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Introduction:

It is well documented in competitive markets that new producer entry can lead to improved efficiency in resource allocation. Yet, this claim may not translate to markets in which the underlying output encompasses multiple benefits, both individual and collective. Such a situation exists in the market for higher education where the product of nonprofit institutions is a mixed bundle of personal and social goods. One element of this educational bundle is access to a host of social clubs and organizations. These groups induce social interaction on the part of members and promote the building of interpersonal networks (Kezar, 2003). This suggests that nonprofit colleges and universities are not only engines of human capital production, but also have a hand in the production of social capital. 


The purpose of this paper is to explore the effects of new producer entry, reduced state funding, and the growing wage premium for education on the production of social capital in the postsecondary education market. The claim is that higher education is in transition. Nonprofit institutions are increasingly forgoing their social roles and functioning as firms with market oriented values and objectives (Gumport, 2000; Rhoades, 1996; Slaughter, 1993). Decreasing support from traditional sources of revenue (i.e. state governments) coupled with new producer entry has placed mounting pressure on nonprofit colleges and universities to cut costs and expand their income base. A common method for higher education institutions is to place a greater share of the cost burden on consumers by raising the price
 of higher education. In order to keep attracting students, nonprofit schools have modified their missions to better accommodate the demands of consumers. The rising wage premium placed on education has made the production of human capital a priority for society. Thus, colleges and universities have focused a growing share of their financial resources toward the support of programs
 that cater to the public’s demand for human capital production. The result has been a shift in the composition of the educational bundle produced by nonprofit institutions. Human capital and the production of workers is becoming the primary or singular objective of colleges and universities. (Kerr, 1994) Programs concentrated on the production of social capital have been sacrificed in the transition. A greater share of school resources are going toward the accumulation of human capital. This reaction to market pressure and consumer demand may result in a decline in the production of social capital in higher education.   

The paper begins with a discussion of social capital and the relationship between education and the production of social capital. The second section examines the state of the higher education market concerning the issues of state funding, new producer entry, and the changing demand of consumers. The third section presents the theoretical model used to determine social capital production in the higher education market. The fourth section presents the data and analyzes the resource expenditures of public and private nonprofit institutions. The fifth section draws conclusions from the results of the previous section and discusses avenues of further study.
Social Capital and Education:


 Social capital is concept of multiple dimensions and definitions. Many discussions of social capital, including those of Schuller (2000) and Woolcock (2000) associate the term with a resource for the achievement of common goals and objectives. Perhaps the most well known and representative definition of the term can be found in the work of Putnam et al. (1993) who states, “social capital…refers to features of social organization, such as trust, norms, and networks, that can improve the efficiency of society by facilitating coordinated actions” (pg. 167). Fukuyama (1999) provides a definition that captures many of the components driving current literature.


Social Capital can be defined simply as an instantiated set of informal 



values or norms shared among members of a group that permits them



to cooperate with one another. If members of the group come to expect



that other will behave reliably and honestly, then they will come to trust



one another. Trust acts like a lubricant that makes any group or 



organization run more efficiently. (pg. 16)

Its value to economics comes from its potential for reducing asymmetric information and transaction costs. Entering into a transaction with an individual can be a costly venture if you have little information concerning the reputation of that person. Yet, obtaining information can be an expensive and time consuming task. Both factors can prevent people from participating in transactions that are mutually beneficial. Social networks provide a low cost method for gathering information (Putnam, 1993). One component of social capital is trust. Trust among individuals in a group can result in mutually advantageous transactions that would otherwise not occur if individuals did not trust one another (Dasgupta, 2005). High levels of trust lead to agreements and cooperation without the need for contracts and enforcement agencies.
Numerous authors have examined the economic effects of social capital. La Porta et al. (1997) finds a weak correlation between economic growth and the level of trust within a society. Knack and Keefer (1997) utilizes the same data source as La Porta, but exclude socialist countries and reduce the number of years examined, and discover a stronger correlation between trust in society and economic growth. These results imply that social capital is economically beneficial and its presence is of more importance in democratic and free market oriented societies. 
Theories concerning the relationship between social capital and education are mixed. Fukuyama (1999) contends that educational institutions from all levels of schooling not only generate human capital, but also produce social capital in the form of social norms and rules. Putnam and Heliwel (1999) argue that an individual’s level of educational achievement is an important predictor of their future political and social engagement. These theories find social capital to be a product of the educational system. Meier (1999) approaches the issue from the opposite direction. Utilizing data from the National Longitudinal Study of Adolescent Health, Meier finds a positive relationship between parental engagement and school attendance. This suggests that outcomes in education are a result of the amount of social capital present in the lives of students. The role of social capital in educations appears to have numerous aspects. First, social capital can be a product of attending school. Second, attending and succeeding in school can be a function of high levels of preexisting social capital between students and families. A singular function for social capital continues to prove elusive. 
The Higher Education Market:


Nonprofit schools have seen their revenue base shrivel with declining support from state governments combined with growing competition from new producers. On the surface, it would appear disingenuous to argue that states have not properly supported higher education. In absolute terms, state funding grew by 319 percent in the period from 1980 to 2001.
 Yet, this number is misleading. Rizzo (2004) adjusts state funding for increases in student enrollments and finds that the annual growth rate for funding per student was less than 1 percent from 1974 to 2000. During the same period, expenditures grew at an annual rate of over 3 percent per student. The absolute value doesn’t take into account the distribution of funds either. The number of higher education institutions grew by 43 percent in the period from 1980 to 2001.
 This compounded the decline in state support by reducing the share of funds each college and university received even further. Public postsecondary institutions saw their portion of revenue from state support fall by 28 percent from a share of 45.6 percent in 1980 to a share 35.6 percent in 2001.
 With the allotment of federal support declining slightly in the same time period schools were forced to exploit other streams of income. Tuition and fees were the greatest source of growth in income for higher education institutions during the twenty-one year span. Their portion of revenue for public institutions grew by 40 percent from a share of 12.9 percent in 1980 to 18.1 percent in 2001.
 The impact of reduced state funding and new producer entry has been a significant shift in the cost burden of higher education to students and their families. 


Higher education is quickly becoming the determining factor for success in the modern workforce. Labor demand has shifted across and within industries that require higher skills from workers This is evidenced by an increasing wage premium for education. In 1980, males with a bachelor degree earned 19 percent more than males who completed only high school.
 By 2004, the gap had significantly expanded. Males with a bachelor degree earned 67 percent more than their male counterparts who only completed a high school diploma or equivalent degree.
 The public recognizes the growing importance and effects of postsecondary education. The public has expressed strong support for higher educations role as a producer of human capital. Gross and Simmion (2006) find an overwhelming majority of society (67.6 percent) believes the purpose of higher education is to prepare students for future careers. The human capital returns to higher education are growing more important. The wage gap between those who have a college degree and those who don’t is increasing. This is not lost on the public who recognizes educations significance and supports the production of human capital. 

The Model:


The model operates under the premise that the production function for social capital is the same as for other forms of capital. It assumes that the production of social capital in higher education is a function of the existing capital stock (k) and investment in new capital (i). 
Social Capital (HE) = f(k,i)

To maintain or increase the level of social capital a school must invest in an amount of new social capital over a given time period (assume an annual basis). Investment in this model is a function of two forms of spending on social capital: funds appropriated for public purposes (ppf) and funds appropriated for student services (ssf).
 
i = f(ppf, ssf)

Public purpose funds are expenditures on programs, organizations, and social groups whose specific purpose is to interact and build relationships with communities and social institutions outside the university or college. The main purpose of these groups is to benefit individuals outside of the campus community. Student service funds are expenditures on programs, organizations, and social groups who are not obligated to form connections with institutions and communities beyond the university. While a number of these organizations such as the Greek system or athletic clubs often do branch out into neighboring communities and benefit individuals beyond the school, their main purpose is to serve the needs of students in the university or college.  
A change in the stock of social capital (Δk) is a function of the level of investment (i) and the depreciation rate of social capital (δ).
 The point at which no change occurs in the capital stock is the steady-state level.

Δk = i – δ

A decline in the stock of social capital would be the result of investment dropping below the rate of depreciation. An increase in the stock of social capital would be the effect of investment exceeding the depreciation rate. The claim of this paper is that reduced revenue flows, new producer entry, and the changing demands of consumers may decrease support for programs producing social capital. Thus, we would expect to see the level of investment below the depreciation rate of social capital.

i = f(ppf,ssf) < δ 

Before moving into the next section it is important to note that this model suffers from several weaknesses: First, it is difficult to determine an optimal level of social capital to produce within the higher education market, so even if their has been a decline in funding and a subsequent reduction in the level of social capital it may not be negative. The market may have actually been overproducing social capital before schools started adopting market oriented goals and focusing more support toward the production of human capital.
 Second, it is difficult to determine if student service organizations and public purpose groups generate the same amount of social capital per dollar of investment. It may well be the case that the production of social capital varies across sectors.  Without knowledge of the relationship between investment and the production of social capital in each sector, determining a change in the stock of capital from only examining shifts in expenditures proves impossible.
Data and Results:


The model utilizes data from the National Center for Education Statistics. The percentage distribution of expenditures for instruction, public purposes, and student services were examined in the period spanning from 1996 to 2001. The analysis of expenditures in this period produced mixed results. Private, nonprofit institutions reduced funding for public purposes by 28 percent, increased support for student services increase by 8.6 percent, and increased spending by 2.8 percent for instruction.

i = [ppf (-28%), ssf (+8.6%)]
Public, nonprofit institutions increased spending on public purposes by 8.8 percent, reduced funding on instruction by 5.8 percent, and made no changes in the level of funding on student services.
 

i = [ppf (+8.8%), ssf (0)]
The data concerning expenditures by private, nonprofit institutions appears to support the assertions of this paper. Assuming public purpose organizations and student service groups generate the same level of social capital per investment dollar support for social capital production fell by 19.6 percent respectively. The growth in funding for instruction also supports the belief that resources are being transferred toward the production of human capital. The data concerning expenditure by public, nonprofit institutions flies in the face of assertions presented by this paper. Expecting reduced support for programs producing social capital and greater support for human capital development, the data reveals the exact opposite. Overall, funding for organizations associated with social capital accumulation grew 8.8 percent from 1996 to 2001, while support for instruction fell by 5.8 percent respectively.
Conclusions:


The data produced a muddled picture of the effects of new producer entry, reduced state support, and changing consumer demand. Private, nonprofit schools and public, nonprofit schools reacted quite differently. Private institutions generally followed the guidelines of growing pressure and increasing support for human capital production, while public institutions acted in a reverse manner.  One explanation of the results for public institutions comes from their relationship with state and local governments. In 2001, state and local funds still comprised 39.6 percent of revenues for public, nonprofit colleges and universities.
 Such financial control supplies state and local governments with significant influence over public institutions. These schools may feel obligated to support local community programs out of fear of reprisal through budget cuts in spending on higher education. Public, nonprofit institutions may simply be protecting their interests by supporting community involvement programs. This issue does not affect private colleges and universities. State and local support only accounted for 2 percent of their income in 2001.
 Public universities and colleges are also different from private institutions when it comes to tuition. In 2001, tuition accounted for 39.7 percent of income for private higher education providers, while tuition was only 18.1 percent of revenues at public institutions.
 This suggests that the output of public schools is less reactive to changes in consumer preferences when compared to nonprofit, private colleges and universities. Private schools may fear alienating a major source of income if they fail to adjust to the changing tastes and preferences of consumers.  


This research leads to a number subjects for further study. Literature concerning the relationship between education and social capital raises an intriguing point. Meier’s (1999) approach makes a case for social capital being a causal factor in achievement and attendance at educational institutions. A study could be conducted to determine if high growth rates for higher education markets is associated with high levels of family engagement and interaction. Another issue springs out of the inherent problems of the model: the possibility of variation in the production of social capital between public purpose programs and student service programs. It is not clear if funding in either area produces equal amounts of social capital or if investment in one type of program results in higher returns to social capital. A study comparing civic engagement and the type of organizations people participated in during their college careers could shed light on the matter. One last area of study concerns the data from private school expenditures. The declining funding for public purposes poses a question. Should private schools in the higher education market reap the financial benefits of nonprofit status when it seems they contribute little to the communities surrounding them? These schools are receiving benefits at a cost to society, but their contributions to society seem small. Revoking the nonprofit status for private institutions may prove necessary if research finds that the costs to society of providing these firms with nonprofit status out-weigh the benefits.
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� The term ‘price’ refers to increasing tuition and charges.


� Term refers to classroom instruction.


� Digest of Education Statistics 2005, table 329.


� Digest of Education Statistics 2005, table 2.


� Digest of Education Statistics 2005, table 329.


� Digest of Education Statistics 2005, table 329.


� The Condition of Education 2006


� The Condition of Education 2006


� While I referred to expenditures concerning instruction at the beginning of the piece, spending on instruction is not inherently part of the model. Changes in the level of funding for instruction are an indicator of consumer demand for human capital.


� The depreciation of social capital can be measured by rates of membership in organizations. The number of members in university and college organizations consistently changes due to graduation as well as other factors. Funding can have a significant impact on clubs and organizations in terms of advertising and attracting prospective students.


� See Kezar (2003) and Ehrenberg (2005) for a thorough discussion of the growing privatization of the higher education market.


� Digest of Education Statistics, table 346.


� Digest of Education Statistics, table 342.


� Digest of Education Statistics 2005, table 329.


� Digest of Education Statistics 2005, table 334.


� Digest of Education Statistics 2005, table 329 and 334.





