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An Economic Analysis of Subsidies to Private Universities

Masakazu Yano*

The C or §
external benefit of education is a main argument for efficiency and the equality argument is that resulting
lower tuition will make it easier for less affluent students to have a better access to education.

The purpose of this paper is to clarify the economic function of subsidies to private Universities from
the viewpoint of the income redistributional effect of the educational finance system. There are two
dimensions to this effect. The first is the income redistribution from students of wealthy families to those
of less wealthy families which is the equali i
users which is a kind of external benefit, since people with more education pay more taxes.

This paper discuss the second effect from the results of the disparity between the social rate of return
to education and the private rate of return. The social rate of return will be lower than the private one
when students pay only a part of the full cost of their education even if more highly educated people paid
more taxes. The educational subsidy, however, is low and taxes are high so that the disparity shifts, result-
ing in the social rate being above the private one. In addition to these two rates, I offer a third measure,
the public rate of return, which relates the cost of education as incurred by the public to the benefit as
realized by incremental taxes. The results of the three rates of return can be seen in the table below.

The findings are as follows.

a) The current subsidies to private universities are efficient, because the three rates of return to private
schools are nearly equal, namely, the people who benefit from education share the cost of education.

b) Considering other external benefits of education, it is better to increase the subsidization a little more.

¢) The finance system of public higher education is regressive, it seems to follow that the public higher
education system is an instrument for redistributing benefit from non-users to users. It is necessary to do
away with the large gap between private and public education.

d) After reconstructing the educational finance system, it is important to inquire into the redistributional
effect between income levels.

Social Rate | Frivate Rate | Public Rate
DAL Ihar of Return (%) | of Return (%)

of Return (%) I 0 I 10

High Public 5.5 6.1 59 1.7 34
School| private 5.7 57 | 55 52 | 68
Junior National 4.7 5.1 5.0 2.3 3.6
College| Private 49 4.8 4.7 6.0 6.7
University National 5.4 7.1 69 * 2.3
Private 6.9 6.7 6.5 7.7 89

(Note) I; Income Tax, II; Income Tax + Other Taxes
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