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Analysis of Costs of Education in India

Jandhj^ala B.G. Tilak 

Abstract

The paper has three major objectives, first; to present a 

conceptual and analytical framework for a comprehensive anal;̂ ŝis of 

costs of education; second, to examine the nat^jre of data available to 

the practioners and researchers in the area of costs/financing of 

education; and third, to present an empirical analysis of costs of 

education in India for the recent period with the help of original 

analysis of the data, supported various empirical studies alreâ -̂  

conducted in the Indian context. The three major‘parts of the stu(^ 
are devoted to the above three issues respective];/. The last part 

draws several valuable inferences from and implications of the 
analysis made in the earlier parts.

In the first part the author highlights the importance of cost 

anai^'sis, describes taxanomy of costs of education, and discusses 

alternative concepts of unit costs of educaion and several other 

conceptual and analytical issues. The nature of official and non

official statistics on costs of education - both private and 

institutional - is described in Part II. In Part III the author 

attempts at an analysis of costs of education in India, based upon 
certain empirical estimates of costs. Besides making his own fresh 

analj?-sis in this paper, the author relies on the studies conducted and 

estimates made earlier by the author himself and by others on costs 

and related aspects of education in India, on the basis of which the 

author draws certain valuable inferences, conclusions and policy' 

implications relating to a variet^^ of dim.ensions of the problem., such 

as importance of costs in educational planning, the complementary role 

between private and institutional costs, the nature of production 

process in the educational system, regional variations in the costs of 
education, the relationship between cost of education and economic 

development, etc. The paper ends with a few major suggestions on the 
problem.
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Analysis of Costs of Education in India

Jandl-̂ 'ala B.G. Tilafc

"If you think education is expensive, tr\? ignorance”.

- Ann Landers 

(as quoted Bowen, 1977^3) •

Educational organisations have becane throioghout the world so 
complex that they require detailed investigations into their various 

dimensions. Costs are one such important dimension. V hen education 
has been increasingl;̂  ̂viewed as an investment activi%, it becomes all 

the more important. The present paper contains three important parts. 

Part I attempts at presenting an analystical framework for a stu(fy of 

costs of education, by presenting a brief discussion on the importance 

of analysis of costs of education in educaional planning, including 
some theoritical discussion on concepts of costs and other aspects. 

It should be noted that the discussion has been oonfined to a few 

selective issues. Afterall, as Bowman (1966:425) rightly said, "to 
incorporate in a single paper consideration of all of the mary facets 

of cost theoiy and assessment along all of their dimensions would of 

course be quite impossible". Part II discusses the nature and qualiiy 

of data available for educational planners and researchers in India, 

with particular reference to costs and financial aspects of education. 

Part III refers to certain empirical estimates of costs of education 

in India and the inferences we can make out of them. The paper ends 

with a few concluding observations.

I. COSTS OF EDUCATION

1.1 Introduction

In the following pages, first we highlight the importance of analysis 

of costs of education in educational planning, followed b37 a 

description of the taxanomy of costs of education. The various 

concepts of ‘unit* costs are discussed indepth. Then we discuss 

various concepts of costs such as fixed costs, variable costs, average 
costs, marginal costs, costs at current pricesj costs at constant 

prices, etc. Before we end part I, the determinants of costs of 
education are also discussed.



At the outset, it is necessaiy to distinguish beti^een the terms, 

’expenditure* on education and 'costs* of education which are often 

anonymously used. That part of expenditure which has some 

relationship with the production process and the output only can he 

referred to as costs; and that part v/hich has no such relationship 
with the production process and output is merely expenditure. In this 

sense9 expenditure is a hroader concept tha:i costs; but the vice-versa 
is also true, in the sense that while costs can include imputed items 

like opportunity costs, generally expenditure does not include such 

items. Expenditure can be expressed only in moneta.ry terms, while 

costs can be expressed in monetary as well in real or plrysicial. 

terms. In this sense, the concept 6f costs used in economics is quite 
different from that used accountants.. J'or example, the concept of 

shadow prices never figures in the works of accountants. To the 

accountant, costs mean the expenditures only - the costs of goods and 
services actuallj^ utilised during a particular period in the 

educational process (Veerarag^avan & Tilal:, 19B2). To the economists 
costs include the imputed value of goods and services, depreciation 
etc., also.

"Analysis of costs represents attempts to render investment 

decisions rational'* (stromquist, 1982:70). Hence statistics on costs 

of education are of utmost im.portance for educational planning. 

Estimates of costs are essential for estimating resources required for 

educational sector and for various sub-sectors of education. They 

also help us in understanding whether resources allocated to education 

reflect optimal level or not and within educa.tion whether resources 

are optimally allocated between different Isyers. The statistics on 

costs of education also are them:selves indicative of the efficiency of 
educa.tional system, besides facilitating one to find out the cost 

effectiveness or cost-benefit ratio of the educational system as a 
whole and of the different levels of the .̂ ŝtem. For modern welfare 

governments whose one of the main objectives is equit̂ vr, analyses of 

costs of education do help in formulating the progra,mmes towards 

equality in educational opportunities, and equality/ in educational 

achievements between different groups of population, between different 

regions, etc. Cost statistics theselves indicate the inequalities 
both in quantily and qualily of education between different groups of 

population and the regions. Thus, statistics on costs of education 
are both general and specific purpose tools in that, th^^ are used for 
different purposes, mainly for planning, forecasting, projecting, 
analysing, decision-m.ak:ing and poliq^ formulation. Besides, thê  ̂ are



also used for maJrcin,?̂ inter-regional, inter-^roup and inter-level/l:ype 

comparisons in education,

A detailed analysis of oostF of education rr-Quires coisputinp 

costs of education b; levels of education, components, with

reference to a specific point of time and per unit. In other words, 

costs of education have to he con>piited \w levels and b/ %pes of 

education such as pre-primaiyj prirnar/, middle, secondary? (general), 

school (vocational), hir^ier (general) and higher (professional). An

analj^sis of coscs of education b; levels of educa.tion depicts ven/

clearly the balanced or even (unbalanced or uneven) nature of the 

investment in the educational pv ranid. Costs of education 

components, sê y ty the recurring: items and the non-recurring items and 

ty further disaggregated components, would help us to know the nature 

of production process - whether it is capital-intensive or 

labour-intensive. Th^/ also help us better in identiJfying the

determinants of costs of education and their quantitative influence. 

Costs of education can also be computed b; iy pe of instruction - 

formal, non-formal, etc. finally, like anp.̂ statistics, the statistics 

on costs of education should refer to a time period. V-hile generally 

costs of education are calculated per 37ear, it is not unreasonable to 

calculate the costs the duration of a„ given level/type of

education, ssy costs of education of priman:- level referring to a 

five-year time period, costs of education of middle level reffering, 

to a 3-year time period, etc. It is also not uncommon sometimes to 

calculate cost per teaching hour. But such costs, including annual 

costs, do not reveal the *full' costs of education» For exarr-ple, the 

retirement benefits which are also a part of costs of education, can 

not be captured in such exercises.

1.2 TaxanoBj  ̂ of costs of education

Costs of education in most economies are incurred at two domains: the 

private and the public dcnains, which m.ay also respectively be 

referred to as individual and institutional domains (r' ajumdar, 19B3). 
Costs of education incurred at individual dom.ain include costs on 

education incurred the pupils ^nd or by their parents or guardians, 

such as on books, stationeiy, fees, hostel, uniforms, transport, etc. 

Ihe institutional costs of education, also known as costs of supplj?- of 

education, mainlj^ include the recurring costs, e.g., expenditure on 

teachers salaries, salaries of the non-teaching staff, scholarships, 

stipends, etc., and the nonrecurring costs which include expenditure 

on purchase of buildinjps, furnitures, equipment, etc. The sum of the 
costs of education incurred at the individuaJL and the institutional
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omains, net of transfers such as fees, scholarships and stipends, 

iives the social costs of education.

Ihe individual, institutional and the social costs of education 
;hus calculated is nothing but the mon^^ costs of education, which can 

>e termed as visible costs of education. The total costs of education 

lOt only include the mon̂ ,̂  costs of education, but also the invisible 

ipportunit?/ cost of education. The earnings which would have >^een 

earned by the amount of investment niade in education had it been 

nvested otherwise (in the best or the average sector) in the econoiny 

ither than education is known as the opportunity costs of education, 

'he concept of opportunity cost is relevant in calculatini? private, 

nstitutional, as well as social costs ot education. The earnings 

rhich would have been earned, had the pupil opted not to go for a 

,iven level of education are known as the private foregone earnings of 

he given level of education or the private opportunity costs of 
ducation. For example, the earnings of an individual with s b s j i-th 

evel of education will be the opportunity costs of (i+l)th level of 
ducation. The sum of private monetanr costs and the private 

pportunitj^ costs gives us the total private costs of education. The 

um of private costs of education and institutional costs of 

ducation, including the society's opportuniiy costs of education, net 

f transfers such as scholarships and fee, gives us the total social 
ost of education.

Thus, it can be summarised in the form of following equations2

= ^h ^ ^i .....^

here C represts total social costs of education and and 

epresent the household (individual or private) and the institutional 

osts of education respectively. Further if c^ sta.nds for direct 

rivate costs and c^ for foregone earnings or opportuiiiiy costs,

— ^d ^f .»... .ijon. ^
nd

= f + Cjj, ......Eqn, 3

here fee is denoted by f and the mainteance costs ly ĉ .̂



Institutional costs of education (Cĵ j cfin be broken into t*̂ro 

components, viz., recurring costs (C^) and non-recurrinfc’ costs

i.e.,

Cj_ = Cj, +  ............ >:qn. 4-

Il^ure 1 gives details on the taxanoiw of costs of education.

Now we sha].l take up the concept of tbe 'unit* cost in education. 

However we return to the details on institutional and nrivate costs of 

educatiorL later in Section 1 .4*

1.3 tftiit costs of education

Costs of education have no meaning if th(̂ / do not refer to a unit, in 
which case the same statistics can be called the unit costs of 

education. Unit costs should be defined as the cost of an educational 

'unito Then the question that arises is : vhat is an educatcnal unit? 

Ideally;, educational unit can be defined as "the abili% acquired b; 
the educated to participate in the developrr̂ ent of the econorm̂ ' and of 
civilisation'' (Gern, 1967)* But as such ’abilit^^' can not be 
measured in ar̂ y meaningful rience in practice, the units in the

unit costs of education refer to the number of pupils enrolled (or on 
rolls). Sometimes, it is also ar(?.ueci that the number of pupils 

actual!;̂ ? attending the schools/collefctes should be tak:en as the units, 

and not the total number of students on roll. The larf;̂ e diver^encf.- 

between enrolment and attendance particularly at lower levels of 

education, lends support to this arfument. It is interesting^ to note 
that while in general economic theory the unit costs in ^^eneral refer 

to units of output,”* in either case described above we consider the 

inputs, viz., the pupils as the units. So, in terms of standard 
economic theoiy, and ffi,ore ir'portantl;̂ r for effective manpower planning, 

it would be better if costs of education are calculated per unit of 

output, i.e., per successful student. Sometimes, this is also known 

as the 'effective' costs of education (wair, 1981). The effective
p

costs of education takes care of wasta^^e in education. The 

difference between the effective costs and vhat can be called 'normal' 

costs of fducation reveals the level of efficiency/ of tbe given level 

of education ^stem.

Sometimes, it is also being sw'gested thaf unit costs of 
education sho\.ild be ca,lcuj.ated per child of the relevant age-group 

population. This mŝ / indicate to some extent the ‘efficiencj^' of the 
education s^/stem, efficiency/ being measured in term.s of tne coverâ t̂ e

-  6 -



of the relevant age-group population by the education system, r or 

certain purposes of comparison, costs of education per capita, taking 

the whole population of the concerned region into account, are also 

computed. Sometimes such a ratio is computed taking the population of 

the school/college going age-group (6-23) as the denominator. Thus, 

we have five alternative terms of unit costs of educations

(a) Cost per pupil enrolled (which can be cslled ’normal' cost of 
education);

(b) Cost per pupil actually atending the school/college.

(c) Cost per Successful pupil (which can be caled effective cost of

education);

(d) Cost per pupil of the relvant age-group population; and

(e) Cost of education per capita.

However, it is necessary to note that all these concepts of unit costs 

are nothing but average costs of education.^

The selection of the unit should obviously be influencedd by the 

purpose of analysis. It is not difficult to explain that each of the 

ebove concepts serves a specific purpose. Concept (a) is the most 

generally used concept in planning at every level of education. But 
when there arises large difference between ’reported' enrolment and 

the actual attendence (a) does not serve the purpose adequately. In 

such contexts (b) is a better one, particularly at lower levels of 
education where mere attendance is considered as an enough of 

indicator of education (or educational perform.^nce). But, for 

manpower planning purpose (c), i.e., the effective unit cost is 

basically essential. To relate costs of education with the 

performance of the system, the latter being defined as coverage (for 

example, at elementary level) (d) would be a better tool. In the 

absence of detailed data and essentially for crude comparisions very 
often (e) and (f) are also adopted.

In all these cases, it may be noted that ’unit’ in unit costs 

refers to students in different forms - as an input, or as an output, 
or its wider base (viz., population or population of the relevant age- 

group) from which the imputs are drawm. But sometimes, unit costs are 

also calculated with reference to other ’units' such as cost per 
school, cost per class-room, cost per teacher, etc. The selection of

-  7 -



the unit however depends upon the purpose on hand. As the costs are 

generally found to be highly sensitive to the number of students, the 

student is most often considered as the unit. But suppose we are 
calculating costs of class-room equipment such as tables, black

boards, globes, maps, charts, chalks, dusters, etc., the 'class* forms 
the right unit. Similarly while unit costs are calculated per year or 

so in general, sometim.es thê  ̂ are calculated per teaching hour, or per 

the whole duration of a course, or costs per working d^/, etc. While 

the literature is abundant with estimates of such costs, rarely 

attempts are made to cover costs in a wider perspective. In fact, 

based upon the above mentioned different concepts of unit costs, costs 

of wastage in education, costs of stagnation, etc., can also be 

calculated. Conceptually it may also be possible, and will be highĤ y 
useful for planning to estimate costs of 'onder optim.um utilisation of 

resources in education, costs of misallocation of resources in 

education (Dougherty & Psacharopoulos, 1977), costs of irrelevance of 

education, costs of mismanagement of resources in education, costs of 
under optimum coverage of pupils in education, costs of introduction 

of new curriculum in education, and so on.

Unit costs of education are of particular importance in 

educational planning. Th^ are most essential for educational 
planning in general and planning the resources in particular. Certain 

concepts of Unit costs are also efficiency indicators. The inverse of 

unit costs based on output of the system, is after all, an index of 

total factor productivity in the production process.

1.4 F5ore on taj^nocy of costs of education

Now let us discuss on some more details on institutional and private 

costs of education.

1.4.1 Institutional costs of Education

Fany a study on costs of education are confined to the 

institutional costs of education, essentially because of 

unavailability of data on private costs of education. The 

institutional costs of education are generally analysed following 

either of the following ways of classifications

a) Variable and fixed costs of education;

b) recurring and non-recurring costs of education^ and

c) current and capital costs of education.

-  8 -



One msî  expect that but for the terrnihologî  the three classifications 

are just alternative ways of classification. In other words, the 

fixed, the capital, and the non-recurring covsts mean more or less the 
same, viz., the costs incurred almost once for all (unless the scale 

of operation/production changes), and the costs that do not vaiy along 

with a change in the inputs/outputs of the educational ^^stem. On the 

other hand, the variable, direct or recurring, costs refer to the costs 

that are incurred eveiy year and have direct correspondence with the 

inputs or output of the system, viz., the pupils. It may be noted 

that recurring costs are defined as one that are incurred ever̂  ̂year; 

and non-recurring costs are incurred, generally once for all. 

Recurring and non-recurring costs are s^nonj^mous with variable and 

fixed costs respectively,̂ . Fixed costs are defined as those costs that 

do not change with a change in the number of pupils, e.g., costs on 

buildings^ while variable costs vaiy with every change in the number 
of pupils, e.g. costs on teachers' salaries, laboratory materials, 

costs on scholarships, etc. On average terms, fixed costs go on 

declining given that the scale of operation does not change, with 

increase in the number of pupils, but variable costs may follow a 

different pattern.

However, one can not rigidly argue that certain costs are fixed, 
and others are variable. For example, if the number of students 

increases by a reasonably large number, not only the number of 
teachers have to be increased, but additional nujflber of class-rooms 

megr also have to be constru.cted. Similarly if the number of students 

increases by a small number, the 'variable* cost on teachers maj/̂  not 
change, in which case th^ mey also be called fixed costs. Sometimes 

distinction is made between short n m  fixed costs and long run fixed 

costs. V̂ 'hile cost of buildings forms long run fixed costs, costs on 

teachers' salaries etc., are referred to as short run fixed costs. 

Rather the scale of operation (size of the school) and the size of the 

incremental changes determine whether the cost on an item can be 
called fixed costs or variable costs.

Broadly, the fixed costs include the costs on the following 

items5 purchase of land and buildings or costs of construction of 
buildings; purchase of durable equipment like microscopes, globes, 

charts, etc; and costs on other non-recurring item.s. ¥ith regard to 

the fixed costs like that of the buildings it is quite difficult to 
calculate the unit costs per year. Grenerally in mar^r a study it is 
either ignored, or sometimes rent is imputed on the fixd assets (Blaug 

et al, 1969)* This forms a component in the recurring costs. Thus 

while the costs of buildings forms fixed or non-recurring costs, in

9 -



case of a hired buildin^^, the rent, that represents the depreciation 

and interest on the cost of the building, forms recurring cost. On 

the other hand^ the variable or the recurring costs include salaries 

and allowances of the teaching stcff, salaries .and llowances of the 

non-teaching staff, scholarships, stipends, fee concessions, etc., 

including the imputed costs of free st^adent”shirs; purchase of non

durable or consumable irjaterial; and costs on niaintenance and repairs 

of buildings, furniture, equipiijent, etc.

Direct and indirect costs

uGiretimes costs are also classified as direct and indirect costs. 

Direct costs are referred to as those in which money figures, while 
indirect costs are those that are iniputed, and nioneta.n,r transactions 

do not figure in. Often opportunity^ costs are known as indirect 

costs, while all the others are known a^ direct costs. They are also 

sometimes referred to as invisible and visible costs of education 

respectively.

Capital costs and current costs

I' ory a tiue the concepts of capital costs aj)d current costs are 

nomyliiously used with those of fixed costs ajid variable costs. The 

distinction between current costs and capital costs is not precise. 

It can be argued that goods such as books which last several years 
could be counted as capital equipment, but these are alF'Ost alv/'ays 

counted as current costs. In practice the distinction between current 
and capital costs is often one of administrative convenience; 

expensive and long-lasting items such as buildings are paid for out of 

a separate budget. But thev" are ncessarily a part of capital costs.

irom economists* point of view, buildings' costs provide an 
example of direct or Indirect (opportunitA? costs). Direct cost is the 

capital cost tha.t is paid as price for the purchase of the building, 

lor pl&inning purpose, we take the annual depreciation cost of 

buildings, taking into consideration the life-time of the building. 

This indicates the annual value ol the use of the buildings in 
generad. However if the rent or annual depreciaticn is not taken into 

account, one should take into account the opportunit\/ cost of the 

investment in the purchase of the buildings. If the monê .̂  ha,d not 

been used for this purpose, it would have beer; used for a different 

purpose and that is the opportunitj^ cost of the buildirig,.̂  ̂ The 

opportunity cost indicates the economic usefulness of the asset. On 
the whole, the benefits, foregone which would have been available to

-  10  «



the society in'the absense of educational progranmes would be the 

social opportunity cost of education (I isra, 1972),^ The social 

opportunity cost of education mi^ht be different from private 

opportunity costs. All scarce resources alloca-^ed to education 

involve opportunity costs (Bowman, 1962: 69-92). Allocation of scarce 

resurces msgr even have negative consequences for the quality of life 

locallji'. For Instance, gtromquist (1982c 72) cites the example of 

construction of community education centres whose programm.es result in 

the out migration of newly skilled people.

1.4.2 Private costs of education

As mentioned earlier, many studies on costs of education in 
India, for that matter in many countries, have been confined to 

institutonal costs onjly. The institutional costs, however, In some 

cases, Include some private costs of education, viz.,fee. Private 

costs of education include (i) fee, (ii) out of pocket costs on 

education excluding fees, such as the maintenance expenditure, 
expenditure on books, stationery, transport, uniforms, hostel, etc.; 

and (iii) the foregone earnings, or the opportunity cost, the 'real 

cost’ tha.t is given up to obtain education. It is rie,:ht3y argued that 

to exclude household costs on education a.nd institutional costs on 

incentives like stipends and scholarships from cost calculations is to 
igrioi'e real costs and to exclude uue former, viz., the household costs 

and include the latter is "to take a superficial and inconsistent view 

point" (Leite at al, 1968.° 24).

’While there is no ambiguity with respect to the fees and ; the 
maintenance costs such as costs on books, stationei^r, hostels, etc.,, 

opportunity costs received much criticism, in the literature. It is 

generally argued that for planning, purposes it is sufficient for the 

state to know about the institutional or specificalty the public costs 

of education. This is not wholly  ̂ture. It is equally important for 

the state to have a clear idea of the private cost of education and 

the extent to which individuals will be ready to meet their visible 

and the invisible (opportunity/) costs of education. "This information 

IS absolutely essential to make proper planning of resources for 

education in general," and to plsn public expenditure on scholarships, 

stipends, free studentships, etc., in particular. Ignoring these 

aspects Is too costly, resulting in a wide gap between the expected 

(or planned) enrolments and actual enrolments" (Tilak & Varghese, 

1983; see also Ahmed, 1975” 47-8; and Hallak, 1969: 16-19). For 
instance, a substantial part of the problems of. non-attendance and the 

dropouts in school education could be attributed to ignoring the

- 11 -



aspects orx private costs including the opportunity costs in resource 
pi.annirie-.o

Opportunitj'- cost is relatively a sin’ple concept, but one which 

has poweri'ul implications^ As Bowman (1966^450) noted'^a generalised

opportunilj/ concept has iroraense analytical power and flexibilily...
opportunii^ costs..*., are s part of and indeed in separable froro 

decision theory in ar^ form. The time of the students can not be 

taken as free and costless- The cost of a veiy valuable resource that 

is otherwise ignored, is the cost of time. Opportunit:^/ cost of 

students reflects the valiue ol this scarce resource, viz., the time. 

Vvhile the opportuni% cost of the tirre of the tea.chers is ta.k:en into 

account in the form of salaries of the teachers, there is no reason 

-whv- the opportunity cost of the time of the students should not be 
considered. There are arguments in the literature both for and 

a^^ainst consideration of opportunity costs of students' time (see 

Tilak, 1977 and 1981-a, for details). For example, Vaizey (1962^43) 
argues: ''inclusion of income foregone opens the g;ate of a flood of 

approximations which would take the concept of national income aŵ ,r 

from its origin as a.n estimation of the measurable flows of the
economy..  it is doubtful whether e m  more useful purpose is served
by a statistical exercise of the kind than could be achieved merely ly 

observing the number of people engaged in education'! It is also 

argued that since elementarv' education is compulsonr, the opporti;niV 
costs of elementan^ education should not be considered. }3ut if 

opportunitj'^ cost of students is to be ignored because (elementanO 

education is compulsory, then direct costs of whole education should 

equally be excluded (Becker, 1964o74). Sometimes it is argued that 

opportunity? covsts should be adjusted for unemplcyment, expecting, in 

which case, opportunily costs to be negligible. But as Bowman (1966) 

argues no adjustmient for unemployment should be made because the 

intention is to measure the value of the resource rather than the 

failure to use them. ‘'Opportunity/ costs are measures of real costs, 

or what is sacrificed.....o this is the only empirically operational 

way of measuring real costs..... if the notion of costs has any 

meaning a.t all if m̂ ust entail somiething negative^ in the opportunity 

cost approach this negative value is negative income or purchasing 

power" (Bowman, 1966^425; see also Blaug et al 1969°20 and 198-9? and 
Kothari & Pancham^ukhl, 19B0c 178-80).
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To suni up costs can be calssified in a variety of

a) source ? individual^ institutional, social, etc.;

- fixed, variable, or capital, current, etc.?
c) by item ? salaries, maintenance, repaires, teaching'

supporting: material, books, incentives like 
uniforms, mid~d^ meals, etc.; and

d) functions j teaching activities, para-educational or

extra-curricular activities, gaEies and sports, 

supervision, administration, health care, etc.

Obviously all these can also be calculated levels of education per 

a given unit of input/output and per unit of time.

1.5 Relationship between private and social costs of education

Both the private and institutional costs of education are of hi^h 

significances not only because of their magnitudes, but also because 

of the nature and characteristics that are associated with those 

costs. >.'hile institutional investments can provide the educational 

facilities, only individual efforts and investment will make it 

possible to take advantage of them. The two are so inter-related and 

inter-dependant that, in the absence of tather of them, there is 
likely to be under allocation of resources for education in these 

economies (Panchamukhi, 1977). ‘TJnless the two kinds of investments 
match there can be only empty or over-crowded, class-rooms”, a,s 

Î' ajumdar (1983 » 28) rightly argues. The time horizon aspect of the 
two should be taken into consideration in understa.ndin^ the 

relationship between the two. The decision to incur the costs on 

education from the individual point of time, would be based on a 

relatively short term perspective - the immediate and life-time, and 

very rarely inter-generational time period perspective. On the 

otherhand, the decision to incur costs on education from the 

institutional point of view would be based upon much longer time 

perspective. Even the simple example of costs on building on the one 

hand, and costs on stationery on the other explains differences in 
time dimension.
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1.6 Seme more concepts of costs of education 

Costs of education at current and constant prices

It may be necessary to note here that the costs of eaucation, 

like any money-based statistic, can be expressed either at current 

(market) prices or at constant prices. When the costs of education 

are expressed at constant prices, they take care of price-inflation 

and thus represent the ‘real' costs of education. Particularly, when 

we are computing costs of education for over a time period, it is 

necessary to compute the costs of education at constant prices. Costs 
of education expressed in current prices, when compared overtime ^ives 

a false picture, because durin^^ the same period the prices of goods 
and services mi^ht have increased, resulting in non-increase in real 

costs 01 education. Or in other words, the resource-cost in constant 

prices m-i^ht remain the same or might be less than what the costs at 
current prices indicate. There are two solutions to the problem. A 

theontical solution can be to r.?calculate the costs for a given year 

applying to each item or goods or services its corresponding price 
during the base year. Another solution is construction of an 

educational price index, based on the prices of goods and servicer? 

used in the educational process. Neither of the two Is, however, an 

easy task, as they require huge information. But it is widely felt 
that there is no appropriate method of expressing the costs of 

education in constant prices because of obvious problems. The 

commodities that enter the educational activity constitute a minor 

component of the basket of comm.odities, that is used to construct the 

whole-sale or any other general price index. Mere importantly the 

relative weightage of the commodities would differ qiiite 

significantly. Hence any general price index can not serve the 

purpose adequately. The need for an appropriate price index is widely 

felt.^ The use of national/state income deflators: generally adopted'^ 
are orJLy second best alternatives.

Total, average and marginal costs

In economic theory, the other important concept relating to 

costs, which is rarely used in the educational sector is 'mari?inal 

cost*. The concept of marginal cost of education refers to the cost 

incurred on an additional pupil to get him enrollnd 

in/attended/completed a given level of education. The total cost of 

education for a given level in a given year and a region, corresponds 

to all costs. While the average cost is same as the unit costs, the 

marginal cost is that which would have to be borne in order to enrol
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one more unit into the educational process. V/hile the concepts of 
total and average costs are clear and are extensively used, the use of 

rcarginal cost in education le relatively restricted. The costs of 

enrolling one additional pupil in a school inay” sometirries be vir tjually 

nil, as teachers* costs or costs on non-teaching staff may not 

necessarily ciiange with every marginal change in tiie number of pupils. 

But the costs on incentive etc., may proportionately increase. 

Similarly if we are concerned with additional groups of pupils or 

classes the marginal cost concept may be more relevant.

Both the marginal and average costs of education can. also be 

computed with reference to various other units. More importsntly for 

the purpose of planning, statistics on average/marginal cost per 

school are also- very useful. Sometimes, it i also attempted to 

compute costs, averag:e and marginal, of ed.ucation per class or grade, 

per claiss-roomi, per section (when a whole class/fTade is divided into 
several operationally manageable sections), ver teacher, etc.

1.7 Determinants of iiriit costs

With a view to influence (often to reduce) unit costs of 

education one is generally interested in finding out r.he determinants 

01 unit costs. Genertilly in an educational system, one can visualise 
strong relationship betv/een enrolments and unit costs. The other 

likely determinants are teacher-pupil rabio, average salary of the 

teacher, ratio of non-teacher staff cost to teachirv5" cost per pupil, 

etc. It is generally tested, sometimes confirmed and sometimes 
rejec-ced that unit costs of education are inversely influenced by the 

size of the enrolments, by the size of the teaciier-pupil ratio, by the 

average salarj^ of the teacher or hj the ratio of non-teaching cost to 
teachiFx̂ / cost. Many a time regression equations (simple and multiple) 

are used for this purpose, of the following formi?

C = a + bX^ + e^ iqn. 5

where C is the unit coat of education, are the explanatory 

variables and e^ the error term. In practice, linear as well as non- 
lineer forms are used. I urther the equations are also fitte^d in 

absolute and logarithmic (semi and/or double log) forms (See TilaJk, 

1979).

The emipirical details on these and other aspects in India form 
the content of Part III. But before that, we may discuss the nature
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snd quality of da.ta available to tho resoarch^rs and planners in 
education in India.

II. D / m  BASEI GR ANALYSIS a  COSTS a  ilUCA^IOli

“In planning in an under developed, cou?3try inod-^iu&ey of date 

roust taken for granted. What I would 1 Ike to omphaRiPc ic> not so 
muoh lull information, or claboratG Tools ox' pna-Lysis as the desire to 

understand the situation, to define a set of coordinated goals with 

some precision e,na to think of poasibilitios carefully and in some 
detail".

-D.R. Gad^ll^

2.1 Introduction

1 or a coFiprehensive analysis of costs el education, we need, as Part I 

indicates, huge aniount of data in great detail. Besides on,costs of 

education, we require data on enrolments, attendance-, wastage and 

stagnation, number of schools/collegfs, riun-ber of teachers, etc. Here 
we shall largely be concerned with data on costs of education only. 

But before we proceed to such data, the nature of data available with 

respect to other aspects such as enrolinents is to he briefly noted

Cfficial statistics in India on enrolmt-nts are aiit̂ 'Stioned often. 

It has been shown that there is a lar\fe scale over-reporting with 
respect to enrolments (AERC, 1971). i'hc c’evi.at3 one between census 
iigures and the data supplied by the Union l-<injstry of .Education and 

that of all-India Mucational Surveys have''been 'found to be quite 

large. Enrolment ratios are also further found to be over estimates, 
as T.iiey are not a(3 lusted ior over and und.-r â /. -^TOups (see ,i-urrien, 

19^3). There is absolutely no inf ore: tion ou ‘actual’ average 

attenaancc in the schools/colleges. Publ1 cation of etftisttcs on 
wastage and stagnation were also discontinued. Data on outturri of the 

education system were aleo discontinued. Projections of the 
population by age-groups have been found i;o be suffering with large 

margin of errors.**^ Data on educational inetilutions have been found 
to be nigirdy inadequate, e.g. inio/’i: ation o,n ■̂Ke availabiliijy of basic 

equipment, facilities etc., is hardly aveliable. The list goes on 

ini.efiniteiy (see Srivasteva Eiriniieieb, 1^77)- AI,1 this restricts 

the use of data on financial -OBpects on education for further .analysis 

such as for computing unit costs of educaior of different tyres 

discussed earlier. Mow let us take up the d8,t'' buse on financial 
aspects 01 edueation.
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2.2 Costs of education

We have earlier noted that the total or social costs of education can 

be broken into two categories - private costs of education and 

institutional costs of education. What is the data base for these two 

components? Let us take the latter first, i.e., the institutional 
costs.

2.2.1 Institutional costs of education

All the statistics on institutional costs of education in India 

are collected by ,the Ministry of Education at the school level and by 

the University Grants Commission at the college and university level. 

Ministry of Education collects the data from the University Grants 

CommissionJ^ and publishes the whole information in detail on 

expenditure on education by levels of education in its annual 

statistical volume on education entitled Education in India. 
Education in India gives the data on expenditure not only by 

levels, but also by certain major objects like teachers salaries, 

salaries of the non-teaching staff and other recurring expenditure. 

These data on what is familiarly known as institutional or public 

expenditure on education and include the fees paid b3̂ the students, an 
important component of individual costs, and thf' donations, endowments 

and other voluntary contributions, which are also a part of 

expenditnre on education incurred by private sector. All these data 

are given by levels as well as by states and union territories in the 
country.

Earlier the same volume used to publish expenditure on education 

by sources, known as source'-wise income of the education sector. The 

source include the central governirient, state government, universities, 

local bodies such as Zilia Parishads, Panchayats, Municipal 

Corporations, etc., fee, donations and endowm.ents, etc. However the 

practice of collecting, and publishing such detailed data was given up 

and it has been given as total expenditure on education .and the 

percentage contribution of central and state governments together to 

the total. However the earlier practice of presenting a detailed 

breakup is revived in 1976-77.

It IS also to be noted that Education in India classifies the 

whole expenditure on education into two categories: direct and 

indirect.^^ It is to b-: noted that this kind of classification of 

costs oi education being adopted by the Ministry of Education as given



in this volume does not fall in oonioriiixt3̂ with the cl.asf?ificat2ons 
such as variable and fixed costs, and rccurrin/? and non-recurring 

costs of education. Direct expenditur-- is thax "which is incurred 

directly for runniFie the education institutions*' v̂ uch as s^ilaries of 

the teaching and non-tc‘rjching staff, expenditure on equipment, 

ri'aintenpnce of building, Ouc. Indirect expendi'ture is ''that part of 

educational expodnlture which is other than on direct expenditure’*. 
Broadly spoaking, it covers cxpeniture on direction, inspection, 

builaings (other than maintenance), non-recurring equipments, 

scholarships, stipends and other financial concessions, hostel 

charges (excluding mess charges), etc. (Educatioii in Indira Vol. II, 

1976-77c p. ix). Perhaps this is the essential characteristic that 
distinguishes direct and indirect expenditure : expenditure divisible 

by levels of education is known as direct v^xpenolture and expenditure 

not divisible by levels oi education constitute.. indiT'‘ect expenditure 
on education. While a substantial part of the direct expenditure 

includes recurring or variable costs of educ^^tion such as salaries of 

teachers and of non-teaching; staff, a simificant component of vjhat 
call be called recurring expenditure is flso included in the indirect 

expenditure;, such as expenditure on inspection and supervision, 
scholarships, etc. The statistics on direct expenditure on education 

are available by levels of education, and thf' statistics on indirect 

expenditure are not available by levels. On the other hand, they are 
given as an aggregate.^^ The non-confoririity of the official 

aefinition with the concepts of standard v^conomic theory poses serious 

problems for researchers. 1- or this reason many a. time unit costs of 

education are calculated on the basis of direct expenditure only. 
1 orm 1976-77 (the latest year for which educ,;; cional statistics a.re 

available) onwards the exp^ndittire on education are cla^sifird into 

'recurring' and non-recurring' categories; and a whole volume (voluitie- 
II) is d evoted to only expenditure and income aspects of education. 
This is a welcome iffiproveroent.

One may note that all this makes temporal comparisions very 
difficult. In other words, one of the problems faced by res-archers 

with the official data on expenditure: on educeticn is that of temporal 
comparisions. 1 requent; chfixiges in uhe definitions of concepts and in 

the format; of presentation^^' and discontinuation of a, series often 

make inter-temporal con;parisions diificult, if not Impossible, and 
increase the margin of error significantly.

Schools in Incia are classified into primary, middle a.nd 

high/higher secondary schools, based on xhe top class in the school. 

In other words, a secondary school may havv-- ol?-"--ses I to X/XI In some'
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cases and in some other cases it may have only classes VI to X/XI* 

Similarly middle schools have primary classes also* Hence, as Blaiog 

ax al (1969 ‘ 191) rightly notoo "costs per pupil in secondary schools 

will tend to under-estimate cost per pupil at the secondary level, 

because some of the children in these schools are receiving cheaper 

education at middle stage’*, and also at primary stage. This poses 

serious problems in estimating costs of education by levels 

m.eajiingfully (see also Dhar, 1978). Hence, costs by t;'/'pe of schools 

and costs by level of education are different and the difference is 

found to be very high.^^ Unesco has suggested long back collection of 
statistics on expenditure on education by levels, but it has not been 

attempted until now, presumably because of the difficulties inherent 

in the process. In fact Unesco (1975) suggested adoption of 

International Stadard Classification of Education (ISCED), wherein 

there are three categories: (a) levels (b) fields of study and (c) 
detailed programmes under each field of study (see Kwatra, 1978). But 

it could not be attempted in India until now. To avoid this problem 

Bose (1978) suggests to treat the whole school education as one 

integrated unit and higher education as another. This solves the 

problem to a great extent, as school and higher education are easily 

distinguishable.^ ”It is therefore appropriate to treat entire pre- 

university period of education as one stage. Such a treatment is 

inescapable from the point of view of planning and development*' (Bose, 

1978; emphiasis added).

Statistics on expenditure on education, as already mentioned, are 

given both by objects and sources simultameously. V/hile 

classification by objects is meaningful, one fails to understand how 

IS it possible to make distinction between sources. "Afterall", as 

Dhar (1978) rightly notes, "while meeting contingent expenditure, for 

instance, an institution does not predetermine which rupee to spend 

from government grants and which from district board grants. In some 

cases the reported educational expenditure may lead to double 

counting. Take, for instance, scholarships, part of which student 
uses for paying institutional fees. This part of the expenditure 

enters government account twice, first as disbursement and later as 

'expenditure met from fees*'. Nevertheless, one cannot overlook the 

possibility of such object cum source'-wise classification for atleast 

some items of expenditure for which separate finances are available. 

I'or instance, in most of the cases the initial capital expenditure in 

the case of educational Institutions is met by the private sources and 
only after a certain period, the public sector comes in with the 

grant-in-aid. If this is so, then we can consider the capital
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expenditure according to the sources very clearly, particularly in the 

cost of buildings and cquip’Tient.

Until 1970-71 the vhole data wore available ior rural areas 
separately and for the total arsae. This used to help in malting 

rural-urban compax ision,8 in, the coSuS of education in estimating 

indices of inequality bccween rural ano. urban areas in the 

institutional costs of education {e.g., see Tilak & Chaudhri, 1982). 

This was discontroued since 1971-”72 and is being revived in 1976-77.

Another problem that generally arises in an analysis of costs of 

education (for that na,tter ftnalysiG of other aspects of education as 

well) is the time lag. The time thax is being taken for collection, 

processing and publication of data is so much that the researcher or 
the planner in ideal ccnditionG carui.;i: f:ifford to For example,

the latest year for ^vhich Edi^afion in_India, that we referred to 

earlier, is available is 197‘3- 75 in complete form̂  and 1976-77 in 

partial form. The severity of the problem can be easily understood 

when we .look at an. educ~.tion:il pla'\n,r who han to plan in 1983 or 1984 
for the seventh five year pj.an (i 9c-5-'90)hBB to rely on data relating 

to the fourth five year plan or at beet on ohe data relating to a 
couple of years of tne fifth five year plan. This m.ay prove to be 
quite costly in the long run not only to the planning process in 

education, but to the education seetor end tlie economy as well.

The existev'oe of multiple s''urces of educational statistics, and 

more Importantly ab-î once of coordinatior-. between them, also .pose a 

problem in the sense that statistic;? provided by different sources 

could be different becajce of (a) o ifferance in methodologies of 
collection of datd (b) diiierence in clefinit .')n of the concepts and

(c) ;d:ifferenceG in m*a.rgin of errjrc. The differences are more 

significant beti/een unpublished/published records of the state 

Directorate of Education and pu.blications of the Ministry of Education 
at the centre^

I'urther, publications like Selected Educational Statistics at a 

Glance of the Union Ministry of Mucation give budget expenditure on 

education (revenue account only) a,s an aggregate of all levels of 
edu6ation» There is no reason why capital account budget is totally 

Ignored in this publication. Analysis of Budgeted expenditure on 
Education (of the Union Ministry of Educa.tion) presents the same by 

leVels of education. However the data given in this series and that 

given in Education in India ai'e not comparable as the data in 

Education in India gives ’total’ expenditur'' on education, which
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includes fee, donations and endowments also, while the data given in 
Analysis of Budgeted Expenditure on Education refers to the 

government (budget) expenditure onlĵ .

2,2.2 Private costs of education

Collection of statistics on private costs of education is totally 

ignored by the official statistical agencies.- ithout an idea of 

private and communiiy expenditure on education, the total effort of 
the country in supporting education cannot be determined. "Absence of 

this information tends to underplsy the role of private investments in 
education when plans are formulated; more often than not plans tend to 

provide for the entire cost of education” (Dhar, 1978; see also Eose, 
1978).

The scanly information that we have on private costs of education 

in India owe their origin to two kinds of sources

(a) The National Sample Surv^r ^NSS) Reports, and

(b) Surveys conducted by individual researchers and 

institutions.

The data collected ty the National Sample Surv^r Organisation (NSSO) 

are processed by the Central Statistical Organisation (CSO) and are 

presented in the annual publication of tĥ ; CSO entitled National 

Accounts Statistics. The CSO gives estimates of 'private final 

consumption expenditure’ in the domestic market on education both at 

current and constant prices. T h ^  are aJso given as ’a percentage 

proportion of the total private final consumption expenditure'. The 

expenditure on recreation, entertainment, education and cultural 

services is grouped into one category and it is sub-divided into (i) 
education and (ii) others.

It may not be proper, first, to include education, which is being 

increasingly? recognised as an investment activity, in the group that 

includes recreation, entertainment, and cultural activities. Second, 

we do not have any details on these estimates of private expenditure 

on education. Neither the expenditure is given levels of 

education, nor it is given by objects, such as fees, stationei^r, 

transport, etc. However, it may be obvious that these figures do not 

include opportunity costs of education. Thus what we get from the 

NSS/CSO estimates, is a rough idea on the quantum of household 

expenditure on education in India. However, the NSS provides 

information on household expenditure on education by monthly per
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capita expenditure classes and by rural and urbaji areas. Further, we 

also get this information ly states and union territories in India.^^ 

However the fact that these data are not available by levels of 

education and objects seriously restricts the use of these data "ty 
the educational planners and the researchers.

The second source of information on private costs of education is 

the randomly conducted surveys by the individual researchers and 
institutions. The researchers adopt vaiying sampling techniques and 

methodologies and cover varying universes for their surv^s. Hence 

all these results are not totalJy comparable either across regions, or 

over a time period or between different groups of population.^ ̂

III. COSTS OP EDUCATION IN INDIA

In part I we have discussed several concepts of costs of education, 

the taxanomy of costs, the unit costs and the determinants of costs of 

education; and in part II the nature and quality of data base 

available for educational planners and researchers in the country are 
described. In this overall background, we shall, in this part refer 
to certain empirical estimates of costs of education in India and the 

inferences we can make out of them. Obviously for this purpose we 
rely besides making our own analysis of data, on studies conducted 

earlier tg/ us and others on costs and related aspects of education in 

the countiy. Occasionally we msy refer to the studies carried out on 

other countries of the world as well.

3«1 A review

It is most common to state that investment in education in India 

constitutes of GNP. Such oservations are based on institutional 

costs on];̂ .̂ The private costs - both maintenance costs and opportuniiy 

costs are never taken into account. But thqv are very important, as 

argued earlier. A modest estiroa.te of the household costs on education 
in the country, based on NSS data, shows that it constitutes 1.9^ of 

GNP. In fact, over the 1970s this proportion declined from 2.5^ in 

1970-71 as Table 1 indicates. Based upon another field level data 

(Tilak, 1980-c), private maintenance costs were estim.ated to be 3*5% 

of GNP in 1979-80 as given in Table 2. Further the opportunity costs 

constitute another 4.2̂ o of GNP (Table 3). Thus contrary to general 

thinking, the private costs of education far exceed the institutional 

costs (see also Ram & Schultz, 1979; and Rao, 1983).
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Household expenditure on educatioh in India

(Rs. in million)

Table 1

Year At current prices At 1970-71 prices

1970-71
1971-72
1972-73
1973-74
1974-75
1975-76
1976-77
1977-78
1978-79
1979-a)

8960 (2.5) 
9920 (2.5) 
10920 (2.5) 
12800 (2.4) 
11710 (1.9) 
12530 (1.9) 
14400 (2.0) 
15370 (1.9) 
18460 (2.1) 
20920 (2.2)

8960 (2.5) 
9300 (2.5) 
9640 (2.6) 
10360 (2.7) 
8460 (2.2) 
8440 (2.0) 
8660 (2.0) 
8590 (1.8) 
8970 (1.8) 
9080 (1.9)

Growth Rate {%) 9-9 0.2

Source s National Accounts Statistics 1970-71 - 1979-80 
February 198^ (New l)elhi, Central Statistical 
Organisation, 1982).

Note; figures in brackets are fo of GNP.

Table 2

Private expenditure on education in India 1979-80

Private Col. (2) 
expenditure inflated 
(Rs. per to 1979-80 
pupil per 
annum)

Enrolment Total 
in 1979-^ private 
(in millions) expendi

ture (Rs. 
in millions)

Col.(5) 
as ^ of 
GNP

(1) (2) (3) (4) (5) (6)

Primary
Secondary
Higher

280 328 
238 279 
1417 1660

70.9 23255 
28.1 7840 
3.4 .546

2.60
0.90
0.66

Total 31641 3.50

Source » Col. 2 s  Tilak (1980-c)
Col. 4 o Educational Statistics at a Glance 1979-^.



Thus based upon the same evidence we haT̂ e given earlier (Tilak, 

1980-c), the social costs of education in India, including (i) 

institutional costs, (ii) individual maintenance costs and (iii) 

private opportunily costs, are estimated to be constituting as high, as

11.6^ of GNP in 1979-80 and a lower estimate could be about 10f6 of GNP 

(maintenance costs being 1,9?o only as given b; the NSS). In a labour 

surplus economy characterised Ikt educated unemplcjrment, even if the 

whole opportunity costs are ignored, it can be concluded that about

of GNP is incurred as costs on education.

This point was drawn to our attention long back by Panchamukhi 

(1965). In a pioneering study in India, he estim.ated total costs of 

education in India for the decade 1950-51 to 1959-60. He estimated 

resource costs as well as opportunity costs of education on the basis 

of the recommendations of the Second Pay Commission. He also found 

that total costs of education constitute 6.2^ of GNP in 1959-60. In 
another important study Kothari (I9C6) estimated what is known as 
total factor costs of education in India for 1950-51, 1955-56 and 

1959-60. For this purpose, he first estimated all the different 
components of costs of education, which include private costs such as 
fees, costs on books, stationeiy, private tution, 'net' expenditure on 

hostels, and earnings foregone, and the institutional costs including 
direct expenditure from the government, donations and endowments from 

various organisations, trusts, individuals, etc., and indirect 
expenditure including interests, depreciation, inspection, hostels and 

miscellaneous expenditure. He estimated the foregone earnings for 

inale and female, rural and urban pupils separately. Using alternative 

assumptions, two iypes of estimates, lower and upper, are made. Thqy 

are worth-reproducing here (Table 4). It is important to note that 

the foregone earnir^s constitute a large part (42-45% or 54-56^, the 
lower and upper estimates respectively) of the total factor costs of 

education, and the total costs of education constitute 5% - 6.5% of 

national income in 1960-61 and not 2.5% as is generally argued 

considering only the institutional costs.

Thus from the early 1960s onwards, the importance and magnitude 

of private costs of education are highlighted^^, eventhough the 
complimentary role between the private and the institutional costs was 

not taken note of (Kajumdar, 1983). V,*hile there exists no direct 
mechanism to estim.ate this aspect it is generally believed that 

parents and students respond m.ore promptly than public bodies to 
educational needs (see, e.g. Schultz, 1981). The coefficient of 

correlation between the two, to the extent it explains the 
relationship, indicates that the relationship is strong and positive,
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Table 3

Average Col. (2) 
opportunity inflated 
cost per to 1979-80 
pupil (Hs. level (Rs.̂  
per annum 
1977-78)

Enrolment 
in 1979-80 
(in millions)

)

Total
opportunity 
cost (Rs . in 
millions)

Col. (5) 
as % of 
GNP

(1) (2) (3) (4) (5) (6)

Primary 126 148 70.9 10493 1.2
Middle 300 351 18.7 6564 0.7
Secondary 992 1162 9.4 10876 1.2
Higher 2531 2982 3.4 10049 1.1

Total 37982 4.2

Source s Col. 2 Tilak (l980-c)
Col. 4 « Educational Statistics at a Glance 1979*-80.

Table 4

Total factor costs of education in India

I actor costs of Factor costs as Factor costs as %
Education % of KNP of net investment

in the country

Upper Lower Upper Lower Upper Lower
Estimate Estimate Estimate Estimate Estimate Estimate

1950-51 3330 2513 3.6 2.6 62.4 47.1
1956-57 5858 4470 5.2 3.9 40.3 30.7
1959-60 8305 6370 6.5 5.0 61.1 46.8

Source : Kothari (1966).



the value of the coefficient for the period 1970-71 to 1979-80 being 
0.9629 (see Tjlak and Varghese, 1983). Further it is also found that 

the income elasticity;' of costs on education is much higher with 

respect to household costs than with respect to public costs. The 

respective elasticiiy coefficients are 1.0127 and 0.7825, as given in 

Table 5« It should be underlined that the coefficient is greater than 

uniiy with respect to household costs, while in the other case it is 
much less.

As alreac^ noted, most studies on costs of education are confined 

to the institutional costs only. Let us examine certain important 

aspects of institutional costs. In most cases unit costs of education 

estimated are what we called earlier, 'normal' costs, i.e., cost per 

pupil enrolled. In an important study Nair (1981) estimated 

'effective' costs, i.e., cost per pupil who completes a given level of 

education successfully, and excess cos'is due to wastage and stagnation 

separately for different states. Effective costs are found to be much 

higher than normal unit costs.

The institutional costs of education per pupil increased by 
several time.  ̂during the first two and a half decades of planning in 

the country. For instance, the cost per pupil at primary education 

increased from Rs.19.9 in 1950-51 to Rs.95.9 in 1975-76, the costs at 
middle level from Rs.37«1 to Rs.114.2, and so on as shown in Table 6. 
But as it has been argued earlier this reflects fictions growth, as 

these figures are given at current prices. Hence when they are 

•adjusted for price increase in the economj; during the period, with the 

help of whole sale price index, the 'real' growth in costs of 

education can be noticed, labile the real expenditure per pupil 

increased marginalHy during short phases, over the long period, i.e., 
1950-51 to 1975-76, this has decreased, suggesting that we have been 

increasingly spending less and less amount of resources per pupil on 

education. >;hen we analyse by levels of education, we find varying 

impact of price incre^e between several levels of education. Except 

at primary and middle levels of .education, the 'real' costs of 

education declined at all other levels of education, compared to 

positive rates of growth v/ith respect to costs at current prices (see 
Tilak & Varghese, 1983)*

"Educational finance is an issue that pervades all educational 

planning" (Carnoy et al, 198209). Let us briefly look at the 

financing pattern of education in India. Financial resources flow 

into educational sector in India from govermnent in two forms - in the 

revenue budget and in'the capital budget. ' V^hile in the revenue budget
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Costs of education, household expenditure and 
national income in India

(Rs.in 10 million)

Table 5

Year House- Total % of Iristitu- Social G.N.P. Institu- Social
hold house- (2) 
cost hold in 
on edu- expen- (3) 
cation diture

tional cost of at txonal costs
costs educa^ current costs as as %
of edu- tion prices f> of of G.N.P.
cation Col.(2) G.N.P.

+ Col.
(5)

1 2 3 4 5 6 7 8 9

1970-71 896 29838 3.0 1118 2014 36452 3.1 5.5
1971-72 992 32097 3.1 1285 2277 38972 3.3 5.8
1972-73 1092 35131 3.1 1373 2465 42939 3.2 5.7
1973-74 1280 42933 3.0 1450 2730 53447 2.7 5.1
1974-75 1171 52041 2.3 1807 2978 62972 2.9 4.7
1975-76 1253 52992 2.4 2105 3358 66139 3.2 5.1
1976-77 1440 54483 2.6 2349 3789 71826 3.3 5.3
1977-78 1537 63247 2.4 2719 4256 81105 3.4  ̂ 5.2
1978-79 1S46 67532 2.7 2960 4806 86927 3.4 5.5
1979-^ 2092 73545 2.8 3500 5592 90173 3.9 6.2

Income
elasti- 1.0127 
city of 
costs of 
education

0.7825 0.8841

Note s f igures do not include opportunity costs.

Source s Cols. 2-4 : National Accounts Statistics (Now Delhi, CSO)



the share of educational sector is reasonably large, in the capital 

budget the share of education is infinitesiraally s.mall̂  ”the net 

result being pushing down the share of education in the total budget. 

But most analyses of costs of education are confined to revenue budget 

only and give the impression that larger allocations are being made 

for education in the budgets. For instance, it is generally argued 

that yearly a quarter of the budget goes for education. This is tnie 

with respect to only state revenue budgets. If we take into account 

central and state budgets, both revenuj and capital, the total budget 
resources available for education are just 9.6%, as given in Table 7.

Plirther we also notice in the same tj^ble that while in the 

central budget the share of education sector is only 1 .8%, it is 

nearly 18% in the budgets of the states and union territories. In 
other words, of the total government expenditure on education, the 

centre’s contribution has been less than 10%, the remaining 90% being 
the states' contribution during the last two decades (Table 8\

Wow let us make source wise analysis in m̂ ore detail. It is clear 

that out of the central budget less than 2% is spent on education, 
while in the states' budget 18^ is spent for the same in 1982-83. 
Thus a: careful analysis leads us to notice that a large part of the 

institutional costs is met by the state governments, whether it is 

recurring costs or non-recurring costs. V.'hile at every level of 

education the contribution of state governments is the highest, it 
declines bjr increasing levels of education as shown in Table 9. In 

other words while for prima’y education the state governjuents' share 
is three-fourth of the total, for }iigher education it is about half. 

The share of central government is less at lower levels of education, 

than at higher levels. This looks to be somewhat consistent with the 

generally favoured position, eventhough the present position is quite 

far from satisfactory. It is generally argued that the central 

government may largelĵ  concentrate on higher education, and the state 

government on school education. In fact, it is further argued that 

while secondary?: education should be the responsibility of state 
governjnent, the local governments at district and block levels should 

be given the responsibiliiy of primaiy education. It msy be noted in 

this context that the Consitution, until the amiendment in 1976 was 
made, used to allow central government to take interest largely in 

higher education only, that too in the maintenance of standards in 

higjier education. But it had intervened effectively, both plTV'sically 

and financially, in the lower levels of education as well (see Tilak, 
1984-b).
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Table 6

Cost of supply of education per pupil in India 
at current and constant prices

(Rs. per annum)

Year Primary Middle Secondary .Univer
sities 
& Insti
tutions 
of higher 
education

Colleges
(General)

Colleges
(Pro
fessio
nal)

A. At current prices

1950-51 19.9 37.1 72.9 ' 1905.6 231.2 779.2
1960-61 27.6 40.5 91.7 2524.2 302.4 813.4
1970-71 57.0 84.9 168.4 4141.2 421.6 1179.0
1975-76 95.9 114.2 257.7 5993.6 572.5 1539.9

Grovrch
Rate(^) 6.5 4.6 5.2 4.7 2.5 2.8

B . At constant (1970-71) prices

1950-51 41.9 78.1 153.5 ' 4011.7 486.7 1640.4
1960-61 50.1 73.5 • 166.4 4581.1 548.8 1476.2
1970-71 57.0 84.9 ■ 168.4 4U1.2 42U6 1179.0
1975-76 55.2 83.3 148.9 3664.5 336.9 890.1

Growth »

rate(%) 1.1 0.3 - 0.1 - 0.3 - 1.5 - 2.4

Sources Tilak & Varghese (1983).
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Tcible 7

Budgeted expenditure on education by education and 
other departments, 1982-83

(
Expendituro % 

'Rs. in 10 million)
to total Budget

Centre

Revenue ... 511.4 2.8
CapiteJ; 5.6 0.1
Loans and advances 4.9 0.1
Total 521.8 1.8

State & Union Territories

Revenue 4674.6 '24.3
Capital 46.6 1.2
Loans and advances 8.5 0.3
Total 4729.6 17.9

Tbtai

Revenue 5185.9 13.8
Capital 52.1 0.7
Loans and advances 13.4 0.1
Total 5251.4 9.6

Source Draft Report of the working group on Resources Reqiured for 
Education Sector in the Jth plan (New I)vr.lhi, flanning 
Conmission, 19^ J mimco
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Table 8

Centre-state partnership in financing education 
(Plan and non-plan expenditure)

(Per cent)

Period Central
Govern
ment

State
Govern
ment

Total

Ilrst five year plan 6.8 93.2 100 (4146)
Second five year plan 17.5 82.5 100 (8496)
Third five year plan 20.1 79.9 100 (16554)
iburth five year plan* 8.0 92.0 100 (56430)
ilfth five year plan** 8.5 91.5 100 (89385)
1976-77 9.0 91.0 100 (23488)
1977-78 8.6 91.4 100 (27191)
1978-79 9.3 90.7 100 (29597)

Note; * Onwards Revenue Account only
** 4 year period, i.e. upto 1977-78

Figures in brackets are Pis. in million.

Source: 'I'ilak (1984).



Further as we notice in Table 9, contributions of local bodies is 

relatively higher at lower levels of education than at higher levels. 

Pee, a non-voluntai^?' contribution of students is about 20% of the 
total recurring costs at higher level of education, and even at 

secondary general level it is reasonably high 14^. Temporal 

comparisions, however, reveal that the respective relative shares of 

local bodies, endowments and donations and that of fees declined 
rapidly, and correspondingly the relative share of the government has 

been rapidly increasing and it is now around 85% (see also Tilak, 

1980-d).

Object-wise classification of institutional costs as given in 

Table 10, indicates that teachers' cost amounts to more than 70% of 

the total costs and costs of the non-teaching staff amount to about 
10%. Non-recurring cost, including buildings, libraries, equipment is 

as low as 5^ in 1976-77.. Next to salaries of the teaching and non

teaching staff, the ma;jor item is financial concession to students, 

which constitutes about 6% of the total costs. If we analyse by- 

levels of education, we notice that at primary level teachers' salary 
costs amount to 95^ of the total cost, salaries of non-teachers to
1.9%, and buildings to 1.1%. The corresponding figures for middle 

level of education are 88.8%, 3.5% and 1.3% respectively. Thus one 
can conclude that teachers' cost increases as a proportion of the 

total cost, as one goes down the educational ladder. Another 

important thing to be noted is that costs on fixed capital such as 

buildings increase v/ith increase in levels of education. That marr̂ / 
primary schools are run in open space, kachha buildings, inadequate 

rooms etc., is a clear indication of the same.

Thus an analysis of institutional costs of education reveals 

clearUy that non-recurring costs constitute a ver̂  ̂small percentage of 

the total institutional costs of education. It constitutes less than 

5% at school level a,nd about 1 1% at the higher educational level as 
shown in Table 11. In other words, formation of fixed ca.pital in 

education such as buildings takes place at a ver̂ T- slow pace. This is 

clearly understandable as we very often find not only schools, but 

also clleges and even universities with no basic infra-structure 

facilities like buildings^ furniture, and equipment.

Costs of education reflect to a great extent the quality of 

education, the availability/ of physical inputs and teachers to the 

pupils etc., even though the monetary costs or even the levels of 

physical resources cannot depict the 're£il' quality of education - the 
abilities and skills imparted to the pupils. Estimates of unit costs
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Table 9

Institutional costs of education 
in India

sources

Central State Univer Local fees Endow Total
Govt. Govt. sities bodies ments

Recurring

Primaiy 0.6 75.8 _ 20.7 1.6 1.3 100 (5467)
Fiiddle 0.6 79.7 — 14.1 3.3 2.2 100 (4 121)
Secondary (G) 
Secondary (V)

1.2 79.1 _ 1.5 14.2 3.9 100 (6051)
1.9 84.3 1.0 1.0 1.0 7.7 100 (210)

Higher 15.8 51.6 3.8 1.4 19.6 7.6 100 (6033)
Total 4.9 70,9 1.1 8.6 10.4 4.0 100 (21883)

Non-recurring

Primaiy 6.5 70.1 15.0 8.4 100 (107)
M iddle 3.7 63.3 — 5.5 - 27.5 100 (109)
Secondaiy (G) 4.2 50.2 — 3.3 - 42.3 100 (239)
Secondary (V) 7.7 61.5 - - - 30.8 100 (13)
Higher 37.9 35.0 2.5 2.8 - 21.8 100 (752)
Total 25.2 43.9 1.6 4.1 - 25.2 100 (1220)

Total

Primary 0.7 75.7 • 20.6 1.6 1.4 100 (5574)
V) iddle 0.7 79.3 t 13.9 3.2 2.9 100 (4230)
Secondary (G) 1.4 76.4 • 1.6 13.6 5.4 100 (6290)
Seconda.iy (V) ' 2.2 82.6 0.9 1.3 4.0 9.0 100 (224)
Higher 18.3 49.8 3.6 1.5 17.5 9.3 100 (6785)
Total 6.0 69.4 1.1 8.4 9.9 5.2 100 (23103)

Note s Secondary (V) includes vocational. technical, professional and

()

Negligible
Nil
Rupees in millions

Sourceo Education in India 1976-77, Vol. II.
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Table 10

objects in India, 1976-77

iiS. % to 
total 
cost.

TotalPercentage to the 
total recurring/ 

non-recurring cost

Recurring

Salaries of teaching staff 165.34 71.6 75.5
Salaries of non-teaqhing staff 21.97 9.5 10.0
aintenance of buildings 

Maintenance of equipment and
2.46 1.0 1.1

furniture 1.82 0.8 0.8
Apparatus, chemicals etc. 3.06 1.3 1c4
Libraries 1.09 0.5 0.5
Stipends, fee concessions,etc.* 6.26 2.7 2.9
Gaines & sports 1.30 0.6 0.6
Hostels 1.30 0.6 0.6
Other items 14.43 6.2 6.6
Total recurring cost 219.04 94.8 100.0

Non-recurring

Libraries 0.93 0.4 7.7
Buildings 5.17 2.2 43.0
liquipment 1.94 0.9 16.2
Furniture 0.88 0.4 7.3
Other items 3.09 1.3 25.8
I'otal non-recurring 12.02 5.2 100.0

TOTAL 231.06 100.0

Note: * includes scholarships and other financial concessions^

Source : Education in India in 1976-77-
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I’able 11

Institutional costs of education per pupil in India 
ly levels, 1976-77

Recurring costs Non-recurring Total institutional
costs costs

(Rs.) (Rs.) (Rs.)

Primaiy* 110.36 (9B) 2.24 (2) 112.60 (100)
h iddle 161.79 (97) 5.28 (3) 167.08 (100)
Secondary (G-)+ 309.08 (96) 12.18 (4) 321.25 (100)
Secondaiy (V)-f+ 224.49 (95) 11.22 (5) 236.73 (lOO)
Higgler** 1386.48 (89) 163.17 (11) 1549.65 (100)

Total 219.09 (95) 12.03 (5) 231.11 (100)

Note

**
*
+
++

Figures in parentheses are percentages to total institutional 
costs of education.
includes, general, professional and other, 
includes pre-primaiy. 
general education.
includes vocational, professional, technical and other iypes.

Source : Ijldiication in India, 1976-77, Vol. I & II.



ul education biy regions, viz., "b̂' countries, states, provinces, 
districts, etc., exhibit significant regional variations in the costs 

and thereb.̂  in the qualiiy of education.

For instance, we notice in Tables 12 and 13 that there are wide 

variations in the costs per pupil in education between different 
states in Indian the coefficient of variation is -as high as 21.3?° in 

1976-77. Vje also notice that inter-state variations, measured the 
same coefficient of variation, have not diminished significantly^ 

during 1960-61 to 1976-7 7, despite the fact that such regional 

inequalities had been noticed; ^educational .planners much earlier. 

Ifthile this refers to all levels of education, as an aggregate, level- 

wise comparisions present a different picture: the inter-state 

variations have increased quite significantly with respect to primaiy 
and middle levels of education, while there is a decline in the case 

of other levels. However the decline is quite marginal.

It is difficult to explain either these regional variations or 

the differential'growth in the-variations between-different lawyers of 

education. However it is significant to note that the increase in the 

coefficient of variation has been higher with respect to those two 

levels of education, where the attention of the policy makers has been 

focussed. From the Fifth Five year Plan (1974-78) onwards elementary 

education has become a part of the national minimum needs programm.e 

and received resources from the central governm.ent. The mismatch 
between central resources and provincial (state) resources, inter alia 

can be tentatively noted as having increased the overall regional 

variations in the costs of primai^^ and middle levels of education. 

Nevertheless, it should be noted that the relative position of some of 

the backward states has improved quite significantly. For example, the 
position of Uttar Pradesh with respect to the costs of prim^ary level 

education per pupil improved from 12th in 1960-61 to the top position 

ly 1976-77. Similarly somewhat significant im.provements can be noted 

in the relative position of Qrissa and Jammu Kashmir.

Interestingly, one can note from Table 14 that, the regional 

variations, more precisely inter-state variations, in the cost of 

education have no significant correspondence with the regional 

variations in economic development, the latter being measured ty per 

capita state domestic product (SDP). The simple coefficients of 

correlation given in Table 15 make it clear that neither the recurring 

costs, nor non-recurring costs, nor the total costs per pupil have ary 

significant relationship with the per capita SDP. Vhile with respect 

to recurring cost and total cost per pupil the coefficients of
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Table 12

Regional variations in costs of education per pupil 
in India, 1960-61

State Primaiy Middle High

Andhra Pradesh 28.42
Assam 21.30
Bihar 16.39
Janmiu & Kashmir 26.38
Kerala 30.61
Fiadjrya Pradesh 37.
Tamil Nadu 29.21
f'j aharashtra 39 • 51
Karnataka 30.77
Orissa 15-22
Punjab 36.07
Rajasthan 33«45
Uttar Pradesh 19.96
W est Bengal, 23*21

Schoolf
Higher
Education

All
Education

47-23
49.21
32.47
48.52 
44.13
52.52 
37.64 
35.06
32.32 
57.66 
54.01
56.32 
49.68 66.98

102.77 
86.16 
55.22 
73.4 i 
66.29 
61.83 
93.41 
92.00 
77.58 
67.89 
67.18 
114.13 
117.23 
95.98

680.79 
387.07 
313.17 
319.63 
465.33 
629.46 
525.74 
593.78 
484.27 
509.20 
521.30 
506.86 
711.23 
463.93

53.06 
42.72 
32.87 
55.43
47.20 
63.46
51.07 
59.55 
46.71 
28.67 
64.83 
65.22 
54.27
60.20

ean 27.70 46.50 85.30 508.00 51 .80

Standard Deviation 7.60 10.60 19.30 119.70 11.30

Coefficient of 
variation 27.40 22.80 22.60 23.60 21 .80

Source « Growth Rates of International, National and State Expenditure 
on Education, 1950-70(New Delhi, NCERT, 1973) miroeo
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Table 13

Regional variations in costs of education per pupil 
in India, 1976-77

State Primary ¥ iddle High
Schools

Higher
Mucation

All
Education

Andhra Pradesh 124.29 66.93 309.1 1190.82 234.9
Assam 95.16 65.49 205.2 1152.64 166.2
Bihar 86.22 162.55 216.5 1307.67 150.2
Jammu & Kashmir 148.59 - 207.3 1694.52 232.0
Kerala 240.48 55.83 226.4 1479.99 283.8
Kadh5?-a Pradesh 120.03 104.83 - 1434.79 201.8
Tamil Nadu 114.51 157.45 276.3 1677.30 198.4
aharashtra 135.51 105.77 300.0 1124.66 233.4

Karnataka 107.18 56.40 345.1 Q12.90 186.7
Orissa 113.93 — 276.2 1417.08 188.5
Punjab 129.42 355.56 240.7 1632.77 260.5
Rajasthan 168.80 257.17 393.5 1787.18 275.1
Uttar Pradesh 446.38 108.47 214.4 1371.85 149.4
\̂ est Bengal 96.19 156.51 239.8 754.42 170.2

1' esn 151.9 137.7 265.4 1352.8 209.4

Standard Deviation 93-2 90.2 58.4 302.4 44.6

Coefficient of 
variation 61.4 65.5 22.0 22.4 21.3

Source : Education in India, 1976-77, Vol. II
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Table 14

Costs of education and state danestic product in India, 1976-77

Cost per pupil (Rs.) Cost of Per Col.5 Per capita SDP

State Recurring Non-
recu
rring

Total
euuua,- 
tion per 
capita 
(Rs.)

SDP
p

of
Col.6 1970-71 1975-76

(1) (2) (3) (4) (5) (6) (7) (8) (9)

Andhra
Pradesh 243.46 9.16 252.62 31.45 877 3.59 585 895
Assam 174.30 12.23 186.53 27.53 875 3.15 539 781
Bihar 156.63 13.89 170.52 21.39 697 3.07 402 661
Gujarat 258.93 11 .82 270.75 50.69 1398 3.63 829 1253
Kaiyana 240.42 15.35 255.77 40.81 1646 2.48 870 1333
Himachal
Pradesh 321.29 14.41 335.71 63.61 1029 6.18 678 1078
Jammu & 
‘ ̂ 5̂̂ shmir 249.53 43.76 293.29 37.46 909 4.12 548 as^
Karnataka 193.03 11.48 204.51 35.85 999 3.59 685 1005
Kerala 295.57 14.83 310.40 72.43 980 7.39 557 892
Madlrya
Pradesh 209.45 4.09 213.54 27.13 786 3.45 484 768
l̂i aharashtra 237.29 14.30 251.59 49.77 1515 3.29 784 1393
Manipur 241.34 46.06 287.40 73.ao 752 9.81 396 807
Meghalsgra 154.16 46.42 200.57 45.37 — — 598 —

Nagaland 266.19 12.06 278.25 76.35 — — — —

Orissa 196.19 12.33 208.51 28.16 690 4.08 482 715
Punjab 280.37 11.13 291.50 61.29 1812 3.04 1030 1597
Rajasthan 280.30 7.63 287.93 33-52 948 3.54 620 857
Sikkim 232.84 96.47 329.31 73.57 — —

Tamil Nadu 207.50 9.89 217.38 41 .28 944 4.37 581 86U
Tripura 256.66 7.78 264.44 47.39 896 5.29 502 813
Uttar
Pradesh 155.79 5.78 161.57 28.21 818 3.45 486 730
1̂ 'est Bengal 176.73 13.68 190.41 31.32 1194 2.62 735 1120

Source s: Cols. 2 to 5 ” Education in India, 1976-77«
Cols. 6, 8 & 9 c Statistical, focket Book of India (Delhi 

Central Statistical Organisation).

Note : —  Not available



correlation are small, and positive, the coefficient of correlation- 

between non-recurring cost per pupil and per capita SDP is5 small but 

negative. However since none of them is statistically significant, it 
can be concluded that there exists no relationship between economic 

development of the state and cost of education per pupil at an̂  ̂ level 

of education.^^ However, one argue that probably an examination 

ol the relationship with a time lag between the two, may yield a 

different conclusion. But it is not. For example, we estimated the 

coefficient of correlation between recurring cost per pu.pil (1976-77) 
and per capita SDP in 1975-76 and between the former and per capita. 

SDP in 1970-71.^^ The coefficients are respectively 0.4240 and
0.3661. Thus, even lagged relationship between the two is found to be 

not significant. In other words, the familiar argument that a state 

invests less (or more) in education per pupil, essentially because the 

state is economically poor (or rich) is found to be not totally valid. 
However cost of education per capita and SDP per capita (with no time 

lag) are positively related and the coefficient is slightly higher,

0.4987.

It m ^  also be noted that the private costs of education, 
including the opportuni% costs, estim,ated on the basis of a sam.ple 

survejr conducted in the context of the earlier mentioned study on 
Andhra Pradesh (Tilak, 1980-c), and institutional costs differ 

significantly across different socio-economic groups of population, as 
shown in Table 16 for backvmrd castes and non-backward castes, and in 

Table 17 for rural and urban population.^^ It can be easily 

understood that the private costs of education depend upon the 

household income and as the income/earnings levels of backv;ard castes 

are much lower than those of non-backv^ard castes, and the 

income/earnings levels of rural population are lower than those of 

urban population, the private costs of education of the backward 

castes and rural people would be less than those of their res-oective 

counterparts. '5' o t  the same reason, opportuni"^" costs would also tend 

to exhibit similar inequalities. ith respect to institutional costs 

the pattern can not be explained easily. Vhile the institutional 

costs per pupil at priman^ and middle levels of education in rural 

areas exceed those in the urban areas, the costs at other levels of 

education in rural areas are much less than those in urban areas. 

However the total (social) costs of education per pupil are much less 

in rural areas than in urban areas.

On the other hand, with respect to backward castes the private 
costs, including opportunity costs, are less than those of thenon- 

backward castes at every level of education. But due to the special
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Table 15

Coefficients of correlation (r) between costs of educaticm and 
state ecOTicndc development in India, 1976-77

r between ... . r ■■ ■

recurring cost per pupil at primary level
and per capita SDP - 0.1382

recurring cost per pupil at middle level
education and per capita SDf* 0*0112

recurring cost per pupil at high school
education and per capita SDP - 0.0192

recurring cost per pupil at higher
education and per capita SDP 0.0890

recurring cost per pupil (all levels of
education) and per capita SDP 0.3692

non-recurring cost per pupil (all levels
of education) and per capita SDP -0.1104

total cost per pupil and. per capita SDP 0.3226

cost of education per capita and
per capita SDP1 0.4987
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Table 16

Private and scial csts of education bjy caste groups
in Andhra Pradesh,

Educational
level

Private
expenditure

i* oregone 
earnings

Total
private
cost

Institi;itional
cost

Social
cost

Nonr-Backward Castes

Primary- 419.01 136.00 555.01 99.65 654.66
Middle 158.29 360.00 518.29 244.28 762.57
Secondary- 269.23 1350.00 1619.23 404.98 2024.21
Intermediate 1019.25 1720.00 2739.25 504.40 3243.65
I Degree (G) 1377.59 1910.00 3287.59 504.40 3791.99
II Degree (G) 2237.50 3314.50 5552.08 504.40 6056.40
Higher (G) 3583.50 2471.80 6055.30 504.40 6559.70
Higher (P) 4479.17 2415.60 6894.77 « • • •

Backward Castes

Primary 110.54 132.00 242.00 108.00 350.54
Middle 116.83 240.00 356.83 251.77 608.60
Secondary 213.67 753.00 966.67 423.82 1390.49
Intermediate 723.70 900.00 1623.70 716.08 2339.78
I Degree (G) 1031.36 2064.66 3096.02 716.08 3812.10
II Degree (G) 1350.00 4050.50 5400.50 716.08 6116.58
Higher (G) 1057.90 2859.00 3916.91 716.08 4632.99
Higher (P) 1687.42 2509.20 4196.62 # • • •

Note : .. not estimated
(G) General 
(P) rofessioi^

Source ? Tilak (1981-b)
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T^le 17

Private and scxjial costs of education in rural and urban areas
in Andhra Pradesh,

Educationa.T
level

Private
expenditure

¥ oregone 
earnings

Total
private
cost

Institutional
cost

Social
cost

Rural

Primary 169.29 101.20 270.10 124.10 594.59
Middle 92.19 240.00 332.19 270.18 602.57
Secondary 186.51 800.00 986.31 333.45 1519.74
Intermediate 700.00 960.00 1660.00 478.54 2138.54
I Degree (G) 138.35 1866.67 2005.00 478.54 2483.54

Urban

Primary 398.65 167.20 565.85 80.47 646.32
Middle 181.08 560.00 541.08 262.15 803.23
Secondary 285.74 1120.00 1405.74 570.90 1776.64
Intermediate 1104.12 1700.00 2804.12 577.91 3382.03
I Degree (G) 1387.19 1633.33 3010.52 577.91 3588.45
II Degree (G) 2060.00 2821.50 4881.50 577.91 5459.41
Higher (G) 3379.55 2102.60 5482.15 577.91 6060.06
Higher (P) 4479.17 2151.80 6650.97 • • • •

Note ; See Table 16. 

Source ; Tilak (1982-b)



monetary incentive schemes in favour of backward castes, the 

institutional costs are higher for the backward castes. However 

institutional costs are not that much high to make the total costs of 

education of backward castes much higher than that of non-backward 

castes (see also Kothari et al, 1982).

The ratio of cost per pupil between higher education and primary 

education can be expected to reflect some kind of imbalance or 

unevenness of the educational jyramid, or in otherwords it reflects 

misallocatioon of resources in education. V>ihile social rates of 

return do provide better basis to cpmment on the pattern of allocation 

or misallocation of resources (see Tilak, 1981-c), the estimates of 

unit costs also indicate the direction of the allocation pattern. For 

instance, the or Id Bank (1980 ; 71-72) also makes use of unit costs 

to make a similar observation on the pattern of allocation of 

resources: the gap in the unit costs between lower and higher levels 
of education “cannot be attributed to the gradual shift within total 

enrolment toward higher and more expensive education....even a small 

percentage decrease in unit costs of secondary and higher education 

could release additional funds for providing basic education to more 

people, lyioreover countries that have budgets favouring secondary and

higher education disproportionately...can with some reallocation

finance sizeable increase in enrolment at the elementary level**.̂  ̂ As 
higher education is necessarily costlier, the ratio of unit costs of 

higgler education over that of primary education would be high and as 

long as the ratio is not very high, one m.a;y not bother about it. But 

if the ratio is ’alarmingly' high, it needs the serious attention of 

the educational planner. Since there is no absolute norm about the 

size of the ratio, one can at best compare the ratio between different 

regions. Inter-state comparisions in Table 18 lead us to certain 

interesting conclusions.^^ ^'hile one msy expect that the ratio (cost 

per pupil at higher level/cost per pupil at primary or elementary 

level) will be positively and significantly correlated with per capita 

SDP, we find that they are not at all related, the coefficient of 

correlation between the two in 1976-77 being 0.0742. Thus the 
misallocation of resources can be noticed both in the economically 

developed as well as in the underdeveloped states, and the 

misallocation obviously favours higher education sector at the cost of 

lower levels of education. '

Until now we are concerned with formal, education only. There is 

very little work done on non-form.al education. Costs of non-formal 

education tend to be much less than the costs of formal education. It 

m ^  be noticed that not only the institutional costs, particularly
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Table 18

Iftieven costs of education in India, 1976-77 {Ratio of cost of hi^er 
education jbost of primary education per pupil)

State Higher/Primary

Andhra Pradesh 9.58
Assam 12.11
Bihar 15.17
Gujarat 7.18
Haryana 12.37
Himachal Pradesh 10.19
Jairimu & Kashmir 11.40
Karnataka 8.52
Kerala 6.15
Madhya Pradesh 11.95
Maharashtra 8.30
JVbnipur 4.98
Meghalaya 19.33
Nagaland 10.08
Orissa 12.44
Punjab 12.62
Rajasthan 10.59
Sikkim 40.VV
Tamil Nadu 14.65
Tripura 6.26
Uttar Pradesh 3.07
West Bengal 7.84

Source : Based on Education in India, 1976-77*



teachers, salaries, but also the private costs of non-formal education 

are substantially less than those of formal education. As non-formal 

education is part-time in nature and suits to the time of the pupils, 

the private opportunity costs of non-formal education is negligible. 

However there exists little research work done in India on the 

subject. In the Sohna block of Gurgaon district we find that the 

recurring costs of non-formal education per pupil works out to be 

Rs.33.78 per annum /- Rs.33*66 on teachers' salaries, and Re.0.12 on 

non-teaching cost on recurring items. Besides, Rs.1.90 is spent on 

non-recurring items per annum (Tilak and Bhatt, 1983= 71). Thus the 

evidence clearjy suggests that costs of non-formal education are much 

lower than those of formal education. It is interesting to note that 

in either formal or non-formal, teachers' costs constitute the most 

significant item /- 94̂  in the case of non-formal education, and 93^ 
in the case of formal prim.aiy education in 1976-77.

Results of another micro level attempt in IVi aharashtra (Chitra 

Naik, 1982) make it quite striking : While in the formal system of 

education in Kaharashtra a conservative estimate of costs of 
elementary education would be Rs.140 per year, the cost of non-formal 

education works out to be Rs.50 per year. Farther, it was reported 
that 2 years of such non-formal part-time education (costing Rs.lOO) 

would provide the same education that a 4~year full time formal ^stem 
would provide (costing Rs.560). It was also estimated that if books 

and other learning material are provided the project, the total 

cost for 2 years would not exceed Rs.144 per pupil. The project also 

would save Rs.1.6 - Rs.2 million on account of opportunity cost of 
children's education.

Now let us examine the determinants of ijinit costs of education. 

Generally, attempts are made to explain the variations in unit costs 

with the help of the following four important variabless (a) the size 

of the institutions, measured "by enrolm.ent; (b) teacher-pupil ratio;

(c) average salary of the teachers; and (d) ratio or non-teaching cost 

to teaching cost per pupil. V^hile in mariy cases all the above 

variables turned out to be significant in explaining the variations in 

unit costs, the first two being the most important (see e.g., 

Lakdawala & Shah, 1978), it is only in a few studies, the size of the 

institutions has been found to be unimportant (Tilak, 1979)*
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3*2 A summaiy

Before we end Part let us quickl;̂  ̂ and briefly summarise the 
main points. A survey of the costs of education in India leads us to 

conclude the following:

a) The total costs of education in India constitute about 10^ of 

GNP, in contrarjT- to the commonly held view that 3^ - of GWP is 

being invested in education. The latter statem.ent is based upon 
institutional costs on^y.

b) Private costs of education in India are substantial and tĥ ?" are 

at least equivalent to the institutional costs, if not more.
V • r

c)' Households respond to educational needs more promptly than public 
bodies, as the income elasticity of expenditure on education is 

greater than uniiy with respect to households and not only smaller but 
also less than unity with respect to institutionsw
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d) Based upon institutional costs, it could be observed that, in 

real terms we are spending increasingly less and less amount on 

education per pupil, as against the generally held belief, based on 

growth of expenditure at current prices, that increasingly larger 

investments are made on education per pupil.

e) \vhile it is generally pointed out that about a quarter, on 

average, of the budgets of the states are devoted to education, the 

correct figures are much less, if we consider both"revenue and capital 
budgets.

f) Both as a proportion of the budgets and as a proportion or total 

costs of education, state governments meet the major part, and the 

share of the central government is quite small.

g) A veiy large part of the costs of education goes to the teachers 

in the name of their salaries and allowances and an infinitisimally 

small amounts are invested in pl:5rsical capital formation in education, 
such as buildings, equipment and furniture. However the proportion of 

the teachers’ salaries to the total costs marginally declines by 

increasing levels of education. Thus educational activity is labour 

intensive in nature but for the human capital embodied in the 
teachers.



h) There are high variations in the costs of education per pupil 

between different states in the county, and inter-state inequalities 

have been doubled with respect to costs at primary?- and middle levels 

of education, and declined marginally in other cases.

i) The inter-state variations have no relationship at all with the 
variations in the levels of economic development of the states. In 

other words, costs of education are not influenced l::5r the per capita 
state danestic product.

j) Costs of education, particularly the private costs, also vary 

significantly between different socio-economic groups of population 

like between backward castes and non-baciward castes and between rural 

and urban areas s the costs are less on the part of the weaker 
sections, compared to their counterparts.

k) The nature of the educational ^j^ramid in each state, measured "ty 

a ratio of costs of education at higher level per pupil and costs of 

education at primaiy level per pupil also has no relationship with the 
economic development levels of the states.

1) Costs of non-formal education, both private and institutional, 
are much less than the costs of formal education.

m) Coming to the determinants of costs of education, the size of the 

educational institution, the average salary of the teachers and the 
teacher-pupil ratio are found to be quite significant in explaining 

the variations in the costs of education per pupil.

Besides the above, the present survey also indicates that private 
costs of education have often been excluded while studying costs of 

education. Since private costs of education are not trivial in size, 

the review suggests the need for indepth studies on private costs of 
education.

IV. GB0CERAL OBSERVATIONS

Ariy economic analysis of education ^’'stem or any planning exercise in 

education remains incomplete, if cost aspects are ignored. Statistics 

on costs of education are both general and specific purpose tools in 

that, they are used for different purposes, mainly for planning, 

forecasting, projecting, analysing, decision-making and policy 

formulation. V'e have, in this paper, first described the importance 

of analysis of costs of education in educational planning, followed
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an elaborate theoritical discussion on various concepts and related 

aspects of costs of education, some of which like private costs, more 

particularly opportunity costs, are too important to ignore any more 

in educational planning. Then the nature and quality of data 

available to the educational planners and researchers in india are 

discussed. Lastly, an empirical analysis of costs of education is 

attempted, based on which several valuable policy inferences are 

drawn, and thqy are too man̂  ̂ to summarise here in this last section. 

However we wish to imderscore the following points, which I consider 
as basic conditions for a sound and healtl^ education ̂ stem, with 

respect to costs and financing of education:

i) Public resources are allocated to education and t h ^  are 

allocated to different sectors within educat?lon quite arbitrarily, in 
an ad~hoc manner. The fact that the size of the educational budgets 

is cut often during the planning process without a corresponding cut 

in the targets testifies to this lacuna. It is essential that they 

should have some oorrespondance with reliable estimates of costs of 
education.

ii) Even for the state planners, a thorough knowledge of the 

capabilities of households to invest in education directly (e.g. 

maintenance costs) and indirectly (e.g., opportunity costs) is 

absolutely essential, if any meaningful exercise on educational 

planning is to be attempted. Hence efforts should be iniated ty the 

state planners to collect data on private costs of education 

periodically. The complementary role of public and private costs 
should clearly be noted.

iii) A proper devision of financial responsibilities between the 

federal, provincial and local governments can be recommended as 

follows: the federal or central government may concentrate on higher 

education, provincial or state governments on secondary education and 

local governments on primaiy level education.

iv) A minimum level of costs of education per pupil should be 

defined, and in no^region and time, actual costs per pupil can be 

allowed to fall below this minimum level. Further, costs of education 

in real terms should not be allowed to be less than the costs relating 
to the preceding year.

v) The importance of educational price index is now well known. It 

is a basic requirement for arjy inter-temporal analysis of investment 

in education. Hence, attempts should be made to construct an
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educational price index. Perhaps it may be necessary that different 

indices are to be constnicted for different levels of education.

vi) Every ins i tut ion should be provided and encouraged to maintain 

some financial reserves over and above the general requirements, for 

good house-keeping purposes and to encourage innovations.

vii) Lastly, the total resources invested in education drawn from the 

public exchequer as well as from household budgets, should be taken 

into account in the national accounts. Otherwise national income 
accounts remain hi^ly incomplete.
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NOTES

1. However some times for a specific purpose, we do calciilate cost 
per capital unit or cost per labour unit etc., even in general 
economic theory.

2. But this is based on the assumption that incomplete education 
constitutes total wastage.

3* See Majuindar (198̂ )  ̂ 12-14) for a critique of the concept of unit 
costs of education per student.

4. See Adelman (1966) who computed opportunity^ cost of institutional 
investment in education on buildings.

5* The concept of social opportunity cost of capital is often 
discussed in the literature, particularly in the context of 
social discount rate or alternative rate of return to education 
(seeBlaug et al 1969).

6. See Robbins Commission (1963) and Education Commission (1966). 
There are very few attempts of constructing a meaningful 
educational price index. See the pioneering attempt of Vaizey 
(1958). See also Wasserman (1963) and ESCD (1979).

7. See Pandit (1972) and Shri Prakash (1978). See also Tilalc & 
Var^ese (1963)»

8. As quoted by Haldipur (1974).

9. Interested readers mav refer to Kamat (1977), Srivastava and
Hirinnaiah (1977), Pandit (1976), Dhar (1978), Kwatra (1978),
Department of Education (1977) and lAMK (1981) for a general 
account of statistics on education in India.

10. Compare, for instance, 1981 Census data with the population
_ projections of the Committee on Population Prooections (1977).

11. The publications of the University Grants Commission (e.g. 
University Development in India j_ Basic t acts and ? igures) do not 
contain any data on expendi ture/income aspects of higher 
education, even though the Commission collects data from colleges 
and universities.

12. These concepts and our concepts of direct and indirect costs 
discussed earlier in Section 1.4.1 are totally different.

13. However for a few years (in the 1950s and 1960s) data on indirect 
expenditure were made available by levels of education.

14. If we look backw^ards, the format of presentation of financial 
statistics on education in India has been changed 3. number of 
times, e.g., in 1961-62, 1971-72 and 1976-77.
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15- For instance, In the ear];y 1960s two vseries, namely, Education in 
India (Volumie II) and Education i;i States were discontinued.

16. For example, costs of education per pupil in India (1960-61) are 
as follows

(Rs . per annum.)
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ij/pe of scPiool B/ level of education

Primarv 28 28
K iddle 41 62
Secondg-iy 92 126

Source s Blaug et al (1969 “ 191)

17. However in certain cases the problems of a different order 
continue. For instance interm.ediate education in somie places is 
provided by higher secondarjr schools and in som.e places b̂  ̂
colleges. See Mucation Commission (1966 : 948-9) for some more 
interesting details on this issue.

18. See Lakdawala (1978) for a detailed analysis of NSS data on 
private expenditure on different social service activities, 
including education.

19» For a review cf a good number of such surv^s, see Veeraraghavan 
& Tilak (1983).

20. One of the earlier, rather pioneering attempts on private costs 
of education in India, is made b̂  ̂ Shah (1968) which is, however, 
not accessible to the present author. See Shah (1969)«

21c See also Tilak (1984-a) for similar results on a few countries of 
the south Asian region.,

22. The number of observation are 19 and 20 respectively. Data used 
are given in Table 14-

23. See Tilak (1980-a) for a similar pattern with respect to women 
and m*en.

24. See also Tilak & Chaudhri (1982) for similar details on all-India 
level.

25. See also Krishna Kumar (1984)«

26. See Tilak. (1980-a; and 1984-a) for inter-continental and inter
count ly comparisons, respectively.

27. See TilaJi (1980-b; and 1983) for factors responsible for such a 
pattern of misallocation of resources.
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