“In The Long Run We Are All Dead”
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The Coming Apocalypse

THE APOCALYPSE! THE SKIES
BURN, THE SEAS TURN TO BLOOD,
AND THE DEAD WALK THE EARTH

[

 More people are taking up
university-level education (review of
Australian and OECD
demographics).
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Graduates, Graduates, Graduates

Percentage of Australians (aged 15+) with a Bachelor's Degree or
Higher

1991 7.6% 1996 10.4% 2001 12.9% 2006 17.6% 2011 20.8%
2016 24.3% 2021 27.5% 2026 30.9%

2021 and 2026 are extrapolated values.
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Post-Graduates, Post-Graduates, Post-

Graduates

A 46 per cent increase in postgraduate qualifications 2011 and
2016 (ABS). 7.0% of Australians had a postgraduate degree (2016)

OECD average of adults with tertiary education: 23.56% in 1998 to
44.89% in 2019: NZ (40.4%, 2014; 43.8%, 2019), UK (24.7%, 1997;
51.8%, 2019), US (23.8%, 1991; 50.4%, 2019).
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The Cost Disease Of The Service Sector

Service-intensive tasks have a
"cost disease". Increases in
labour costs do not match
increases in productivity.

Original example (Baumol and
Bowen, 1966) noted that the
same number of musicians in
the 19th century as 20th.

Img: Beethoven, String Quartet
No.4 in C minor, 0p.18




Universities Are More Prone To Cost

Disease

Very little changes in productivity, significant increases in costs.
Alternative explanation (revenue theory of costs) not valid;
universities follow the same cost path as other sectors that rely on
a service-sector that relies on a highly educated staff.
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... And Have Been For A Long Time

The Real Price of Selected Goods and Services

1950-2016
Higher Education
Lower Education
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Source:BEA, National Income and Product Accounts.
Note: Prices normalized to 100 in 1950. Ratio scale.



Is Technology The Answer?
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The IT Productivity Paradox

* "You can see the computer age
everywhere but in the
productivity statistics."

- Robert Solow

* |Is it due to the mismanagement
of expectations? Time lags in
pay-offs, redistributive activities
(e.g., workers using IT for their
their private benefit)?

« Putt's Law: "Technology is
dominated by two types of
people, those who understand
what they do not manage and
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those who manage what they do not understand.”




The Wrong Measures

» Expectations of Information Technology productivity gains was
reduced administrative costs. Higher education productivity is
usually measured in terms of as the number of enrolled students
or the number of degrees conferred.
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technology benefits decisions.
Computational and higher
education research gains have
a wider social benefit.

IT\TEN. WHATEVER. ~

 But how much more? This will help determine the degree of
public funding (versus private) that is optimal



Private vs Public Gain

« Early (2000s) studies in Australia used an accounting method for
private benefits and net government receipts for public benefits. A
demographic and econometric approach of public educational
externalities, suggests that the average ratio of private-public
benefits is roughly 45%/55.

e Little variation across disciplines. Highest public benefit from
engineers (60%/40%), lowest from education (49%/51%). Slightly
lower public benefit for postgraduates (53%/47%)
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In The Long Run...

 Many of the financial and political pressures on universities will
have technological solutions; online content, automation of
procedures, etc. —
* "The long runis a
misleading guide to
current affairs. In the
long run we are all
dead. Economists set
themselves too easy,
too useless a task if in
tempestuous seasons
they can only tell us
that when the storm is
past the ocean is flat
again."

-- John Maynard Keynes, A Tract on Monetary Reform", 1923
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