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2 ABSTRACT

Privatization Reform of Higher Education and Its Equal Accessibility

Yuanwei Fan

ABSTRACT

The conflict between the increasing demand for higher education from individuals and
the insufficient public funds is the major issue in developing China’s higher education,
During the process of Chinese higher education financial reform, the cost-sharing model,
proposed by Johnstone in 1986, has replaced the former “free higher education plus
grants” model. China has adopted a tuition fee policy around all higher institutions since
the year of 1997. However the cost-sharing oriented policy led to the very sharp rise in
education cost and tuition fees, exerting a negative impact on students who want to access
to higher education, especially those from lower socio-economic backgrounds. This
phenomenon has already attracted increasing attention.

From present to 2020, during which period the investment rate of human capital
gradually increases, the population transition in our country will provide us with a great
opportunity to increase higher education development. How to make our higher education
continuously march forward to the Massification stage and how to make all qualified high
school graduate especially poor students receive higher education with the government hard
fiscal budget restriction? It is an urgent problem to solve, Thus, the book focuses on the
teaching service of higher education as our research objective.

There is a heated debate about the character of higher education service in our
research. Stiglitz (1997) and Varian (1997) had emphasized that education is a private
good, while Wang Shanmai (1997) argued that higher education is a quasi-public good. If
higher education is a quasi-public good, it justifies a right way for our government to
implement cost-sharing policy. Otherwise, if higher education is a private good, our
present cost-sharing policy will be demonstrated totally wrong, and we should adopt a
reverse policy. That is to say, we need to adopt a privatization policy if higher education is
a private good.

The book defines higher education service as a private good with positive
externalities. Given that the teaching service provided by higher education institution is a
private good and private returns to higher education are substantial, undergraduates
should pay their tuition to the university. Meanwhile, given the spillover benefits of
higher education, which is produced by undergraduates, as in improving general
productivity and other non-economic benefits, it is mandatory for the government to
provide direct financial aid to undergraduates instead of direct subsidizing universities in
order to eliminate insufficient private investment in higher education.

Our research demonstrates that cost-sharing policy which regulates tuition fees



REBFHHARESH 2% 3

according to 25% of educational cost has some intrinsic defects because higher institutions
always pursue maximum cost expending (Bowen, 1980). As higher education is a private
good, higher institution has the authority to implement its price policy. Meanwhile, the
price mechanism of higher education should be complemented through direct financial aid
to students. Thus, it is suggested to replace direct funding to higher institutions with
educational vouchers mechanism to provide direct aid to college students. With educational
vouchers, the market competition of higher education will be introduced, and the
introduction of market competition will help to accelerate the privatization reform of higher
education.

It is demonstrated that lowering educational cost, increasing governmental students’
aid and relaxing the credit ration of student loan will increase individual demand for
education. It is also demonstrated that student loan is superior to other governmental aid.
In order to change the subsidy mechanism, it is suggested that the government should
adopt a generalized voucher scheme to subsidize students instead of colleges. Therefore, a
generalized voucher scheme is composed of vouchers, national student loan, governmental
scholarship and student social service and it is suggested that higher education fiscal fund
should be divided into those four items according to different percentages. In order to
achieve success in privatization reform of higher education, generalized voucher system is a
useful practical method to improve fiscal aid efficiency. Through increasing subsidy
efficiency, equal opportunity would be achieved while higher education continuously
expands to massification stage.

In order to attain a steady higher education transition from bureaucratic system to
market system, it is suggested that “Preferential Employee Stock Ownership Plan ” be a
reasonable method to restructure our public institutions, which might attain an all-win
situation among different vested interests.

From the view of economic theory, student loan should be a credit loan because
human capital can not be guaranteed. But this credit loan will always result in moral
hazard and adverse selection. That is to say, credit student loan must be small or even not
existent. Our empirical study has demonstrated the above points. It is found that poor
students had not received necessary national student loan support because banks worry
about possible default. From the worldwide student loan review, the key problem of
failure student loan systems is lack of a reasonable repayment mechanism. It is found that
the income contingent national student loan could be repaid through personal pension
account in social security bureau. And our new national student loan would be organized as
an official financial institution which provides interest subsidized loan to needy students

and non-subsidized loans available to all eligible students.
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Ad,20 42 70 FRLUE “RRMBEE"HRSEFEALSH T A4 A MmEiLmw
B HTIERNEEVRENEH R L THEBETFNEAREYT %, Fet, MEALH
BEBHNRE T EROEFT AMNFHR T LR ES"ERG AT, HEEFE
FB=F B M7 (Pacharopouloset al, 1986 )P R R (K 1. 1), ER K ERWTEH BxE
K LA RNRARERETF AN ST ALRBRATERARE, T ESSER LT
EREH®. FEE 50/KH B (Ziderman, A. & Albrecht,D. , 1995 4E)BF3Y, th78 1
TRULGHR MEAOLBN LERE T RBINRSEEELT TENEFL,HE, &
RRSFHAENRANRM KABARKE, T, XAEMA LTS ST HELA A
BRI BN, Ll ERBAAEM.

W11 BB M R R I\ 3 7 4 0 35 46 0 B

7 REWALEHY & /N9 T 43 3 049 B B L4 %6
A FHEA RWA R A FHKA FBA

"7 A 30 30 40 15 24 61

HRLE 40 40 20 6 35 60

HERETE 40 30 30 7 10 83

2% 3.5 40 40 20 10 38 51

Bt X4 3K W : Pacharopoulos et al. ,1986 4E,

A FEERF¥ZEWMEGF/RK. B ME (M. Friedman) , 75 35 # (M. Blaug) . i B E /R
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4 BB B #®

FAT0OE)NN  REERMBFZENRFHT DEHTHREHFINSHENER",
R HR RO, ‘

BEE AN EA BUN KB B SN RZRT, “ AR MB ¥ 2" R S8 EFBOREH L X
THEEREEE, BRBREHERFHEERF Y BRI SHHT TRENRE,

(D) BERBTRBHREALHEER

EEAZEHRABEHEAN M ARAHNERAYT BEHNERT . BELARE BT INSY
FUHBRGEL WL T UMBR AN GENRDES. ARECEARHSHENENTR
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AMALENR, B T AN BEHERAG N RE AW, B, A 0B R4 A
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@ Blaug, M., 1970, An Introduction to Economics of Education, London: Penguin, p. 296.
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HARE R R MBI B — . RS B BN TR0 B2 & B, T AT 75 R ]
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A 12 SRR SRR Y 14—16 0B S WE) . XFEAR T 2EEREREY 148 T8
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BREMY AR R SR EHEN TRAAE S H SR T RBETYRLY
1R, R L G 25 B B2 A SRR KW T I, T L T R4 252 e B B AR, A ) bR
HTYMGBE IS B S, HIin 1952 — 1953 2248 B TR R A3 4 5 78 B A SO 20.
46%,1954 —1955 ¥ 4EBF X — L EHMMD) 28.97% . R, XHHERSEEEPHHYLZ
P AE R, — BAEE B 20 48 80 FRA LATHE

1976 4E“PU A "B BE LU BN P AR E RETRAST TRARE. mFHE T
“GHARZR R EMER, R T WERNR.YEAA R O S;1077 FRE T 0 11 4
MESEHELERME. Y LG5 UHATEME WAL, i, B RBNK T4
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