A.
LABOUR MARKET

1.
The objective of 70 per cent can be construed in two ways: it can be seen as a response to demographic demand, or it can be seen as an input requirement of the labour market. Let’s assume that the government, in proposing three new universities, has the labour market in mind (as appeared to be the case in the recent election campaign). 



In the economics of education there is a debate about whether the expansion of human capital generates economic growth, or economic growth creates a demand for human capital. This sometimes is expressed as education “pushing” the economy or the economy “pulling” education.  Most of the recent discussion in Ontario (for example, the Rae report and the Miner report) is of the “pulling” variety: future labour markets will require more post=secondary graduates.

Let’s look at three variable factors:


-- The rate at which persons – that is, potential entrants to the workforce – within a certain age group participate in post-secondary education.  


-- The rate of enrolment change. This is a population. As a rate it is a measure of the annual change in a given population.

-- The rate of workforce reconfiguration – high school skills to college skills to university skills, or “unskilled” to “skilled.” Between 1990 and 2005 the rate of increase in jobs that require college education has been 1.1 per cent annually. The comparable rate for university education is 1.6 per cent. 


If there were a close causal relationship between either the participation rate or the enrolment rate and the rate of workforce reconfiguration we either would see  increases in the participation rate or the increases in enrolment, or both, “pushing” the rate of reconfiguration or we would see the rate of reconfiguration “pulling” the rate of participation or enrolment or both. From 1990 to 2006 we see neither. Although all three have increased, there is no statistical correlation among them. We cannot assume that a particular rate of increase in participation or PSE population will result in a particular rate of reconfiguration of the labour force.  

2.
If we replace the rate of workforce reconfiguration with the rate by which wages change by educational level of employment we can again look for a correlation. What we see in the period from 1990 to 2005 is that the rate of participation and the rate of enrolment growth have been significantly higher than the rate of wage increase of college and university graduates.  It appears that when the rate of participation and enrolment growth in post-secondary education exceed the rate of reconfiguration wages either do not rise or, recently (2003>), begin to decline as university graduates displace college graduates and college graduates displace high school graduates. This suggests that labour market demand is either being met or very close to it.


3.
In terms of labour market demand we should also keep in mind that the vast majority (over 80 per cent) of job vacancies for at least the next decade will occur because of retirement, not because of reconfiguration of the workforce. This has two implications. The first is, if there is a need for three new universities, the need is not for new curricula on a large scale. Most jobs that call for university graduation will require skills provided by existing programs. The second is that the current and projected ratio of workers retiring to graduating students available to enter the workforce is about 2:1. Relatively small changes in the rate of participation of the 55-64 and post-65 age groups can have major effects on the workforce need for new graduates. For example a one percentage point upward change in the rates of participation of these groups would reduce the demand for new entrants by about 2000.
B.
ALTERNATIVE SOURCES OF EXPANDED CAPACITY


When the government speaks of 70 per cent, either in response to demographic demand or to needs of the labour market, it may follow logically that additional capacity is needed. It, however, does not necessarily follow that new universities are needed. Are there other ways of providing additional capacity?

1.
In most universities in Ontario the division of faculty effort is, at least nominally, 40 per cent instruction, 40 per cent research, and 20 per cent service. In many cases this division is embedded in collectively bargained agreements. In American public universities the average distribution is 59-21-20 respectively Even in the most research-intensive Carnegie category of doctoral universities the average distribution for public universities is 51-28-21. Even a moderate halfway shift in Ontario from 40-40-20 to 45-35-20 would add about 36,000 undergraduate places in the instructional capacity of existing universities. 

2.
There are different opinions about how the rate of graduation should be calculated and construed. Rates of graduation also vary among programs and universities. But the rate of graduation is particularly important to meeting the needs of the workforce. It also suggests a different way of thinking about capacity. Capacity does not have to expand to increase the number of graduates available to fill job vacancies. That in turn means that new universities are not needed to increase the number of graduates. A one percentage point increase in the rate of graduation – currently about 80 per cent -- from Ontario’s universities in practical effect would add about 3300 graduates annually. For colleges the comparable figures are 55 per cent and 2100.
3.
There is a connection between the balance of research and instruction and graduation. Research in Ontario universities is a money-losing proposition, between 20 and 25 per cent. This is mainly due to federal and provincial arrangements for meeting the indirect cost of research. Peter (instruction) has to be robbed to pay Paul (research).  A direct arithmetic connection cannot be calculated, but there is persuasive evidence that reducing class size and improving the ratio of faculty to students improves student retention and in turn the rate of graduation. Thus it is not unreasonable, as well as desirable in terms of social and economic equity and institutional efficiency, to anticipate at least small improvements in student retention and graduation.
C.
ECONOMY OF SCALE

1.
Let’s suppose that the primary concern of government is neither demographic access nor workforce demand, but instead is simply cost. Research into the effect of economy of scale on university costs indicates that unit costs not only rise as size falls. They also rise as certain levels of scale are exceeded. Research evidence varies, but around 25,000 appears to be an optimal size in North America. On a full-time equivalent basis about half of the public universities in Ontario are below optimal size, not including the University of Toronto’s Mississauga and Scarborough campuses Establishing new institutions will have higher marginal costs than expanding existing institutions, and expanding institutions that are near or above optimal size will have higher marginal costs than expanding institutions that are below optimal size. 


It may be that uniquely undergraduate teaching institutions have a different optimal size, but the optimal size should nevertheless be a factor in determining plans for expansion. Even if the projections of the need for 50,000 to 100,000+ new places are correct, and new institutions are the preferred means of providing these places, it does not necessarily follow that three is the right number. Hence there is the need to think about optimal size.

2.
As we have already discussed there is no evident large-scale need for entirely new programs. Here we can learn from research about mergers. If there were a need for new programs, marginal costs of expansion by creating new programs would be lower at established universities, because most overhead and indirect costs would already be sunk. 
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