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DISCRIMINATORY PRICING IN EDUCATION
Abstract

The attempt of the paper is tc explore the possibilities of
moulding the fee as a potential instrument of (a) mobilisation of
additional ' rescurces; and (b) preventing perverse effects of
the public subsidising systam. I+ is argued in *hs papar that a
system of dlscriminatory fee siructure can achieve the twin
objectives. The suggested model of discriminatory pricing system is
based on sound principles of taxation in public finance.
Specifically, the argument of the prasent authors is based on (a) cost
of education, (b) paying capacity of the direct beneficiaries of
education and (c) the rewarding pattern. The cost of oducation is an
increasing function over the years, and the fee level remaining more
or less unchanged, the cost-fee disparity has been widening over the

ears. Secondly, the paying capacity of The beneficiaries has
increased cver-time, and more importantly it varies significantly
among the beneficiaries. Further, the benefits of education alsoc vary
among the beneficiaries. Hence keeping & uniform fee structure that
too at lower level will result in under-cptimum lavel c¢f resources for
education on the cne hand, and in regressive system of public
subsidisation of education on the other. |t is shown in this paper
that by restructuring the fee system according to the principle of
ability to pay, under the present circumstances it will be more
raticnal and logical. And a model of discriminatory fee is advocated
for such a rational system of pricing education.

T has been empirically shown that even if we exempt 50% of the
total students belonging to relatively less better-off families from
paying fees, the total fee contribution in higher education sector in
India will be several times higher under discriminatory pricing system
than under a non-discriminatory system. Together with discriminatory
pricing, a discriminatory system of incentives has alsc been advocated
sc as to ensure (a) merit is rewarded, and (b) less previleged are
benefited. The virtus of the suggested model Is +hat it not only
generates more resources for education but alsc more importantly it
makes the aducational system less regressive, if not progressive. It
is also argued that this is better than other alternatives generally
suggested, viz., steep rise in fec uniformly for all and the repayable
loan scholarship system.



DISCRIMINATORY PRICING IN EDUCATION

Jandhyala B.G. Tilak
N.V. Varghese

1. introduction

Multi-source funding pattern of education is quite commen in most
economies of the modern worid. Education in India is funded by the
stats, the private individuals and the community, which are commonly
grouped into twc sources of funding, gevernment and private. The
governiment sources include central government, state government, and
local bodies. Private contributions to education can be divided into
two categories: the voluntary contributions and non-voluntary or
compulsory payments. The donations and endowments are a familier part
of private voluntary contributions. The other less familiar scurce of
voluntary contributions includes households which meet maintenance
exp=anditure of the pupils. Fee on the other hand, is a compulsory
payment.

A glance at the trends in the shares cf these respective sources
during the post independence period reveals that the terms of trade in
terms of financial burden is systematically shifted towards the
government sector; and correspondingly the shares of other scurces
declined. And the decline was more sharp in the case of private
voluntary contributions. Starting from a 2/3 share of the state
(including !ocal governments) in ihe total educationa! finances at the
beginning of the planned efforts in India, its share has increased to
more than 4/5 by 1980-81. The private voluntary contributions showed
a declining share from 1/9 tc 1/3. And the fees, on the other hand,
showed a least declining trend from 1/5 to 1/8.

The efficiency of the government sector tc contribute further is
doubtful and under such conditions of resource constraints,
exploration of ways and means ofmobilising additional rescurces
becomes one of the important tasks. In this context, there have bzen
arguments to mobilise additional resources from non-governmental
sources. It is gensrally argued that fee can be used as an eaffective
source of mobilisation of additicnal resources.

Fee is a price for education, however nominal may be, nevar being
aquivalant to the average cr marginal cost of education. The common
argument is for a general rise in fees. At the sametime, it is also
feared that such a general rise in fees may be ac=minst egalitarian



objectives of the welfare state. Since there exists inequality in
access +to education, it is not justifiable to Tredt the beneficiaries
of educetion =qualiy. In fact, =qual *reatment of unequals is an
insidous way c¢f perpatuating inequality. In. this sense, +he
indiscriminate subcidies given Yc education in the form cf low fees,
as at present, in reality means unfavourahle discrimination. |t
discriminates against the less previleged. To reduce the perverse
effects of such a system of public subsidy, we in this paper argue for
an alternative rational system of pricing education - a system of
discriminatory pricing based on the cost of education on the one hand
and the ievels of inrceme of the benefiaciaries on the other. |+ is
also shown in the paper that such a system of a discriminatory pricing
in educaticn serves the twin objectives of making education less
regressive and mobilising additional resources.

The paper is organised as follows. +*he following section
discusses confiicting approaches to pricing education under different
aconomic systems. Then wa describe in Section 3, +the gradual
evoluticn of financing pettern of education in india in general and
the fee in particular. In Szction 4, the rationale and operaticnal
significance of discriminatory pricino will be discussed. |In the
analysis it will be shown that such an alternative model of pricing
education system in India would provide more resources for education,
besides being more equitous in nature. Under discriminatory pricing
system the distribution of incentives namely the scholarships shculd
also be discriminatory in nature. We outline such a discriminatory
scholarship system in Section 5. The last section sums up the
implications of the apalysis.

2. Pricing Education: Towards a CGeneral Approach

Fee is a price for education. The determination of tThis price
depends on The general approach towards education. Consequently, the
price of education varies among differant economic systems following
varying political set-ups.

in centrally planned or socialist ‘economies, educaticn is
financed and contrclled by +the state. In these economies education is
a social necessity and a form of social investment. Therefcre, it is
the social benefit calculs¥ions and economic necessities in terms of
trained manpower “that determine th:s amount of education to b=
provided. Since education, lika the other productive sectors, s
wholly funded by the state, the price of education, if any, is
primarily meant for social acccounting and its implicaticns for the



individual who receives educaticn are l2ss. A5 a result, The issue of
c

a
tees either as & funding sourc2 or as & pricz of educetion finds e

r
relatively less significant place in these ecunomies.

On the other hand, in purely competitive markat based frae
snterprise economies, educaricr becomes a commodity *o be sold and
purchased in The market. Profit beirg the metivating factor,
educaticn should be priced so as *fc cover the full cost of
proguction, inclusive of normal prefits. The amcunt of education
purchasad by Tthe individuals depends con their estimaticn of the future
benefi+s that may accurue from ~ducation to them on the cne hand, and
their purchesing power on The othar. Accerding to this view, in
contrast to the carlier ong, the demancd for education, especially at
higher levels, is based merz2 on individual desire than on social
nacessity. This individual desire 1is guided by the profitability
calculations. In cther words, demand for educaiicn in thesc econcmic
depends cn *the purchasing capacity of the individual on the o¢nz hand
and the alternative channels of investment on the other. Individuals
damand education, cnly if irvesitment in educaticn brings mare benefits
than those from other forms of investment. The argument, in short, is
that since individual preafits are the quiding force in seeking
aducation, expenditure cn it should be considered as a perszonal
investment and following from +his the individuals should be chargasd
the full cost of providing educational sarvices.

One may find, rightfully +tco, +that *This is just an extremes
view.! A more common pattern which exists in all non-sccialist
zconomies is cheracterised by the co-existance of both private and
public sectors in the financing and management of education. In scme
cases, *hz state funds +The educaticn system, but a substantial
proporTion of the institutions arc menaged by the private agencies.
In some other cases, education s provided simultanecusly in the
acenomy beth by the private arnd public sectors, sach sector taking the
full responsibility of both finances and management. One can
gen=ralise that in all models of financing education in non-socialist
econcmies of the modern pericd the finances are necessarily shared by
the putlic and privaete sacters. And in thess econcmies, +he pricing
of education namely the dstermination  of fecs  assumes  much
significence. Unlike in the sccialist ecoromies, a fee is charged;
but untike in *he purely competitive econcmies, it is less Tthan the
full cost of aducetion. The extent to which the price is fixad
varies, on the whole, inversely with the level of central planning and
control thet can be exercised by the stats on The one hand and the
apprcach towards =ducation on the otbzr.

(9]



Educaticn by nature is a public mari+ good (Musgravs, 1959) more
so in mixed aconemies or arlezst 2 ‘quasi public gecd', particularty
as far as high=f educaticn is concerned (Blaug, 1970, 107)? and
therefore, i+ can fiot ba Ief#lznfirely to the profit motivetad private
sectcrs.  State interventicn in the educaticnal sacter is absolutely
essantial, as market machanism doe$ not succe=2d in the provisicon of
educaticn due to (a) 'public goods', (b) ccnsumer ignorance, (c)
Technical econcmies of scafa,l(d)'ex+ernali+ies in production/
corsumption, and (2) ?nherénT‘imperfecfions in the markst (Blaug &
Mace, 1983; ses alsc Psacharopoulos, 1984). The sta*c intervenses in
vhe: system primarily to redirect and facilitei~ the functicneing of
market mechanism towards geals that scciety values more then economic
effeciency (Waltenbrger; 1971). For instance, equality is one of the
considerations of ths medern welfare sccictics. Therafore, the state
should use education as & foc! to break tha cyele of peverty and, in
this context, education should not b: secn as a ccmmedity to be scld
in the market for thess who can pay for it. On vh- <ther hand,
education shculd be pricad in such a way as Tc maks it accessible to
thz pocrer scctinns or sociz*y. Since s*tate is ccnsider=d to be ar
ag=ncy which has more power and freecdom To perceive long rur henefits
of educetion including the equity consideratiors, har intervention is
all tThe more impor*ant and essential.

Because of the 'publicness’ and thersby the state intervantion,
education in these econcmies is provided undzr The administered market
or to scme extent state controlled markets. This by its very nature
necessiteres administered prices rathosr thar prices based con prefit
motivaticns. Therefores, the thus determined pricss will be Rasitive
but tess than the demand supply determined markey prices. In other
words, fees -in thess sconomies will be less than the average cost of
prceviding education. '

State intervanticn and price determination acccerdingly is
possible in the educaticnal s=actcr becaus= ¢f the unioua nature of
investment in educetion.  What we pharacT¢fise as total investment in
education is infact composcd of invesiment made st twe domains namely
the institutional domain Wwhich sells the educational services and the
individual domain which purchasss education (Nujumdar, 1983). And in
the absence of investment from <ither sourcs thers is likzly To be
under-alfccation of rescurces for =ducaticn (Panchamukhi, 1677-b).
Afterall, & system of aducaticn which allows mixed private and public
financing generat:c more support by th: ccemmunity for education than
full private or public financing (Stubbisbine, 1985).



In these economies, expenditure cn education is a social as well
as individual investment. It is a social investment because the
future benefits are received by society at large. ©On the other hand,
it is a private investment also because, those who are educated earn,
during their life time, mcre than those who are not. Because of this
very nature there is always a case for changing terms of trade between
the state and the individuals to decide their relative shares of
contribution to educatidn. But the fact of the matter is that both
parties, though reluctantly, are willing to pay for education.
Actually it was partly due to this willingness resulting from the
realisation regarding the future benefits that accrue, the private
funding or purchasing of education came into existence. One may go a
step forward to add that perhaps it was the penetration of profit
motivated capitalist ideology in the educational field that marked the
beginning of private investment in education. This also ccincided
with the development of capitalism in all other sectors of the
economy. The emergence of private financing in education in India
ampy testifies this case.

3. Financing of Education in India: Evolution of Fees

Education in India in the earlier period was confined to some
specific high casfes and was free of financial burdens. The
indigenous type of education wich existed befcre the arrival of the
British was alsc free but for the opportunity costs of the students.
But this does not mean that education was not elitist in nature. But
this eliticism was largely caste bas=d and in consonance with the
caste hierarchy.

The missionary education, which sowed the seeds of modern English
education, was also free for the individuals who sought it. Many a
time incentives were given to attract students to the missionary
schools. At the sametime, these were not provided by the State, but
by the private voluntary organisations. The r=asons for such spending
on the part of the missionaries and other voiunTafy organisations were
not necessarily the immediate gains, but the future political,
religious and thereby long-run economic gains. However, missionary
education cut across the caste hierarchy. 'And therefore it was not
caste elitist in nature. ©Cn the cther hand; the thus provided
aducation was based on the misconception that the missions could do
for India whet the churches did for the poor in Engltand (Naik &
Nuruliah, 1945: 121).



Private financing in modern Indian education started along with
state funding. It was the Charter Act of 1813 that iniatiated a-
contrel on the missionary aducation and made a provision for financing
education from the funds of +he East India Company.2 It may be
noted that East India Company at this time was a state agreed private
enterprise.

However, fee as a price for education, however nominal it might
be, was .introduced only by that 1844 Order. The reasons for
introducing fee were not economic but purely political. For instance,
the 1844 Order of the Governmant of Bengal observed: ".ceeerconessal |
boys who may come for instruction to these schocls should be compelled
to pay a monthiy sum, however small, for their tution .cc.e.. The
necessity for payment tends to induce more respectable classes to send
their children to government schools which would otherwise be attended
by those of the lowest order™> The immediate objective was to make
education elitist who would form a politically supportive grdup for
the British, which proved to have been realised in the following
years. '

Later, the Woods Despatch alsc advocated fees, but attributed

altcgether different reasons for it: "ececeeen an entirely gratutious
education (is) valued far less by those who receive it than one for
which some payment, however small is made .......(further, it) induces

a more regular attendance and greater exertion on the part of the
pupils"'4 (words in parentheses added).

Another, perhaps most impbrfanf, change that took place with the
Woods Despatch was that it made a provision that grant in-aid would be
given only to those schocls which charged a monthly fee to all their
students and that lccal community had to pay a part of the costs of
education. By doing this (i) the British Government was able to stop
financial assistance to al! indigeneous schools; and in fact many of
these schools disappeared subsequently which gave the British a better
control on the educational system; (ii) the financial burden of the
government was reduced, and (iii) the elitist character was
maintained.: As Carnoy (1974) noted, this provision in fact Ywas in
part a reflection of capitalist ideology (British influence) that the
state should not take the whole responsibility for education.!

All this had far reaching implications as we have experienced, so
far as the emergence of the pattern of funding and management cf
aducation in India was concernad. We have zlready noted that the
share of the state sector in educaticnal finances has reached as high



as 85%, and the share of the private sector has been rapidly declining
(sex Tilak, 1980 and 1983). Onz could have justified this phenomencn
in India, in terms of the prescribed sccialistic pattern of society,
if The management cof the educational institutions was alsc increasing
in proportion to the increase in governmental share in the finances.
But what is happening in India is that an increase in the share of
financing of education by the government is going alongwith the
phenomenon of increase in the number of educational institutions under
private management. |In a democratic political set-up and which is
also a mixed economy in character, through the influence of political
partners znd through the influence of corporate sectors particularly
in capitalist economies many a government is succumbed fto such
pressures. The unbalanced role of the government in management and
financing of education reflects “primarily the failure to separate
sharply the question what activities it is appropriate for government
- to finance from the question what activities it is appropriate for
government to administer -- a distinction that is important in other
areas of government activity as well? (Friedman, 1955). Therefore,
cur plea is that the increasing governmental expenditure on and
increasing private management of education in India should be seen in
this broader world-wide phenomencn.

Given the empirical reality that governmental share in total
educational budget is increasing, the more important questions that
can be posed ere: is this pattern of partnership desirable? if not,
what should be the sharing pattern? and finally how can the desired
pattern be achieved? The nature and level of financial partnership
and management of institutions depend on the ideclogical orientation
and political compulsions of the state. In a system oriented towards
socialistic pattern, the desirable pattern requires the government to
assume more responsibility both in finances and control or management.
The tatter without the former is desirable but not possible in mixad-
aconomies. On the other hand, the former without the latter though
not desirable is more possible and has been perhaps more probable in
countries like India. A more desirable pattern, however, is an
increase in the share of the state in management together with an
increase the share of the private sector in finances.

As we have seen earlier private contributions have two components
of which voluntary contribution is very often a wishfu! thinking.
Therefore, the only option leff is to seek the desirability and
possibility of increasing the share of the compulsory component,
namely the fece. And now we will turnour attention to this question,
firstly, by analysing the present contribution from fees, and



secondly, by discussing the desirability or ncn-desirability of
altering the existing fee siructure.

Contribution of Fees in india

The total 'fees’ consists of (a) tuition fee, and (b) other feas
which includes special fees, examinaTion feas, laboratory fee,
eligibility fee, tfransfer f:e,convoéaffon fee etc. All compulsory
paymenis made by thz students tc the school/cellege/university against
which a specific educational good/service is received can be called
fees. Throughout this peper we refer to vhe ftotal fze, and not just
to the fuition fee.

Eventhough potentially fee can substantially contribute to the
funds for education, practically speaking, the empirical evidence is
Totally the other way. It hardly constitutes 10% of the total
expenditure on education in most countries of the wcrld. Even in an
advanced country like France fee fcrmed as tess as 0.2% of thas total
expenditure on education around 1G&C. In Federal Republic of Germany
the corresponding figure was 1.2%, and in Japan it was 4.4%. It was,
howaver, 10.8% in Mnxico, 15% in Australia and 27% in Canada. And in
several other countries higher education is totally or aimost free.”

in India the importance of fee in the overall rescurces for
education daclined cvertima. From 1881 1o 1846-47 fees contributed
20% - 30% of the total income for education sector (Misra, 1962).
Since independence, however the retative share in resources from fees
declined steadilythe relative share falling frcm 20% in 1950-51 to 12%
in 1980-81 as given in Table 1.6 However, if we examine the trend in
the contribution cf fess per pupil, we notice that i+ was dcubled
during 1950-51 to 1870-71 (the latest year for which detailed data are
avaifable) from Rs. S.11 to Rs. 17.38. But this gives anly a partial
picture. I[f we adjust the fee income for scholarships and stipends
etc., it, 1i.e¢., the net fees per pupil has not increased
significantly. ‘



Table No.1

Source-wise Contribution of Resources o Education in india

(Percent)

1950-51 1960-61 1970-71 1980-81
Government Sector
Central and State v
Governments 57.1 68.0 75.6 80.0
Local Governments
(Zila Parishads,
Municipalities,
Panchayats) 10.9 6.5 5.7 5.0
Private Sector
Fees 20.4 11.2 12.8 12.0
Endowments etc. 11.6 8.3 5.0 3.0
Total 100.0 100.0 100.0 100.0

———— € " - T B O & o - . A e M S ks W B O e = e = iy T o i TS o S e o S Sn . T S S " T - V=" -

Source: Education in India Vol. 1 (Various Years); and
Planning Commission for 1980-81.

As sown in Table 2 the net fes constituted 11.3% of total educational
expenditua in 1960-61 and it came down fo 8.2% by 1970-71; and in  per
pupil terms it increased from Rs. 8 in 1960-61 to Rs. 11.16 in 1970~
71.7 Now let us look at the contribution of f=es by levels of
aducation in India. Fee obvicusly is an increasing function of the
level of education, both in terms of per pupil, and as a proportion of
total direct expenditure. Table 3 shows that at high/higher secondary
tevel it constituted 19% of the total direct expenditure in 1970-71;
and corresponding ratio for college (general) level was 39%. But the
contribution of fee income to higher professioral education
constituted only 11% The interesting point, contrary to the general
belief that emerges, is that fec income constitutes a smaller part of
total direct expenditure in the professional colleges than in the
universities and in the general collcges and than even in the
secondary schools.®



* Table No.2Z

Contribution of Fees to Educaflonai Finance In India

—— —— - - - - - - - -

Fees Schotarships Net fees
(2) - (3)
1 2 3 4
Rs.. In-millions
1950-51 233.3 543.0 . =309.7
(20.4) (47.5) (27.1)
1960~61 590.3 200.2 390.1
(17.2) (5.8) (11.33)
1970-71 1432.4 512.1 920.3
(12.8) (4.6) : (8.2)
Rs. per-pupil
1950~51 9.1 21.21 -12.10
1960-61 12.31 4.17 8.13

Note : Percentage of total educational expenditure is given in ().
Source: Education in India Vol. 1 (various Years)
Table No.3

Fees in Indian Education, 1970-71

G . vt e P - s T 5 S G " T D 4 D o e P e S G ot S T Bt Y T T . - . hadaadd

Total Fees Fees per Fees as % of

(Rs. in Pupil (Rs.) Total Direct

million) Expenditure
Primary 47.1 1.14 2.01
Middle 68.2 3.39 3.99
High/higher/Secondary 500.0 31.21 18.52
Colleges (General) 368.4 164.91 - 39.12
Colleges (Professional) 101.0 132.03 11.18
Universities 155.2 857.46 29.07

- Y e (S i G A Y G P O SR el T W e A S R S . . ot oy A S Y . L W B s o T T T S Y o Y SV W G W S S e WD T L e e e L SR T o

Source: Based on Education in India 1970-71
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Since elementary education is any how expected to be fotelly
free and in high/higher sccondary education the fee incom: per pupil
already forms about 20% of the instructicunal cost, if et all there
exists any scope for raising the fe2 income it is only in the higher
education sécfof. Hence let us concentrate on higher education
sector -

Data on the higher 2ducation sector are available under three
categories: universities, colleges (general) and colleges
(professional). Ths average tce per pupil is the highest in the
universities, Rs. 356 in 1970-71, whilc it is Rs. 165 in the gencral
colleges and Rs. 132 in the professicnal collegss. Thus, in general,
the college education is much cheaper than the university education;
and the professional education quite contrary fto the general belicf,
is much more cheaper than general education (see alsc Azad, 1975: 98-
102). The fee per pupil as a proportion of instructicnal cost is
however, the highest in the general collegcs and the lowest in the
professional colleges.10 At the university level The average fee per
pupil constituted 29% of the instructicnal costs while the
corresponding precportions for the general colleges and professional
colleges are 39% and 11% respectively. On the other hand, the
rewarding system in torms of wage structure favours the professional
candidates the most.!! This brings out the regressive nature cf the
fee structure and hence calls for a closer scrutiny.

4. Discriminatory Pricing

From the above analysis, it is clear that +ths contributicn of
fees is very low in india lika in several other countries. There is
also a general consensus in favour of reising tha fee levels rather
substantially (e.g., Kothari, 1978). ‘This is based on several
grounds, the most important of which is as follows:

The fee .in iIndian higher educaticn systeam is being not only kept
uniformly at low levels, but is also being left unaltered for several
years. On the other hand, costs of educaticn centinuzd to increase,
thus giving rise to an increasing cost-tfee disparity (Table 4).
Studies (e.g., Azad, 1975: 90; and AlU, 1978) hava shown that in somec
universities in India only 2.3% of the total instructional cost is met
from the student fee component. |t should be noted here That the fee
receipts as revealed conceals thae scholarships, stipends and free
studentships provided to th: students. Therefore, the actual burden
of feews is less Than the nominal burd=n as shown by ths data sarlier

11



in Tabl:s 2 for the whole aducational system. Theoretore, *here is a
strong feeling that thers should bc some ralationship (of-course, not
equality) befwecn what a student pays and what is spent on him (Singh,
1981: 219).

Table No. 4

Fees as a Proportion of Instructional Cost {nvlhdian.ﬁducgfion._;-

©1970-71
trstructional ‘Fees per~  Fees.as .
Cost* per- pupil - Percentage
Pupil 7 (Rs. o Proportion of
o (Rs.y " instructional
T _ S o Cost
Primary . 57.00 1.14 2,01
Middle - - - £4.85 - 3.39 ~3.99
High/Higher Secondary 168.56 1.2t - 18.52
Colleges (Germral) 421.54 164.89 36.11
Colleges -(Professional) - ~1180.83 132.06 14.18
Universitiszs 2642.67 855.57 29.07

¥ Direct Expenditure
Source: Based cn Education in India Vol. 1, 1970-71

In support of this, it is also ergued that demand for higher
education is rclativaly inelastic to fee structure (Turner, 1959; and
Handa, 1972). Further, it is alsc argued the in evary sconomy,
earnings of the educated have been increasing, but this is not
reflacted in the price paid by private individuals for education.
Therefore, to commensurate for the increasing levels of carnings, |at
the individuals pay more for thoir aducaticn.

While we do agr=e with this widely held opinion, we feel, and try

to argue here, that a general uniform rise in fese tevel will have
serious adversc implicatons. Since fee is afterall, %"the most
regressive form of taxationee.e.e... which falls more heavily on. the
poorer classes of socisty and..... (is) an anti-egalitarian force®

(Education Commisson, 1966: 111-2), any raeform on the fea structure
should be very carafully thought of. Thc implicsetions of the reform
particularly on cquity sheouid b~ of tho prime concern of the
sducational plarner in a welfare state. Accordingly we argue here for



a system of discriminatcry pricing or diffurential faoe structure,
whorein fe= will be discriminately charg-:d and implemenied
increm-ntally and ¢ termincd on the basis of a reasonable purcentage
of tha cost of zducaticon end on rhe besis of the sbility t¢ pay of
the individuele who sesk <ducetion,

In India, higher educeticn is ¢ven now - favourit.: suctor of The
previlegaed groups of the zeciety. Educetion Commissicon (1966) in
their analysis has shown how Indian higher -ducation system is skewsd
in faveur of tho batter-oft.  This is mor: «¢ in the casa of
professional education. Neverthoirss, “h~ ‘better-cffs’ de not form &
homcgencous g¢roup. Th+ levals of ability to pay vary bctween
differ<nt groups cf studonts. Table 5 shows that a good preopertion of
the students in profrssionel =ducaticn are from high incoms
househclds. |t is ironical +o ncote that the per stud:nt feo in these
very institutions shews a trand in the revarssa order. This pcoints To
the scepe that exists o altor the fie structurs in favour of a
discriminatory system.

Sccond, discriminateory pricing is advocatsd t¢ provent The
perversa ofects of public subsidisation cf cducation. Indiscriminate
public subsidisation of educaticn is in2quitebl> b=cause its bencfits
accrue primarily fo the wealthy, thus further widoning the gap between
the previlegad few and the masses. Courtrice which are characterised
by great inequalitias in income and in which access to (higher)
educaticn is |limited to a small proportion of populaticn the =xisting
pattcrn of indiscriminat: public subsidisation t=znds to sxpand the
¢duceticn and economic geps between The haves anc the have nots
(Adrian, 1683: 45€). Thezrefore, discriminatery pricing is advocatad
to make The existing educatiosnal subsidizs mer= cquitabla. This
equity considzsration is based con the principle "that oqual subsidics
in The world of unegual incom:2s cannct plausibly centribute to improve
tha distribution of incom=% (Jallade, 1678 318).



Tabie No. 5
Distribution of Students in Higher Education by Family lncome

A.Distribution of 1954 Graduates in india by Family Income(per cant)
Femily Incomz

(Rs. per ennum) : 0 - 2400 2400 - 6000+ 6000 Total
Graduatcs 29.1 45.7 23.3 100%

¥ ipcludes 1.96 whoss family incomz is not kncwn.
Source: Blaug at al (1969. 131).

B. Distribution of Graduates of Baroda and Gujarat Universitics by
Household Income (por cent)

tncoma Group Barode Gujarat
Rs. Par Annum Univ-rsity Univarsity
(1961-75) (1270)
0 - 5000 40.8 36.0
5001 - 10000 32.2 35.0
10000 + 27.0 26.0
Total 100.0 100.0

Source: Lakdawala & Shah (1969), as given in Shah & Srikantizh (1984).

C. Distribution of Graduates in India by facylties, by (gg}ilytﬁpcome

cen
Annuzl incom: of Al Arts Mcdicine Managcomont
the family (Rs.) frcultinss
0 -~ 1000 1.5 28.6 6.5 -

2400 - 3600 39.5 36.% 20.€ 12.0

6000 ~ 9000 25.7 21.8 32.4 24.0

12000 - + 25.3 12.7 40.5 64.0

Totel 100.0 100.0 100.0 100.0

Source: Dhar zt =1 (1976).



Tabls Neo 5 (Contd...

0. Composition of Students in Arts & Sciance Collogos in Poona end
Bombay by Femily incomo (p.r ¢ n¥)

h s i Vo ) > - > R o = A e A A o fn S0 S S K T €18 WS D WD 4 e S e W e e WL T N KIS @l L e eve M R YA A M S15 R L ) Gy s AR mE

Annual

Income: greup _Pcon= Bembey
0 - 1200 13.4 3.5

1201 ~ 3000 14,1 5.2

3001 - 6000 12.2 17.6

6001 - 9000 24.9 20.¢&

2001 + 39.4 53.1

Sourc:::  Panchamukhi (1977-7: 155).

fn zn innquiteble socicty indiscriminaitory f.u structur: by its
vory neture is rogrossive. Thaet s to sey, if uncquels partak. in the
cducationzl process, - cucl Subsidios will rosult in incquity in
distribution of cufputs. Therofoers, oquity in cutput cen bo oxpectud
only Through uncqual inputs. In cthir woerds, 2 discriminatory foc
structurc involving unigual centribution is advocatcd for cauitablc
distribution. Thus it sugg sts fthe neod for pricing of «ducation on 2
more raticnal wey.  And this raticnality, in cur czs., brsad on
~conomic background will attompt to achi-ve the principle of wquity in
3 gpecific sactor like oducation.

Hoewoever, it is to b ncted that this will not ¢liminate tho
incquitable nzture of the wholi scciwty. On the othar hend, wo limit
cursslves to sraus thot when the cconomic system as well as
~ducaticn's riwarding systor ere incquitable, i1 is illogical to koep
an < quai paymuent systom, if onc hase a2ny considoration for wquity.
Hence we argue thet an indiscriminats subsidy to :ducation is
dengerous and thar-for-, i+ should b~ roplecsd by »n 2lturnative
system whaorc public subsidivs should be inverscely roiated to incomes
(Jaltadc, 1978 318) and w. fzal that = discriminstory pricing systam
in «ducetion woulc b ¢ but+rr 2t rnstive.

Third, on Tho basis of the riw=rd systam onu rocffifma the
nocessity of a discriminatory fo. pelicy.  An =nolycis of the
smployment pattorn of gradurntes shows theot pucplye with profussicenel
gualifications ar- in on adventzgocus position compar.:d to thes with
S general duceaticn (Vargheso, 1983). On the othir hand, thoso very



pursons p~y tho foz which is rolatively liss in por pupil torms.  Thoe
sam= idie in adifferont form is clier if on- cnolyscs the unrmployment
patt.rn. Teble 6 prisants the ¢istributicnr of unompicym:nt which
shcws that cconomically woak:r e-ctions are 2lso the sam¢ group mor:
affectsd by unompleoymont, . o., the unrmploym - nt puriod for +he
botter provitagad is considirzbly l:ics.

Now, if w¢ compere this with Tho system of fo: payment, The
pictura *hat emorg=c is that *hess who have the abi !t ¥y o pay morc
but pay less ar: the sams prfsons who arc rewarded mor=. Thet ic to
say the bettar previlagsd in cur counfry nct only greb tha best
epportunitiocs ¢f highar educaivicn (that *o¢ at a Iow crst) but alen
the best oppor*uniti-e in *he labour merk:r (Varghese, 19683).
Thers=fore, an inrtroduction of a discrimiratory fee structure is

esirabl= netv only from vhe peint of view ¢f These 'who rzcerve higher

aducaticn’ bur elsc from *he puint of viow cf thass ‘who bonefi+ from
higher educaricn.’ In other words, from ths benefite poin® of view as
well, it is irraticral vo fallcw a pan-discriminatory and non -
di fferential fec sfructure as banefits of higher =ducaticn aro
unaquelly distributed.

Table Nc. ©

Incidence of Unemployment among Houscholds with different Levels of
Income in Greater Bombay, 1971

Hous«hold : Inciderce of Unsmploym=ent
TRCCM® e e e e s e e 7 e e e
(Rs. per monvth) Ma 1 Femal e

Crude Standerdi sed Crud Standardi sad

101 - 200 8. 42 7. 41 6. a1l 4.98
201 -~ 300 5. 48 9.54 31.02 31.82

301 - 400 6.13 5. 01 11.39 9.85
101 - 500 5.12 3.89 15.93 12.27
501 - 750 4. 44 3.06 10.27 6.37
751 - 1000 3.00 1.8% 2.86 2.77
1001 - 1500 3.90 5.18 3.55 5.60
1300 + - - -



Under a discriminatory pricing system, the eoduca*icnel szrvices
ar= available to all - *c *those whe hava fthe ability tc pay through @
paym=nt syst:m es well as to those whe havs net thrcugh &  non-paymant
system. Agsin, since *he abilitize ¢f all those who have arz nct  the
same . the pricing system should fallow a pettern of multiple prices
for more and lass b=tter-offs.

In the discriminarory for structure; students in the same |evel
and type of cducaticr will bs paying feas, differsntially. In other
werds, this is an attempt to raiss the resources for  cducaiion based
en thz principl= thai those wha are able *c pay should pay mere than
Thos~ who sre net. Since the ability principlie is brcoughtto the
forefront, thé inceme of the houssholds of ths  ctudents becomes the
key factor in determining vhe fec structurs. ir ctherwords, unlike
the «xisting indiscriminavery fee structurs what is argued here is for
a discriminatory fee structure based un the family/househcld income.

Adepticn of discriminatory pricing systrm in 2cucation thus would
ensure more =quity and more rescurcas  for cducatior  sactor. In
otherwords,; the discriminatery pricing mechanism can ba <een as a
device to raise mere resources with mors radistributive  justice.
‘incther added advantage with this system is that, if education is made
cestly o the rich, tha existing 'baby sitring' role of higher
2gucaticn will coms dowr, as +the <tuden*s and thoir perents . whan
confronted with high cost prices, thoy “make decisicns abcut  whether
T go te college..esnes in full recogniftion cf the rsal rescurce cost-
implica*ions of their choice. Thiz should lead to a3 more efficient
allocation of rescurces® (Hansep & Weisbrod, 1974- 119).  However, the
total enrclment nesd not nacossarily g2t affected, becasuss of the
existence of largs unm=t cccial demand.

It alsc needs fo be noted that such a syst~m ¢t discriminatery
pricing will not have any adverse ¢ ffuects on the quality of aducaticon,
as discriminaticn that we argus hare is based orly on family income,
and nc copcession i3 advocatsd on  *he  =ligibitity criveria for
admi ssion alcngwi th discriminatory pricina, as suggesied by a few
others (2.g., Azad, 1975. 304-6), nor we argua thet verying quantiries
of education should be furrished to Yhe pupils under tho  system
discrimiratery pricing as argusd by some  othars (e.g., see
Stubblebine, 1965, 19).



Di scriminatory Pricing at the Empirical Level

At the operaticnal level this strategy may pot lead t¢ much
problems. Since this strategy doss not anticipate any structural
change, th= admission tc higher oducation can continue in  the same

pattern. Th= admissions will noT bg restricted on fthe basis of
econcmic grounds. The method will be to workout a slab system based
cn family income for fea coll?cficn.1?3 The slab to be folleowad

can be in line with *hav of the incoma-tax slabs. A tantative outline
cf such a discriminatery pricing model is presantad hereunder.

Let us firs+® look at the ccmpositicn of tha student enrolment in
higher educaticn in india. A quick analysis of the available data in
Tatl= 5 indicates that (i) atleast one-fourth cf the students belong
to- families o©f high economic stratum: (ii) in +the profaessional
faculties such as medicin2 and management this propor*icp goes upto as
high as two-third; (iii) students b=longing to low .income groups
constitute hardly 20% c¢f +the votal; and (iv) cv-r a +time period of
about twc decades these ratios have nct <ignificantly changed.

Second; lat us note that in a faw universities in India the fee
income censtitutes abecut 75% of the total racurring irccme of the
university (AlU, 1978). Wz feel +hat +this should be +the highest
proportion for any student t¢ pay and any attempt to raise this
proportignfurther may not be justi fied.

On the basis of rhe abcove, one can suggest that th=s students
belcnging to the top income strata in professional education may be
required to pay a fee which would cover 755 c¢f the instructicnal cost
per pupil; and the middls inceme group about 50%. Fcr the lower
income group it shou!d not axceed about 25% of the insfructioral
costs.? Such a di tferential fa- structure, further supported by a
large scheme of specific subsidies'? confined to the lcwer income
group orly, undcubtadly would be progressive in nature. Further, it
may add substantially to ths rescurces of the higher education system,
as we show later with an illustraticn.

If the top and the middls income groups, who constituts not less
than 50% of the tctal enrolment in higher aducation, arz required to
meet 50% -~ 75% of the instructional ces*s, +the resource generaticon
might even reach such a level that The fow inccme'group can as w:l| be
exemptad from the payment of tees alvogether. However those receiving
scholarships among the leow income group, may be required te pay a fee
equivalent tc 25% of tha instructional costs. 16
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Let us take an illustraticon with the 1670-71 data cn Indian
higher education. The instructicnal cost par pupil or average in the
profescicnal colleges was Re. 1180.83; and the enrciment was 765
thousand. The greoss fez income from +these students was of the order
of Rse 101 million, i.¢., Rs. 132 per pupi! on average. Instead of
the then existing structure, which is, ir all probability continuing,
suppcse a discriminafofy foa structure was adopted, as we arguad;
i.e., if 25% of th» total number of sTudents pay 75% c¢f the
instructicnal cost as fes, acrhar 25% of tha studenis pay 50% of tha
instructional cost, and =zv=n assuming that fase is not charged ai all
for the remaining 50%, we find that the total f=c income weuld have
been Rs. 285 million, 2.8 fimes +he actually rcalicsed gross fee
income. Ir cther words, while ths actual f=2e income income
constituted 11.18% ¢f the *otel instructicnal ccst, +1he corresponding
figure would have been 31.5%, had +he discriminatory fee policy been
adopted. |t can be easily noted that in this case 60% of the total
fee income comes from the tcp 25% of the students and the remairing
40% from the next income quartile. We ferl that such @ model werks in
the case of other types/levels of educa*ion as well and thai they can
be essily worked out.

It is not the intenticon ¢f *ha present authors that fee structure
cshould be unitorm for the given lava!l c¢f a=ducation in all the
universities/colleges of the country. In fact, the mcde! should allcw
for flexibility and variation in fixing the fze ratas. The fee rates
should te determinad by the cost of provison of aducation in the given
university or college and th2 composition of the students by income
levels. Since beth +h:se factors vary across the ssaveral
universities/col legas, the fes rates should also be allowed cbviously
to vary.17

Te sum up, though a2 uniform fee rate nesd not be followed
throughout th= country, the criterion to decide the feaz amount should
be the same. Based on cur carlier arguments it is cl=zar that the
instructiconal cost should ferm The basis for deciding the amount of
total fees and family inceme ¢f the student should form the basis for
determining the individual fer rates or amounts.

5. Incentives under Discriminatory Pricing System
Under discriminatory pricing systasm th~ distribution of

inceniivas like scholarships alse shceuld be discriminatory. By
definirtion, thcse who are paying high fees are from bettrer-off
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families and therefore, Tthey do not require any financial assistance.
This gives a clear provison for diverting the scholarships and
fellowships to those belonging to the lower economic stratum. One
probable adverse argument for shifting all scholarships to the lower
inccme groups is that the meritcrious students are not rewarded. To
take into consideration this meritociracy aspect, we advocate the
following system for distribution of scholarships.

The available scholarships18 may be divided into *wo categories:
(a) Merit; and (b) Merit-cum-Means (MCM) scholarships.19 The ratic in
wich The schclarships between thess +wo categories are to be divided
is tentative. But we propose that the probable ratio can be 50-50.
The MCM scholarships are awarded only tc the students from lower
econcmic status, and the merit scholarships only to those students who
are really meritorious, irrespective of their family background. In
case students from low socio-econcmic background get pure merit
scholarships his claim for other scholarship incancelled. Thus at
any point of Time the number of scholarships enjoyed by the students
from low economic status families will not be less than 50% (their
allotment). Any number of scholarships above this allotted number is
because of The merit of the students which one should not deny. Al
this ensures +that atleast 50% of the scholaiships go to the students
cf low socio-economic background.

Our system, tc sum up, will lcok into the following: (i) all
those who are from the low socio-economic background are exempted from
fees: (ii) at-least 50% cf the total schelarships and fellowiships
will ba allocated 1o students from low socio~economic background; and

(i11) 50% of the scholarships will be allocated based on merit only.
Th actual distribution of scholarships in a particuiar year between
the studanis of low and higher socic-economic strata will depend upon

the relative merit positions from the upper and lower socio-economic
status. Higher the proporton of the meriticus students in the low
socic-economic grcups, lower will be the number of scholarships
aval lable to people from high eccnomic status.

We may finally add one more clause *o this suggested system:
those who are getting either of thesa scholarships even among the
students of lower sccio-economic group, should be required to pay
fees. This means that higher the proportion of students from low

socio-econcmic group geiting scholarships, higher will be the
additional fee income. However, it is tc be noted that the fee per
pupil paid by these groups will not exceed 25% of the instructional

cost per pupit, which is in consonance with the differential pricing.
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Tegether with This we also grgue *hat *he numbar «f schelarships be
increcased. Since the government gets mor= meney from fe2 income,
atlecast a share cf The additicnal rasources can be utilised for

additiconal schcelarships.
6. Conclusions

The attempt of the paper s to explere iths possibilities of
reforming the fr= structurs as a pcieoptial instrument of (a)
mobilisation of additicnal rescurces, and (b) preventing pervarss
effects of *the pubtic subsidising system. I+ is argued in ~he paper
that a system of discriminatery fse structure can achieve the twin
ob jectives.

The suggested model »f discrimiratory pricing sysrem is basad on
sound principles of Taxatior in public finance. Specifically, our
argument is based on (a) ccst of education, (b) paying capacity cf the
direct beneficiarics of education, and (c) ths rewarding pattern. The
cost cf education is an increasing functicn over the years, and the
fee level remaining mors or less unchanged, *hs cost-fae¢ disperity has
been widening cver th= ycars. Seccndly, *he paying capacity ¢f the
beneficiarirs has increased overtima, and mor~ importantly it varies
significantly among +he beneficiaries. Further, the benefiis of
educaticn also vary among the beneficiarios. Hence kesping 3 uniform
fee structus, that tco at a lower lavel will result in an under-
optimum level c¢f resources for ~d.cation on thz cne hand and in
ragressive system of public subsidization of «ducation on the other.
IT is shewn in this paper that restrucruring the f»e system according
tc The principle of abitity tc pay, under the presznt circumstances is
more raticnal and logical. And a mod=) of discriminatory fee is
advecated for such a raticnal system of pricing sducation.

When differential fee structue 15 generally suggested it asks for
selective admissicns based on tha family incoma. The cepitation fee
is a case in point*. W=a2 in our modal do not suscriba To any
discrimination in admissions against anybocdy on econcmic grounds.
Admissions continue to be as of th» present. The questeon of
differential feas comes only aft=sr admissicns ar= over. Agein under
the suggested system pereons atianding the same course in the same
institutions meay be paying different fezse This is te guard against
discrimination ir the guality of education. Moreover the amounts of
fees chargad from studerts of tho same scocic-econcmic background may
vary froem instituticns to institutions, from typ> To *ypa and frem
place tc place, depending en *the cost of aducaticn. According To our



calculations, we have shown that even i f we exempt 50% of the total
students belenging t6 relatively lzss better-cff families from paying
fees, The fotal fee contribution will be several times higher under
discriminatory pricing system than undsr 2 non-discrimlnatory system.
Together with discriminatory pricing, we have also advocated
discriminatory system of incentives, so as to ensure: (a) merit is
rewarded; and (b) less previleged are benefited.

ITis heCessary to stress that while each of the two proposals
viz., discriminatory pricing system and discriminatory incentive
systsm can be adopted advantageously independent of the other, I+
would be far mcre advantageous if both the prcposals are adopted.
However, neither of the two proposals can be adopted partially, as
each proposal is an indivisible package.

IT may be argued that the alternative system of pricing that we
suggested here is relafively superior fo atleast two proposals that
are generally beingmad2 in simi lar contexts, viz., (8) a steep rise
in fee levels uniformly for all students and (b) repayable loan
schotarship system. |t can be casly understood that both these
proposals would be highly regressive in effect. The former
accentuates the perverse effects of the existing public subsidlsation
system. The latter also does tha same because the loan scholarships
are given to the poorer students and only those vary students will be
raquired at later stages to meet the full costs of education in the
form of repayment, while rich students who receive the highly
subsidised education are exempted from it. The virtue of our model
is that it not only generates more resources for education, but also
more importantly it makes the educational system less regressive, if
noT progressive.

At the operational lavel, the model requires ascertaining the
income of the households of the students. This may create
difficulties becausa of the lack of well develcped system of
reporting/estimating actual income, especially of those engaged in
activities in the unorganised sectors. Methods are to bz evelved to
check the dishonasty in the reporting of incomes. However, this
difficulty should not deter +he planners in accepting a rational
pelicy cf pricing =ducaticn.

At the political domain it needs will and =fficiency on the part
of the government. Very often fees is a political question. And this
is a poputar wzapcn in the hands of the govarnment. Morzover. higher
educaticn benafits the influsntial groups in scciety whc are more
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vocal and nearer to vhe decision meking process. Thar=afors tha

gevernmant may be reluctant *tc take up this issue and implement it.

Lastly, The =fficacy of cur proposal depends on the trads off
between the discemforts that may cause during the stages cof
implementation and the potential benzafits cof the proposal. After-all,

like any cther reform, it alsc requires strong pelitical will.
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NOTES

9.

10‘

- For an elabcrats discussion on full public financing versus full

private financing of =ducaticn, see Stubblebine (1965).

The provision was to set aside one lakh rupees for education.
For dztails, se= Naik & Nurullah (1945),

As quoted in Panchamukhi (1977-a : 108).

ibid.

See Report of the Education Commission: Supplementary Volume 11,
1970 (Table XXIV). Se2 also Azad (1975: 199) and Blaug and
Woodhall (1978) for some recent evidence on European countries.

AT tha sametime it is tobe noted that in 1950-51, The valus of

"~ scholarships/stipends <tc., excecded that of the feec

contribution, i.e., the 'net' fee income is negative.

11 may be noted that this may not necessarily be the correct
estimate of 'net fee’ as the number of fee-paying students and
*the number of beneficiaries of scholarships may not be the same.
It would have been better, had the data been available, to work
out the per student share separately for each item taking the
aciual number of students in each case. |t is alse toc be noted
that all thzse figures are in current prices. |+ was shown
ear lier (Panchamukhi, 1977-a) that the per student fee burden
hardly incrsased by 5% in real terms (if we conrvert them into
constant prices) during the first 15 years since the inception
of planning in the ccuntry.

See also Blaug et al (1969). Based upon recent evidence on a few

“countries of the world, Psacharopoulcs (1984) ccncluded that

"fees cover only a small prcoportion of social cost cf education
and they decrease by ascending educational level’™ (emphasis
added) .

i+ is to be noted thet fee is not altogether zero at primery or
elementary levels of aducaticn in India, as shown in Table 3.

Blaug &t al (1969) show that the net fee is also less in

professional ccllieges than in Arts & Science colleges. Ser also
Panchamukhi (1977-a) for similer evidenca.
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11.

12,

13.

14.

15.

16.

17'

18.

As the universities in general provide post-graduate educatiocn,
while the colleges provide graduate level education, wa can
atfribute the differencss in the fee to some extent to the
di fferent levels of higher education.

Other important arguments include that greater the public
subsidisation of aducation, particulariy at higher level, that
too non-discriminatory in nature, greater is the inequalityin
education (Psacharopculos; 1977 and 1984; and Thobani, 1984).
See Ram (1982) for some evidence to the contrary.

ITis interesting tc note that what we are arguing here is not
totally new. Panchamukhi (1977-a) cited the example of Rajasthan
where a differential fee structure is adopted in higher secondary
education by income levels. Variations in tution fee by income
levels can also be noticzad in the universities in Rajasthan. The
recommendation of CAUCC (1965) in Canada is also mere or less the
same.

I+ is to be noted that for all students in general the existing
proportions are 39% in general colleges, 11% in professional
col leges and 29% in universities.

IT may be noted that a good number of studies (e.g., Shah and
Srikantiah, 1984) support such a system of specific subsidies,
instead of general subsidies. See also Wast (1974).

See Section 5 for details.

One may tend to extend the argument to imply that richer regions
(or universities with economically richer students) receive
hi gher fees ‘compared with poorer regions in the country.
Accordingly, the difference shculd be taken into account in the
mechanism- of devolution of resources from centre to the states,
perhaps with the help cf a special education equalisation system.

This excludes the incentives and scholarships given to the
backward castes like Scheduled Castes and Schedufed Tribes. This
can alsoc be included intc our schame, but for the bunch of
problems such a proposal crezates which need to be discussed in
detail. Hence, we keep it cutside the framework cf this paper.
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19. The amcunts of each of th2ses twe schelarships per pupi | may be
dacided based upen cartain raticnal critaria. Wo are, howsver,
nct discussing them here.
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