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Vice-Chancellor's Message

The Distance Learning Centre is building on a sboidlition of over two decades of
service in the provision of External Studies Progrme and now Distance Learning
Education in Nigeria and beyond. The Distance Legrrmode to which we are

committed is providing access to many deservingeNagns in having access to higher
education especially those who by the nature o tsegagement do not have the
luxury of full time education. Recently, it is coibuting in no small measure to

providing places for teeming Nigerian youths who éme reason or the other could
not get admission into the conventional universitie

These course materials have been written by wrépegially trained in ODL course
delivery. The writers have made great efforts tovjate up to date information,
knowledge and skills in the different disciplinegdaensure that the materials are user-
friendly.

In addition to provision of course materials innprand e-format, a lot of Information
Technology input has also gone into the deploymégburse materials. Most of them
can be downloaded from the DLC website and ardabtaiin audio format which you
can also download into your mobile phones, IPod3MRmong other devices to allow
you listen to the audio study sessions. Some ofthéy session materials have been
scripted and are being broadcast on the univessityamond Radio FM 101.1, while
others have been delivered and captured in audigaliformat in a classroom
environment for use by our students. Detailed migiron on availability and access is
available on the website. We will continue in otfods to provide and review course
materials for our courses.

However, for you to take advantage of these formas will need to improve on

your I.T. skills and develop requisite distancermgagy Culture. It is well known that,

for efficient and effective provision of Distancealning education, availability of
appropriate and relevant course materialsssa qua nonSo also, is the availability

of multiple plat form for the convenience of oundgnts. It is in fulfilment of this, that

series of course materials are being written tdkenaur students study at their own
pace and convenience.

It is our hope that you will put these course matsrto the best use.

pollten s

Prof. Abel Idowu Olayinka
Vice-Chancellor



Foreword

As part of its vision of providing education fbtiberty and Development” for

Nigerians and the International Community, the @nsity of Ibadan, Distance
Learning Centre has recently embarked on a vigorepssitioning agenda which
aimed at embracing a holistic and all encompasapoach to the delivery of its
Open Distance Learning (ODL) programmes. Thus veecammitted to global best
practices in distance learning provision. Apart nfroproviding an efficient

administrative and academic support for our stuigjeamé are committed to providing
educational resource materials for the use of twdemts. We are convinced that,
without an up-to-date, learner-friendly and dis@nkearning compliant course
materials, there cannot be any basis to lay clanbding a provider of distance
learning education. Indeed, availability of appraf@ course materials in multiple
formats is the hub of any distance learning provisvorldwide.

In view of the above, we are vigorously pursuingaasatter of priority, the provision
of credible, learner-friendly and interactive caummaterials for all our courses. We
commissioned the authoring of, and review of comnsgerials to teams of experts and
their outputs were subjected to rigorous peer reveeensure standard. The approach
not only emphasizes cognitive knowledge, but aksitssand humane values which are
at the core of education, even in an ICT age.

The development of the materials which is on-gatgp had input from experienced
editors and illustrators who have ensured that #reyaccurate, current and learner-
friendly. They are specially written with distantégarners in mind. This is very

important because, distance learning involves meidential students who can often
feel isolated from the community of learners.

It is important to note that, for a distance leartmeexcel there is the need to source
and read relevant materials apart from this coursgerial. Therefore, adequate
supplementary reading materials as well as otHerrmation sources are suggested in
the course materials.

Apart from the responsibility for you to read tlsisurse material with others, you are
also advised to seek assistance from your coursilitdeors especially academic
advisors during your study even before the intéractession which is by design for
revision. Your academic advisors will assist youngsconvenient technology
including Google Hang Out, You Tube, Talk Fusiom;. eout you have to take
advantage of these. It is also going to be of insreadvantage if you complete
assignments as at when due so as to have necéssdipacks as a guide.



The implication of the above is that, a distan@rer has a responsibility to develop
requisite distance learning culture which includédgyent and disciplined self-study,

seeking available administrative and academic suppod acquisition of basic

information technology skills. This is why you asmcouraged to develop your
computer skills by availing yourself the opportynif training that the Centre’s

provide and put these into use.

In conclusion, it is envisaged that the course natewould also be useful for the

regular students of tertiary institutions in Nigewho are faced with a dearth of high
quality textbooks. We are therefore, delighted tespnt these titles to both our
distance learning students and the university’'sileegstudents. We are confident that
the materials will be an invaluable resource to all

We would like to thank all our authors, reviewersl goroduction staff for the high
quality of work.

Best wishes.

@)f'——-ﬂ-—:_\_;i

Professor Bayo Okunade
Director
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About this course manual

About this course manual

Elementary Concepts in Economics of Education EMEDAs been
produced by University of Ibadan Distance Learn@entre. All course
manuals produced by University of Ibadan Distanearhing Centreare
structured in the same way, as outlined below.

How this course manual is

structured

The course overview

The course overview gives you a general introduactio the course.
Information contained in the course overview wélhyou determine:

= If the course is suitable for you.

= What you will already need to know.

» What you can expect from the course.

= How much time you will need to invest to complédte tourse.
The overview also provides guidance on:

= Study skills.

= Where to get help.

= Course Self-Checkss and assessments.

= Margin icons.

We strongly recommend that you read the overviemefully before
starting your study.

The course content

The course is broken down into Study Sessions. EZiddy Session
comprises:

= An introduction to the Study Session content.

= Study Sessionoutcomes.

= Core content of the Study Sessionwith a varietigafning activities.
» A Study Session summary.

= Self-Checkss and/or assessments, as applicable.

= Bibliography
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Your comments

After completing Elementary Concepts in EconomiicEducation we
would appreciate it if you would take a few mometgive us your
feedback on any aspect of this course. Your feddivaght include
comments on:

= Course content and structure.

= Course reading materials and resources.

= Course Self-Checkss.

» Course assessments.

= Course duration.

= Course support (assigned tutors, technical hetp), et

Your constructive feedback will help us to improaad enhance this
course.



Course Overview

Course Overview

Welcome to Elementary
Concepts in Economics of
Education EMETOT

This course provides an introduction to the vari@aspects of the
economics of education. It applies the tools ofneaic analysis to
educational policy and problem solving. Main distias will be on
education supply and demand, investment, cost anefits.

Course Aims

= explain the role of economics in the design of atioa policy
= apply economics to the analysis of education policy

= discuss and debate contemporary education polieyess and
solutions
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Getting around this course manual

Margin icons

While working through thiscourse manuayou will notice the frequer
use of margin icons. These icons serve to “sigrigoparticular piece c
text, a new task or change in activity; they hagerbincludd to help you

to find your way around thicourse manual.

A complete icon set is shown below. We suggest yioat familiarize

yourself with the icons and their meaning befoegtstg your stud

=,

Activity Assessment Self-Checks Case study
Discussion Group Activity Help Outcomes
|

o |

o® |

Note Reflection Reading Study skills
57 Q

Summary Terminology Time Tip
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Study Session T

Meaning, Scope and History of Economics
of Education

Introduction

In this study session, you will explore thHastory of economics of
education. Yowvill also differentiate between the concepts ofrexuics
and that oleconomics of educatiof¥.ou will as well examin the basic
problems oleconomics of education and expldvav these problems c

be solve.

Learning Outcomes

When you have studied this session, you shouldleeta:

1.1 discuss the concept of economics of education
1.2 identify the fundamental problem e€onomic of education
1.2 list and explairimitations to education resourt

The process of receiving or giving systematic instruction,
especially at a school or university

The branch of knowledge concerned with the production,
consumption, and transfer of wealth

Outcomes
Terminology
Education
Economics
Economic
education

The study of economic issues relating to education,
including the demand for education and the financing and
provision of education

Economics of
Education

The application of Economic principles, concepts and laws
to the process of Education.

1.1 Meaning of Economics of Education

Now that you are preparing to manage educationvaldbe taking this
course, it is important that you familiarise youfrseth key concepts il
“economics of educatior

You will start your study L looking at the following definition
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Economics

The study of how society
chooses to allocate its
scarce resources, which
have alternative uses, to
provide goods and
services.

Education

The acquisition of
knowledge, skills, and
attitudes which enables
one to contribute to the
environment one finds
himself.

Activity 11

Elementary Concepts in Economics of Education

= Economic

= Educatiol

= Economics of Educatic
= Education Economit

Defining Economics

What do you thinlEconomicsis? The study of money? Wealt
You are not too far; let us examine how others ttefened economic

= According to the Quality Assurance Agency for Higkelucation,
Economics is the ‘study of the factors that innce income,
wealth, and well-being’.

= Economics concerns itself with how society chodeesdlocate its
scarce resources among competing and conflictiegatives, so
as to arrive at the most rational and desirableaué.

http:/whystudyeconomics.ack/what-is-economics/

As you can see, economics is not just the studyoof to spend mone
rather, it deals witl

- allocation of scarce resources, using approprideria for the
purpose of efficient production which in turn leadggrowth and
development; and also

- planning, financing and costing of plans to engiffective and
efficient use of resources.

Defining Education

Let us look at the following definitions fieducatior:

= Education is any act or experience that has a fiwe effect on
the mind, character, or physical ability of an indual.
(www.en.wikiquote.org/wiki/Education)

= Nyerere (1982) presented that education is thetnasion of
accumulated wisdom and knowledge of the society fooe
generation to the next se o prepare young people for their fut
membership of the society in which they find thelves

Education thus refers to that form of learning whileads to the
acquisition of knowledgeskills, and attitudes which enables one to ac
and contribLe to the environment one finds himself.

If you look closely at these definitions you will see that there are certain
words which appear in both.

Can you identify two of these words? Write them down in the space
provided below:

Well done! You certainly identified “transfer” and “acquisition” of knowledge
and skills! So you can conclude that education leads to increased cognitive,
social and psychomotor capacity of an individual.
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Education takes place a formalsetting, such as the type receivec
schools. It also takes place in informal settirgech a a home), as well
asthe non-formal environment.

.. Education leads to the acquisition of knowledge, skills and attitudes
o which enables one to contribute to the environment one finds himself.
Reflection

Defining Economics of Education

As you can see, there is no single definition f@cdnomics” or
“education”. So how can we attempt a definition “etconomics of
education™? Let us first examine how th terms apply to each other.
doing this, we will study the case study presebi&dw

Many national governments have launched
programmes on mass literacy. In Nigeria, for
example, President Musa Yar' adua has highlighted
functional education in his seven point agenda. He
noted that via education programmes, the entire
populace will acquire basic skills which will help them
to contribute meaningfully to the overall economy of
/ the country in the long run. However, the streams of
national income (including oil) are drying. His
government must decide how much to spend on education, amidst other
important social needs, such as electricity, security and road projects. This
government must also choose which level of education to prioritise: early
childhood to basic education or higher education within the available fund.

. Adapted from source:
http://www.medwelljournals.com/fulltext/?doi=sscience.2009.636.643
Case
Discussion
Study

From the foregoing, it is clear that Government (or stakeholders in education)
must ask certain questions:

1. How much to spend on each stage of education (i.e. what to produce)?

2. How to provide educational services in a way that maximises its
benefits to society (i.e. how to produce education)? and

3. Who should have access to each stage of education (i.e. for whom is
education provided)?

In carrying out the modalities aimed at addressing these fundamental
issues, economic tools are applied. We just encountered a typical example
of how economics apply to education.

Now that you see how economics apply to education, how would you define
“Economics of Education™? Write down your own definition in the space
provided:

Do you just say economics of education is the study of human behaviour (in
Activity 7-2 terms of human decisions), action(s) and reaction(s) to schooling?
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For the sake of this course, let’s define economieaducation a

The study of how stakeholders in education malapprove
choices, within available but scarce resourcesaibid to
achieve best educational outcomes.

Your definition was probably not very different fnothe one we gave
you. The important thing is to keep in mind thabremmics of educatio
applies economic principles and concepts to theqa®of Educatio

Distinguishing Economics of Education from Education Economics

It is easy to confuse the term economics of education with education
economics since both terms comprise the same keywords: economics
and education. Education economics is, however, a course in education
that equips pre-service teachers with teaching methods, strategy, and
skills of delivering the curriculum content of economics to students.

1.2 The Fundamental Problems of Economics of
Education

There are three decision makers or stakeholderghén educational
system. These &

1. The society
2. The institutions or providers (suppliers) of ediaatand
3. Individualsor households (purchasers of educational servi

The twin problem of scarcity and choice face thesgor stakeholders.
The fundamental problem the economicf education is how th
society, institution and the households make ughefimited human an
material resources they have, to best satisfy thelimited wants fo
education. The solution to the fundamental problesqguires the
applicaton of certain economic concepts which shall betdeitth in this
Course

ITQ

Questior

List the three decision makers or stakeholderkereducational systen
Feedbacl

They include

e The society
e The institutions or providers (suppliers) of ediaa
* Individualsor households (purchasers of educational sen
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1.3 Limitedness of Education Resources

Resources such as men, money, materials are limiteagpply and serve
as input into the educational system. These inpatade

1. Men (M): teachers, policy makers, non-teachingfstaf

2. Materials (M): students (raw materials), teachimgl aesearch
materials, teaching aids and other equipment;

3. Money (M): cash, cheque and banknotes;

4. Management (M): policies, plans, programmes, tiadglet and
educational laws; and

5. Time.

One noticeable characteristics of resources ina&dutis that they are
not always enough, knowing fully well that the edlion industry is a
centre for production of educated manpower, whararariably injected

into the economy of different nations. For examgtere is 24hours in a
day and as an undergraduate student in the DepsrtoficEducational

Management; you are required to offer courses ipallenent of Teacher
Education, Special Education, Guidance and CourgseBeneral Studies
plus courses in other Faculties outside the Faaifilfducation. You will

discover that in the process of your academic wgdy will have so

many Self-Checkss, tests and personal issues éndatb each of the
days. You will however find out that the 24hoursairday will not be

enough for you to carry out all that you want to awd you may be
tempted to ask God to increase the length of tlyefalayou. This is an
example of how time, which is an input can be lingtfactor in the

process of you getting educated in the UniversiBgzonomics of

education is therefore concerned with the probldneamnomizing all

available required and scarce resources.

1.3.1 Educational Wants are Unlimited

Hardwick, Khan and Langmead (1994) affirmed thdtvidual wants are
virtually unlimited, whilst the resources availalite satisfy those wants
are scarce. Educational wants create a demanadocesresources, and
this implies that wants are competing for the sa@seurces. If the above
happens, it is therefore rational to conclude tivants that are most
pressing will be satisfied first under direct cotitien. Really, it is not
possible to satisfy all identified educational vwarmt the same time,
because educational resources are limited. Toetidls decision makers
will have to make choices among the alternativecational wants.
Consequently, economics of education concerng ustd how to use the
limited educational resources to satisfy the unikchieducational wants.

1.4 History of Economics of Education

We have discussed the meaning of economics of #dnand examined
how scarcity of resources limits educational resesir Let's now look at
how economics of education began.



EME101

10

Elementary Concepts in Economics of Education

Economics of Education is known to be thudy of how man and tF
society used to choose either with or without monemploy scarce
productive resources in the production of differéypres of training,
knowledge development, skills, mind, character bataviour. This is
done through formal schling that can be provided within a stipula
time and at a given or designated venue. Econoafieslucation has its
own history which is notable among the Classicaremists during the
18" and 19' Century. The Classicalists believed that educaties great
relevance especially as a form of national investmehich will yield
returns which can be pecuniary (monetary) or -pecuniary (non-
monetary). Economists are, more often than nogcés®d with ensurin
that those prot-making companies anthe overall economy functiol
well, but they have however slowly expanded theteriests to new
spheres of society. The foundation of the econorafceducation as a
significant field within economics dates back tee ttheoretical and
empirical developmets that were made by American economists sur
Gary Becker, Jacob Mincer, Mark Blaug and even @e
Psacharopoulos, and so on in the 1960s. Their wotieduced the idea
of education as human capital and they attempteataloulate the
economic returs to acquiring education.

In fact, more than the past decade, there hasd®enormous growth
interest by economists in issues such as educpbtay, financing of
education, demand and supply of education, effagieand productivity
both in the Uited Kingdom, America and other parts of the wpend
it has been accompanied by a growing politicalregein markebased
reforms across the public sector. These types &frms include
devolvement of financial planning to freline institutions such as
hospitals and schools and giving consumers of puidrvices choice
about which provider to use. Economists from offeds such as labour
economics have been attracted by the growing ditityaof large-scale
datasets that facilitate complstatistical analysis to analyze the img
of particular policy initiatives. Examples of thedata include that of tt
National Pupil Database as it exists in EnglandthSiatabase has be
collected to make available information annually \ariables lke the
background characteristics and Key Stage attainufetat of all puits in
state-maintained schools.

Study Session Summary

o7

Summary

In this Study Session, you definedonomics of educatir as a branch of
economics which uses economic tools to < educational probles.
You also explored the fundamental problemeconomic of education.
Finally, you identified the basic problems of eaonics of education and
explored how th problems can be solved.
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Assessment

1. Define economics of education

2. Differentiate between ordinary economics and tl@emics of
education

3. What is the fundamental problem of economics ofcation?

4. Explain what an economist of education does to esdhe
fundamental problem in the educational system.

5. Write brief history of economics of education

Self-Checks

Bibliography

Babalola, J. B. (2003). “Fundamentals of Econonoic&ducation”, in
) J.B. Babalola (Ed)Basic Text in Educational PlanningPPU. Ibadan:
Department of Educational Management, Universitipbatian.

Hardwick, P.; Khan, B. and Langmead, J.(199¥). Introduction to

Reading Modern Economicsith Edition, New York: Longman.
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Study Session 2

Demand for Education

Introduction

The last study sessi was on the definition oéconomic of education
and you also leat a brief history of econoros of education. In th
study sessic, you will be introduced to one of the importanhcepts in
economic of education, and that is the concept of demanédorcation.

Learning Outcomes

When you have studied this session, you shouldleeta:

2.1 explain the following concepts of demand:

e demand
e price
Outcomes e time

* demand for education

2.2 explain both the consumption and investmaetvs of
educational demand

2.2 define educational demand schedule

2.4 draw the education demand curve

2.t analyse the law of educational demand

2.€ explain the factors that influence demand for etian

2.7 explain the concept of elasticity of educationahdeac

Terminology

Demand A consumer's desire and willingness to pay a price for a
specific good or service.

2.1 Basic Concepts of Demand

Many at times as human beings, we have wamésalso have needs. \

are, however, unable to attend to all our desires di the scarcity of
resources. Thereby, we resort to making choicesvdmt alternative
wants. Making choices leads usdemandgoods and services which \

desire and willing to pay for. Let's see how thencept of demand
applies in educatio

12
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2.1.1 Demand

This is the quantity of a commodity (goods and ®es) that consumers
are willing, able and ready to buy at a giving pdrof time and at a
particularly given price. Dear students, you needriderstand that there
is what is called effectivelemand and demand is said to be effective
when the desire of the consumer is backed up bhdrisbility to pay
(purchasing power/money). In other words, theretnesa willingness
on the part of the consumer to buy together witghdniher ability to pay.
For example, for a man to demand a wife requirasgbich man must be
willing to have a wife. The willingness to have #denis a necessary but
not enough condition for a man to get married dredwilling man must
be ready. Furthermore, willingness and readiness rawt enough
conditions. The man must be able to shoulder ngerasponsibilities. It
should be noted that a man without a job (employinesil not very
likely be ready to get married because of lackutfstance (money, etc.)
to sustain such a family.

2.1.2 Price

This is the cost or value or worth of a given godde cost is monetary
and that is the reason why you will ask your fellagy “how much did
you buy your Mary Kay powder?” The answer will Gewas bought at
N1,200. Also, a man will ask his fellow colleagueshmuch he bought
his ‘Home Theatre’. The answer will be “it was bbotigt865,500. In the
process of you getting educated in the universityaur child(ren) in
their respective schools, you pay a price for thiserms of the school
fee(s) and other fees.

2.1.3Time

This is the exact point in time at which the coneumequests for the
given good or service. Invariably, the academisisasduring which you
started your course at the Distance Learning Cebimeversity of Ibadan
is the time | am discussing here. Remember thatdch of our(human)
activities that we undertake under the earth, tieesetime.

2.2 Demand for Education

This is the quantity of educational service(s) thatonsumer is willing,
ready and able to ask for from the producer/supgBehool-primary,
secondary, tertiary institutions) at a given prexed at a given time
(period). For example, if a parent wants to demémd educational
service from either the Nigerian public or privateiversity, this will be
done at a given price (school fees) charged bypigic or private
university and also at a particular time, which cha 2013/2014
academic year or during the 2014/2015 academicastre case may be.
Parent or guardian of such student must be williagdy and able to pay
the prescribed school fees and other fees angattiaular time.

13
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2.2.1 Demand for Education from the Consumption
point of view

The demand for education can be viewed from confom@ngle. But
you need to be familiar with what consumption isdi@arily, it means to
eat, spend, burn up something. In essence, theme élucation that can
be eaten up, burnt up which will not bring any resy if we view such
education properly, it is considered or seen esnsumer durable which
has consumption benefit such as additional socra atellectual
amenities that are derivable from education. Edocatlso brings about
current consumption benefit such as social, irdal and athletic
activities for student consumption. As a rule, thgher the consumer
price index, the higher the enroliments demand. famgn of an increase
in consumer goods price raises the value of theenticonsumption
benefit from enrollment, but may not increase teepresent value of the
benefit to education. In other words, when you aerswhat you will
spend to enjoy some similar amenities outside, ipay decide to enroll
as a student. For example, life may be cheapea stsident than as a
worker when consumer goods are very expensivedditian, it may be
cheaper to feed on a campus (as done in Nigeriamet$ities many
decades ago, before the Buhari/ldiagbon Militarymismdstration
cancelled the programme in 1983) than in one’sqmeishouse or even in
eateries such as Mr. Biggs, Tantalizers, Shopoitdiotels. Additionally,
it may be cheaper to be accommodated in hostatsitharivately rented
buildings and it may still be cheaper to wear umfe than to wear
personal dresses.

2.2.2 Demand for Education from the Investment point
of view

Demand for education can be viewed from investremgle if the

consumer’s decision to get enrolled in an educationstitution is a

function of the net benefit of such education. His tsituation, someone
may pursue University education with the view tthegt present value of
the expected stream of benefits (monetary and nametary) resulting
from such education, exceeds the present costcafisa (monetary and
non-monetary) of the University education. For amse, when you
wanted to decide whether or not to enroll as addbist Learning Student,
your decision to enroll would be considered as rarestment if such
decision was made in the light of the expected rawgeand non-

monetary benefits and costs involved in enrollment the Distance
Learning programme.

ITQ

Question

What are the two (2) ways by which demand for etlosacan be
viewed?

Feedback
They are:
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1. Demand for education from an investment point efwi
2. Deman for education from consumption point of view

2.3 Educational Demand Schedule

Do you know that you can place the prices of a pecbdide by side with
the amount of the product that people are williagpuy? The table you
will come up with is known as demand schedule.

Simply put, a demand schedule is a table that sHmtis the price at

which a product is demanded and the quantity of quoduct that is

demanded. To this end, educational demand schaslude table that

shows the various school prices (school fees) eubby the schools and
the number of students that are enrolled in théowuarschools based on
the different schooling prices charged. The tallew shows the various
schooling prices and the various enroliments oflextis in line with the

different schooling prices.

Table2.1: Educational Demand Schedule

School Fees{4000) Quantity/Enroliment
60 100
50 200
40 300
30 400
20 500
10 600
5 700

Table 2.1(the schedule above) reveals that wherpttice of education
(school fees) was=060, 000 per student, 100 students were enrolled.
When the school fees reduced+&0\ 000 per student, the student
enrollment increased to 200. You need to obserakah the school fee
reduces the number of students that enrolled isecear his is how we as
human being behave in response to the price iner@ad decrease. So,
whenever there is an increase in the school fem®ngs will react by
reducing the number of children that will be eredll in a given school.
What parents do is to seek for alternative schth@s their school fee is
relatively affordable.

2.4 Educational Demand Curve

The demand curve is the translation (or represenjabf information
(price and quantity) on a demand schedule to aecurtie educational
demand curve is the translation (or representatadninformation on

15
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school fee and student enrollment that is shown echedule to a curve.
The information on the schedule or table 2.0 alvallebe represented by
a curve as shown below:

Fig 2.1: Educational Demand Curve

70
60
50
40

30

Price Fee

20
10

0
100 200 300 400 500 600
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From the educational demand curve above, you carnhsd the curve
slopes downwards from the left-hand side to thietfigand side depicting
that when the school fee was low(for examp®,000) consumers
enrolled more of their children(for example 700Yhe school. But as the
school fee was increasing, the number of studemtsled was reducing
as you can see that when the school fee increagé@t, 000, the student
enrollment was 100.

2.5 Law of Educational Demand

16

The law of educational demand expresses a rel&ijprizetween the
school fee charged and the number of studentsledrml schools. The
school fee is one of the factors that influenceokment in schools.
Economists of education have long deduced thatititeer the school fee
charged the lower will be the enrollment. On thieeothand, the law that
the lower the school fee charged, the higher widl the student
enroliment. One of the fathers of Economics in geeson of Alfred

Marshall put the law of demand follows that “amousit product

demanded increases with a fall in price, and dishies with a rise in
price”. You as student need to observe carefully this principle/law is

applicable to the already stated law of educatialgahand above. The
inverse relationship between the price of a comiyo@ichool fee) and
guantity demanded (student enrollment) is refert@das the law of
educational demand. The inverse relationship betwbke price of the
commodity (school fee) and quantity demanded (stuéarollment) is

referred to as the law of demand or better putddheducational demand.
The inverse relationship is due to two effects Wwlace:

1. Substitution Effect: - Whenever the price of a commodity falls,
such commodity becomes cheaper in relation to aibeds. At
this point, a consumer will be able to buy mordhaf goods and
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thereby satisfy his needs at minimal cost. Thisapplied to
education, shows that, if the school fees charged bchool is
not high, many parents will be able to send mantheir children

to the school, thereby purchasing large quantifabe available
educational services at minimal cost.

Income Effect :-The income effect comes about when there is a
fall in the price of a commodity and consumers’ome remains
constant or unchanged such that more goods anttegmman be
bought with the unchanged income. For example, #chool
earmarks the sum e£30, 000 yearly for the purchase of books
and other laboratory equipment, and as a resudt @écrease in
the price of these items, the school may purchase guantities.
The consequent increase in the ability of the skctmpurchase
more equipment implies an increase in real inconakthis is the
income effect.

Limitations of the Law of Education Demand

As earlier mentioned, the higher the price (scheel), the lower the
guantity of goods (enrollment) demanded and thesiatve price (school
fee), the higher the quantity of goods(enrollmeatgjnanded. However,
this law is only valid under normal circumstanceteere are exceptional
cases where the law is not valid.

The exceptional cases include: -

1. War: If a shortage is envisaged (feared) in anticipatd war,

people may start buying for building stocks, foratding even
when the price rises. This is applicable to edoacaith that when
there is war, many schools will be destroyed theridaving few
schools left to render educational services to phélic not
affected by the war. The school fees that thesesigwols will
charge will be unnecessarily high, and parents Widle no
option than to pay the high school fees that iggddh especially
during war period.

Ostentation: This can otherwise be called flamboyance or
lavishness whereby the potential school entrargsiahd for the
educational service even when the fee of such ¢&iduehservice
is on the high side. For example, the school fergdd by some
private schools (nursery/primary/secondary/univgrsis high.
But you find that some parents that are rich wtill enroll their
children in such schools, while the parents thatrest rich will
not enroll their children in such school, ratherradintheir
children in the public schools whose fees are ikedt affordable
or they are not charging school fees at all, thihotlge provision
of free education. The demand for such schools igh school
fees may not decrease as the tuition fees incréaseis because
it is the desire of such parents to be exclusiVitistg and so
dissociate themselves from common people and trereikhibit
the snobbish effect.

Speculation: The law of demand does not apply to demand in a
campaign between groups of speculators. In faatcidption
about increase or decrease in the price of educatmy cause a

17
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breakdown in the law of demand. For example if coms's feel
that the price of an educational service will risefuture, such
consumers will prefer to enroll on such programrogv,nrather

than when the school fee will be on the high sifldhowever,

many potential entrants behave in such a way,eaimishe price
of education may lead to an increase in the nurobpeople that
will enroll in schools as a result of the fact tlo#tters are doing
so. Babalola (2003) established that speculatioag oneate a
bandwagon effect whereby because others are daiaghing,

some many others too will copy and also do the same

. Inferior Educational Services: These are likely to attract fewer

consumers if there is an increase in real incontee@tonsumers.
This is as a result of the thinking that prices mdicators of
quality of items. For example, if two private schoare charging
N6,000 and=8,500 per pupil, per term, parents are likely to
favour the more expensive school with the beliet tine prices
are indicators of quality and thereby demand ldsheN6,000
school. However, what is inferior to a high incoserner may
not be inferior to a low income earner. Inferioruedtion is
usually patronized by the poor people becausethayot afford
the superior education. But if there is a risehi@ incomes of the
poor people, they will shift from the inferior ttve superior
education system.

2.6 Factors Influencing Demand for Education

18

1. Price of the Education: Price is one of those factors that cause

changes in demand/enroliment for education. Prfcedacation
includes tuition fee, cost of books, stationerfiesding, transport,
etc. If the fees are fully paid for by prospectperents, cost of
education will be high because the fees were nosidized, so
the quantity demanded of such education will besiowBut if the
fees were subsidized, the price of education wellldwver and
demand will increase. In most cases if the goventraga nation
wants to increase. If the price of a given educatisanges, there
is every likelihood that the demand for such ancatian will
change. If the price of an education, say a pripait@ary school
falls, the demand for it will increase becauseheffact that more
people will be attracted to obtain the educationise.

Derivable Benefits from Education—There are huge benefits
derivable from acquisition of education. These fienare either
pecuniary or non-pecuniary in nature. Pecuniaryefitn can
otherwise be called monetary which can be in the fof earning
of salary and wages. Non-Pecuniary is otherwiséedahon-
monetary benefits, which can be in the form of bable to fill
tax form, venturing into other businesses outside hormal
salaried job, e.t.c.

Income of the Consumers Fhe income per head received by
consumers of educational services in their plategok is a big
determinant of demand for educational services sGmers have
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lots of items (responsibilities) that grapple witieir salaries, out
of which payment for educational services is onecéé$sary
calculations have to be done by individuals withpext to how
to expend the salary. If the cost of acquisitioredéication will

be on the high side, some re-ordering of respditbi will be

done by such individuals. If on the other side, ¢fozernment
provides free education for the citizenry, thislvalleviate the
problem of educational funding of parents from theieager
salary to a large extent.

4. Availability of Non-Education Alternatives- The provision of
education services to consumers have their atteesa which is
the engagement in family businesses, learning ofrage,
travelling out of the country and so on. Once theme
alternatives to getting educated, some parentstrojghfor these
alternatives which however will be paid for later life. It is
important to ensure that getting educated is ghigh priority at
all times.

2.7 Concept of Elasticity of Educational Demand

As a student, you would have seen elastic at ame or the other
probably with your fashion designer. If you haveoalised rubber band, it
falls into this category which is elastic in natufdis section has to do
with elasticity of educational demand. Please rebenthat you can
expand the elastic that you lay your hand on to extgnt and likewise
the rubber band that is on you. Further remembeameber you transact
business in the bank and you are given large siimmbey, you ask the
bank teller to give you rubber band to firmly hglur money. Elasticity
has to do with how one can stretch (extend, elengaake longer, e.t.c.)
the elastic that is on you. If we however apply twiage have been
examining to our discussion, that is demand forcatlan, the consumers
can allow large number of their children to attesuthools or decide to
reduce the number of their children that will attescthool due to changes
in price. This decision of allowing large or smallmber of children to
attend school or get enrolled in school based erfabs that are charged
is called elasticity of educational demand.If weewrpt to define
elasticity of educational demand, we can say that i

the responsiveness of change in student enrollfeandliment demand)
in schools with respect to changes in prices oostfees.

The formulae for elasticity of educational demasdiven as:

percentage change in enrolment

e =
percentage change in school fees

Demand for education can be inelastic, unitary lafstec. But on a
general note, Babalola (2003) confirmed that demf@andeducation is
generally inelastic when it is compared to its @ritt implies that the
educational demand usually drops by much less @@ percent (1%) ,
while the price of education(school fee) rises me@ercent(1%).

The relationship between change in enrollment dehard change in
price of education can be expressed as shown below:
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LOG=1, where e=elasticity of demand and it is egpeel as follows:

L= Less than one showing an inelastic demand forcatibnal services
(e<1)

O= One showing exactly a unitary deméor educational serviceie =
1)

G= Greater than one showing an el: demand for educationa
Servicese > 1)

Example:By increasing the level of fees fros280 toN600, the total
private cost of education charged changed fiN2000 to =A2,400.
Enrolimen also changed (negatively) from 30,000 to 25,00®rbter to
calculate the elasticity of demand with respectptivate costs of
education, we need the percentage differencestimdsmmnand and co

_ (30000 —25000)/ (30000)  16.67

¢ = 72400 — 2000)/(2000) _ 20.00
Note that 0.83 is less than 1 and it shows thaptheate cost elasticity ¢
enrollmen demand is inelastic. Enrollmedemand dropped by 16.67'

while the privatecost of education rose by 20.00during the same
period

=-0.83

Study Session Summary

o7

Summary

In this Study Sessionwe defined demand sathe quantity of
commodity that consumers are willing, ready ande dbl pay for at a
possible alternative price within a given periodtiofie. We explained
the inverserelationship between the price and thantity demanded of
a commaodity and noted that the law of demand sthat the higher the
price, the lowerthe quantity ofgoods demanded and vice versa.
discussed the educational demand schedule as svéfie educational
demand curve. Finally, we stated the law of edoaoali demand, listed
and explained factors influencing demand of edoa:

Assessment

Self-Checks

Explain the consumption view of educational den

Explain the investment view of demafutt educatio

Define what educational demand schedule meansconstruct
a hypotheticaleducational demand schec

Draw the education demand curve

State the law of educational demand

Explain the limitations of law of educational derd

Explain the factes that influence demand for educa

Explain the concept of elasticity of educationainaac
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Supply of Education

Introduction

In this study session, we Il discuss the concejf supply as well ¢ the

supply of education. We will also state the law of edumadl supply.
Finally, we will examine factors influenci the supply of education as
well as the concepts of elasticity of educationgiy.

Learning Outcomes

Outcomes

Terminology

When you have studied this sion, you should be able
3.1 Explain the following concepts of supply:

e supply
* Price
* time

» supply of education
3.2 define educational supply schedule and draw a hyictd
educational supply schedule
3.2 state the law of supply of education
3.4 give details of théactors that influence the supply
education
3. elucidate on the concept of elasticity of supplyedficatiol

Supply The total amount of a specific good or service that is
available to consumers

3.1 Basic Concepts of Supply

3.1.1 Supply

This is the quantity of a commodity (goods and isexs) that producers
are willing, able and ready to sell (put on the ke8rfor a giving period
of time and at a particular given price. The supgliof educational
services who can be the public sch or the private schools will k
willing to make available quantities of educatiosalvices to whoewv¢
that demands for it. Dear students, you can sdeathane time or the
other, you had thought of enrolling for the Distai@arning Programn
for your degree programme. Here the Distance Learning CéDtr€) is



Study Session 3Supply of Education

the supplier of educational services that you esrsumer demanded at a
time or the other. So, the DLC is willing to supply many educational
services to those students that are willing to gores such educational
services at any time. Successful consumption ofh sservices is
dependent on the willingness and the ability of shedent to pay the
requisite fees.

3.1.2 Price

This is the cost or value or worth of a given goloat the supplier or the
institution will make available to the students.eTprice or the cost is
monetary and that is the reason why you will aslkryfellow lady how
much did she pay for the school fees. The answirbei“l paid N67,
777.77k. You might then go ahead to compare theaddbes you paid to
that of the Distance Learning Studies (DLS) of theversity of Lagos.
You will based upon many factors best known to goaclude that it is
better you should continue with the DLC programrhéhe University of
Ibadan. You will still encourage many of your caligies to even enroll
on the DLC programmes.

3.1.3Time

This is the exact moment in time at which the posdus ready to make
the educational service available to the studefitss might be in the
2013/2014 academic session or the 2014/2015 acadeession.
Invariably, the academic session during which yeadided to start your
course at the Distance Learning Centre, Univergitibadan and you
have structured lectures is the time educationalces is supplied to you
by the DLC. You need to still remember that forteat our (human)
activities that we undertake under the earth, thseagtime.

3.2 Supply of Education

This is the quantity of educational service(s) thgbroducer (a school
owner) is willing, ready and able to make availaioighe consumers of
educational services (children, youths, adults smayly challenged and
SO on) at a given price and at a given time(periédy example, if a
school (primary, secondary or tertiary institutiogdvertises its
educational products on the radio, television dh#nnewspaper, it is one
of the indicators that the school is getting redamlymake available its
educational services to the Nigerian public or comsrs of various
educational services. This will be done at a gipece (school fees) to be
charged by the public or private institution ansloaht a particular time,
which can be 2013/2014 academic year or during 20844/2015
academic year as the case may be. The school owiletse ready to
make available their educational services at angige and other fees and
at a particular time.

3.2.1 Educational Supply Schedule

A schedule is a table that shows both the pricevldth a product is
supplied by the school operator and the quantitydafcational service or
of product that is demanded by the consumers oinithigiduals in the
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public. To this end, educational supply schedule iable that shows the
various school prices (school fees) charged by dtigools and the

number of students that are enrolled in the varsmi®ols based on the
different schooling prices charged. The table bekhwows the various
schooling prices and the various enroliments oflextis in line with the

different schooling prices.

Table 3.1:Educational Supply Schedule

School Fees-4000) Quantity/Enrollment
70 800
60 700

50 600

40 500

30 400

20 300

10 200

5 100

Table 3.0 or Schedule above reveals that when tive pf education
(school fees) was=M0, 000, the quantity of student places that the
educational producer will be willing to make avhito the public is
800. When the school fees reduced 460N 000, the quantity of
educational services that the producer of educatidhbe willing to
make available will be reduced to 600 student @aéemember that
suppliers, especially private entrepreneurs i@ business to make as
much profit as possible, while public school prerglare into supply of
educational services to render service(s). Thoubh, public school
providers will at one time or the other also chargeme fee, which
cannot be compared to the private education providéou need to
observe that as the school fee reduces the numbetudents that
enrolled are also reduced, especially if one camsidthe private
entrepreneurs who are into schooling business taeraaprofit. This is
how suppliers behave in response to the price aserand decrease. So,
whenever there is an increase in the school feeslupers will react
positively by making available more schooling sgaf@r the students.
But if there is a reduced school fee, normally, pheducers will reduce
their spaces available for students because tkpéated profits will also
be reduced.

3.2.2 Educational Supply Curve

The supply curve is the translation (or represemtatof information
(price and quantity) on a supply schedule to a euihe educational
supply curve is the translation (or representatiof)information on
school fee and student enroliment that is showa echedule to a curve.
The information on the schedule or table 3.0 abwmilebe represented
into a curve as shown below:

Price (Fee)-4000)
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Fig 3.2 Showing Educational Supply Cu
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From the educational supply curve above, you @mthat the curve
slopes upwards frorleft-hand side to the rigtitanc side depicting that
when the school fee was high(for examN70,000) suppliers mac
available more schooling spaces for the conss of education service
(for example 800) in the school. But as the sclfe®lwas decreasing, t
number of students’ spaces available was reducngoa can see that
when the school fee decreasecN60, 000, the studetenrollment was
700 and so o

3.3Law of Educational Supply

The law of supply expresses a relationship betw#wn school fee
charged and the number of students enrolled indshdhe school fee is
one of the factors that influence education prode makeenroliment
spaces availak in schools. Economists of education have long ded
that the higher the school fee charged the highélr be the enrollment
spaces that education providers will be willingntake available to tr
public.

On the other hand, the law states that the lower the school fee charged, the
lower will be the student enrollment. Succinctly, the law of educational supply
states that the higher the school fees the higher will be the available school
spaces, and the lower the school fees, the lower will be the available schooling
spaces available for the consumers of educational services.

You as student need to observe carefully that triaciple/law is
applicable to the already stated law of educaticugiply above.The
direct relationship betweethe price of acommaodity (school fee) and
quantity supplied (studerenrollmenj is referred to asthe law of
educational supply. The direct relationship betv the price of
commodity (school fee) and quantity suppliedudent enrollment) is
referred to athe lawof supply or better put law of educational sup
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3.4Factors Influencing Supply of Education

Resource Quantity: In the educational sector, resources such as dabou
capital, land, and entrepreneurship is needed $oicaessful delivery of
educational service. How sufficient and availablese resources are help
the educational service supplier to supply enodgtke, for example, if
there is no enough land space where a schoolablisted, it will affect
the quantity of educational services that a prawd# make available to
the public. It is against this that the Nigeriaavgrnment make as policy
the land space that prospective school owners rhase before
embarking on the construction of schools.

Prices of Inputs used in Production:How affordable are the prices of
the resource input helps in  determining the supyl educational
services. If the price of resource input is verghhiit might not be
possible for the producer to supply the school epathis is because the
burden of the high prices will be passed over teps to bear and this
will be in the form of hiked school fees.

Availability of Technology: The availability of technology in terms of
Information Communication Technology, computer, tégys, printers,
and projector and so on helps in determining theplsuof educational
services to the consumers. If these technologiilities are available, it
will make possible to a great extent the lessoivelees in the class and
invariably the supply of educational services by knowledge supplier.

Population: The availability of population in terms of sizeathis
affected by births, deaths, migration makes theufadjpn to either be
available in a large manner or small manner. If nbenber of births is
increasing, deaths reduce and migration is redudeel, number of
population that will be available for schooling Mile high, But if it is
otherwise whereby birth is reduced, death is irginrgaand migration out
of the country is increasing, the number of poporfatavailable for
schooling will reduce. Reduction in population @so be as a result of
emigration, wars, famine diseases and naturaltdisas

Speculation- This is speculation on the part of the educational
provider(s) whereby he/she assumes or guesseghimatonsumers of
education will demand the educational services ttathas packaged
together. In this wise, the provider will supplyetleducation service
greatly if he is fortunate that his assumption vgork

Advertising or Commercial Activities: Embark on advertising or
commercial activities is a factor that determirtess $upply of educational
places by education providers. While advertisingnynpeople are made
to be aware of the available educational serviaed, some prospective
consumers will therefore demand the educationalices provided by

the supplier of educational services.

3.5Concept of Elasticity of Educational Supply

The concept of elasticity was introduced to youamstudy session of
educational demand. We will still examine the cqass it is applicable
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to supply of education. Remember very well thatpdpimas to do with
the supplier or producer of educational servicabeégpublic. Once agai
as a student, you have seen antic at one time or the other, probal
with your fashion designer. Also, if you have alssed rubber band
probably at home or in the office, it falls intoighcategory and it is
expandable in nature. Ttsection, therefordyas to do wittthe elasticity
of educational supply. Please remember that youeggand the elastic
that you lay on your hand to any extent and sityildre rubber band th
you have on you. Additionally, remember that wéwar you have
reasons to transact business in the bir with any financial institution
and you probably safe or withdraw large sums of egyogou would have
used the rubber band to hold the large sum of mongypu will ask the
bank teller to give you rubber band to hold fiymfour money.
Elasticity tas to do with how someone can stretch (extend,gater,
make longer, e.t.c.) the elastic that is on yowe, however, apply what
we have been examining to our discussion, tha supply of education,
the consumers can alli a large numbeof their children to atten
schools or decide to reduce the number of thelddn that will attend
school due to changes the price of education.

This decision of allowin a largeor small number of children to atte
school or get enrolled in scH based on the fees that are charge
called elasticity of educational deme

Elasticity of educational supply is the responsiveness of change in supply of
educational places to change in the price of education (school fees).

In simple term,when there is a change in the price of educatior
school fees) to be paid by students, the supptieotherwise called tr
producer) of education will also react in line withe change in the
school fees. You need to know that the school éaesincease and this
will make the supplie be ready to supply more or make more sp:
available for consumers of educational servicesth@rother way rount
the supplier of educational services will also tesgatively by reducin
the available schoolingpaces if there is a reduction in the school
that is charged, because of the fact that thisatémuin school fees wi
adversely reduce the profit that will accrue to #ducational service
provider

Realistically, and in the real sense, | do think we have come acro
situations where schools (private or public) wilduce their school fe
that are charged. What we can find is a situatfonoo-increase of such
fees, instead of a reduction in the f

Elasticity of supply of education can b@) Less than one (e<l
(ilUnitary or exactly One(e=1) and (iii) Greatethan One (e> 1). If
elasticity of supply of education is less than oiteimplies that the
responsiveness of supplier of education in termgnaking available
schooling placeto intended school entrants due to change is¢heol
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fees charged (positively or negatively) is lesstbae, and so, not too
many observable changes in the availability obstplaces.

If the responsiveness of the educational serviowiger is unitary, it
means that the reaction of the supplier of edusdabachange in the price
of education is equal to each other. So, if thengkan school fee is equal
to 30% and the change or responsiveness of theatooal service
provider in terms of available school places s0a30%, then you can
see that there is equality in the change in scfems and the change in
available school places. Due to this equality i tilvo variables (school
fees and available school places) we talk aboutiyie=1) elasticity of
supply of school places

The formulae for elasticity of educational suppéygiven as:

_ percentage change in available school places

e
percentage change in school fees

_ €51 — €50 Esq1 — Es N _
SRl Cs 75 Sl B LR O

Where : €5 =elasticity of supply of education

Es = Old school places

Esi= New school places
Sty - Old school fees
Sf, - New school fees

Example: If there is an increase in the priceeddication from=S,000
toN 7,000, the education provider increases the adlail school places
from 10,000 to 15,000. What is the elasticity opgly of education and
the interpretation of the result?.

e. = (Esl - Eso)/Eso
* (Sfi—Sfo)/Sfo

_ (15,000 —10,000)/(10,000)
¢~ 777,000 — 5,000)/(5,000)

_ 50%

T 40%

=1.25
The result is 1.25 and it is greater than one, rotise called elastic
elasticity of supply of education. It implied thahen the school fee was
increased, the education service provider reactedtgr than increased

school fees by providing more schooling placestlfier expected school
entrants.

There can be situations where the education sepoeider will not
react up to 1 and this is called inelastic elatstiof supply of education,
while finally, the provider of education can reagtt in the same way the
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change in school fees was. This is called unittagteity of educatione
supply

Study Session Summary

o7

Summary

This study sessioftooked at the supply of education, the various Bu
of education concepts suassupply, price, time. It also defined sup
of education and explained what educational supgiyedule meangVe
also representethe educational supply schedule on the supply ¢
while the law of educational supply was furthertesia The various
factors that influencethe supply of educationwvere explained. The
concept of elasticity of educational supply vexplored and how sh
elasticity coult be calculated, and the result properly interpret
accordingl.

Assessment

Self-Checks

1. Explain the following concepts of supply: supplyicp, time,
supply of Education

2. What do you understand by educational supply sdeeshd draw

a hypothetical educational supply schedule?

Draw on a graph sheet, the information on your kygical

educational supply schedule

What does the law of educational supply stz

Explain the &ctors that influence supply of educa

Explain the concept of elasticity of supply

Assume that there is an increase in the price ataibn from

N10,000 to=N18,000, the education provider increases

available school places from 7,000 to 10. What is the

elasticity of supply of education and the interatiein of the result?

w

No ok
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Concept of Equilibrium Analysis in

Introduction

Education

| guess thatou may have heard or readoab equilibrium befor? In this
study session, wevill concentrate on the concept of equilibrium sé
in education. Our interealso will beon the attainment of equilibriu
when the quantity of education demanded equates the quantit
education supplied aa particular price.We will examine marke
interventions b the government or private donors.

Learning Outcomes

Outcomes

Terminology

When you have studied this session, you shouldleeta:

4.1 explain the concept of equilibrium in educationehtand and
supply

4.z create a hypotheticdemand for education and supply
education schedule

4.2 illustrate the Equilibrium Point of demand for edimaand
supply of education as shown on the hypothedemand for
education and supply of education schedule

4.4 discuss what is meant by (i)excess demand for eiducand
(i) excess supply of student places

4.t explain the factors that can reduce students’ denfiar
education below the socially desirable level?

Equilibrium A state in which opposing forces or influences are balanced

4.1 Meaning of Equilibrium

Equilibrium ordinarily means a stable state or posj where balance
attained. You are satisfied when you don’'t need more at gmant in
time. Has any of you reached the state of satisfactiéoré&@ For instance
where your stomachs not ready to take additional we. That state is
referrec to as equilibrium. We had examined tthemand for educatic
and the supply of education. It has been discovérat consumers of
education will demand education, while suppliers of education \
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supply education services. Since there is an ictiera between the
demand and supply of education and the consumersapplier of

education, there will be the need to examine thi@tpof stability or

balance otherwise called the point of equilibriunhene quantity of
education demanded by consumers equates the guahtiducation

supplied by the supplier of education services aind particular price.
The point at which quantity of education demandgqdage quantity of
education supplied is called the equilibrium poisignated by letter
“E”. Symbolically, E= Q4= Qs

The equilibrium point can be viewed from the congtirdemand and
supply of education schedule below in table 4.1.

Table 4.1: Demand for Education and Supply of EtlaneSchedule

Price (School fees) Quantity of Education Quantity of Education Supplied
(M)'000 Demanded

160 400 1600

140 600 1400

120 800 1200

100 1000 1000

80 1200 800

60 1400 600

40 1600 400

20 1800 200

From above schedule, three columns can be seethanpdepresent the
price of education otherwise called the school,fgeantity of education
demanded by the consumers of education at varinosspand the third
column represents the quantity of education or alchlaces supplied or
made available by the suppliers of education. d&le@member that we
have examined the law of educational demand tlestthat “as the
price of education increases, the quantity ofcatlan demanded
reduces and as the price of education reducegjudeatity of education
demanded increases”. Also, with respect to the Igupipeducation, the
law of supply of education states that “as thegpdteducation increases,
the quantity of education or school places increasehile when the
price of education decreases, the quantity of dducalso decreases.
You need to carefully examine the table 4.0 abadeen@nd for education
and supply of education schedule) and realize tiiiatinformation on
columns of price of education and quantity of edioca demanded
obeyed the law of demand, for education, while tlenbination of
information on columns of price of education ancimfity of education
supplied also obeyed the law of supply of educatiut at a unique or
common price=MI000,000 , the quantity of education demanded(1000)
equated the quantity of education supplied(1000js T the unique point
where the quantity of education demanded equatesqtrantity of
education supplied but at the common price=A00D,000, which is the
equilibrium price.
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Graphically, the information on the equilibrium &sis as shown in
figure 4.1 is shown below in the equilibrium graph:

Figure 4.1:
Price‘élé)’ooo S
D Surplus

160 {
140 -
120 -
100 {
80 -
60
40 -
20

Quantity
200 400 600 800 1000 1200 1400 1600 1800

4.2 Equilibrium Point of Demand for Education and

32

Supply of Education

Point E on the graph above is the equilibrium paihere the quantity of
education demanded equates quantity of educatipplised. It is also a
point at which the educational demand curve intgésséhe educational
supply curve. So, at point E, Quantity of Educatimmanded = Quantity
of Education Supplied

4.2.1 Excess Demand for Education

Excess demand for education represents a situatiene the number of
people seeking admission into an educational sysdegneater than the
number that can be accommodated by the schooleXample, 30,000
people may be seeking admission into the Univesstile only 15,000

spaces can be provided. The difference betweerD@0,and 15,000,
which is 15,000 is excess demand for educatiormRhe graph showing
the equilibrium point above, it is found that tlwsver portion of point E
depicts a situation where quantity demanded istgréhan the quantity
supplied (D>S). The excess demand occurs as a w@sldw financial

contribution of students or their parents to edocain terms of fees and
other forms of private cost of education. As a sratdf fact, the

philosophy of free education adopted by some palifparties in Nigeria
also contributed to the greater demand for edutatfothere is excess
demand for education [student places(s)], an isereilm fee would
generate added revenue. Assuming that the govetrio@mvill channel
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the extra funds tcthe provisionof more spaces, then the greater
increase in fees, the more funds are generatedhanefore, the larger
the potential supply of plac

4.2.2 Excess Supply of Student Places

The excess supply of student places is a situatioere the number «
students enrolled is less than the number of edailar provided stude:
places by the respective suppliers (providers) ddication (that is,
institutions of learing). This situation is depicted at the upper pérthe
equilibrium graph (point E) where supply is gredtean Demand (S>D
The excess supply or surplus situation occurs assalt of high user
charges charged by the respective providers ofatiumal services. If
students are charged high fees initially, the nunddepeople seeking
admission will be very low. For example, assumihgttin one of the
private Universities in Nigeria, the fees chargedN106, 000 per
academic session, and the nurrof people that sought admission to
University is 20,000, while the number of spacesilable for new
students is 25,000. Assume further that all thdiggmts (20,000) will b
able to afford and pay the charged fN106, 000). It then follows thi
the available (supplied) student places in thetingin are greater than
the demand for student places in the private Usityercharging
N106,000 per session. Additionally, this is a situabf low demand fo
school places, while the supply of schelaces remains high, th
making the supplto be higher than the demand. We have not ste
experiencing a surplus situation in Nigeria yet. aVive are currently
experiencing is a scarce situation where applicdotsthe available
student places are ire thanthose offered admissi. In America,
however, they have started experiencing a situaifosurplus supply c
educational service

One good way that surplus can be disposed of, is by reducing the user charges
paid by the students and thereby attract more demand for education. In
addition, the surplus situation can still be disposed of by converting the
schools to some other uses. As the level of fees declines, the number of people
willing to be educated and ready to pay will increase. At the same time, the
initial decrease in revenue will have its adverse effect of constraining
expansion of educational facilities and thereby reduce the supply of student
places.

4.3 Market Intervention by Government or Private
Donors

The private market alone cannot lead to an efftaiesource allocation i
education. The reason is that there is need farventions through
influences on both educational demand and supplythdt any
intervention, students would be the only so. of demand for
educational places. That ienrollmentdemand would reflect studen
willingness to pay for education. In that case, aedfor education
would reflect the students’ desire to save andsnhure education. It wil
also reflect their perction of the returns from educational investm
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relative to other uses to which they can put tisavings. In addition,
enrollment demand would depend on the individuaiauation of
education as a consumer good. Nevertheless, stiddgmand is not
likely to be the same thing as social demand farcation. There are
three factors that can reduce students’ demandwbehle socially
desirable level. These factors are:

4.3.1 Undiversified Risk

People seeking admissions are usually faced wihksriof failure in
school and later in the labour market. Althougle, sbciety is faced with
these risks, it is possible for the society to diifg the risks. The society
can pull the risk of dropping out of school to thatudents who have less
risk of either repeating or dropping out. That nsatne number of
successful completers would at the end compensatéhé number of
failure. The risk of failure would, therefore, bew® minimal when one
thinks of the corresponding successes from invgstn education.
Consequently, the society can afford to investdocation and later in
the labour market. Society can spread these riskvany taxpayers. By
this, we mean that the society would not feel thpact of failure as an
individual would feel it because, when the socfetis, it is felt by many
people thus making the pain less severe than whenvhole failure is
borne by an individual. Society can pull or spreialls but an individual
cannot. So, individuals with high risks will not lvelling to pursue
education except there is some support.

4.3.2 Difficulty of Borrowing

There are so many students who consider investinegducation as an
important, profitable and necessary venture, buabse of the difficulty

of borrowing against future returns in educatiomeyt cannot afford
education without intervention. In many countriels tbe world, the

ability to enforce loan terms for private lenderthout a guarantee is
limited. In most cases, lenders would require \regh-interest premiums
to compensate for default risk.

Consequently, marginal students are left out of faet that those
marginalized people desire education and are wgllito pay. Thus,
students’ demand alone cannot lead to efficierdcallion of resources
since many people will not enroll in the educatiosgstem despite the
fact that investment in such educational systemoishwhile.

4.3.3 Externalities in Education

Individual potential students are largely concerngith net benefit

accruing to them. Whereas, there are other soetabenefits that might
be received by others from a student’s educationolnent demand

would thus not necessarily reflect the social nendfits others might
receive from student’s education. Due to this reaitere is the need to
intervene in the interaction between forces of giBv demand for
education and institutional supply.

Apart from intervention at the demand side, ther¢he need to control
the supply aspect as well for two reasons:
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4.3.4 Inadequate Funding of Basic Research

If there is no intervention in the provisions mddebasic research in ti
educitional system, less than the desitedel of such research will t
carried out. Institutions may be interested moredntract research th
in basic (theoretical) research because the ladtersually not funde
directly. Students would be willing tcay for theincremente quality of
instruction resulting from basic research if thegrav asked to do so.
However, what the students will be willing to payllvie less than the
value of the basic researclt, therefore,becomes important that t
supply d such basic research be influenced.

4.3.5 Institutional Monopoly

Monopoly within educational institutions may makieetprices that
institutions charge for instruction different frothe actual minimum
costs. Their effect is to make prices exceed actinimum costs and to
make differences in supply prices for various catieg of instruction
more uniform than differences in minimum possiblests. Some
institutions have specialized academic programmesng to their
location or their year of establishnt. For example, the University
Ibadan has become a special and Unique University r@sult of its age
and past glories. The vantage position of this ensity may lead to
monopoly pricing restrictions. The University ofaltan might have son
degree of power to exact prices in excess of minimum casten
compared with other Universities in the country.dfidnally, some
smaller institutions may be forced to charge pricelow the minimun
possible instructional costs in areas such as agiand tecnology which
are more expensive to run than courses in arts egdcation.
Consequently, there needto intervene in institutional supply so as
ensure efficiency in the allocation of scarce reses

ITQ

Questior

is defined as a sti state or position, where balance

attainec
Feedbacl

Equilibrium is the state in which opposing forces or influences
balanced

Study Session Summary
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Summary

In this Study Sessiorwe examined the concept of equilibrium anc
this end, the definition of educational supply stile was examined ai
hypothetical educational supply schedule was shevkile the schedule
was translted to educational supply curve. We also listed explaned
the factors influencing the supply education. Eventually, we discuss
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the concept of elasticity of educational supply.

Assessment

Self-Checks

1 Elucidate the concept of equilibrium in educatiodamand and
supply

2 Construct a hypothetical demand for education angply of
education schedule

3 Demonstrate the Equilibrium Point of demand for eadion and
supply of education as shown on the hypothetieahahd for
education and supply of education schedule in gre&tabove

4 Discuss in details what is meant by (i)excess aehfar education
and (ii) excess supply of student places

5 Explain comprehensively the factors that can redstelents’
demand for education below the socially desirablell
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Study Session 5

Cost Benefit Analysis, Productivity, and

Introduction

Efficiency

In this Study Sessiorwe will examine CosBenefit analysis and tt
various steps that are involved in its calculatidve will also explair
productivity and its full measurement, efficiencydaits link with
productivity. Additionally, we will discuss somesigses connected with
productivity eénd efficiency, especially its connection betweerw
external productivity in the face of high interrefficiency. Lastly, we
will examine the relationship between external picibity and cost
benefit ratic

Learning Outcomes

Outcomes

Terminology

When you havistudied this session, you should be abl

5.1 define cost-benefit analysis
5.2 explain the steps involved in tlealculation of cos-
benefit analysis
5.2 elucidate the social aspect of the doshefi analysis
5.4 explain carefully the following terms:
* productivity
« efficiency
5.E use a table, to explain some issues that are cced
with productivity and efficiency.

Cost-benefit A systematic approach to estimating the strengths and
analysis weaknesses of alternatives that satisfy transactions,
activities or functional requirements for a business.

5.1 Concept of Cost-Benefit Analysis

Cost-benefit analysis

A process by which
business decisions is

Cost— benefit analysis is a technique or an investndecision-making
tool used for describing, quantifying and compatimg costs and benef
of investment projects in order to determine whethe projects to be
invested in are worthwhile, and to what exi
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analyzed

5.1.1 Steps Involved in Cost - Benefit Analysis

There arefour steps in the process of comparing of costs andfitenéa
project.The four steps are:

1. Identification of all the advantages (merits) aridadvantages
(demerits) of a project to be invested in.

2. Quantification of the identified merits and derits so as to place
numericalvalue on each cost and each ber

3. Monetization of the quantified merits and demesitsas to bring
all quantifiable costs and benefits to a commonod@nator of
money.

4. Aggregation of monetized costs and benefitsng the
appropriate formulae which include:

a. Net Present Value (NPV)
b. Internal Rate of Return (IRR) and
c. Benefit — cost Ratio (B-CR)

5.1.2 Social Aspect of Cost - Benefit Analysis

Cost — benefit analysis has both private and social asp&then an
individual wishes to establish an industry or emlmarla venture, he mg
want to know the costs and the benefits of sucinduastry or venture.
The difference between the costs and the benefithe Net Benefit.
Note, however, if the value of the bertsfis greater than the value of
costs, the investor will consider such project Malprofitable and
worthwhile. But if the value of the benefits is tekeme or less than t
value of the costs, the individual investor mayideaot to embark o
the project. This is because such project brings nditpfgain). What
really matters to the private investor is whethenat project (venture) |
worthwhile. He is careless about what the socidtlygain or lose from
such an investmen

Cost-benefit analysis must not only identify and quantify private costs and
benefits; it must also measure social costs and benefits. That is, it must be
concerned with what will be the positive and negative effects of the project on
the society as a whole

The BenueState government as at Janua2005,decided to set up her
own power generating firm and so, set aside thecsuy of power
generation through National Electric Power Plc (NE&). This was as a
result of the inefficiency of the NEP Plc.efore coming to thi
conclusion of private power generation, the BenagStgovernment
would have considered the benefit and cost of qurcect, and also
discovered that the society will benefit greatlyonpventuring on suc
power generation project. | the whole, an investor must not ol
concern himself with the private net benefit ofaétishing an industrie
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outfit, he must also concern himself with the nendfit to the society. It
is the social aspect of Cost — benefit analysi$ dmstinguishes it from
ordinary investment appraisal method or feasibgitydy.

5.2 Productivity

Productivity denotes the relationship between dutpod one or all
associated input, in real terms. It may be defsiegply as output per unit
of input. The concept of productivity is based ba hotion of production
function which states that the volume of outputatets on the volume of
inputs used in production and on the state of th@ratechnology. The
purpose of productivity measurement is to provideyaadstick of
economic efficiency in different time periods feordividual firm within
an industry; or for an industry considered as alahBroductivity is to
ensure that output is increased while inputs apt &®tic or put another
way, outputs are the variable and inputs are hetdtant. Productivity is
said to increase when the same inputs lead toaasgreutput than before.
So, greater productivity comes not from spendingarar from working
harder but from working smarter. Productivity isntally concerned
about the maximization of the real output of edieraénd training.

5.2.1 Measurement of Productivity

The following steps should be taken in order to snea productivity of a
firm or an industry:

Definition of all inputs and outputs
Measurement of all inputs and outputs in quatiii terms
Isolation of variation in quality of output amgputs

Expression of inputs and outputs in real term

o~ w D PRE

Combination of various real inputs and output® ia single
index

o

Division of output by input.

5.3 Efficiency

In layman’s term, efficiency is the ability to prace the desired effect
with minimum of effort, expense or waste. The cidr of efficiency
demands that, of two alternatives having the saost, ®ne be chosen
which will lead to a greater attainment of the arigational objectives. It
also demands that, of two alternatives leadinght® same degree of
attainment, one is to be chosen which entailsabkgdr cost. On one hand,
efficiency involves the maximization of output agputs are considered
as fixed, and on the other hand, the minimizatibmjouts, if outputs are
considered as fixed. It is concerned with the nesiahce of a positive
balance of output over input. Summarily put, effieiy is the optimal
combination of inputs to produce a given output ikaproducing that
output at least cost.
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5.3.1 Link between Productivity and Efficiency

It is through maximized productivity that maximunffidency is
achieved. The higher the output per unit input, Higher the ability to
produce the desired effect with minimum input armgkwersa. As earlier
stated, the essence of productivity measurement figovide a yardstick
of efficiency. Two ways by which productivity cam lnaximized by an
organization and therefore achieve maximum efficyesre listed below.

1. Any given set of inputs should be utilized sot@agroduce the
largest value of output.

2. For a specified output and quantity level, ismhould be chosen
and utilized in order to minimize production costs.

5.3.2 Issues Connected with Productivity and Efficiency

in Education

The Distinction between immediate outputs and wateambenefits of
education. The distinction laid out in table 5.1stnbe made between
immediate outputs and ultimate benefits of educatio order to
understand the difference between productivity agfticiency in

education.

Table 5.1:Distinction between Immediate Outputs andJltimate

Benefits of Education

Criterion

Immediate Output

Ultimate Benefit

1 Composition

Comprises of all that a gradugteomprises of all that can be gain

acquired in the process of bei
educated. For example, all t

dearning,

acquired learning, skills angdgraduates. For example, a better j

attitudes that students car
away from the educationa
system is far greater than wh
they brought to it initially.

yhigher income, more satisfying fami

atigher  production, better

leaders etc.

ghrough the application of the skill,
and attitude acquired by

llife, a greater sense of participatig
living
standards, the supply of more effective

2 Connotation

Connotes learning achievem

e@bnnotes advantages of education

or the difference between entnboth individual and the society.

and exit behaviours of graduateg

concerns the relevance of t

while in school.

knowledge skill and attitude acquired

to
t
he

3 Measurement

Examination results can
used to measure the differeng
between what students car
away from the educationa
system and what they broug
to it initially. The number of
graduates can also be compa
with the numbers who wer
admitted initially. The rate o
dropout can, therefore, affe
immediate output.

emeasures of the different educati

lland in
himeasures

the economy.
used include

ethx contribution resulting from th
e education acquired.

Ct

lgoth qualitative and quantitativ

[$°]

DN

yhave made in the life of the graduates
Econom

lifetin
earnings, increased productivity, and

D O

1%
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The following hypthetical cases illustrate the points on immec
output

Table 5.2

Student | Entry Behaviour Exit Behaviour Value Added
Mr. A 20% 50% 30%
Mr. B 40% 60% 20%

Differences in both Entry and Exit Behaviours (Case 1)

Looking at table 5.2, you will find out that theexists a difference
between the educational values added to the stutgrtheir exposure 1
the particular educational process. Mr. A’s outppalue added) is great
than that of Mr. B. While Mr. A’s utput is 30% that of Mr. B is 209
However, Mr. B’s final result is better than Mr.gAfinal result. You wil
even see that while Mr. A scores 50%, Mr. B sc@@%. Nevertheless,
while Mr. A enters the system with only 20% knowdedskill, and
attitude Mr. B enters with 40%. The difference in entry babar may
be as a result of differences family or cultural background, care
aspiration, motivation, inherent ability, etc. Yoan now see the reas
why the learning achievement of Mr. B (20%) iwer than that of Mr. £
(30%) despite Mr. B’s better performance in theaffiaxamination. Mr.
B, therefor, gains less than Mr. A in terms of added value teir
educatior

Table 5.¢
Student | Entry Behaviour Exit Behaviour Value Added
Mr. C 20% 40% 20%
Mr. D 20% 60% 40%

Equal Entry Behaviour but Different Value Added (Case
2)

Take another look at table 5.3, you will noticettbath C and D ente

with 20% respectively, but at the end Mr. D reconitgher than Mr. C.
Having assumed that both C and D are equally dnilliand equally
prepared while the process of teaching is discriminatory, the
difference in value added may be as a result dfeeidrop out or

repetition on the side of Mr. C. Instead of 6 yemayb¢ Mr. C has only

spent 4 years and consequently has not been algdeqigre the same
knowledge, skill and atude which Mr. D must have repeated tw

thereby acquiring the same education more than.

There was no value added at the period when Mr. C was repeating. | will like
you to note that internal efficiency relates the learning achievements with the
input used to produce them. In other words, it relates the input with the
immediate output while productivity relates the cost of producing learning
results in a particular period with the cumulative benefits. What | am saying is
that internal efficiency is related to immediate output, while external
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_ productivity is related to the concept of ultimate benefit.

Low External Productivity In the Face of High Internal
Efficiency

An educational system can have high internal &fficy yet low extern:
productivity. This can happen when there is higlriég achievement
added value buow socio-economiémpact of the knowledgeskill, and
attitude acquired in the education systMaybethe educational syste
is producing graduates with little or no repetit@ndropout. And at th
sametime, wrong things have been taught. The education igeievant
to either the needs of the student or that of tenemy. Specialists |
Educational Management may have been well traingdf oo few jobs
are available in that field, the investment inir training is likely to
produce few benefits. Thus, the relevance and dinef what an
educational system teaches its students at a ylartittme and place ha
a major bearing on the system’s ultimate produtgt

This is an emphasize the point that ultimate productivity may also be affected
by the inability of the economy to effectively put to use the knowledge, skill,
and attitude acquired by students in the process of their education. A relevant
course may attract little or no benefit if the economy does not create job
opportunities for the graduates or the school leavers.

Relationship between External Productivity and Cost-
Benefit Ratio

Cost — benefit ratio of an educational system is an indicaf the
external productivity. As eaer defined, external productivity relatthe
cos of producing learning results in a particular pdriavith the
cumulative benefits that subsequently accrue frioosé learning results
over a long period. Similarly, co— benefit ratio is the relationsp
between the cost of producing learning results piag) and the
cumulative benefits of education. If the accruenddis to individual an
to society substantially exceed the educationalscdisen that particuls
educational effort can be viewed ¢ good investmer

Table 5.4: Showing the Differences between Efficiency Approachnd
Productivity Approach to Production

Characteristic Efficiency Productivity Approach

Approach

1 | Definition Cost per unit of a | Volume of production
constant level of | per unit of input
output.

2 | Measurement Money terms Classically, physical

output

3 | Inputs Treated as | Treated as constant
variable (the aim
is to reduce them)
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4 | Outputs Constant for | Variable
measurement
purposes
5 | Workloads Variable (aim is to | Constant (although
increase them) nature of work may
change)

6 | Work Constant for | Variable (and a primary
organization measurement source of productivity
including range | purposes advance)
of skills needed)

7 | Planning Short - term cost | Long - term capacity
horizons savings increases

8 | Flexibility of Tendency to Tolerates range of
output homogeneous outputs

output

9 | Accountability Favours internal | Favours external
implications accountability accountability

10 | Industrial Hostile Potentially cooperative
relations management
implications driven and top

down
Adapted from Marginson (19¢
ITQ
Questior

List three steps that should be considered in order to me.
productivity of a firm or an indust

Feedbacl

If any point from the und-listed points is inclded in your answer, yc
are correct.

Definition of all inputs and outputs

Measurement of all inputs and outputs in quantiaterms
Isolation of variation in quality of output and uris
Expression of inputs and outputs in real t

Combination of various real inputs and outputs atingle index
Division of output by input.

Study Session Summary

In this Study Sessionwe examined CodBenefit analysis and tt
various steps that are involved in its calculatidhe socie aspect of
cos-benefit analysis was also explain¥de also explainedroductivity
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Summary and its full measurement, efficiency and its linkthwproductivity.
Additionally, some issues connected with produttivdand efficiency,
especially its connection between low external potigity in the face of
high internal efficiency was explained. The studgson also examined
the relationship between external productivity aost-benefit ratio.

Assessment

1. What is cost-benefit analysis?

What are the steps involved in the calculationasitc

benefit analysis?

Explain the social aspect of cost-benefit analysis

Explain the term productivity

Explain fully how productivity is measured.

()Explain the term Efficiency (ii) Explain the kn

between productivity and efficiency

7. Using a table, explain some issues connected with
productivity and efficiency.

N

Self-Checks

ook w
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Study Session 6

National Income and Growth Rate

Introduction

This study sessioimtroduces you to the concepts of national inconm
growth rate. As you will later realize, income mgaavenue, earnings
proceeds thecomein for a person after working for a given time pek
by giving up one’s timin the service of an organization. Such a pers:
invariably rewarded by the payment of such incobhé.our interest here
is that of the incole that a nation accrudgs hersel in the course of
transacting businesseand finding out how such incol increases.

Learning Outcomes

When you have studied this session, you shouldleeta:

6.1 define the following terms:

a. national income
b. gross domestic product
Outcomes C. gross national income
d. per capita income
6.2 explain why national income is computed on an at basis; and
6.2 compute per capita income and growth rates.

Terminology

National income | The total amount of money earned within a country

Gross domestic | The value of the goods and services produced by the
product nation’s economy less the value of the goods and services
used up in production, adjusted for price

Changes
Gross national The total domestic and foreign output claimed by
income residents of a country, consisting of gross domestic

product (GDP) plus factor incomes earned by foreign
residents, minus income earned in the domestic economy
by non-residents

Per capita The mean income of the people in an economic unit such
income as a country or city
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6.1 National Income

National income

The total value of a
country's final output of
all new goods and
services produced in one
year

Gross Domestic Product

The monetary value of all
the finished goods and
services produced within
a country's bordersin a
specific time period

Gross National Income

The sum of value added
by all producers who are
residents in a nation, plus
any product taxes (minus
subsidies) not included in
output, plus income
received from abroad
such as employee
compensation and
property income.
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National income is the monetary value of goods and services theat a
produced in a country (an economy) over a givenogeof time. The
growth of a country is measured by using the mseational income over
a year. National income is usually computed on ahhbasis and this will
give room for ascertaining of the growth that ispesenced in an
economy. To measure the economic development ofountry, a
structural analysis of the national income mustriagle, instead of using
ordinary values of the national income. The natiomeome values alone
give nominal values without giving necessary infation on the
structure such as population and capital capalilita country. Further
discussion is deferred to the section on per capuame after we would
have learnt about Gross National Income and NebNaitIncome.

6.1.1 Gross Domestic Product (GDP)

Gross Domestic Product (GDP) is the value of thal toutput that is
produced by factors of production resident withineeonomy during the
period for which national income is being computEde GDP is strictly
for the shores of a given country, and so it hgea@graphical boundary
as it takes into consideration all the factors aidpiction belonging to
both citizens and foreigners living in a country. fBe time depreciation
is deducted from the GDP, the result that is olehils the Net Domestic
Product.

6.1.2 Gross National Income (GNI)

The Gross National Income (GNI) otherwise known the Gross

National Product (GNP) is defined as the total gatu the monetary
measurement of the total output produced by thtofsf production

that are around the citizens irrespective of whbeecitizens are living

during a given period of time, say one year. Thasgmational product
includes net income from abroad. Only the finaldorets should be taken
into account while estimating the GNP of an economtys is to prevent
the problem of double counting which can arise wvedoe of item(s) are
accounted for at their different stages of produrctiSymbolically, GNI =

GDP + X — M where GDP = Gross Domestic Product;

X = Exportand M = Import

By the time depreciation is subtracted from the GiRé result will be
Net National Income. Symbolically, NNI = GNI — Degiation. There
are three major approaches used in estimating ea@d these are

a. Income Approach
b. Expenditure Approach
c. Value Added Approach



Per capita income

The average income
earned per personin a
given area (city, region,
country, etc.)in a
specified year-

Study Session 6National Income and Growth Rate

6.1.3 Per Capita Income

This is the income earned by an individual withigieen society. Put in
another way, it is the total income of a group diégd by the number of
people in the grou@er capita (not capital) incomeis the income per
head of a given population. The per capita incosnmore of an estimate
than the real contribution of each individual t@ thational income. It
should be realized that while some citizens havardmted much or
little than the per capita income to the overaltioral income, some
other citizens might have contributed nothing tatitall. The values of
per capita income are better index for measuringldpment than those
of national income. For example, assume that ttiemsl incomes of two
countries B and D were N30 million and N36 millionthe year 2013
respectively. The population figures of the cowsriB and D were
10,000 and 104,400 in the year 2013 respectively.

Thus, the per capita incomes of countries B andh 2013 will be as
follows:

Income 30,000,000
Population 10,000

a. CountryB'sPer Capita Income =

= 43,000

Income 36,000,000
Population 104,400

b.Country D'sPer Capital Income =

= A344.83

From the findings above with respect to countrieard D, one will be
tempted to conclude that country D wi#B®& million was richer than
country B with only=M80 million. Whereas, when we get the per capita
income of these countries, it was revealed thanhttguB had more
money per person than country D, whose per capitame was-844.83.

6.1.4 Growth Rate

The growth rate is usually made used of in thedfief economics,
especially when examining the country’s nationabime and population
growth. The growth rate is, therefore, the ratelmnge in any measure
of development over a period of time. The growtte raf a country in
relation to national income can be calculated asrgbelow:

Y, - Y, 100 =

G th Rate = X
row ate YO 1

Where Y5 = Income in base Year 0
Y, =Income in target year 1

Example: Given that a country’s national income2008 and 2013 were
N30 million and=85 million respectively. The growth rate over the
period under consideration will be:
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Y,— Y, 100

Y 1
While Yo =Y 2008 = AN30 million
Y1 = Ys013= N35 million
_ 35,000,000 — 30,000,000 100

= 1)
30,000,000 X 1 16.67%

The above result shows and implies that the ndtior@ome of the
country under consideration has increased by 16.6&84een the years
2008 which was the base year and the target yda. 20

Average Growth Rate

This is the annual or yearly change in the givepasure under
consideration (that is income, population etc.)aojiven nation over a
period of time relative to the duration of the peli

Mathematically
Overall Growth Rate

A G th Rate =
verage Grow ate = Number of Years Interval

From the example given above,
Overall Growth Rate = 16.67%

Number of Years Interval =5
16.67 = 3.33 per year

—

Therefore, Average Growth Rate

ITQ

Question
Differentiate between GDP and GNI
Feedback

Gross Domestic Product (GDP) is the value of thal toutput that is
produced by factors of production resident withineeonomy during the
period for which national income is being computedhile the Gross
National Income (GNI) otherwise known as the Gmdasional Product
(GNP) is defined as the total value or the monetagasurement of the
total output produced by the factors of productibat are around the
citizens irrespective of where the citizens areéntivduring a given
period of time, say one year
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Study Session Summary

In this StudySessionwe discussed the concept of naticincome as the
o monetary value of goods and services areproduced in a countr(an

economy) over a givelperiod of time. Terms like Gross Natiol
Income (GNI), Per Capita Income (PCIl) and Growtke revere also

Summary examinec

Assessment

1. Explain the following terms extensively:
a. National Income
b. Gross National Income

Self-Checks c. Per capita Income
2. Why is national income computed on an annual b
3. Use the table below to answer questions

(a) - (d)

National Income and Population of Country E

Year National Income Population
2008 A180 million 15 million
2013 N210 million 21 million

The national income growth rate is
The population growth rate is
Average national income rate is
The 2013 per capita income is?

oo o w
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Study Session 7

Physical and Human Capital

Introduction

Many of you are familiar with thword “capital”. To some people,
means the town or city where the seat of governragatcountry, state
or local government is based (situated). You hése laeard about capit
letters as we have in English grammar. In the fidléeiconomics, there
the concept of capital, which youll be exposed to ithis study session.
We are going tfully discussboth the physical and human cap

Learning Outcomes

When you have studied this session, you shouldleeta:

7.1 define and differentiate between
a.Physical and human capital
b.Expenditure and cost

Outcomes )
c.Consumption and Investment
7.2 identify four characteristics of capital
7.2 calculate the average and marginal costs
Terminology
Expenditure The action of spending funds
Average cost The total cost divided by the number of goods produced

(the output quantity, Q).

Marginal cost The change in the total cost that arises when the quantity
produced is incremented by one unit, that is, it is the cost
of producing one more unit of a good

Physical capital | One of the three main factors of production in economic
theory. It consists of manmade goods that assist in the
production process, like machinery, office supplies,
transportation, and computers.

Human capital The stock of knowledge, habits, social and personality
attributes, including creativity, embodied in the ability to
perform labor so as to produce economic value
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7.1 Physical and Human Capital

7.1.1 Physical Capital

Physical capital refers to the acquisition of maekj money and
materials for further productive activities. Theypttal capital can be
seen and touched. In fact, it is concrete and s&ed dor the creation of
more materials.

7.1.2 Human Capital

This refers to the acquisition of trained and skilimen for productive
activities. Human capital is the equipping or empong of humans who
will ensure the continuous survival of differenttinas in the world.
Human capital is the manpower base of a given eagno

1.2 Characteristics of a Capital

52

7.2.1 Capacity Increase is a Must

Both physical and human capitals have a capacitynofeasing the
productive capacity of an organization. For examplérained man with
the ability to handle and manipulate machines wwvdlease the output of
an organization. Also, whenever a machine is intced into the
operation mode of an organization, the rate ofdase in the output of
such a firm will be greater when compared with heotorganization
depending on manual operation. It should be redilikat there is a limit
to the extent to which operations can be done mnbacause of the
limitation in human power and ability. But the mawhinvented by man
can carry out greater functions within a limitetéi

7.2.2 Pay-Off Time is long

Both capitals (human and physical) require a loagaa of time before
they can pay off. An educated man would have tokvior some years
before he or she can pay off the money spent oarther education. In a
similar vein, a machine that is bought and put adequate use would be
in use for some time before it can pay-off the nyoggent to acquire it.
In this while, one can imagine the amount of monggent by the
government, parents, relatives, family members awen oneself on
education right from primary school to the Univerdevel. It could be
thought over that how many years of full-time emnyphent do | think |
will need to pay off my educational expenses? Nb# such expenses
include tuition, allowances, and salaries of teaglsitaff, books, clothing,
transportation, building and teaching equipments.

7.2.3 Building-Up Period is Long

Both human and physical capitals require a lengibsiod of time to
build up. For somebody to be a trained and qudlifecondary school
teacher having a B.Ed. certificate, you must hgpentat least 16years in
primary, secondary and the University levels. Algorequires lots of
savings, self-denials and resources on researciesedopment.
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71.2.4 Depreciation is Certain

Capital whether human or physical must deprecia¢e time. It is a must
that depreciation must set in into these capitalsaaresult of usage
Depreciation manifests in human knowledge andsskihd to this end,
human capital requires some updating through tlgarezation of in-
service training, seminars, workshops, further atan etc. If you cast
your mind back, you will realize that you were ra¢ strong in the
AD2000s as compared with the 1990s. Additionalbmpare the number
of times you visited hospitals every now and tHeurther imagine what
will remain of your power of work by the time youea65years old.
Human capital certainly wears and tears like platsiapital such as cars,
engines, buildings etc.

Memory Aid: CAPABUDE
1. Ca = Capacity increase is a must
2. Pa = Payoff time is long
3. Bu = Building-up time is long
4. De = Depreciation is certain

7.3 Expenditure or Outlays

Expenditure is the monetary value of the resouticasare directly used
up by a producer or manufacturer) or a consumeth@ process of
production.

7.3.1 Current Expenditure

This is the money outlay on a goods and servicasltiting short-lived
benefits to the consumer. The short-lived ben#itssually for not more
than a year.

7.3.2 Capital Expenditure

The capital expenditure is the money on goods amdices that bring

long-lived benefits usually for more than a yeahisTis expenditure

incurred on capital items such as building, investtrin share purchase,
and so on. One major difference between the curesmd capital

expenditures is in the duration within which ongogsa the goods and
services on which expenditure has been incurred.

1.4 Cost: Opportunity Cost

Cost is a measure of what is given (sacrificedjnuprder to produce or
consume a commodity or service. It may be in threnfof opportunity
cost in which case what is given up is the next bisrnative to what is
being produced or consumed. Opportunity cost ikliigoncerned with
the real sacrifice involved in achieving somethitigs also the value of
the alternatives or other opportunities which mhestforgone in order to
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achieve a particular thing or target. Cost canretfoee, be divided into
the following types:

7.4.1 Total Cost

This is otherwise denoted by TC and it is the valfiall what you have
to sacrifice in order to achieve something. Thaltobst is made up of
fixed cost and variable cost.

Symbolically
TC=TFC+TVC
Where TC = Total Cost
TFC = Total Fixed Cost
TVC = Total Variable Cost

Total Fixed Cost

This is a cost that does not vary with outputslinicurred on fixed items
that must be readily available before any prodecictivity can take
place in a given organization. The total fixed cgsalso referred to as
overhead cost. This cost includes cost of managememal expenses,
cost of buildings and interest on borrowed capifar example, if the
rent paid on accommodation 42900 a month, when the output is
10bags. If the output increases to 20bags, thewinstill be N2,500 a
month for accommodation. On the other hand, if thiput falls or
reduces to 5 bags, this output reduction doesmmgalyithat there will be a
reduction in the accommodation fee=e#,600 a month. Such person will
still be required to pay-R500. Total fixed cost is arrived at by adding
together the values of all items whose costs dwvaigt with output.

Total Variable Cost

This is a cost that varies with the level of outftis is also called direct
cost and examples of the cost are those of rawrralstefuel, stationeries
etc. It is denoted by TVC.

7.4.2 Average Cost

Is the unit cost and it is total cost divided bytp. It is symbolically
denoted as

E
Q

The average cost could also be seen as the sumerdge fixed cost
(AFC) and average variable cost (AVC)

Symbolically, AC = AFC + AVC

Average Fixed Cost

This is the total fixed cost divided by the unitaaftput. That is
TFC
Q
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Average ariable Cost

It is the total variable cost divided by the urfibatput. In symbol,
TVC
0

7.4.3 Marginal Cost

This is denoted by MC, and it is a change in totat associated with a
unit change in output. So, it is the additionaltdostotal cost as a result
of a unit increase in the level of output. Thanhisymbol,
MC = 6TC OR DTC

- 8Q DQ

Where MC = Marginal Cost
TC = Total Cost
3Q = DQ = Change in quantity of output

For example, given that 100 and 150 units of a web@d@mount to the
total cost 050 andf800 respectively. The marginal cost of producing
an extra unit will be given as shown below:
DTC _ M(300 — 250)
DQ  150-100
MC = NS0 _ A1
=<5 =

The above implies that the cost of both the 108uaitd 150 units as
shown below:-

MC =

Average cost for 100units
_TC N250

=" = N250
Q 100

The above implies that the cost for a unit of li@éns produced when the
total money cost was2560 isAR.50.

Furthermore,
Average Cost for 150 Units

_TC aa.z3oo_a¥2 00
Q150 T

1.5 Consumption and Investment

Consumption and investment can be viewed as antnwhvhile
investment deals with building up of assets ancemtbapital things
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against the future, consumption on the other waypdodoes not builup
but eats up for the provision of immediate satigfec So, consumptio
is the total ependiture on goods and services which are usedithpva
specified short period of time, which is usuallyear. Investments a
made to satisfylong-term benefits. Investment can be in the form
subscription int the purchasef any asset, or the uertaking of any
commitment which involves an initial sacrifice fmNed by subsequent
benefits

ITQ

Questior

List what the total cost is made up and expl
Feedbacl

They arefixed costandvariable cost

Fixed cost is a cost that does not vary woutput
Variable cost is a cost that varies with the lexfedutpu

Study Session Summary

machines, money and materialr further productive activities an
human capitaasthe acquisition of trained and skilled men for fgrt
productive activities We highlighted the foutharacteristics of capit

Summary are ascapacity — increase potential is a must,péitime is long,
building-up time is long and depreciation is certalve also discusse
the concept of expenditure or outl. Finally, we noted thecost is a
measure of what is given up (sacrificed) in ord obtain something. It
may be in terms of opporttty cost or outlay (expenditure) a
consumption is tade to satisfy immediate wants, linvestment, on the
other han, involves an initial sacrifice followed by subseqtuéater)
benefits

E In this Study Sessiowe defined physical capitak the acquisition of

Assessment

1. what is he only difference between current and ca|
expenditure?

2. Using the data belowyhich is in respect of a given firm,
answer questions (a) and (b)?

Self-Checks Unit of Goods Produced Total Cost N)
200 750
300 P00
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a. Find the average cost of producing 300 Units
b. Find the marginal cost of producing 300 units

3. If commodity “X” can only provide immediate satisfeon to
Mr. A, while it would provide satisfaction to Mr. &r a long
period of time, what does this mean?

4. Highlight the four characteristics of capital.
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Index Number: Laspeyre’s Index

Introduction

You have been taught that economics is a studyiofam behaviour and
this behaviour can change from time to time andnefvem place to
place. There are some signs which will make an rebsdo recognize
when and where there is a changethe economii behaviour of man.
These signs of the economic behaviour of man degreel to as indexes
which you will be introduced to in thstudy sessic. Index numbers are
used for making comparisons such as food or othvitges in a city

during a year compad with those of a previous (former) ye

Learning Outcomes

Outcomes

Terminology

When you have studied this session, you shouldleeta:

8.1 define the term index number

8.2 identify and write formulae foht three types of inde
numbers

8.3 calculate Laspeyre price index

8.4 calculate Laspeyre quantity index

Index numbers Tools of numerical measurement of the magnitude of
change in a variable or any event or group of related
variables taking into consideration the time, geographic
location, income and other features.

Laspeyre’sindex | The ratio of the total cost of purchasing a specified group
of commodities at current prices to the cost of that same
group at base-period prices and multiplying by 100.

8.1 The Concept of Index Number

As a manager oeducationprogramme, you will often need to me
comparisons of programmes and projects. You caninggx numbers
when making comparisons over time. An index starts given year, the
base year, at an index number of 100. In subsequears, percentage
increass push the index number above 100, and percentegeates
push the figure below 100. An index number of 102ans a 2% rise
from the base year, and an index number of 98 me2fs fall.
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There is usually a starting point which is callbé base year, and it is
given the value of one hundred percent (100%). § liealso the target
year index number that is related to the base lygaiividing the value in
year “n” with the value in a base year. One muge ribat government,
corporate bodies, and economic organizations arallysnvolved in the
computation of index numbers. This is done forréeson of forecasting
of business and economic conditions and to proragti/ant information
that is necessary for human existence. Furthermegeecan have the
following indexes, which are: wage indexes, prouurctindexes,
unemployment indexes, cost — of —living index ameneconsumer price
index.

Value in year n

The index i -
e index in year n Value in base year

If the prices and quantities of various items arducts bought in certain
years are given, the price index of such produatsbe calculated. There
are three main types of index numbers:

1. Laspeyre price and quantity index
2. Paasche price and quantity index
3. Value index

Other types are:
4. Weighted average of price relatives and
5. Chain index

Worked Example
Question

From the data below and using 2010 as the basewjeze appropriate,
draw up:

1. A Laspeyre price index
2. A Laspeyre quantity index

2010 2011 2012 2013

Item Po qo Py q1 P; qz P3 qs

A 0.20 20 | 0.25 24 0.35 20 0.50 | 18

B 0.25 12 | 0.25 16 0.10 20 0.123 16

C 1.00 3 2.00 2 2.00 3 2.00 4

Solution

1. Formulae for Laspeyre price index

>P1q0 100
Sp0q0 1
This is a base — year quantity weighted index

Laspeyre price index =
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Where Band g = Price and quantity at the base year
PP = Prices at subsequent years i

2pq = the price and quantity of each item in ture &rst multiplied
together and the products are then added. (i.eayliply each price by
quantity for each items A,B and C and (ii) add be three products of
price and quantity).

Step 1: Calculate Rq, for item A

a. R=0.20andg=200 Pygo=.20x20=4.0
b. R =0.25andg=200 Pgy=.25x20=5.0
c. P=0.35andg=200 Pxy=.35x20=7.0
d. R =0.50andg=200 Psgo=.50x20=10.0

Step 2:  Calculate Ry, for item B

a. R=0.25andg=120 Pygp=0.25x12=3.0

b. R=0.25andg 120 Pgu=0.25x12=3.0

c. R =0.10and g 1200 Pgo=.10x12=1.2

d. R=0.125andg~- 121 Pygo=.125x12=15

Step 3: Calculate Rggfor item C

a. R=10andg=31 Pygy=1.0x3=3.0
b. R=20andg=3] Pgy=2.0x3=6.0
c. R=20andg=30 P,gy=2.0x3=6.0
d R=20andg=30 P;gp=2.0x3=6.0

Step 4: Add up Rgoof items A, B and C

Item Py =2010
A Pogo = 4
B Podgo =3
C Pogo =3
Addition: Zpege =10

Step 5: Add up R q, of all items

item P, = 2011 B =2012 R=2013
A quo =5.0 quo =7.0 P3q0 =10.0
B quo =3.0 quo =1.2 P3q0 =15
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C quO =6.0 BqO =6.0 B;qO =6.0

Addition Pigo = 14.0 RBop = 14.2 Rgo = 17.5

Step 6: Apply the formula
Y. P1 q0 year by year
2p04q0

10 100
Base year (2010) = 10 X EE 100%

2011 ind —14x100—1400/
index = 25X —— = 0

2012 index = % X % =142%

17.5 100

2013 index = 1—(’) X /= 175%
2. Formula for Laspeyre quantity index is given as:
1p0 100
Laspeyre quantity index = §Z1§o X EE

The index is a base — year price weighted indexevhe p, g, Zgp are
defined under formula (a)

Step 1: Calculate gp, for item A
@=20and P=.200 gP,=4.0
g=24 and = .2000 4P, =4.8
0. = 20 and p=.2000 Py =4.0
;=18 and =200 P, =3.6

Step 2: Calculate gp, for item B
o =12 and P=0.250 qP, =3.0
0y =16 and P=0.2500 q,P,=4.0
0. =20 and = 0.2500 P, =5.0
0: = 16 and = 0.2500 gsPy,=4.0

Step 3: Calculate gp, for item C
o=3and = 1.0000 gP,=3.0
=2 and k=1.000 q.Py=2.0
=3 and = 1.0000 qP,=3.0
=4 and = 1.0000 gzP, =4.0
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Step 4: Add up qPg of items A, Band C

ltem | @ =2010 | gq=2011 g= 2012 g = 2013
A 4.0 4.8 4.0 3.6
B 3.0 4.0 5.0 4.0
C 3.0 2.0 3.0 4.0
Addition 10.0 10.8 12.0 11.6

Y. plq0 year by year
step 5: apply the formula S qip—
10 100
2010 (base year) = — X — = 100%
10 1
2011 = =2 % 190 _ 108y,
10 1
2012 = — x 20 = 1200
12 1
2013 = 116 X 100 =166%
10 1

It should be noted, however, that there is a difiee between Laspeyre
price index and quantity index. This is with redpax which of the
variables p(price) and g (quantity) actually varikgs the price (p) that
varies in the price index, while the quantity varie quantity index. If it
is the price “p” that varies, we puigp But if is quantity “q” that varies,
we put gpo as the numerator in the formulae respectively.

ITQ

Question

What are the three main types of index numbers?
Feedback

They are:

1. Laspeyre price and quantity index
2. Paasche price and quantity index
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3. Value index

Study Session Summary

o7

In this Study Session, we discussed the concepinagx number:
laspeyr. We also noted thaindex numbers are used for mak
comparisons such as food or other activities inita @during a year
compare with those of a previous (former) year.

Summary
Assessment
From the table below, calculate iLaspeyre price index
Item 2010 2011 2012 2013

Po qo Py Q1 P> qz P3 q3

Self-Checks A 020 | 10 | 030 | 10 | 040 | 15 | 050 | 15
B 0.25 8 0.30 9 0.20 15 0.30 12

C 0.70 5 0.80 4 0.90 5 1.00 7

Bibliography

Reading

Spiegel, M. R. (1992)Theory and Problem of Statistics. Schau
Outline serie, New York: McGraw -Hill Book Compan
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Study Session 9

Index Number: Paasche’s Index

Introduction

In the last study session, we introduced the cdnakipdex number an
explained Laspeyre’s index. In this studgessio, therefore, we will
introduce Paasche’s ind We will explain bothpaasche' price index
andpaasche’s quantity index.

Learning Outcomes

Outcomes

Terminology

When you have studied this session, you shouldleeta:

9.1 Paasche price index; and
9.2 Paasche quantity index.

Paasche index One where the numeraire is the bundle of goods using
current year prices and current year quantities

9.1 The Concept of Paasche Index

64

In computing the Paasche index, it is importantuatboth the prices ar
quantities to be used for computation. Thus, a ¢heasdex serves to
measure the total cost of a giv— year market basket relative to what
cost would have been if the purchase had been matie base year.

The formulae for Paasche price index and Paasdc&iguindex is given
below

1p1 100
a. Paasche price index = 241p X —
Xq0p1 1
1p1 100
b.paasche quantity index = %Zlil =N

You must note the

1. The Paasche Price is current year quaptite-weighted indices
respectively.
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2. The difference between Paasche and Laspeyrbeisuse of
current year weight in Paasche and the use ofyseeweight in
Laspeyre.

Example
From the data below, calculate
a. the Paasche price index
b. the Paasche quantity index

Item 2010 2011 2012 2013

Po qo Py q1 P; Q2 P3 g3

A 0.20 20 0.25 24 0.35 20 0.50 18

B 0.25 12 0.25 16 0.10 20 0.125 16

C 1.00 3 2.00 2 2.00 3 2.00 4

Solutions

> qipl 100

rice index =
p > qop1 1

Step 1: calculate Rg; and Py, for item A as follows:

a. Rgp=.20x20=4 Mo =.20x20=4.0
b. RPg.=.25x24=6 M =.20x24=4.8
C. po=.35x20=7 M=.20x20=4.0
d mpmg=.50x18=9 R:=.20x18=3.6

Step 2: calculate Ry; and Pygofor item B

a. Rg=.25x12=3 Mo =.25x12=3
b. RPg=.25x16=4 M =.25x16=4
C. po=.10x20=2 M=.25x20=5
d pg=.125x16=2 #:=.25x16=4

Step 3: calculate Ry; and Pyq; for item C

a. Rgp=1x3=3 Fo=1x3=3
b. Pg1=2x2=4 pPp=1x2=2
C. p=2x3=6 p=1x3=3
d pg=2x4=8 Rz=1x4=4

Step 4: Sum up Ry and Pyg; as shown below:
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Item 2010 2011 2012 2013
Poqo Poqo P1q1 Poq1 P2Q2 Poq2 P3Qs Poqs
A 4 4 6 4.8 7 4 9 3.6
B 3 3 4 4 2 5 2 4
C 3 3 4 2 6 3 8 4
Sum 10 10 14 10.8 15 12 19 11.6
Total

Step 5: Apply the formula = Laipl 100

~ Yqop1 1
Year Paasche Price Index
2010 (10 +10) X100=100.0%
2011 (14 +10.8) X100 = 129.6%
2012 (15+12) X100 =125.0%
2013 (19 +11.6) X100=163.8%

2. Quantity index
The Paasche quantity index formula is given devi:-
Yqlpl 100
T Yepl T

By using the table used in calculating PaascheateRndex, we will
also use the table for calculating Paasche quainiityx according
to the steps below:

Step 1: Calculate ¢p; and gop;for item A

QoPo = 4 @Po=20x.20=4
Qip; =6 @p1=20x.25=5
P =7 @p.=20x.35=7
OsPs = 9 @ps =20 x 50 = 10

Steps 2: Calculate gp;and gop; for item B

GoPo = 3 QPo=12x.25=3
up1 = 4 @P1=12x.25=3
P2 =2 Qp.=12x.10=1.2
Pz =2 Gps=12x.125=1.5

Step3: Calculate ¢p; and gyp; for item C
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Qoo = 3 @Po=3x1=3
Gps = 4 QPL=3x2=6
0P = 6 QP2=3x2=6
OsPps=8 Gps=3%x2=6

Step 4: Add up gp; and qup;

Item 2010 2011 2012 2013
qoPo JoPo qip1 qop1 qzp2 qop2 Jsps qops
A 4 4 6 5 7 7 9 10
B 3 3 4 3 2 1.2 2 1.5
C 3 3 4 6 6 6 8 6
Sum 10 10 14 14 15 14.2 19 17.5
Total

Step 5: Apply the Paasche Quantity formula

__ Xqip1l 100

T Ygqipl 1
Year Paasche Quantity Index
2010 (10 +10) X100 =100.0%
2011 (14 +14) X100 =100.0%
2012 (15+14.2) X100 = 105.6%
2013 (19 +17.5) X100 =108.6%

ITQ

Question

What is the main difference between a Paasche iadelxa Laspeyre
index?

Feedback

The difference between Paasche and Laspeyre issthef current year
weight in Paasche and the use of base year weidlasipeyre.

67



EME101  Elementary Concepts in Economics of Education

Study Session Summary

In this Study Sessior we introduced Paasche’s index and explai
both paasche’s price index and paasche’s quantigx

Summary

Assessment

1. Calculate the Paasc
a. Priceinde
b. Quantity index from the table belc

Self-Checks Item 2010 2011 2012 2013

Po Qo P, 01 P> 07} Ps Oz
A 0.2C 10 0.30 10 0.40 15| 0.50 15

0.2¢ 8 0.30 9 0.20 15| 0.30 12

C 0.7C 5 0.80 4 0.90 5 1.00 7

Bibliography
. Spiegel, M.R. (1992) Theory and Problems of SiatistSchaum’s
' Outline Series. New York: McGrawHill Book Company
Reading
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Study Session 10

Index Number: Value Index

Introduction
The presenstudy sessionis on value index which is another type

index number which has been the focus of studiethio past twestudy
sessios.

Learning Outcomes

When you have studied this session, you shouldleeta:

10.1 calculate a value index.

Outcomes

10.1 The Concept of Value Index
100

_ Xqlpl 100
> q0p0 1

Worked Example

From the table given below, calculate the valueinibr:
a. item A alone
b. items A, B,and C

2010 2011 2012 2013

[tem Po Qo | P1 qi P> qz P3 g3
A 0.20 10 | 030 | 10 040 |15 0.50 |15
B 0.25 8 030 |9 0.20 | 15 0.30 (12
C 0.70 5 080 |4 090 |5 1.00 7
Solution

Item A B C Year
Poqo 20x10=2 25x8=2 70x5=3.5 2010
P1q: 30x10=3 30x9=27 80x4=3.2 2011
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P2q2 40x15=6 20x15=3 90x5=4.5 2012
P3q3 50x15=75 30x12=3.6 1x7=7 2013

Year Value index for item A alone

201( (2 +2)x 100 = 100%

2011 (3+2)x100 = 150%

201z (6 +2) x 100 = 300%

201: (7.5 +2) x 100 = 375%

Year Value index for items A, B and C

201( (7.5 +7.5) x 100 = 100.0%

2011 (8.9 +7.5)x100=118.7%

201z (13.5+7.5) x 100 = 180.0%

201: (18.1 +7.5) x 100 = 241.3%

Note however the
Poq(): 2+2+35=75

PO =3+27+32=89
P.g;=6+3+45=135
P;gs=75+36+7=18.1

Apply the formula to obtain your answ

ITQ

Questior
Write the formula for calculating value inc

Feedbacl
_ Xqlpl 100

~ Xq0p0 " 1

Study Session Summary

In this Study Sessiorwe discussed the concept of value index
tackled some example
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Summary

Assessment

Given that

> qipl 100
> q0op0 1

Value Index = (Price Index) (quantity index)

Value Index =

Self-Checks Where B and g = price and quantity of product A in the base year

P, and g = Price and quantity of Product A in subsequerarye
respectively.

Use the data below to answer questions (i) — (iii)
ltem A

2010 2011 2012 2013

N10 N14 N15 N19
Poqo P1q: P2q2 P3qs3

i. calculate the value index for product A in 2040
ii. calculate the value index for product A in 2011

iii. calculate the value index for product A in 201

Bibliography

. Spiegel, M. R (1992)Theory and Problem of Statistics, Schaum’s
' Outline SeriesNew York: McGraw — Hill Book Company.

Reading
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Study Session 17

Index Number: Chain Index

Introduction

This study sessiomwill be the last on the concept of index nun. Here,
we will discuss chain inde

Learning Outcomes

When you have studied this session, you shouldleeta:
11.1 compute

a. ordinary quantity index;

Out b. ordinary price index
uccomes c. chain index

Terminology

Chain index An index number in which the value of any given period is

related to the value of its immediately preceding period
(resulting in an index for the given period expressed
against the preceding period = 100)

11.1 Concept of Chain Index

Formulae
. o q. 100
ordinary quantity index = — X —
qgo 1
, . p1 100
ordinary price index = — X —
Po 1
. . q: _ 100
quantity chain index = —— X
q1-1 1

Where
O = quantity in yeai

g-1 = quantity in year (i 2). That is year preceding yee

Work Example
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2010 2011 2012 2013

Item P oy P O P, (o)} P o3
A .20 20 .25 24 35 20 .50 18

Use the table above to comg
a. An ordinary quantity index for item A
b. An ordinary price index for item A
c. A quantity chain index for item A

Solution

a. Year Ordinary quantity index for item
2010 (20 + 20) x 100 = 100.0%
2011 (24 +20) x 100 = 120.0%
2012 (20 + 20) x 100 = 100.0%
2013 (18 + 20) x 100 = 90.0%

Note: The base for calculation is 2010 for all the subsed years

b. Year Ordinary Price index for item
2010 (.20 + 20) x 100 = 100.0%
2011 (.25 +20) x 100 = 125.0%
2012 (.35 +20) x 100 = 175.0%
2013 (.50 + 20) x 100 = 250.0%

c. Year Quantity Chain index for item
2010 (20 + 20) x 100 = 100.0%
2011 (24 +20) x 100 = 120.0%
2012 (20 + 24) x 100 = 83.3%
2013 (18 + 20) x 100 = 90.0%

The chain index, unlike ordinary index, is not based on the base — year figure
alone. The calculation is based on the year immediately preceding the year of
interest. For example, the quantity in 2012 was 20 while in 2011 it was 24. The
quantity chain index for 2012 can, therefore, be calculated thus:

(20 + 24) x 100 = 83.3%
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Study Session Summary

In this Study Sessiomwe discussed the concept of chain incordinaly
price index and ordinary quantity ind

Summary

Assessment

1. Using the table below, compute tharollmen index with the
following methods:
a. Ordinary quantity index with 2008 as the base
b. Quantity chain index

Self-Checks Year Enrollment
2008 17, 820
2009 18, 250
2010 20, 530
2011 21, 600
2012 23, 120
2013 25, 200
Bibliography
" Spiegel, M. R. (1992)Theory and Problems of Statistics, Schat
' Outline SeriesNew York: McGrawHill Book Company
Reading
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Study Session 12

Time Value of Money

Introduction

One big problem in investment decision is how towrthe future value
of money that is being tied down to a particularestment at present.
Assume that we know th&1,000 today will becom®5,000 tomorrow,
then we will not min doing everything to savihatMN1,000 in order to
getN5,000 later. This was one of the strong reasons sdme people
invest in stocks, treasury bills, shares and ewerdfdeposit of mone
with their banks, knowing fully well that the monénitial) invested on
such venture(: will appreciate later than now. In tfstudy session, you
will learn how to convert present value of moneyuture value and vic
versa

Learning Outcomes

Outcomes

Terminology

When you have studied this session, you shouldleeta:

12.1 define an amount, present valand future value of mon
12.2 explainthe present and future value of a given am

Time value of The idea that money available at the present time is worth
money more than the same amount in the future due to its
potential earning capacity

12.1 The Concept of Time Value of Money

An amount is a specific value of money to be paidrereived on a
specific date. Assume theyour monthly take home pay (salary)
AN5,000 while tax deduction iN140 per month, the amount which y
will receive will be different from the amount pdofe to you because
the tax deduction d¥140. Therefore, the amount you will receive will
N4, 860 instead cN5, 000. Both the saiddN860 (received) anN5000
(pad) are amount
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12.1.1 The Present Value

The present value is the value today of an amouaking into
consideration the interest that can be earned.i$hat

PV—A( 1)
T\ 4+

Where PV = Present Value

n

A = Amount
i = Interest Discount rate

n = Time Specified

Deduction

A. There is an inverse relationship between thesenkvalue and
interest rate. The smaller the interest rate, igbdn the present
value and the higher the interest rate, the smdltlerpresent
value.

B. There is also an inverse relationship betweenpiesent value
and the number of years (n). The longer the nurobgears the
amount is to be paid or received, the lower thagmevalue and
vice versa.

Worked Example

1. Find the present value fL]000 in 5 years, if the discount rate is
10% per year.

Hint: Assuming that a bank lends you an amounhéytear 2008 which
you must pay back in the year 2013 (in 5 years)hdf capital plus the
interest will amount to=,000 in 2013, how much did you actually
receive from the bank in the year 2008?

Note that the present year is 2008 while the fuyear is 2013. The
present amount is not known but we are given tharduvalue. We are
therefore expected to find the present value ofsdid-AlL,000 that must
be paid back to the bank in the year 2013.

Solution
Using the Present Value formula,

1 n
PV =4( )
1+
Where
A =N1,000
. _ ﬂ_
1=10%= ;=01
n =5 years
5
PV =1000 (1 n 0.1>
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5

1
PV =1000 (—)
1.1

=1000 (0.9091)°
=1000 (0.6210) = M621

12.1.2 The Future Value

The future value is the value of an amount at aifipd future date
taking into consideration the fact that interest ¢an be earned. That is.

FV = A1 + Dn
Where
FV = Future Value
A = Amount
i = Interest rate or discount rate

n=Time

Deductions

1. There is a direct relationship between the &tualue and
interest rate. So, the higher the interest rate higher the future
value.

2. There is also a direct relationship betweenftitere value and
time. Therefore, the longer the number of years, lilgher the
future value.

Work Example

Assume that an amount efILN)00 is deposited in an account that earns
10% interest. In 5 years that amount would havevgrm how much?

Solution:
Using the future value formula,
FV = A1 + i)n

Where:
A =4H1,000
i= 10 _ 0.1
100

n = Syears

FV =N1, 000 (1 + 0.D)
==L, 000 (1.1
=-Al, 000 (1.6105)
=Nl, 610.50
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ITQ

Questior
Define the following terms briefly: FV = A(1 +"
Feedbacl

FV = Future Value

A = Amount

i = Interest rate or discount rate

n=Time

Study Session Summary

In this Study Sessiowe discussed the time value of money. We
defined present values the today'svalue of an amount taking in
consideratiorthe interest that can be earradwell as the future valus
the value of an amount at a specified future daktimg into

Summary consideration the interest that can be earnedldifyer the number

years specified to receive or pay, the lower ttes@mt Value (PV) al
the higher the Future Value (FV) and Vice Vi

Assessment

1. The value today of an amount, taking into consiti@nathe
interest that cabe earned is otherwise known

2. Suppose that an amount=ef®0 is deposited in an account t
earns 11% interest. In 5 years time, that amounildvbave
Self-Checks grown to how much?

3. What is the present value ©P0D in 10 years of the discot
rate is 8% per year?
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Study Session 13

Meaning, Nature and Types of Educational
Planning

Introduction

This ¢udy sessiorthirteen is on planning and specifically educatic
planning. Some or almost all of us has been inwbiveplanning in one
way or the otherl believe we agree to that®t's define the conce|
now. Planning has to be done by everyone bexdadail to plan is t
plan to fail. As much as possible it is the dutyeskryone as a man
woman to plan so that we will not fail in our endears. In thisstudy
sessio, you will learn what educational planning is, thetuna of
planning and the pes of planning that we have.

Learning Outcomes

When you have studied this session, you shouldleeta:

13.1 define the concept of educational planning
13.2 discuss the nature of educational planning
13.% list and explain the different types afieationaplanning

Outcomes
Educational An instrument for providing the needed coordination and
planning direction of the different components of an educational
system

13.1 Meaning of Educational Planning

The procedure of making preparations or provismmgake smooth the
process of the training, instruction or study tleatds to the acquisition
requisite skills or knowledge, or the developmeftre@asoning and
judgment. Educational planning impliese taking of decisions for futu
action with a view of achieving - determined objectives through 1
optimum utilization of scarce available resourc€nombs (nd)made
known that educational planning, in its broadestegic sense, is the
application  rational systematic analysis to the process aifcational

79



EME101  Elementary Concepts in Economics of Education

development with the aim of making education moffecéive and
efficient in responding to the needs and goalssoftudents and socie

13.2 Nature of Educational Planning

Educational planng is an instrument for pwiding the neede
coordinationand direction of the different components of ancadional
system. It also ensures that widely acceflongterm goals, such as
universal primary education, are approached mojexotely. It provides
a realistic appraisal of the country’s resourcasr@n, non-human and
institutional) which is an important factor in theuccessful
implementation of the plan. Through educationanping, a country
indicates its willingness to effect an orderlyange or reform in it
educational system by bringing into focus shortecoming: or needs that
hithel to had been ignored or unknown and so that ap@ips&ction be
affected. Overall educational planning, either asaet of the Natione
Development Plan or as an independent plan is cteized bybringing
a balanced development of all sectors oleducational systel

13.3 Types of Planning

Let’'s examine some types of planr here.Some of you may have hee
of some of the types we will learn todThere are different types
planning as recoed by Aggarwal and Thaku2@03. The experts made
it known that there are two basic kinds of planningctviare: strategic
and operatione

13.3.1 Strategic Planning

This is also called long range, comprehensivesgratted, overall and
managerial planning, and it has three levels whieh the identifiction
and examination of future opportunities, threatd annsequences; the
process of analyzing an organization’s environmant developing
compatible objectives along with the appropriatategies with policie
capable of achieving those objectivend the integration of the vario
elements of planning into an overall structure lahp so that each unit
the organization knows in advance what must be @brvehat time and
by whom

13.3.2 Operational Planning

Operational planning can also be kntas divisional planning. It is mo
concerned with the implementation of the largerlgead strategies that
have been determined by strategic planning. Addfig, it is also
concerned with improving current operations anchwtiite allocation of
resouces through the operating budget.

Other Types of Planning

Macro Planning- Macro Planning deals with broad entities that have a large
magnitude, aggregates, and averages as National Income, Per Capita Income,
National Expenditure on consumption and income; Balance of Trade and
Balance of Payment, National Population, Total Enrollment, Enrollment
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Ratios, Age Structure etc. Thus, macro-planning deals with broad plans in its
entirety, but does not take note of breakdowns between skills or scheme
implementation at grass root level.

Micro-Planning: Micro-planning takes into consideration the little bits that
macro will not concern itself with. In the economic perspective,
microeconomic theory analyses consumption and investment of households,
prices of particular goods, output, sales and purchase decisions of individual
firms and industries. Micro-Planning in education, however, starts from grass
root level. For instance, the head of an institution (primary, secondary,
tertiary) has to plan how best he/she should bring all the children to school in
his/her area. Here planning at the village level has to be done.

He or she has to still plan of how most excellent individual schools can bring
and retain all the children in the schools. Further, each of the school heads
must plan of how schools in individual habitations can be provided; and
whether eligible students are getting their scholarships on time.

Decentralized Planning Aggarwal and Thakur(2003) said
decentralization implies a distribution of admirasive powers and
functions among local constituents. To them, deeéméd planning
means to confer the authority of planning on tleala@evelopment. They

made known that in India; the r%and 74th constitutional amendments
have placed the primary education under the comtrdtanchayati Raj
institutions. Under the decentralized planning nocdl local units
prepare their plans after due consultations widirtheople and analysis
of the strengths and weaknesses of the plannirgaaeemade known so
as to prepare towards their rectification. Thesalldevel plans are then
coordinated and summated to make the district figntaking into
account the availability of the physical and finahaesources. Apart
from this, in India, the Government have also dafed financial and
administrative powers to the heads of educationsiitutions to which
budget is also allocated for being spent by themomtng to their
requirements. Such financial delegations accordmgAggarwal and
Thakur(2003) are available in the general Findnéales. The
administrative powers are delegated according te firovisions
contained in the state Education Code of each.statmost instances,
decentralization is opposite to centralization. Fstance, in the socialist
countries such as former Russia, the concept dfateed planning was
practiced as the central authority did all plannifigese plans were then
passed on to the grassroots for implementation.

Rolling Plan: A long-term plan that is revised regularly andtegevision
is projected forward again for the same periochasoriginal plan.Thus, a
three-year Rolling Plan might be revised each geathat at the end of
year one the plan is revised and fresh projectioade to the end of the
year four.

Strategic Planning: This according to Aggarwal and Thakur (2003) is
the managerial process of developing and maintirsnviable link
between the organization’'s objectives and resour@es its
environmental opportunities.




EME101

82

Elementary Concepts in Economics of Education

Contingency Planning This is a planning technique, which determines
actions to be taken by individuals and groups atifig places and times
if abnormal threats or opportunities arise.

Corporate Planning: It is a technique, that aims to integrate or put
together all the planning activities of a companyg ansure that they are
related to the best overall objectives of the gany.

Manpower Planning:This is the planning that ensures that scarce
resources are used for the production of varioypegyof manpower
(human resources) that will be injected into vasiosectors of an
economy. Such manpower includes teachers, doctengjineers,
economists and so on that the economy needs inm toderogress and
meet the needs of the future generation yet unborn.

Process Planning This is a type of planning that determines howhia
manufacturing sector a product or part of it shduddmanufactured by
referring to the component and assembly drawings an

(i) Drafting an operation sequence for each compgne
(ii) Deciding the machines or hand tools to be ysed

(i) Drawing up the manufacturing layout for eacbmponent and sub-
assembly, the departments and type of labour ttoqerthe operations
and specifying the tools, fixtures, and gaugesetauged. This if applied
to education has to do with determining the proeesy which a primary
one class student will be taught a topic in Math#rsaand teacher
ensuring that such a student understand the tapits aught. This is
applicable to all other teachers teaching otheicsom Primary One and
S0 on.

Indicative Planning: According to Aggarwal and Thakur(2003),
indicative Planning is planning by agreement articiation of desirable
targets rather than by compulsion or decree. ltalso known as
Participative Planning.

ITQ

Question

list and briefly explain the two other types ofmting
Feedback

1. micro-planning
2. macro-planning

Macro Planning- Macro Planning deals with broad entities thateha
large magnitude, aggregates, and averages as Batiocome, Per
Capita Income, National Expenditure on consumpdioc income

Micro-Planning: Micro-planning takes into consideration the dittits
that macro will not concern itself with
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Study Session Summary

O

Summary

| believeit's not difficult to define planning anymorin this Study
Sessionwe examined the meaning of educational plannirggntture of
planning and the types of planning that we have fijjpes of planning
include strategic planning, operational planning, macropiag, micro
planning, decentralized planning, rolling planr, strategic planning,
contingency planning, corporate planning, and mamgpglanning and
so on

Assessment

Self-Checks

What is the meaning of educational plann

Discuss the nature of educational planning

Explain the different types of educatiorplanning that you
were taught.

wnN e
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Study Session 14

Application of Economic Concepts in
Education |

Introduction

You have been taught ordinary economic concepts withoutch
attention to their application. In thstudy sessiond subsequeistudy
sessios, We will learn how to apply some of the basic conc in
economics can be applied education. Wewill also concern ourselves
with the appication of the concept of demand.

Learning Outcomes

When you have studied this session, you shouldleeta:

14.1 apply the following economic concepts to educatli
problems and issues:

a. Demand
Outcomes
b. Price or cost
c. Opportunity cost
d. Income or Economic returns
Opportunity The loss of potential gain from other alternatives when
cost one alternative is chosen
Economic The distributions or payments awarded to the various
returns suppliers of the factors of production

14.1 Economics Concept of Education

Demand for education is the willingness of the astycor the individual:
to expend a fixed monetary outlay on a particwaetof education or
training even at the risk of losing alternatopportunities
The factors that affect the demand for educatieraarfollows

a. The price of education

b. The price of alternative
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Price of complimentary educational good/servicgzoojunities
Price of substitutable ventures

Income of consumers and

Tastes and preferences of consumers

~®ao0

We shall now discuss these above-stdtemtiors one after the oth

14.1.1 The Price of Education

The price of education can otherwise be said taheecost price of
education. This cost price can be viewed from twies and these are
from the side of the supplier of education and frbra side of those
consuming (consumers) the educational sers). So far education is
social service, it is provided by the society amdhis third millennium, i
is also provided by the individuals as well. Thestcorices of educatic
do affect the quantity of education to be demanugethe public. If the
price of education is not affordable bye masses, there will definitely
a reaction (negatively) in the quantity of educatioat will be demande
and vice— versa For example assuming that a country&10 million to
spend on education, while it cc N10,000 to train a child. This impli
that the society will be able to provide educafiononly 1,000 childrer
If on the other hand, it costs ord5,000 to educate a child, the cour
will be able to educate 2,000 children. This thezans that thhigher the
cost of education to the society the lower willthe quantity of educatic
demandeby its citizens.

At the individual level, assuming that the private costs (including tuition fees)
of education are very high. It implies that very few individuals will demand
that education moreover, those who have acquired education to a particular
level may no longer be able to go further even if they are willing and ready to
further their education to acquire additional certificate. Hence, the higher the
selling price (tuition fees), the lower the private demand for education and
vice — versa. In fact, one of the reasons why there is lower demand for
postgraduate degrees relative to undergraduate degrees in the University is
the higher price being charged for the postgraduate courses.

14.1.2 The Price of Alternative Opportunity

There is a thousand and one available alternagpyp®rounity to getting
educated, and among such is to be a trader or hogsd on the
government job. If the sacrifice or the opporturétystfor education is
too high, the society or the individual mdecide to drop the idea
investing on education. Assuming that you are earnN8,000.00 per
month and you are asked to forego your presentysalaorder to be
educated. Ifjob opportunity is limited in this era oworldwide
unemployment, will you beilling to resign your appointment in order
further your education? Your answer is likely to @éNo”. Therefore,
the higher the price of the alternative opportunitythe opportunity cos
the lower the demand for education and -versa.
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14.1.3 The Price of Complimentary Educational
Goods/Services

There are some items that serve as a complemsnttessful education,
and these are books, uniform, writing materialsstéloaccommodation,
laboratory equipment etc. If the price(s) of thesemplimentary

educational goods/services are higher. The demameducation will be

lower and vice — versa.

14.1.4 Price of Substitutable Ventures

There are divergent views about substitutes to atthurc Whereas, some
people believe that ignorance is the only altemeatothers believe that
trading, farming etc. are alternatives to educatibtowever, if a

substitute exists, the lower the price of such suibs, the lower the
demand for education since demand will shift frodueation to the

available cheaper alternative. For example, oneseclsubstitute to
university education through traditional route e tdistance learning
programme. If the price of the distance learninggpemme is relatively
low, then demand for University education will shifom the regular

internal degree to the distance learning progran@amsequently, more
people will be willing to acquire university eduicat through distance
learning method particularly when the sacrifice éiistance learning in
terms of opportunity foregone is very low.

14.1.5 Income of Consumers

The income received by the society as well as dfathe individual
consumers of education will determine the demandefducation. A
subsistent economy may not be able to support ge lguantity of
education because individual savings margin wiltdeelow. Whereas, if
the income of the individual is high, he will bd@ko spend more money
to educate himself and his children. In essenghdrniincome will lead to
increased demand for education even though; thé absducation
remains the same over the period.

14.1.6 Tastes and Preferences of Consumers

The taste of an individual differs and likewiserthare differences in the
tastes of one society from another. In fact, thare differences in

preferences of one individual from another. Sondividuals prefer to

pay the school fees of their wards rather thanutp ddothes, jewelry etc
and to some other parents, it is vice — versa.d Brist variations among
individuals as far as tastes and preferences focaithn are concerned.
Therefore the higher the taste, the higher the ddrfar education. Also,

the higher the preference for education, the higherdemand for such
education.
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Study Session Summary

willingness of the society or the individuals tgperd a fixed outlay on
particular type of education or training even aé thsk of bsing
alternative opportunities. We also explainhe factors influening the

@ In this Study Sessiorwe discussed the demarar education as the

Summary demand for educion and finally defined opportunity cost of eduoat
Assessment
1. Define opportunity cost of education
° 2. In a subsistent economy, what wilie privite demand for
education be?
Assessment 3. Which of the following factors cannot influencemie demand

for education in Nigeria?
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Study Session 15

Application of Economic Concepts in
Education i

Introduction

In this study sessignwe shall discuss investment and consumptic
educalon. Remember that our concern tise application of thes
economics concepts to educat

Learning Outcomes

When you have studied this session, you shouldleeta:

15.1 apply the concepts of investment and consumpti
education.

Outcomes

Terminology

Investment The creation of capital or goods capable of producing
other goods or services

Consumption The using up of goods and services by consumer
purchasing or in the production of other goods.

15.1 Education: an Investment or Consumption
Expenditure?

Investment is the undertaking of any commitmentclwhinvolves an
initial sacrifice followed by subsequent benefitS8ducation as an
investmer, thereforemeans that by spending our savings on purch:

or providing education, our future wants will bearanteed for a long
period of time

If education of a person is an investment to eithersociety or to hin
such education should be able to transform bothsthmety and the
individual in a desirable manner. Spending saviogghe education of
such i man should improve the skill of such an individushis is the
major reason why nations invest in the educationthefr citizens and
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sometimes nc-citizens. That is to say, by improving the skills of t

educatees, future production levels may be incceasth the result that
economic growth will be fasteAn educatedperson will thus become

capital like money or machine which has the abito improve the
productior capacity of an organization or a nation.

Investment in human capital (that is, in educaktinghan beings) i
necessary because it is the man who will identifgintain, utilize
mobilize and allocate money and machine in thegssof produton.
So, ifa manis not educated or trained in the act of identtiwa
maintaining, mobilizing, utilizing and organizingher resources, &
money spent on machinery aequipmenbecomes usele: Investment
in education involves initial sacrificeor example, by investinin
education, funds are taken out of consumption pftinse is mone!
available for satisfying immediate wants) and averded intoan
investmer fund. This means that the consumption bag is madder
while the investment bcis made bigger. That is the resources tha
devoted to education becomes largely out of cuwensumption fund
irrespective of whether the individual who spentedinication considere
himself as satisfying the immediate or long ternmis.

If you want to know whether the money you are expending on your education
is an investment, or not, you can find out if such spending is made in order to
satisfy your immediate wants. If there is a future want your present education
will help to satisfy, then your current efforts and expenditure will be
considered as an investment in education. For example, if by being educated,
you will be able to become a school principal in the future, then all sacrifices
made because of such education are meant to satisfy your future want to
become a school principal. It, therefore, means that without a specified level
of education, you cannot be made a school principal. Consequently,
investment in education involves future benefits.

It is the general assumption thehen education is completed, part of
benefits will go to the educated person while sqag will go to some
members of the society. Whether or not the begekits to the educated
or to another member of the society, investmeeduncation is capabof
paying offin the long run.

Generally, investments in education are made taioklong-term
benefits. The money spent on education is an imer#t if such money |
more or less reserving for future enjoyment. Thacated people, as
agents of producon, will be improved by this investment which v
yield a continuing return in the futu

Money spent on education can also be consumptiotind first instance,
education of one type (say polytechnic educatiorgrie country may a
to increase future output while another type (gaineducation) of
education in the same country does nor example, if the motive of
spender is to pursue education for the sake ofdtithe does not hope
use such education to better his life and thattbérs, then expenditu
on such an education is consumption. Let me askoymuquestion: Do
you think that expenditure on your present educaticanignvestment? If
yes, why? If your reascincludesl am not going to use the certificate
the knowledge or the skill acquired at the endhi$ tourse of study 1
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improve my present productive and eing capacities: then, all or part

the expenditure on your present education is awppson and not
investment. If you send one of your young onestmsl to acquire mor

education, if it turns out that the additional ealimn acquired by th:

persin makes him to benore productive when he got absorbed in

labour market, this makes the additional schoojiear(s) an investme

ITQ

Questior
Define education as an investnr

Feedbacl

Education as an investment defined as spendinguofsavingson
purchasing or providing education, our future wamils be guaranteed
for a long period of tirr

Study Session Summary

o7

Summary

In this Study Sessiolyou learnt thatxpenditure on education can
both investment and consumption and that it iinvestment ift
involves a sacrifice initiall, if it generates longerm benefits and if the
motive of thespenders to use the education for further produc
activities And on the other hand, it is argenditure on education c:
be consumption ithe motive of the spender is not to use the edut
for further productive activities or if such eduoatis unable to improv
the earningand working capacities of the beneficiary (educe

Assessment

Self-Checks

1. What does it mean for expenditure on education to
a. aninvestment?
b. aconsumption?
c. both investment and consumption?
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Study Session 16

92

Application of Economic Concepts in

Introduction

Education Ili

This is the laststudy session in thisoarse and our concern the
application of the concept of efficiey to education. It is highly believ

that after thisstudy session, you Wibe able to apply all the concepts in
theeconomicof education to educational issues and probl

Learning Outcomes

Outcomes

Terminology

When you have studied this session, you shouldleeta:
16.1 apply the concept of efficiency to education.

Efficiency The state or quality of being efficient (working in a well-
organized and competent way)

16.1 Efficiency in Education

Efficiency in education is the ratio between theuts and outputs of
education. An educational activity is being perfedmefficiently if a

given quantity of outputs is obtained v a minimurr of inputs or,

alternatively if a given quantity of inputs yieldsaximum output: The

concept of educational efficiency assumes that &ewt can be
compared to some industrial firm in that it recsiveertain inputs and
applies to these inputs ¢given production technique, there

transforming the inputs into outpt

The inputs into the educational system are twofbidst, there are, the
pupils (raw materials) entering a given educatiosydtem or cycle;
secondly, there are different kinds educational supplies and servic
teachers, textbookequipment(for laboratories and workshops), sch
buildings, social services, school transport ethictv will be spent ol
those new entrants in the course of their schaaleraThe value of pug
—time is measured by the amount of money a childdcbave earned if
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not in school, and this is called foregone earnifigs is added to tk
monetary value of labour, capital and intermedratgerials to get the
total expenditure on educational in|

However, in order to arrive at an adequate and isenstatistical
expression for these two input components, we nediyie as inputs into
a given educational cycle the number of pupils ramgethe cycle,
multiplied by the number of school years whichh of them actually
spends in the cycle. This type evaluationis useful in the measureme

of educational wastage or internal efficiency. ligpare thus measured

“pupil — years”. Anyone pupil year stands for both a pupil's perso

efforts and the educational supplies and servipesitson him in the
course of one school academic y

Economists of education have come out with obtaining a total input index
which is done by estimating both the direct and the indirect costs of education
for many years. The money value is then translated into the real value by
dividing it by the cost of living index.

Educational output can be defined basically as rthmber of pupils
successfully leaving an educational cycle. Appiaratof this general
definition depends on the meaning of “successthosl. If one contenc
that only completion of the full cycle representsuecess both for tt
individual and for the society, theof course, only graduates will |
defined a the educationabutput. However, supporters of the alterna
definition argue that every partial period of sdimmgp adds to the
attainment of a pupil and can, therefore, be regfhrds some partial
“success’ They take over, in other words, the economic disiom
between intermediate and final output, ascribingnesovalue to the
former. Technically speaking, this definitional apgpch takes a
successful graduate as a whone and drop out as less than oithe
fraction getting smaller the earlier the drop octwrs

There is another school of thought that believed that the quantity of the final
graduates should be measured according to their performances in the
examination as well as the minimum prerequisite for job and for admission
into a higher level of education. For example, we may consider the number of
secondary school leavers by the number of passes or credits obtained in the
final examination. The number of credit passes is transformed into a weighted
index referred to as an academic index.

The definitions of inputs and outputs of educatoiopted depend on t
type of problem of efficiency being solved. Effio®y in education has
two dimensions namel:

a. Internal efficiency and

b. External efficiency.
The internal efficient educational cycle is one ebhiurns out graduat
without wasting any stude—year or without dropouts and repeaters.

the same educational cycle may be externally guigdficient if the
graduates it turns outre not the sort the society, economy or hic
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levels of education wants. They may be wrongly ifjedl not meeting
the University entrance requirements, be unempleyahd redundant.

16.2 How to Improve the Level of Educational
Efficiency

There are many potential ways to improve educatiosygstems
efficiency.Generally speakindhey fall into 3 categories v

1. Changing the amounts, quality and proportions qfuia or
utilizing present inputs more intensively, withobtasically
altering the system’s existing form and technology or poiidn
functions e.g. a change in the pupil teacher ratio or the
gualification mix of teachers; and fuller utilizai of buildings.

2. Modifying the system’s basic design substantiattyplving the
introduction of distinctly new components and techgas.

3. Designing a brand new alternative teach— learning system
that is different radically from the conventionalld) one e.g.
distant learning on radio/correspondence.

ITQ

Questior
Name the two (2) dimensions of efficiency in ediga
Feedbacl

* Internal efficiency
» External efficiency.

Study Session Summary

In this Study Sessiolyou have learnt thadfficiency in education whic
o can otherwise be called internal efficienéy the relationship betwes

the outputs and inputs of an educational sys Also, you learnt abot
how to improve the level of educational efficie

Summary

Assessment

What is educational efficiency?

In the educational setting, when the number of schaildings
or teachers is related to the numbegaiduat produced, such
Self~Checks measurement is known as

N B
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Feedback to Self-Checks

Study Session One: Meaning, Scope, and History of Economics
of Education

1. Economics of education is one of the branches dihary
economics, and it is the study of how educationahagers
make official or approved choices from scarce add
resources which is meant for the realization of kst
possible educational outcomes. Economics of edurcati
therefore is the systematic study of how to chotbsese
alternative(s) that would give mankind the greatest
satisfaction especially in issues related to sehgoand
education in general.

2. Ordinary economics is related to the social scignegile
economics of education is the application of thenemic
principles to education issues

3. The fundamental problem of economics of educasdmow
the society, institution and the households malkeaighe
limited human and material resources they havehest
satisfy their unlimited wants for education.

4. Economists in the field of education use economatst to
solve educational problems and tackle educati@sales.

5. History of Economics of Education shows how ecorosmi
of education evolved and it showed its intereghmissues
such as financing of education, productivity anficefncy
as applicable to education. The foundation of d@nemics
of education as a significant field within econosnitates
back to the theoretical and empirical developmehts
were made by American economists such as Gary Becke
Jacob Mincer, Mark Blaug and even George
Psacharopoulos and so on in the 1960s. Their work
introduced the idea of education as human capitdlthey
attempted to calculate the economic returns to ieogu
education.

Study Session Two: Demand for Education

1) ()Demand- It is the quantity of a commodity (gocaisd
services) that consumers are willing, able andyd¢aduy
at a giving period of time and at a particularlyem price.
(i)Price- This is the cost or value or worth ofigen good.

(i Time-This is the exact point in time athich the
consumer requests for the given good or service
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(v)Demand for education- This is the quantity of
educational service(s) that a consumer is willmregdy
and able to ask for from the producer/supplier ¢gsth
primary, secondary, tertiary institutions) at aegiprice
and at a given time (period).

2) Consumption view of educational demand- Thisthe
education that can be eaten up, burnt up and wtllyreld
any returns and has consumption benefit such disiadhl
social and intellectual amenities that are deriwabbm
education.

3) Investment view of demand for education- Demdod
education can be viewed from investment angle & th
consumer’s decision to get enrolled in an education
institution is a function of the net benefit of bueducation.
University education is embarked upon with thewibat
the present value of the expected stream of benefit
(monetary and non-monetary) resulting from suctcatian,
exceeds the present cost of sacrifice (monetary reovd
monetary) of the University education.

4) Educational demand schedule- Educational dersanelddule
is a table that shows the various school pricelso@cfees)
charged by the schools and the number of studbatsatre
enrolled in the various schools based on the differ
schooling prices charged.

A Hypothetical Educational Demand Schedule

Price €NOO0O) Quantity Demanded
1000 35
900 40
800 45
700 50
600 55
500 60
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5) Education Demand Curve
1200
1000
800
600

400

Price (Fee) (N’000)

200

0
30 35 40 45 50 55 60

Enrollment

6) Law of educational demand- It states that thathigher the
school fees charged the lower will be the enroliheerd the
lower the school fees the higher will be the school
enroliment.

7) The limitations of law of educational demandlirde: war,
ostentation, speculation, inferior education s@viand so
on

8) Factors that influence demand for education- falktors that
influence demand for education include: price aficdion,
derivable benefits from education, income of thestoners,
availability of non-education alternatives

9) The Concept of elasticity of educational demalds the
responsiveness of change in student enrollmenbl{srent
demand) in schools with respect to changes in prime
school fees.

Study Session Three: Supply of Education

1. ()Supply- This is the quantity of a commodity (gisoand
services) that producers are willing, able and yeadsell
(put on the market) at a giving period of time aatda
particular given price.

(i)Price- This is the cost or value or worth ofiaen good
that the supplier or the institution will make dadle to the
students.

(i) Time- This is the exact moment in time at whithe
producer is ready to make the educational serwedadle
to the students

(iv)Supply of Education- This is the quantity afueational
service(s) that a producer (a school owner) isngllready
and able to make available to the consumers ofataunal
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services (children, youths, adults, physically @rajed and
S0 on) at a given price and at a given time(period)
2. Educational supply schedule and draw a hypothetical

educational supply schedule-Educational supply edale
is a table that shows the various school prices@ctees)
charged by the schools and the number of studbatsate
enrolled in the various schools based on the rdiffe
schooling prices charged.

Hypothetical Educational Supply schedule

School fees-d\000) Quantity / Enroliment
70 1000
60 900
50 800
40 700
30 600
500
20

3. Hypothetical Educational Supply Schedule
Educational Supply Curve
300
250
200
150

100

Price (Fee) (N’000)

50

0
200 400 600 800 1000 1200 1400 1600

Enroliment

4. Law of educational supply states-Law of educetiosupply
states that the higher the school fees the higikeb&ithe available
school spaces, and the lower the school feesothierlwill be the
available schooling spaces available for the comssmof
educational services.

5. Factors that influence supply of education- Res® Quantity,
Prices of Inputs used in Production, Availabilitf Bechnology,
Population, Speculation, Advertising or Commeréiativities and
So on
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6. Concept of elasticity of supply of education- ig the
responsiveness of change in supply of educatidaakp to change
in the price of education (school fees).

7. Assume that there is an increase in the pricedatation from
N10,000 to=N 18,000, the education provider increases the
available school places from 7,000 to 10,000. tMsathe
elasticity of supply of education and the interatiein of the result?

__ percentage change in available school places

Percentage change in school fees
e. = (551—552)/550
s (st1—5fso)/5fso
(10,000 — 7000) / 7000 0.4285
¢ = (18,000 — 10,000)/(10,000) 0.8
This result is inelastic because it is less thae @%x1). It implies
that the response of the supplier of educatiorims$ of schooling

places is less than the increased school feessandn inelastic
response on the part of the education provider.

= 0.53

Study Session Four: Concept of Equilibrium Analysisin
Education

1) Concept of equilibrium in educational demand anupby
The point at which quantity of education demandpabée
guantity of education supplied is called the eguilim
point, designated by letter “E”. Symbolically, Ez{&@ Qs

2) Construct a hypothetical demand for educationsambly
of education schedule

Demand for Education and Supply of Education Scheda

Price (School| Quantity of Education Quantity of
fees) &4'000 Demanded Education Supplied
240 400 800

210 600 700

180 800 600

150 1000 1000

120 1200 800

90 1400 600

60 1600 400

30 1800 200

3) Demonstration of the Equilibrium Point of demand fo
education and supply of education as shown on the



Feedback to Self-ChecksApplication of Economic Concepts in Education I1I

hypothetical demand for education and supply ofcatian
schedule in question 2 above.

4) (i) Excess Demand for Education - Excess demamd fo
education represents a situation where the nunfljgzaple
seeking admission into an educational system @tgrehan
the number that can be accommodated by the school
(i) Excess Supply of Student Places- The excepplg of
student place is a situation where the numbertwafents
enrolled is less than the number of available avided
student places by the respective suppliers (ders) of
education (that is, institutions of learning).

5. Factors that can reduce students’ demand facatn

below the socially desirable level - (i) Undiversd Risk (ii)

Difficulty of Borrowing (iii) Externalities inEdudzon

Study Session Five- Cost-Benefit Analysis, Produeity and
Efficiency

1. Cost-Benefit Analysis-Cost — benefit analysis te@hnique
or an investment decision-making tool used for desuy,
guantifying and comparing the costs and benefits of
investment projects in order to determine whethes t
projects to be invested in are worthwhile, and hatextent

2. Steps involved in the calculation of cost-berefialysis-

() Identification of all the advantages (meritgjda
disadvantages (demerits) of a project to be indeste

(i) Quantification of the identified merits and rderits so
as to place a numerical value on each cost andleautfit.

(iif) Monetization of the quantified merits and derts so
as to bring all quantifiable costs and benefita toommon
denominator of money.

Aggregation of monetized costs and benefits usimg t
appropriate formulae which include:

a. Net Present Value (NPV)
b. Internal Rate of Return (IRR) and
c. Benefit — cost Ratio (B-CR)

3. Social aspect of cost-benefit analydiss the social aspect
of Cost—benefit analysis that distinguishes it fromdinary
investment appraisal method or feasibility study.

4. Productivity- Productivity denotes théatmnship between
output and one or all associated input, in reahser
5. Measurement of Productivity — The following stegre followed in
measurement of productivity:

a. Definition of all inputs and outputs
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b. Measurement of all inputs and outputs in quatiie
terms

Isolation of variation in quality of output amgputs
Expression of inputs and outputs in real term

e. Combination of various real inputs and output® ia
single index

f. Division of output by input.

6. (i) Efficiency- Efficiency is the optimatombination of
inputs to produce a given output that is, produdimat
output at least cost.

(ii) Explain the link between productivity and &incy - It is
through maximized productivity that maximum effiogy is
achieved. While there are two ways by which proitgt
can be maximized by an organization and therefcheese
maximum efficiency. These are listed below.

a. Any given set of inputs should be utilized sotas
produce the largest value of output.

b. For a specified output and quantity level, ispsihould
be chosen and utilized in order to minimize prouaurct
costs.

7. Using a table, explain some issues connectedh wit
productivity and efficiency Fo explain some issues connected
with productivity and efficiency, the provided eaphtion of the
distinction between immediate outputs and ultimbémefits of
education in order to understand the differencewéen
productivity and efficiency in education will sufé, as shown

below:

Distinction between Immediate Outputs And UltimateBenefits

Of Education

Criterion

Immediate Output

Ultimate Benefit

1 Composition

Comprises of all that a
graduate acquired in the
process of being
educated. For example, all
the acquired learning,
skills and attitudes that
students carry away from
the educational system is
far greater than what they
brought to it initially.

Comprises of all that can be
gained through the application
of the skill, learning, and
attitude acquired by graduates.
For example, a better job, higher
income, more satisfying family
life,a greater sense of
participation, higher
production, better living
standards,the supply of more
effective leaders etc.
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2 Connotation Connotes learning
achievement or the
difference between entry
and exit behaviours of
graduates

Connotes advantages of
education to both individual
and the society. It concerns the
relevance of the knowledge skill
and attitude acquired while in
school.

3 Measurement | Examination results can
be used to measure the
differences between what
students carry away from
the educational system
and what they brought to
it initially. The number of
graduates can also be
compared with the
numbers who were
admitted initially. The
rate of dropout can,
therefore, affect
immediate output.

Both qualitative and
quantitative measures of the
different education has made in
the life of the graduates and in
the economy. Economic
measures used include life time
earnings, increased productivity
and tax contribution resulting
from the education acquired.

Study Session Six- National Income and Growth Rate

1. National income is the monetary value of goodsl a
services produced in a country over a given pearidime.

2. The national income is computed on an annuak s as
to ascertain the annual (yearly) growth in an ecoyno

3. @i
(b) iii
(c) i
(d)iv
Study Session Seven- Physical and Human Capital
1. (a)
2. ()
3. () (iii)
(b) (i)
(c)

5. (a) Capacity growth is a must
(b) Pay — off time is long
(c) Building — up period is long
(d) Depreciation is a must

Study Session Eight- Index Number: Laspeyre’s Index
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Laspeyre’s Index: 100%, 105.6%, 74.8% and 68.5%0920
(2010) (2011) (2012)

Study Session Nine- Index Number: Paasche’s Index

Paasche’s Price Index: 2010 (100%), 2011(126.2%)2 20
(131.7%) and 2013(166.1%)
Study Session Ten- Index Number: Value Index
1. a
2. C
3. b

Study Session Eleven- Index Number: Chain Index
1. 2008 =100.0

2009 = 102.4
2010 =115.2
2011 =121.2
2012 =129.7
2013 =141.4

2. 2008 =100.0
2009 = 102.4
2010=112.5
2011 =105.2
2012 =107.0
2013 =109.0

Study Session Twelve — Time Value of Money

1. c

2. C

3. C

Study Session Thirteen- Meaning, Nature and Types fo
Educational Planning

1. Definition of Educational Planning- Educationalqoiéng is
the application of rational systematic analysishi® process
of educational development with the aim of m.aking
education more effective and efficient in respogdio the
needs and goals of its students and society.

2. Nature of Educational Planning- Educational plagngan
instrument for providing the needed coordinationd an
direction of the different components of an edursl
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system. It provides a realistic appraisal of theinto/’s
resources (human, on-human and institutional) wiscan
important factor in the successful implementatidntiee
plan. Through educational planning, a country iatés its
willingness to effect an orderly change or reformits
educational system by bringing into focus the short
comings or needs that hither to had been ignored or
unknown and so that appropriate action be affected.

3. Types of Planning- These are: (i) Strategic plagnin)
Operational planning (iii) Macro Planning(iv) Micro
Planning (v) Decentralised Planning (vi) Rollingarl(vii)
Strategic Planning (viii) Contingency Planning (ix)
Corporate Planning (x) Manpower Planning (xi) RS
Planning (xii) Indicative Planning

Study Session Fourteen- Application of Economic Caepts in
Education 1

1. c
2. a
3. d

Study Session Fifteen- Application of Economic Compts in
Education Il

1. Expenditure on education is an investment if
a. itinvolves a sacrifice initially
b. it generates long-term benefits, and

c. the motive of the spender is to use the education f
further productive activities

2. Expenditure on education is a consumption ifrttegive of
the spender is not to use the education for fupheductive
activities or if such education is unable to improthe
earning and working capacities of the educated.

3. It is both investment and consumption if it congs the
features of (1) and (2)

Study Session Sixteen - Application of Economic Coepts in
Education I

1. d
2. C
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