a l b e n e f i t s  a r e g r i t r a t e  b e n e f i t s  and, 
- 

as in the example in Appendix 11, these private b e n e f i t s  may n ~ t  have counter- 

parts in social  benefits, Consequently, thoughtfme true social. benef i t  may be " 

zero U P  close to it, the local benefit Qi.e., t he  p r i v a t e  b e n e f i t s  accruing 

t o  members of the local comuni ty)  may well  be p ~ s i t i v e ~  





Which of t hese  t h r e e  regimes is opt imal?  Before w e  can answex t h i s  ques t ion ,  

w e  need t o  e s t a b l i s h  a c r i . t e r ion  f o r  o p t i m a l i t y .  

If might be argued t h a t  o p t i m a l i t y  i s  p rope r ly  def ined  i n  t e r m s  of the 

decision-making p roces s .  Those who favor  l o c a l  decision-making p e r  se more 

o r  less i r r e s p e c t i v e  of the a c t u a l  d e c i s i o n s  made vould p r e f e r  Regime 111.- 

Others ~ o u l d  argue t h a t  o p t i m a l i t y  i s  p rope r ly  def ined  i n  terns of t h e  
. . - - - - . . 

outcome of the dec is ion .  Those who seek t h e  h ighes t  b e n e f i t  from educa t ion  

n e t  of c o s t s  more o r  less i r r e s p e c t i v e  of t h e  l e v e l  of decision-making would 
. . - -. - - - - 

favor  Regime I. 
- - - - -  

I n  what fo l lows ,  X use t h e  outcome c r i t e r i o n  f o r  o p t i m a l i t y ,  

D. Comparing t h e  Three Regimes 

Figures 6 and 7 d e p i c t  the outcomes of each decision-making regime in 

t h e  ca ses  of c a n p e t i t i v e  l a b o r  markets and non-competitive l abo r  markets 

r e spec t ive ly .  The r e s u l t s  t h a t  emerge as being most probable  are: 
% 

1, In the case  of compet i t ive  l a b o r  markets:  

A. Cen t ra l  decision-making according t o  convent ional  social 
cos t -benef i t  calculations (Regime 11) w i l l  r e s u l t  i n  a s o c i a l l y  
opt imal  a l l o c a t i o n  of resources .  This  is because i n  t h e  compe- 
t i t i v e  case, t he  convent ional  s o c i a l  c o s t  and b e n e f i t  curves  
co inc ide  w i t h  t he  t r u e  ones, 

B. Decision-making by a l o c a l  educat ion a u t h o r i t y  (Regime 111) 
will . r e s u l t  i n  a s o c i a l l y  non-up ti.iial a l l o c a t i o n  of r e sou rces .  
T h i s  is because the  t r u e  s o c i a l  c o s t s  and social.  b e n e f i t s  are 
z o t  taken account o f .  

C, Whether t h e  l o c a l  dec i s ion  process  e n t a i l s  t oo  much going 
t o  educat ion or t oo  l i t t l e  is  inde te rmina te .  Th i s  indeterminacy 
a r i s e s  because,al though t h e  l o c a l  b e n e f i t s  are less than  the s o c i a l  
b e n e f i t s ,  t h e  f o c a l  c o s t s  a l s o  a r e  lower, and t h e  e f f e c t  of t h e s e  
d e v i a t i o n s  on t h e  s i z e  of the educa t iona l  system depends on which 
gap (i.e., t h e  b e n e f i t  gap o r  the cost  gap) i s  l a r g e r .  

2. In the case  of non-competitive Pabsr markets: 

A. I2 t h e  c e n t r a l  government a l loca tes  r e sou rces  t o  educa t ion  
on t h e  basis of conventional social cost-benefits calculations 
(Regime II), the r e s u l t a n t  educa t iona l  system will be too la rge  
relative t o  t h e  s o c i a l  optimum. This is  because i n  Regime 11 
enrial h~nefits are  overst~ted r e l a r i v e  to t h e i r  true v a l u e s .  







V. CONCLUSIONS 

Why conduct economic ana lys i s  of education? The most fundamental reason 

is  t h a t  t h e  resources expended on education could be put t o  a l t e r n a t i v e  uses.  

The marginal s o c i a l  benef i t s  of education must be est imated and evaluated i n  

l i g h t  of these oppsr tuni ty  costs .  

The c o s t s  and b e n e f i t s  of education may be compared by ca lcu la t ing  e i t h e r  

a net  present  value o r  a s o c i a l  r a t e  of r e tu rn .  These two methods give t h e  

same answers i n  educat ional  p r o j e c t s ,  and so  may be used interchangeably.  

Various approaches a r e  ava i l ab le  f o r  educat ional  planning. The "manpower 

requirements approach" is  d e f i c i e n t ,  both because it neglec ts  c o s t s  and because 

manpower pro j ec t ions  have not proven very accurate .  The " soc ia l  demand approach1* 

a l s o  is  d e f i c i e n t .  Despite its name, it examines private cos t s  and benefits; 

but s o c i a l  dec is ions  should be based on s o c i a l  c o s t s  and b e n e f i t s ,  not  p r i v a t e  

ones. Tne " soc ia l  cost-benefi t  approach" endeavors to quant i fy  these  s o c i a l  

costs  and s o c i a l  benef i t s .  I n  so doing, it embodies important aspects  of 

both the  manpower forecas t ing  and t h e  s o c i a l  demand approaches. 

Bow use fu l  are the r e s u l t s  from conventional s o c i a l  cost-benefi t  cal-  

cu la t ions?  The answer depends on t h e  circumstances i n  a p a r t i c u l a r  country--- 

spec i f i ca l ly ,  on t h e  competitiveness of i t s  labor  markets. I f  t h e  labor  

market i s  approximately competitive, then conventional s o c i a l  cost-benefi t  

ca lcu la t ions  a r e  usefu l ;  otherwise not .  I n t u i t i v e l y ,  t h e  reason i s  that 

the conventional methods present average r a t e s  of r e t u r n ;  the appropr ia te  

c r i t e r i o n  f o r a l l o c a t i n g r e s o u r c e s  i s  the marginal rate of r e t u r n ;  and the 

average and the marginal can be presumed equal  only when labor  markets are 

competit ive.  I n  the majority of less developed coun t r i e s  labor  markets a r e  

thought t o  be very far from competitive. Only i n  r e l a t i v e l y  unusual  ins tances ,  

i 



Lr l r reLure,  can conventional s o c i a l  r a t e  of r e t u r n  c a l c u l a t i o n s  i n  dev 

c o u n t r i e s  be j u s t i f i e d .  This is not  t o  say t h a t  social cos t -benef i  

should be dismissed.  Rather ,  i t  should be  done i n  more s o p h i s t i c a t e  

How do l o c a l  decision-making and c e n t r a l  d 

a compet i t ive  l a b o r  market, c e n t r a l  government cons ide ra t ion  of 

of r e t u r n  can reasonably be e x p e c ~ e d  t o  r e s u l t  i n  an educations 

opt imal  s i z e .  However, i n  the case of a non-competitive 1 

c e n t r a l  government decision-making on the basis of a 

of r e t u r n  c a l c u l a t i o n  would produce d i s t o r t i o n s .  

educa t ion  a u t h o r i t y ,  i n  c o n t r a s t ,  would never be exp 

opt imal  outcome. Under l a b o r  market compet i t ion,  t h  

l o c a l  decision-making d e v i a t e s  fron the optimum is  i 

labor  markets are no t  compet i t ive  i n  t h e  ways d 

decision-making by t he  c e n t r a l  gwernment or by 

would be expected t o  r e s u l t  i n  an educa t iona l  s y s  

r e l a t i v e  t o  the  s o c i a l  optimum. In a con-competitive 

be determined a p r i o r i  which regime ( c e n t r a l  p l a n n i  

an outcome c l o s e r  t o  t he  s o c i a l  optimum. 

Tine a v a i l a b l e  methods f o r  a s se s s ing  t h e  s o c i a l  

have t h e i r  s t r e n g t h s  and weaknesses. On t h e  p o s i t i v  

ques t ions  about what s o c i a l  b e n e f i t s  would be expect  

and what c o s t s  have t o  be paid. They are q u i t e  app 

of labor market competi t iveness.  But on t h e  nega t ive  

benefits and cos ts  of educat ion are l e f t  ou t  of  t h e  convent ional  

Furthermore, the b e n e f i t s  and c o s t s  t h a t  are considered a r e  no t  e 

proper ly  when labor  markets a r e  not  compet i t ive .  

Looking ahead, t h e  social rate of r e t u r n  approach can and should b 

refined. One r e f inemen t  would be t o  i n c l u d e  some of  t h e  t h i n g s  t h a t  a r e  

nnu e v p ? , . ~ f i j  c,,,-h 3c i-1,- acG--+- -= - > -  
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