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Comment

Robert Stephens

A lthough the title of their article asks ‘how much subsidy?’, Grant Scobie and 
Alex Duncan never provide a positive case for student contributions, or say 

-A ~m»what percentage of course costs should be covered by student fees. In
stead, they attack the traditional arguments that economists use to justify dominant 
state funding, and defend the MCG (1994) report from various criticisms. This 
comment aims to put the debate in a wider context, while analysing different aspects 
of Scobie and Duncan’s article.

Tertiary education as a right. With the introduction of tertiary fees in New Zea
land in 1990, a right to free education based on academic merit was taken away, not 
created. Even the MCG report recognised that ‘access to high quality education 
and training is a right that the state should, as far as it is able, guarantee and pro
mote’ (1994:13). The introduction of fees also puts New Zealand in contravention 
of Article 13.2 of the ratified International Covenant on Economic, Social and Cul
tural Rights, which states that ‘Higher education shall be made equally accessible to 
all on the basis of capacity by every appropriate means, and in particular by the pro
gressive introduction of free education’.

Scobie and Duncan are correct in implying that rights-based systems can be 
fiscally expensive and redistribute income from taxpayers to students. But these 
considerations are not sufficient to justify switching to a human-capital model of 
education. For a start, individuals have always had the collective right, expressed 
through the ballot box, to prefer a non-market allocation and distribution of re
sources. Moreover, Scobie and Duncan’s argument involves a switch from taxation 
on the basis of ability to pay to the use of the benefit principle. Jackson (1994) ar
gues that even rights-based students pay on an inter-temporal basis, with the addi
tional tax revenue generated by higher future earnings from investment in human 
capital being directly attributable to education. A student fee, financed by a loan, 
makes this relationship explicit, but the inter-temporal effect depends upon tax rates

l
Their implicit conclusion is similar to that of the MCG’s Option B (MCG, 1994), with fees rising to 

50 per cent of course costs, and some of the saved state resources being used to improve educational 
opportunities for the least advantaged. However, in a submission to the MCG, McLeod and Scobie 
(1994) had proposed a 100 per cent student contribution, with the fiscal savings being used to cut the 
top marginal income-tax rate.
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and relative earnings levels as well as the fee, all of which will alter with the imposi
tion of a student fee.

Fiscal surplus. The starting point of the MCG report was the inconsistency in terti
ary education policy. The government wanted to increase participation rates in the 
tertiary sector, but felt that tertiary education was one of the few areas of expendi
ture where fiscal savings could be made to reduce the size of the forecast budget 
deficit of about 3 per cent of GDP in 1993/94. The MCG analysis was based on 
the assumption that the state could not fund any expansion in tertiary education.

Student numbers had grown at 7 per cent annually during 1985-94, nearly 
doubling real expenditure on tertiary education (Stephens, 1993). But the fiscal 
cost had been controlled through the imposition of fees (which had risen to 20 per 
cent ol course costs by 1994), a 15 per cent reduction in real funding per effective 
full-time student, and a deterioration in staff-student ratios from 1:14.1 in 1988 to 
1:18.5 in 1993 (Stephens & Boston, 1994). Open entry was maintained (apart from 
the qualifier of fees), so Scobie and Duncan’s claim that ‘Non-price rationing means 
that some people are denied their rights’ (p.X) is inapplicable. In fact, Treasury 
(1987) stated that New Zealand’s second-chance education system has permitted a 
large number of mature and disadvantaged students, especially women and Maori, 
to participate in tertiary education. Fees will adversely affect that participation.

Student numbers are expected to grow by only 1.2 per cent a year to 2002. 
This growth can be financed at existing tax levels even if economic growth is only 2 
per cent a year. So fiscal constraints do not justify raising fees, even if there was 
some justification when the MCG started its deliberations.

Deadweight cost o f  taxation. The deadweight cost of raising additional tax revenue 
should be incorporated into any analysis of education funding, as should consumer 
surpluses from subsidised education. But there are serious problems with Diewert 
and Lawrence’s (1994, 1995) estimates ol the marginal excess burden of New Zea
land’s tax system (however admirable the research itself is).

The increase in the excess burden of labour taxation f rom 5.3 per cent in 1972 
to 18.3 per cent in 1991 is attributed to an increase in the overall tax burden on the 
economy and a rise in the labour supply elasticity from -0.35 in 1971 to —0.71 in 
1991. But the alleged increase in the tax burden since 1986 is a chimera: social wel
fare benefits have been taxed, with benefits grossed up to maintain their net rate, 
adding to both tax revenue and expenditure. The same applies to the imposition of 
the Goods and Services Tax on government departments. Equally, the alleged rise 
in labour-supply elasticity is based on the assumptions that all the increase in un
employment has been voluntary, rather than a result of structural change and defi
cient demand. These two factors alone eliminate over half the reported increase in 
excess burden.

A further issue is whether the excess burden is larger as a result of raising tax 
rates marginally for all taxpayers to pay for state-funded tertiary education, or sub
stantially for students as they repay loans with a graduate tax surcharge added to
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normal tax rates. The answer is not clear, but needs resolving before excess tax 
burdens can be used to justify curbing government expenditure.

Impact o f  fees on participation in tertiary education. Scobie and Duncan fail to 
discuss the impact that the imposition of fees of up to 50 per cent of course costs 
will have on student participation. There is limited empirical evidence on the price 
elasticity of demand for tertiary education, and those estimates that have been made 
overseas (e.g. Japan and the US) are hard to apply to New Zealand because students 
in those countries can choose between fee-charging private universities and low-cost 
alternatives run by the state. By the same token, fees are less devastating for poorer 
students, who can enrol in cheaper, if less prestigious, institutions.

If students view fees as up-front costs, a substantial reduction in participation 
could be anticipated, especially for the under-represented groups. If fees are de
ferred through an extended loan scheme until students start earning, the impact will 
be restricted to rate-of-retum considerations. Poot and Stephens (1994) used 1991 
census data to show that, even at 1993 fee levels, tertiary education was not a profit
able investment unless all of the earnings differential between school-leavers and 
university graduates is attributed to education. Even then, the rate of return was less 
than the real rate of interest on the loan. Increasing fee levels will reduce the rate of 
return unless offset by a widened earnings differential, and that can come about 
only if labour supply grows less quickly than labour demand.

Fees of 50 per cent of course costs would be likely to shift demand towards vo
cational subjects such as accounting and law, and away from more conceptual 
courses such as philosophy and history. In addition, shorter courses would be fa
voured over longer ones. Students would try to minimise debt through taking more 
credits and part-time work than is academically desirable, reducing the quality of the 
educational experience. Economic and political arguments fail to provide any rea
son why tertiary students in New Zealand should pay higher fees than their counter
parts elsewhere in the West. Scobie and Duncan certainly fail to provide any justifi
cation.
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