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CHAPTER VIII

The benefits of education may be economic (monstary)
as well QS'cultural (Non-monetary). These may further be
classified into individual (privaﬁe) br social (public) or
a mixture of both. For instance, a peréon with more edu-
cation may be earning a higher income. That is'the monetary
aspect of the private returns. It may be that a part of
the gain acerues to the society at large This is the
social economic benefit of education. As for instance, in
the case of scientific and research workers. Education
may have an attraction to sormé individuals not on economic
"grounds but on cultural grounds, as may possibly ke the
case with higher education of women. Indeed, education is
increasingly becoming an item of wide cultural consumpt-

ion. This represents the private non-monetary benefit of



238

education. ®inally, a society may have a stake in
educating its citizen on political and other grounds,
as is illustrated in the laws relating to compulsory
education. This represents the social non-monetary
benefits of education.

in brief, the benefits of education can be

summed Uup as followss=~

1) Economic a) Individual

(Monetary) (Private
b) social
Benefits of Edu- - (Public)
cation
(Returns to Edu=~ a) Individual
cation) 2) cultural (Private)
(Non-Monetary by Social
(Public)

Since education involves the use of & vast amount
of resources, it is natural to ask the questions relating
to the returns from education, the allocative efficiency

and the efficiency of private decisions.

In calculating the rates of returns, only those
costs and benefits are considered which are measurable
and which can be transformed into monetary teBms. This
is an important limitation of all the calculations of the
rates of return to education.

There are three methods of calculking the returnss

}) The benefit-cost approach,

2) The internal rate of return approach, and

3) The net dismunted present value approach .
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Since costs and benefits of education are
spread over time, it is necessary to discount the
future str@ams of costs and berefits. In the benefit-
cost analysis, the present value of future benefits
is compared with the present wvalue of costs of educat-
ion. For obtaining the present value, the future
streams of benefits and costs are discounted at a
certain rate of interest. 3Since the choice of the
rate of iﬁterest can be arbitrary, the method of
internal rate of return is adopted wherein the rate

of discount is derived from the medel itself.

In ather words, benefit-cost ratio is measured

-

) : n B
. SL: <i*“-mg—~‘)
£ =1 (1+x)

Ct

n
3 -

t =1 (1+r) "~ .

wherein Bt and Ct are benefit streams and cost streams
of the individualts decision over time period t
relating to a given level of education, and r is the,
rate of discount. Bti is the excess of earnings of
productivity as a result of a given level of educat-
ion as cémpared to a lower level of education. Ct is

the cost of acquiring a given level of education.

In order to calculate the internal rate of
return, it is necessary to £ind out a rate of discount
which will equate the present value of benefits and

costs. Thus we get
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where r is unknowie.

If we are concerned with measuring the social
rates of return, social costs and social benefits are
taken into account. In soclal costs are included,
institutional costs including implicit interest and de-~
preciation charges, non-tuition costs incurred by the
students and the earnings foregone. If the idea is
to measure private costs and private benefits, the
elements of costs to be taken into account are fees,
non~tuition costs and earnings foregone, while in case
of benefits, earnings net of income-~tax are takenh.
Rétes of return based on such calculations yvield crude
rates and various refinements can be introduced.l

Here we¥ are interested in calculating the
private rates of return to higher education in Tamil
Nadu on the assumption that, by and large, the benefits
of higher educsation are almost wholly reflected in the
increased private earnings. The method of analysis is
the internal rate of return approach.

To measure the private rates of return to

higher education, we shculd know:

66

1. padmanabhan, C.B. - Bconomics of Bducational
Planning in India, Arva Book Depot, 1971.
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a) the age - qualification specific earnings' data

of Tamil Nadu with respect to Matriculates and

Graduates,
b) the private cost of education, and
b) the earnings foregone.

From the NSS Round of 1970-71, we have the age-
gualification specific earnings' data for wages and
salaries for Matriculates and Graduates of Tamil Nadu.
Using this data, we can estimate the age structure of
earners in each educational level and the age-earning
profile for each educational level. It may be noted
that the data pertain to 1970-71 which is about a decade
back, However, we are helpless in this regard as no
other deata of a similar coverage for Tamil Nadu are
available.

The durdtion of study to complete graduation and

the privete cost of general and professional education
have already been worked out in earlier chapters. The
private cost of education of the sample survey refers to
the year 1978-79. The available age-gualification
earnings! data refer to 1970-71l. Therefore, the private
cost of education has to be deflated to the base year

1970-~71, by using the wholesale price index numbers

The details relating to the duration of study
to complete graduation in general or professional educat-—
ion and the direct private cost of education are as

follows:
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General Bducation (Arts, Science and Commerce):

-
e

Four years after Metriculation - Graduation
on completion of 20 yvearss. The direct private cost
per student isRs.1720/- per year at 1978-79 prices
(Fees R8.460/~ + Non-fees Rs.1260/~ per vear).

Prefessional Education (Engineering and Medicine):

8ix vears after Matriculation. Graduatiocn on
completion of 22 years. The direct private cost per
student is R$.2831/- per year at 1978-79 prices (Fees
Rs. 509/~ + Non-fees Rs.2322/- per year).

All Graduates: -

Six vears after Matriculation. Graduation on
completion of 22 years. Aarts, Science and Commerce
courses extend over 4 years, while Engineefing and
Medicine extend over 6 years. Therefore, 6 years
have be&n taken as a representative figure. Direct
cost per student is Rs.1961l/- per year at 1978-79
prices (Fees Rs.471/~ + Non=~fees Rs.1490/- per year).

Table VIII - (1) shows the direct private cost
per student per vear at 1978-79 prices:
Provate Rates o} Rebori
Making use of the NSS Round age-gualification

specific earnings' data for wages and salaries for
Matriculates and Graduates of Tamil Nadu for the year
1970-~71 and the private cost of education for all
Graduates for 1978-79 deflated by the wholesale price
index to 1970-71 prices, w& next proceed to calculate



243

TABLE VIIT - (1)
SAMPLE POPULATTON
DIRECT COST PER STUDENT
AT 1978 - 79 PRICES

e g e T s A e i it et o s Y i e S8 i i i SR . T P e . it g T e S A e . S Y i o RS M o —m S e Mt o St s e S e T L e S et ot

Number Annual Annual Total
and per- Expen- Expen~ Annual
Course centage diture diture Expen-
of stud- on Fees¥ on Non- diture
ents Rs.00 Fees Rsg. . RS.

1 2 3 4 5
Arts, Science 998 460 1260 - 1720
and Commerce (78)

Engineering 276 509 ’ 2322 2831
and Medi- (22) ‘

cine

All Gradu- 1274 471 1490 ' 1961
ates (100)

the vrivate internal rate of return. The internal rate
of return is a rate of discount that makes the series of
absolute earnings differentials between two educational

levels sum to zero. Therefore, we need to know,

a) the duration of schooling to complete graduate .
studies, ‘

b) the respective cost of education, and

a) the earnings foregone,

Items (a) and (b) have already been calculated.

1 Prepared from Table Vv - (13)

* Fees include College fees + University Exam fees.
—

Note: Numbers in brackets denote percentages.
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Barnings foregone, however, constitute the most

H
important item, We assume that the earnings of Matri-
culates are the earnings foregone by college students

and Graduates,

For each educational level the earnings would
differ with each age group. The data available show
for each five-vear age-group, the age qualification

earnings.

Table VIII - (2) shows the earners by five~-
vear age-groups as available from the NSS Round.
Keeping this age distribution in the background and
making suitable adjustments for each educational
level, the single~year—age distribution of the earners’
by the relevant educational level is obtained as shown
in Table VIII - (3).

Having obtained the single-year age earning
vrofile for Matribulates and Craduates and the cost
of education data for all Graduates, we are now in
2 pogition to findsout the stream of net earnings
for each educational level, These net earnings
consist of earnings relating to the particular edu—a
cational level less the cost of obtaining that parti-
cular level of educaticn. The net earnings stream for
all Graduates is given in Table VITII - (4)=%

The next step is to calculate by process of
trial and error a rate of discount which would make
this series sum to zero. Table VIII - (5) illustrates

*As stated, earlier, since the earnings data refer to the
year 1970~71 and the cost of education to the year
1978~79, the latter has been deflated to 1970-71 prices
' (the whole-sale price index of 1978-79 with base
1970~71 = 181.7 per cent), :



this with reference to all Graduates. The rate of

discount is fairly low, being 7.7% only.

One important reason for the low rate of
discount is that the Nss‘earnihgs data for Matri-
culztes and Graduatés refer only to wage-—earners
and salaried employees. “The data do not include
self-employed graduate: earnérs, such as, doctors,
lawyers{ bﬁsinessmen, engineers, agriculturisﬁs and
the like. Both from the point of view of income
earned, as well as the number of people who earn
income by self-employment, self-employed graduates
form a crucial sector of income earners. The omission
of this sector from the age-gualification épecific
earnings data is bound to affect the private rate
of returns. Therefore, our estimate of tﬁe‘private
rates of return to higher education in Tamil Nadu
is an underestimate. Our estimates are crude and
various refinements such as, corrections for
wastage and stagnation, survival rates, participation
rates, ability factor and unemployment are possible,
and would further reduce the returns., It is interest-
ing to see that higher education appears to be not a
very attractive proposition. This wouid possibly
explain the fact noted earlier, that of, the slacke-

ning in the rates of growth of enrolments at hidher: -
education.
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