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in this e.•,st{V, I intend lo disc:us~· the cost benejit ana~v ·is me/hod of as:res. -ment 
and its application on the individual decfa-ion i1'elher to invesl in his own educatiunat vr 
not. 1 SMred the e:,;:my by the dejinilion of cost benejil ana~i;sis and its general idet1 aud 
applicalion. 111e second pain/ is dealing with the cost of education; ajier that J jiJcused 
011 /he returns tu educmion in a/J its a.specls. Also I 1ave aue11tiun lu Ille problems and 
the dij}ic11hies involved in calc11/a1ing the relums tu education. 'nw lnsJ poi111 is den/iug 
1ri.1h Jhe crucial idea in the esst{V 1r!tich s~1·s: Is ii ,r,mh 11·/iile Iv invest ill education 
from n privme pvinl of view ? 

DEFINITION OF THE COST BENEFIT ANALYSIS 
In order to clarify the concept of cost benefit analysis I would like to set out 

the following definitions: 
I l M ishan ( 197 2), defines cost b 'nt.:fit analysis by saying that ''The general question 
that. a cost benefit analysis sets out to answer is ,,·hi..!thcr a number of 
investment projects A, B, C, D, .. . should be u11dcrtak1.;n and, if im·cstiblc funds arc 
limited. which one t\\"O, or more arnong thcs specific projects that " -ould olhcrwisc 
qualify for admission, should be sdccled. 11 (p 11 }. 

He points out also tku a cost benefit analysis have the task to determine the 
k:vcl at which a plant should operate or specify the combination of outputs 
that should be produced. (pl l) 
2) Shoch.:m ( 1973) seated that "cost benefit analysis is a method of assessing 
the economic value of public c:-,;pcnditurc projcts, taking n \Yidc and a long view of 
the relevant cost and bcn fits ." (p~6). 
3) Pn.:st and Turvey ( 1965) gi t,,;S rm cxclknt definition of the cost benefit :malysis. 
They say that ;;cost benefit ~nalysis is a practical way of assessing the 
dcsirabili.ty of projects where it is import:mt to take a long vi1,:,,· (in the sense of 
looking at repercussions in rhe further, as w·H as th· nc:1r ·r. futur~) and a wide 
view (in the sc-nsc of allo\Ying for side effects of m:rny kinds on many persons, 
industries, regions, etc ... ) i.c, it impfo.:s the 1.:11u1111:ration and -.:v.1lu:1.1iou of al l the 
relevant costs and bi..!ncfits'1.(p 683). 

\1/c can deduct from the three definitions that the cost benefit :malysis is a 
tcclmiqt1c which enable us to decide whether any invcstm ·nt is worth while and 
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therefore should we undcrU1kc it t ,r not? lt is in short o tool by\\ hich \\'C can 
evaluate projects and investments 2 11 · choose the best ones for the communi ty. 

Co~t ocncfit analysis h.:is ,;m ·rgcd in the lit ' raturc of economics aflcr the 
increasing :nLr cnti.on of the government in the economy, and th' increasing of 
public cx1 :.:1vliturc. h: \\':lS found Lh:1t cost benefit analysis could be used as a 
justificatio , (economically and socia!Jy) of th0 govl!rmncnt projL:cts.lt could be 
used also . r good decision n,aking in ccono1nic and social matters . 

Co~ t,cnctit analysis was not only used for investment project, but it was 
even applied to proposed changes in Jaws, to new pricing schemes and the like. 
(Prest and TL n ·cy I 96j) {plS 86) . 
lf \\"C ask ourself wh::-it JS the purpose of th' cost benefit analysis , and \\'hy bother 
with it at all. \Ve may find th:1t if \\'C simply value the undt:rtaking of projects j use 
by their profitability " ' m:1y do some harm to other p~HLS of th(; society, because 
every .... ~tivity ha ·c \\.·hat is cnl!cd "side effect", "cxtcrnnlitics", or "spin o er". 

Cost benefit analysis is concerned with he economy as a whole, and with 
the welfare of a defined society and not a part of it only. So by using the cost 
benefit analysis we can ovoid the negative points of certain projects by 
choosing the best one for rhc society. ( 1ishan J 972 p I l ). 

In cducJtion, we find that some economists belie c in the utility of the cost 
benefit ana1ysis for application . For ex~Lmpl-, Vaisey ( 1962) says that the 
application of the cost b n ·fit nwtlysis to education is both possibl' an<l dcsir~blc. 
He argues that: the applicat ion ''requ ire first of all a c-tkulation of the annucl coses 
of education of various typ ·s and. th ' 11 a calcubtion of Lile direct, and indi r~ct 
returns to the invcst1rn.~nt. 
The cal.culation \\"Ould show the cfla~ct on n~11io11:iJ output of a given incr 'asc i.11 
education. This cfftct is di vid-d into two parts: th:rt ac ·ruing to indi 1v idu:.1lq 
and that accming to society at largc.11 (Yaizcy 1962 p48) . 

In order that. an indi,·idual c aluatc the profitab.ili!y of his education, he 
usual ly ha c to know the co l of being on a specific course and the return • nd 
the benefits \\·hich he gds from it. Therefore it is wise to start analysi.ng the costs 
and the returns to education o th:it we can afterwards judge ,,hcthcr it is rc::llly 
beneficial to undertake a course of study by 3 student. 

THE COSTS OF EDUCATION 

The term "cost of educ, tion "is diffic ilt to define bccau (; it coult be 
interpreted by many group . Robbins Report stat cl omc of its d ·fin1rio11s . 
"From the point of vie\\· of the institutions concern ·d 1h~ basic demcnt is the cost 
of provid.ing t ',H.:hiug and carrying out research. From the point of vie ,. of loc:il 
authorities, the cost also includ 'S lhc paym ·nt of loan charges .-ind the provision 
of awards for the moint nancc of th student. From the point of a student, the cost 
includes .:my c:--.:1:icnditurc on fees and maintenance, which is not cover d by public 
awards and, \\·hich has to be fill::tnccd from his own (or his parents rcsom cs ; to 
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sa_ nothing of the fact that his total inco1nc as a student will gcncrallv be less than 
if he \'.\"ould ha e been working. 

from the point of i . \\" of the ta. ·payers, the cos may b takc1 to include not 
only the taxes which rh y pay to finance th cxp--nditur • on higher education b_ · 
public authorities but :ilso th ex r:nax s which they ha\"' to pi:!) b 'Cause the 
students do not pay incon1' tax Jnd national insuranc contributions. "(Robbin 
Report app 4 p l 5 J ). 

From my in stigation in economics of ducation I have found hat mo t 
of the \ . Titers agree that the co t of education for an individual include th fin. ncial 
outlays of the student i. · fbcs. books, travel cos1s ·tc .. 

Sheehan (1973) bcli cs that the "public policy plays an i nportant part in 
dct.cm1ini11g such outlays, and in C·crtain circumfanccs with full pro ision of books, 
tuition transport etc .. to pupils the direct cost could be z 'ro.11 (p.35). 

These financial outlays actuaU) paid by the student or b _ the government 
arc known as the direct cost to ducntion, and th y are quit as_ ' to calcubte. 
(Sheehan 1973) (p36) .. 
Th ·re is al.so the indir cc cost which I had found that rn1ost of lh writ rs 
qualify ·1 as the II opportunity co t "or" th in on1 forgon •". 

Bowman ( 1966) d fines first of all the opportunity cost from an economic 
point of icw. She aid: "A gcn1,:raliz d cone ·pt of opportuni y cost can sta1t with 
·cry simple definition. Th oppotunity cost of choosing a ommodity, scr ice or 

acti it , "A'' (or already ha ing choosd1 A) arc \\folt the indi idual or group or 
socict. gi sup (or ga up) in making this choice." (p.422). 

From an ducationnl point of icw she said: "Opportunity costs arc 
,d1atcvcr the b arcr of lh' costs gi cs up, including, for xampl , the other things 
that the student cannot buy \\ hen h' sp nds his money on tuition or school 
books. In this fundam ·ntal s ·ns "al costs ar opportunity costs." (Bomnan 
1966 p.42 .... ). 

She 'han (l 973) cons1idas oppotunity cost an indirect cost to education 
, -hich face any stud nt who chaos an -ducatioi al a tivit~ . 
Th· student usually forgon' not only th oppor unity to work bur also forgone 
th use of his I isur tim which is desirable and invo]v · a cost or him. (p.36). 

aizcy ( J 962) argu s th~H "for stud nt; the altcrn:iti c to stud · .is often 
work, therefore the opponunily cost of education is not only school building, 
t achers time and so on (whi h for the most could be used in som oth nm_ ) but 
the fonc of stud ·nts wh.ich could go info r rn 111 -rative 
employment" {p.42). 

This is the case onlv ,,·hen the st 1dcnt arc over Lh om1mlsory att -ndan • 
ag , b 'Cause young p 1pils h,w · no air rnati\'c· th' law forbids 1lrm to \\·ork. 
(Vaizcy l 962 p.42). 

aizcy (1962 slak:d son 0 figu r ·s wlii ich shO\ · the impon~mc of tll" 
inco1n forgone by th' p 1pils. The Grm\thcr R port h~n· • estimated abo 1 ~ 92 
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million of camin,gs. which would ha.v • been forgone in 1958 by pupils aged 15 to 
16 if the) had been compulsorily kept nt school. 

In the United states the figures are rnuch more important. For example~ 
Schultz . estimates about 55 p r cent o f the c-0s:ts of graduate or profossionaI school 
educati.o:n as income forgone; and about 43 per cent of the costs of four ycarts high 
school. (Vaizey 1962 p.43). 

In the end vaizcy ( 1962), expresses. his doubt for .including the income 
forgone in the cost of education. He said that: "the inclusion of income forgone 
opens tl1e gat:e to a flood of approximations which would take the concept of 
national income away from its origi.ns as an estimation of the measurable flows of 
the economy: if income forgone is added to education costs il must also be 
added to other sectors of the economy (notably houscwiv 'S mo h rs unpaid 
sitters-in, voluntary work of all sorts) (Vaiz ·y l 962 p.43 ). 

In addition to the pri ate cost which involves the financial ouHa.:s and 
the income forgone, there is also the social cost which affect the whok ccono1ny. 
Robbins Report stated d at .., If there were no higher education, and if all the present 
students (c.:x:ccpt for overs ·ns stud nts) \"Crc in full time crnploymcnt instead, th n: 

a) The rcsourscs of manpower, goods buildings and cqu1prncnt whi h arc at 
present devoted to the scrvi cs of teaching and .research would b • ~n1::iilabl for 
somthing else and 
b) The tota:1 rcsourc.cs of th economy as a whole would b incr~s ·d by l.h' amount 
b} which the students production as ·mptoy cs ·xcc dcd their pres ·nt pro<lu tion as 
students. 11 (Robbins Rcpon App 4 pl.- J ) . 

The social cost or the opportunity cost of higher education to the whol cconomv 
vras estimated in I 962-63 at oc322 minion (R. R p 15 1 ). 

THE RETURNS TO EDUCATION 

We knm, tllat the education can be rcgard.:d as an isnrcstm 'ilt so then~: 
must be a return to th stud ·nts after finishing their studi s. Th r · arc thow aspects 
ofoducation as an im·cstrn ·nt the pri ate and the social rctu rn . 

THE PRIVATE RETURN TO EDUCATION 

She han ( 1973) sc s th privat · r 'tum as th· returns a p · ·ts whi. ~IJ 
'"considers the relation b ,r,,·c ' ll th costs incurred b,· privat · individuals in 
obtaining education and the benefits th 'Y as individual derive from this 
cducation.11 (p.31 ). 

He points out that "th costs :u mc..-isurcd by the outlays on ti- s, books 
and it ms incu rrcd by individual as well as the ind ire t osts of in com · forgone i .c 
in order to oblain education a situd nt may have to forgo ':lrnings opportm iti s 
clsc,,·h re. T hese forgone op,potuniti s a.n~ a r al cost to him. H{Sh, 'han l lJT' 
p.33). 
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Sheehan () 973) believes that the returns to education arc "measured by 
the extra income which he can expect to earn during his lifetime, compared to 
\\·hat he might othcr\\"ise expect: if be is deciding whether or not to invest in an 
increment of education at kvd it is the earnings of a person with the ( th) level 
of education minus the earnings ofa person with the (N- .1) th lcvd. (p .33). 

In rcn.1 life it is well knom1 that the educated person c:irns more than the less 
educated. This sounds true over more or less the whole educational range. ln 
Britain for instance the post-graduates earn more thnn the graduates, who in turn 
earn more than the holders of ighcr National Certificate, and these differentials 
have a tcnd::mc_, to be true for all age grm1ps. (Vaizcy ]972 p.62). 

If \\'e concentrate now on the individual rates of n:tum in practice we 
find that the 11yiclds of firsr lcvd education arc very high, p:u1y because of the 
assurnptions used concerning opportunit) cost, which arc zero to the individual. 
This leads, according to Hansen to an infinite rate of return (because on individua 
l's arczcro) for education up to the ag' of thirteen" (Shcch.:111 1973 p.38),. 

Shcchnn (I 973) points otit some studies by B ·ckcr, fvlinct.:r, Han en nnd 
Schultz which show the rat(.:S of [\:turn to individual. He said that: 11 !nnscn 
calcu lates the rate of return for males as being 14.5 per cent per annum to 
education between the ages of fourteen and scvcmcen ( corresponding 
roughly to high school and at I 0.1 per cent between the :igcs of fot1rtccn and twenty 
one (corresponding roughly to college). 

Becker calcu.l::i.tcs rather hither higher rntcs of return for the 1949 age 
coh011, 20 per cent high chool graduates and about l 3 per cent for colJcgc 
graduates ... In the U.K. Blaug has calcubtcd rates of return to upper secondary 
(G.C.E.A lc\.cl) and university cdllcation for 1963. After allowing for 40 per cent 
of dift'hcnti:11s being due to non-cduc.:i.tional factors. B!aug calculates n rates of 
return of l 0 per cent per annum for thr 'C \cars of upper ccond-levd education 
(i .e to A levels) and t 4 per cent for university education (:ilso three years) 
1'Shceh:m 1973 p.39-40) . 

Another study by Bbug, Pcston and Zidcnnan have calculated the return 
on G.C.E A levels as bc.ing approximatly 8 per cent the rct.urn on university 
education was 8.,:, per ccm for a pass degree and 11 per cent for an honours degree. 

Other studies have been done by Ps:icharopou los wi lkinson nnd oth -rs. 
For underdeveloped countries, there arc s011.1 published studies of rates of return in 
Indin, Zambia Kcnyn, M ·:-,,:ico and Chile . . Most of these studies indicate pri\'atc 
rntes of return in c:--:ccss of IO per ccm (and somct imcs significantly righcr) 
(Sheehan l 973 p.4 1 ). 

The conclu ion ,,·hich we may deduct from th' privious slatemcllts lh:u the 
calcubtions of the private r::1tc of return to education ha\'C rcsult.cd in fairly high 
rntcs, l 0 per cent or more in alm.ost nJI cases. 

T he same conc lus ion was drawn by Zidcrman ( 1973) that the main 
fcn.turc of returns nre generally high l.cvcl. This is shown clearly m table I of 
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average pn ate rates of rctu rn on d grce education from age 15 m the years 
1966/67. 

TABLE I 

Males No abilicv adjustment Abilitv adjustment 
First dcn:r-cc I .. 0 12.5 

I Master's dcgroc 15.5 12.5 I 
Doctorate 16.0 13.0 I 
Females 
f irst degree 20.5 18.0 

THE .SOCIAL RETURNS TO EDUCATION 

Sheehan ( 1973) .stated that "the social aspect considers the rdation 
between costs and b n fits accruing to soci CY as a \\'hole. " (p.3 l) He point out also 
that 1" social returns caculations arc an art mpt to mcasur the net benefit to 
socict) as a whole fmm invcstm 'nt in education." (p.43) 

In most countries education is financed generally by publiqu' · utoriti s: 
and b cause the ,govcmm ·m has many r sponsa.bili.ti 'S .in investing not on yin 
education but in other pans of the ~conomy, and also the fact that th1,;n.:: is a 
scarccity of r souro sit has to b aHocat -din a rational \\::l.y. 

In this context th' government finds that the social returns to education arc 
a significant er.it rin for r -source allocation. The state should) economicalJy 
invest in education up to th point ,vh 're the social returns l:qual those from oth r 
state expenditures nnd to th soc· :ll opportunity cost of th capital employed. 

There arc difficulties of mcasurm nt .in ol ·d in using this m ·thod to 
determine the c. ·p ·nditL r .. priori ics, but th • social rates of return cottld be able to 
off r guidance about the allocation of r sources ,,·ithin th educational sector. 

The cacubtion ofsoc.ial r·tums might indi.cat , for in t::mc\ that a greater 
social r turn " :ould b possi bl from xp~rnding (say) primary education rather than 
some oth r 1 v l of cduca ion ( ~ iz ·y 1972, p. 72). 

Vaiz y ( 1972) draw attention to ch· form of Gile 1brion for social. rat ·s 
of return which h quali.fi d a th sam · as in the cas · of pr.ivat • rates of return. 
He b li s that the di ffrr ·nc b ·twc n priv~te and so ·ial rates l ies in lh3t is 
included in the costs and the r ·turns. The returns to an individual from education 
are calculatod from aft rtax lin·ti , 1c earnings diffr r nticials the social returns arc 
calculated from pre-ta:-.: diff\;r 'ncial , th r ·for th sam • data arc used in both 
process of calcul.ations and th ' \\' •ak11 s s of using cross-s' tion data arc common 
to both. 

Th calculations of i- turns to cducario 1 arc usu~lly including th di cct 
returns to the imm diat' b ·ncfic i:u-ics but th ·y t ·nd to m:glc ·t the xtcrnal b ·ncfils 
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and cost, for example, those nccruing to other than the immediate bcncficlarics. 
(Vaizcy, 1972 p. 73) . 

. Vaizey (l 972) b liC\'t; that "the application of the t ·nn social rates of 
return '' to" measures" excluding externalities is unfortunate, and h~s given rise to 
some confusion. 11 {p.73). Therefor·\ Vaizcy, concludes thnt" calcubtions of 
social rates of return rarely include externalities" (p. 77). 

The same idea was pointed out by Weisbrod ( 1962) ,,-hen he said that 
"most economic analysis of return from education has focused on th contribution 
of education to earning capacity {and pn.:sumably to production capacity) whi.lc this 
has been valuable, it is only p:ut of the picture, and perhaps not e _ en a large 
part. . fanpasis on incn.:mcntal earnings attributable to education dis regards 
external effects." (p. !06). 
Now, I have to focus attention on the "external effects" or th . "benefits" of 
education. 

THE BENEFITS OF EDUCATION 

Weisbrnd ( 1962) believes that education has a lot of bcm;fits which arc 
gained by the student and his parents even \Yithout their knowledge of it. 

He di oded the persons n; ·civing cxrcrnnl bcn 'fits from education into three 
broad grou~: 
I) Rcsidcncc-rcbtcd beneficiaries· "Those who b n 'fit by virtue of some 
relationship between their pbc · of residence and that of the subject." (p.116). 

Weisbrod (1962) foct1s in this group on the benefit i:lccruing to th fam ily 
from the education of their ch.il.drcn, for intanc-e in the case of elementary 
education the schools make it possible for mothers \Yho ,\.Oltld othl.!rwis~ be 
supervising their youngsters to do other things . H' h:-id att ·mprcd to make a 
value of this event, he said: "In March 1956 there ,vcr · 3.5 million working moth 'r 
in the United states wiLh children s.ix to eleven y ·a.rs of age Assuming that :::is 
fo, , as one million of these mothers would not \\·ork cxc ·pt for the schools the 
others being \\'ii.ling to Jct thcirchi ldrcn stay with hired persons simply care for 
themselves, and assuming oc 2 .. 000 as the earnings of each mother during the school 
year, the value of the child-c~uc services ofcl ·m 'ntar_ · school may by estimated as 
roughly £ 2 billion per year. " (p 1 17) 

Weisbrod ( J 962) considers also tliat when the stud nt reach s adu lthood 
and become parent they\\ ill bt::11 ·fit from their education b cause they :ire going to 
llc!p their own chi ldren by the irtuc of the inform:-il. cduc:-ition ,\·hich the chi ldren 
receive in the home . 

. He c:,.;tcntcd the benefits of education not only to his fomil~- but al o to hi 
neighbours_ The effect of benefit is assum(;d by \ cisbrod in this w:w: 11 b\' 
inculcating acceptable . ocial values nnd b ·haviour norms in the community 
childr 11 and by providing chi ldren with al ternatives to unsupervised activitks 
\\hich ma)' ha c anti.social con equ.cnccs. The second 
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is essential of short-period significance during the time the child is of school age ... 
The social values developed in part through his education continue to affect his " 
neighbours 11 (p.118). 

In addition to the benefits to the neighbours \Vcisbrod ( 1962) finds that 
education has the effects on those who pay (directly or indirectly) for th 
consequence of the lack ofcducJtion, for instance, as far as the lack of education 
leads emplo} mcnt difficult ies ~md crime, law enforcement costs wiH tend to b 
high. Therefore education pro idc social benefits by reducing the need for incurring 
these "avoidance costs" to the advantage of taxpayers. (p 118). 

E MPLOYMENT-RELATED BENEFICIARIES 

Weisbrod ( 1962) stated in this context that "the education of one worker 
may have favorable c:--.:tcrn::d effects on the productivi.ty of others. Where 
production involves the co-opcr.::itivc effort of workers , tlcxibilit_ · and adnptabi lity 
of one worker wi ll rebound to the advantage of others. Productivity of each 
member of the group influences the productivity of each other m~r1.1ber. In such a 
case, each worker has a finncia l jntcrcst in the education of his fo1low ,vorkcrs." 
(118). 

BENEFITS TO THE SOCIETY IN GENERAL 

Some of the benefits from education arc casly identifiable but some of 
them arc distributed broadly, so thnt it is difficult to identify specifically the 
beneficiaries of them, for inst:mce, Jitcrac. . \Vcisbrod ( 1962) bdicvcs that 
11 litcrncy is not only of v.i!uc to the individual possessing it and to the 
employers, but a]so is of value to others. 

· Without Widespread literacy the signific:mcc of books, ncws1)apcrs an .I simibr 
media for the trnnsmission of information woulf dwindle; and it seems fair to say 
that the communication of infonnation is of vital import:mcc to the maintcn:mcc 
of competition and, indeed, to the existence of a market economy, as wclJ as to the 
maintenance of political democracy.+• (p.119) . 

DIFFICULTIES INVOLVED IN MEASURING THE RETURNS TO 
EDUCATION 

There arc some difficul ties which arc-encountered wh n undertaking the 
measurement of the r ·turns to cducMion. I shall discuss some of them in this 
chapter. 

Sheehan ( 1973) b licvcs tli:1t in order to perform the cakubtion of the rate 
of return, we have to refer to the age-earning profiles. i.c a series of earnings 
figures for various age intervals throughout the prospective working life of :lll 
individual. The probkm which arises here is that we have to convert the cross­
section data into time-series c.:irning and this is not ,1:::ilid only \\'hen the rclc\'ant 
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variabl,cs are stabk o er time; but this not the case because the time is forty 
year:s or more (the ,,,orking life span) ( Shc-ehan I 973 p.50.) 

Vaizcy ( 1972) find that "in deriving the rate of r tum of an investment, 
made in year t in education E one need the rate the :'\CCSS earnings of those with 
education E over those of p pole \,,:ith some lower education D. in each of the year 
t+2 ... t+n, where n is of tlhc order of the magnitude of45 years, this data is not, and 
clearly could not be rn ailablc and second-best material has to be substituted" 
(p.63). 

There js another probl m which has b ·en pointed out by many 
economists of education such as Vai.zcy (l 972} and Sh :chan ( J 973).Th 'Y say that 
d1ere is evidence that earnings differentials at all) one time arc affected by 
cydical factors. Reder has sho\,n that skill differentials tend to narrow during 
periods of exccsslcss demand for labour and broaden during slumps. Even ff wc 
vroutd choose a" eutral" year in the cyclical sense we would be faced by the fact 
that the data often comes from sources (c.g ,ccnscs) whose timing is outside the 
investigator's control. (Vaizcy. 1972 p.64, Sheehan,. 1973, p. 51). 

There is an assumption in education which says that the higher ,earnings 
arc caused by education which people rocci . e. This question has given rise to a 
large amount of controv -rsy we t i-y here to summarize srn 1' of th ·m. 

Sheehan ( 1973) for instanc • sa_ that" there arc factors other than 
education which arc undoubtedly associated with earnings differentials. The 
classi:fi.cation of a popubrion according to cat gories of race, religion; g ography, 
farnily size, 11nacural" .abilitv, sex, fa1 1ily or social class background, prwcntal 
income or wealth occupatio, education of parents ctc._.,\·ill in most cases show 
some association \\:ith 'amings differentials c en, if this not as strong in all cases 
as a comparison with cducation:tl l.cv ·Is" (p5 l ). 

He points out also that th usual way to hol.d the oth 'f variables. constant,, 
but the problem. is th:it th ·r • af • so mnny independent variables and it is so 
difficult to measure the cffoct of each 011c of them scpar.atcly and also if we 
assume that YC do so the l:lbo ff i1l\'olv -d in the nl.!ccssary statisti,cal operations 
\\·ould be cry great (Vaizcy, 1972 p.52),. 

B1.aug i( 1970) dnws ant ntion to the difficulties found in assessing the 
effect of the differ nt ariabl ·s, h said that: "The d gn: to which all of ch 'SC 

factors arc intercor.rdat1.:d so that the effort to measure one of hem frequently 
picks up the effects of som • of the oth ·rs. (p33). 

Sheehan ( 1973) argu s that some of the studies ha c O\'Cr stated the effect 
of education on earnings_ Mc said hat 11hl the United Kingdom~ the Plowden Report 
has investigated th · so~ial and educational asp ·cts of primary schools. and has 
found that b ' t\\.· n s 'hoots the . ariation in educational p rformance of children 
(which was significant) was brgd,y due to non ·ducational factors . Ov, ·r one-third 
(35 p r cent) of rhc differ ·nee was unccountcd for. 17 p ·r c 'llf \\as du..; to th' state 
of the school itself and thl! r ~maining 4 per c nc was due to parental attitudes 
and home ci,rcumstanc sii (Shcchau J 973 p.5-t. ). 
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He draws attention ro the foct that the findings of Plowden report docs not 
directly contradict the \Volf-Smith sun-ey or .invalidate the :1.djustir1 'nts made ro th, 
rate of return by Denison. 13 'ckcr and others, but it docs show how important 
non-cducation.'.'ll factors nrc in d ·tcrmi.ning educational performance .'.'lnd thcrefon: 
it prove how difficu lt it is to assert that education has a largi; influ ·nc on 
earnings or school pcrform::u-1.c . (p . .54). 
In this context, Blaug ( J 970) said that" The cvjdcnce about the pure effect of 
education is still far from complitcly convincing." (p.45). 

There is another problem arizing when measuring the returns to education 
\\"hich is termed the "consumptionsinvestment" problcn.1. Vaizcy ( l 972) explain 
this problem in the following quotation: "The difficulty in this case is that rate of 
returns analysis tr '.'.lts education as an in\'cstmcnt, wher :1s to nK1ny indi \'idu~ls 
education is at the same time a 
consum.ti.on cxpenditure ... thus as education is (parti,1lly) consumption not all the 
costs incurred s 10uld be included \\hen calculating th· rate of return in 
pn.rticular~ of course, income fargone ceases to represent the opportunity cost" 
,(Vaizcy. 1972, p.66) . · 

The calculations of social returns arc not safe as well. if we try to 
calculat them for a specific socict~ we may find as many difficulti ·s as in 
the calculation of priv,1tc returns. Vaizey (1972) points out that "all th' 
difficul ties cncountcn::d in the private c:1lcubtion.recur and there is in addjrion 
mc.:1surcmcnt of extern-ii bcndits to contmd with . There :-ire also th· difficult i ·s 
of adjusting ruling sabry k:vd for for labour m,irkd impcrfcrctions" (p. 77) . 

In addition to wh:H \\-~ls said previously, we found rllat Shc-.;han ( 1973) 
argues that it is not po ib lc to use the indirect ::rnd intangib le asp ·cts of cd 1cation 
in cost-benefit analysis because of the di ticultics of quantific.lt ion found in 
calculating the returns co education. (p.49). 

he last prnblcm \\'hich we want to crnphnsis upon it is the difficulties 
involved mn calculating the opportunity cost or the incom\; forgone while attending 
an educational course Schultz ( l 960) ha c made an 
attempt to study ho,\· to calculate the incom.c forgone and thcrfore he cxprcs 'd 
the diffi rcnt difficulties em ·rgmg from its caculation. He said that "student's 
forgone earnings were calcubted on the a.ssurnption that, on (he a, cr.:1g-, studi.::nts 
forgo 40 weeks of such earnings, and then cxpr 'Ssed in c~rning-cqua\'alcnt ,, c -ks 
of workers in manufacturing in the Un ited sta{es. Th 'Y i11dic~1tc that high sdioul 
students forgo the cgui,,alcnt of about 11 ,,. 'Ck and coll g~ or un i\' ' rsit:· slu I 'nls 
about 25 \reeks of su h c:m1ings. These I 9-t9 carnin(ls ratio · w ·re :1ppli -cl to 
particular years bct\\'cen 1900 .:1nd l 9 • 6; and adj ust1m.:11 t \.,as then mndc for 
unemployment." (p.573 ). 

Schultz, ( 1960) find that th n.: arc two sorts of I imitations \\ hich need to be 
t:tkcn in considcrntio11 he s::iid th::it "lhc first 11 weeks and 25 weeks estimates for 
the b.1sc vc:ir 19<19· th other is inherent in applying the l 949 rebtion hips to other 
•cars11 (p.5 73). 
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Further more he points out that11 man of the young people who did work in 
l 949 wcr,c employ d for only a fi \\" \\ eks during the year. It so ms plausible that 
their earnings per w · ·k \\'Oul.d be b ,tow those of , 'orkcrs of quivaknt ab iii ti s 
who worked most forall of the y ar. To this ext ·nt, our · timat s arc too low. 
(p.573). 

Anoth r difficult\· \\hich foe the estimates of earning forgone is that it 
could be possible for a stud ·nt rate to be som what high ·r p ·r p ·r on in rh • 
particular abilities for which earnings ar~ r cciv d 1han do tho c not in school who 
arc earning income. 

In this case as such differences arc cxisti1 g dispitc oth r things being 
equa[, the estimates of earnings forgon arc again too lo". 
Also there is the sit t:ition wh n some students have h ld jobs whi]c the_ were 
attending school) the c.nming th _ · ha e r c i d from such jobs should ha c been 
subtracted from the estimates of earnings forgone. (Schultz, 1960 p5 73). 

IS IT PROFITABLE, FOR AN INDIVIDUAL, TO INVEST IN HIS OWN 
EDUCATION ? 

Some people think that education at h ag • of fiftc 'll i just a onsumer 
good the cost of this extra 'd 1 ~:am.ion i.s simply the iucom' forgone since foes 
arc charged in sccondJry school. Bur in fact cry few par nts and cv 'n fC\~- r 
students take additional education as just another consumer good to be enjoy d for 
its O\\"ll sake. There ar some· social s U\'CYS of the atti,t td s of parents and stud nts 
which rcv--al the importance of o ational opportumt1cs op ncd up b. 
additional cd 1cation, and job exp ·ctations which almost h:wc an cxtr~mc 
importance above all other motives in the decision to stay at school beyond the 
compulsory Jca ing age. (Bbug, 1970). 

fo addition, Sh ·chan · ( l 973 says that an individual i , s' king d ,.cation 
in order to improve his cap:-icity of c:-imiug in th futuri.;, th ·r for·' h • has to 
d cidc wh thcr to stay in school or to I ave i(aflcr Ihc conp 11 ory ag ·), .in a "rational" 
economic way which consist of comparing lhc cost of, and pros1Jcctivc i- ·tums to 
various possible amounts of ducation open co him. The n1>propriat rare of 
return measures th "value" of education to the indi id tnl and this is compared to 
the cost" of education. 
This relationship as mention d by Sh ·chanc ( 1973) will d t ·rminc the amount of 
cdu :ition demanded by the individ 1al. She han .1973. p. - -). 

Jn this con ext, Bia td ( 1970) sr:ucd that "\ c- ar' assuming that people 
acquir extra education on ,y \\h n the job oppot miti~s and the a so iatcd life 
tin1c income str1.;a1n that it is -~pcct ·d to crcaJ ouh\·cigh th valu of the time and 
11 ·sources that wilJ have to b~ i1 v t d11 (p.17 0. 

Some economists knc rri ·d to set out some ore of "rational" · 01101111c 

callculus to dctcnuinc th· criteria on\\ hich the indi.vid ,a:I could invest i1 duca .ion 
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according to it. They define the concept ;,rntional11 as a 11continua] conscious (or 
unconscious) comparison of rn.tcs of return. ';(Vnizcv, 1972, p.66). 

Vaizey (1972) pointed out in this matter that "this view of ''rational" 
person is supposed to invest in an education for himself up to the point when the 
internal rate of return from that education is equal to the rntc of interest reflecting 
his subj,c-ctive time preference" (p.6 7). 

So if one take the example of a 15 year old boy in England he ,,·ou~d 
ideally discount the extra earnings he would expect from studying on the sixth fom1 
and, comparing it with the costs to him in remaining at school, then culcubtcs th1.: 
rate of return. Unless this exceeded his time preference rate he would leave the 
school. Such calculations arc clearly not made because of the lack of inform.Jtion. 
{p.67). 

111e condusion drawn by Vaizcy ( 1972) about this prob1cm is that "the 
evidence on the demand of education is not necessarily inconsistent with the 
hypothesis offered by an econo1nic calculus but neither is it inconsistent \\·ith 
others" (p.67). · 

Further more Vaiscy ( 1972) deducted how he r,caliz.c, the question of 
investment by individual in education .. He said that "the question \\'hcthcr people 
base demands for education on some calculus of the type outlined in the cited 
studies, is a point iikapablc of resolution at the moment. This is not to say that 
earning factors do not enter into decisions 1n.adc by individuals 6bout th 'tr 
education . . It is just mor,~ probable that people weigh up, in some crude ~nd 
emotional way, various ki n.:1s of factors. and make a lunge at a d -ci ion." (p.69). 

After cmphasa. i tg the attitudes of nn individual towards inwsting in 
his own education, I wm d like to docus now on the as umption-iii economics of 
education-which says th::i.t I is rlllorc profitable to invest in human c~pi t:1I rather that 
in physical capital. Psad .. wopoulos (1973) bdivcs that the co1npariso1 b1,.:t, ·c -n 
the returns to physical and luun:.rn c;ipital was the nain co, c1,;rn and interest of the 
economics of education in the sixties. (p. 79). · 

there ·have been many attcmps from authcrs to do a comparison of rt cir 
results in return to cducatio11 " ith alccrnalivcs r:-itcs to othc forms of .invcstmvnt. 
Psacharnpoutos (1973) poinls out ihat "the cond u ion of thcsl.!: c:::sc-study 
comparisons fall into thn.~c c 1t·' •ori~s. First, s.tudic that h:wc yid d~J ,·:..:.tn.:1rn:1; 
high profitability cstim:itcs for invcstn cnt in cdnc::ition by an. ' ·t3n(.k1rd ( >,g 
Mexico, Venezuela). Second studi ·s that shO\\ returns of the order of m;1gnitude of 
the yield on altemntivc i·nvcstmcnt (c.g Can~du, Kenya). And finally, studies \\'ith 
rates of return lower th::m those earned elsewhere (c.g the . 1\.'.:thcrl::mds, GcnnJ :y). 
The authors of the fi rst set of studies have .not much di fftculty in sustaini!1g the 
argument that investment in. cd ucation is Sttpcr~or_ to otha forms of invcstm;;nt. E vca 
authors of the last type of studies have -suppom:d · h"' superiority ofin -:srmcnt in 
education, ifby nothi11g clcsc thlfl bringi1 g m the c:xt1.;rn:t! nnd non-monct1ry cf1i.:ct:-
of education." (p.80). · 
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Psa.charapou!os ( I 978) has provided some statistics on im cstmcnt in both 
sector,. educational and physical capital. Before, he proceeds to the comparison of 
these statistics to kno\\'n \\'hich ~nvestmcnt is the more profitable; he asks t\\O 

questions which arc in relation to the cornparison; l)"Are individual 
educational investments advantageous from the private point of vicw11

• 

2Y'Do societies anocatc the correct arnount of resources to the educational sector". 
He argues that "if the private rate of return to a given le cl ofeducation is 

higher than the private rate of return to alternative invctmcnts we can say that 
individuals investing in the former have rnade a good choice.(p.82). 

He confess as \\'CU that the profitability estimates to alternative forms of 
capital in Table! are social and not private, but as he s:iid" we can bias ourselves 
against investment in hmnan capital and compare social altermative rates 
with private educational rates form Table2" (p .83). 

Table 1 
Rates of return to investment in physical capital in certain countries 

{percent) 

Country Year Rates of return 
United States 1959 9.7 
Canada 1957 12.9 
Venezuela 19-g 16.7 
Mexico 1962 14.0 
Chile J 940-41 15.0 
Britain 1955a59 8.6 
Netherlands 1955-6 l 16.8 
Bc)gium 1955-6 I 4.4 

Gcrmanv l955-59 l 0.4 

India 1960 12.5 
Japan 1957 20.4 
Ghana 1962 1! 8.0 
Kenya 1966-67 18 .8 
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Table 2 
'ocic,I and privale rmes c~l return by educmional level and country 

(per ant) 
OClAL 

Countrv Yt.::ir PrimnrY Second~r·v Higher 
United States 1959 I 7.8 .14.0 9.7 
Cnnnda 1961 . . J I . 7 IA.O 
Ven zucla 1957 82 .0 17.0 2.>.0 
Mc:xico 1963 25.0 J 7.0 23.0 
Chile 1959 24.0 16.9 12.2 
Britnin 1966 . . 3.6 8.2 
Netherlands 1965 '. 5.2 5.5 
Belgium i 96-t .. . . 9.3 
Gcrn nnv 196~ ' . . . 

India 1960 20.2 J 6 ~: 12. 7 
Japan I ;>6 I '. 5.0 6.0 
Ghana 1967 18.0 13 .0 l 6.5 
Kcm·a 1968 2 J. 7 19.2 8 .8 

PRIVATE 

Countrv Ycnr Primary Secondan· I !i_e,hcr 
Unitl.!d Smtcs !959 15 5. 1 19.5 l3 .6 
Canada 1961 .. 16.:i 19.7 
Vcnczllcla I )57 . . 18 .0 27.0 
Mexico 196:' 32.0 23 .0 29.0 
Chile 1959 . . . . . . 

Britain 1966 . . 6.2 12 .0 
Netherlands 1965 ". 8.5 W.4 
Bch;ium 196~ .. . . 17 .0 
Gcrmnnv lW4 '. . ' 4.6 
Indi:-i 1960 2~.7 19.2 14." 
fapnn ]961 . ' 6.0 9.0 
Ghaina 1967 24.5 17.0 3 7.0 
Ken~·a 1%, 32.7 3(J .0 27A 

The re ulcs of Ps, .:har.;ipoulos ( l9T') ,\as is f~nour or i11,i..;sti..;ml.!11t 111 

education. His findings ,,~r~ th:-ir m1t of I\\' 'Iv· countries for which hi compari:mn 
,,·:1s m:-idc. I le found thnt only four the returns to physical capitnJ were high ·r 
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th:m the private returns to human cnpitnl. It was the case for Britain, higher 
education in Germany and both secondary and higher education in the Ncdcrlands 
and Japan. In all oth r cases, the private return to any educational level \\·as 
higher than tile returns to alternative forms of invcstml.!nt. (Psacharopoulos, 1973, 
p.83). 

Taking the second question, Psacharnpoulos ( 1973) argues that it is not 
,easy to cb.im the superiority of educational invc tnli.:nt over investment i.n 
machint:s from the social point of view. 

is findings ,\ere that "out of the t\\'clvc countries cxamin d, seven show 
higher returns to physical capital for at least one Jcvcl of education. This is the 
case for sc:condary education in Canada higher education in Chile India and 
both secondary and higher education in Britain The cthcrb:nds and fopan." 
(Psacharopou los, 1973, p.83 ). 

CONCLUSI.ON 

From this essay, m.~ can condudc hL, t it is profitablc-cconrnrncally -to 
invest in cducL tion from :rn i 1dividu cal p int of view. At this stage of sophitica ion 
in economics of education, it is fairly ditfo.:ult to prove. in a tangible w::iy the 
profitabi lity of an in cstmcnt in education over the altGrncativc invcstm nts. This is 
be -ausc of h · tcchni al problems of measurement found in aluating th costs, 
returns, benefits of education; ncvcrthckss, there arc enough convincing o.rgumcnts 
whkh show th::it th invcstm ·nt in an individual education is highly profitable. 

If we come now to the method of cost-bcrn.:fit-=i.naly is and its application 
111 economic of education, "c find that a tot of economists of cducnti 11 b -lic\·c in 
the possibi lit_' to use i.t in education d ·spite its limit::i.tions "hich nrc seen in lh' 

difficulties of qunnti fication . 
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