AT2 - Project: Report
Economic Project

Microeconomics - Macroeconomics - Data
Analysis

Topic: Should the Government consider increasing their subsidies for international higher
education in Australia?

SACE: 792266 T
Word Count: 2000



Table of Contents

INTRODUCTION
CONTEXT
OUTCOME
EVALUATION
REFERENCES

© 00 N W W



Table of Figures

Figure 1: The Business Cycle

Figure 2: GDP Formula

Figure 3: Australian Exports 2019

Figure 4: Production Possibility Curve

Figure 5: 5 Sector Circular Flow Model

Figure 6: Demand and Supply of University Education

Figure 7: Demand and Supply of University Education with Domestic Subsidy

Figure 8: Demand and Supply of University Education with Potential International Subsidy

N N N 0O 0~ A



Should the Government consider increasing their subsidies for international

higher education in Australia?

INTRODUCTION

This economic project focuses on determining whether the Government should consider increasing their subsidies for Higher
Education in Australia, in regards to both domestic and international students. The Education System within Australia is seen
as one of the most regarded globally, having 1.5 million students throughout all Australian Universities in 2017." Higher
education is vital for career development in many industries where the qualifications received through university are seen as
essential in receiving employment.? While studying, students are able to develop their research ability and discover
technological advancements to have a leg up in entrepreneurialism.® Approximately AUS140 billion was brought into the
Australian economy in 2014 due to the activities taking place at the universities.* This was through employment of 130,000
full time careers being offered and development of skills acquired through their education into the workforce.® Saying this, the
international students entering the ‘excellent’ programs have become Australia's fourth largest export contributing AUS33
billion to the economy.® However, Humanitarian Organisations have raised concern regarding the university's ability to charge
large amounts of education fees to international students with up to 400% more than Australians.” Currently, international
students are not offered any financial aid from the Government and must pay full amounts.® Domestic students are eligible
for Commonwealth Supported Places (CSPs), where the Government subsidises a portion of their university fees, the
amounts being measured by the Government with different sectors receiving different subsidisation.® Unfortunately, this
contribution is only available for some courses and many individuals remain unable to afford a Higher Education.

CONTEXT

According to the Australian Bureau of Statistics (ABS), the 10 years between 2006 and 2016, the levels of completion of
Higher Education increased by 45.9%." People began to acknowledge the importance of attaining qualifications for their
individual and career development. Universities maintain a high focus on evolving individuals to become critical thinkers who
are actively involved in their weekly tutors and lecturers." To prepare students for a career, universities provide a range of
different assessment types to display variance through tests and exams for expression of knowledge, and group
assignments for communication advancements.'” Developing these traits becomes important when employers search for
employees, hence, people will continue to attend Higher Education industries to secure their employment.” In an economy,
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there is a want for a skilled labour force, referring to people who have specialisations in a job through training and experience
to perform complex physical or mental careers often associated with higher wages.™ For many industries, a skilled worker is
determined as one with higher qualifications through a University Degree. When an economy has a skilled workforce the
competition of tasks becomes efficient and productivity is maximised allowing firms to begin to improve their profits and
expand their company.’ Due to these benefits, firms search for skilled workers to employ, therefore, when there is a rise in
skilled labour the unemployment rate is likely to decrease as the number of people being offered jobs increases.

The unemployment rate is an economic indicator regarding the conditions of the labour force, based on demand for labour by
firms and supply of labour through households to determine the current performance of the economy, with labour being an
economic resource.'® According to the RBA it is measured by ‘the percentage of people in the labour force who are
unemployed,’ where the labour force is determined as anyone employed or searching for employment."” This lagging indicator
can be reflected on the business cycle where cyclical expansions and contractions of economic activity are observed (Figure
1)."® Alex StJohn from universities Australia referred to the employment changes due to Higher Education, whereby it is not
only skilled workers being employed. There is an increase in external careers such as public transportation services used, the
cleaners of the institutions, and the many opportunities within the universities, such as lecturers and administration, see an
increased demand for workers. ' This correlation saw 25,000 new jobs and a AUS4.8 billion increase in wages earned by
individuals without a university degree in 2017.%° Hence, as the unemployment rate decreases the economy begins to expand
towards a peak, where maximum economic activity takes place. This is due to the multiplier effect whereby more people
begin earning disposable income, which is injected into the economy through consumption of goods, conversely increasing
the Gross Domestic Product (GDP) (Figure 2).%'

Qutout (GDP)

Actual Growth

GDP =C+1+G+(X-M)
In other Words

GDP = Consumption + Investment + Government
Spending + (Exports - Imports)

Figure 2: GDP Formula

Time
Figure 1: The Business Cycle
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As part of the GDP formula, as the exports increase, economic growth will occur. Through this, the international students
coming from over 150 countries globally are classified as an export. Australia provides the service of education globally as
Australia's fourth-largest export (Figure 3).% International Students have direct contribution through their expenditure on
Australian goods and services. This creates a flow on effect as their consumption leads to increased income for workers
which is followed with more spending by these workers and continuously repeated. Jana Bowden from Macquarie Business
School explored the economic inputs through international students in 2015 with an approximate input of AUS$16.9 billion.?
However, the COVID-19 pandemic has hindered international education, which has led to a significant decrease in exports
and has highlighted the importance of it on Australia's economic growth. In 2021, there is an expectation of Australia to lose
up to AUS18 billion as a result of the decline in international students from 91,250 in January 2020 to 360 arriving during
January 2021, which has resulted in a cut of numerous job opportunities.?* This expected loss indicates that the export of
international education has a notable impact on the economic growth of Australia and will contribute to an expansion of the

economy.
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In a similar way, as the workforce is increased the production possibility curve may shift
outwards as efficiency and labour resource is increased (Figure 4)% If applied
appropriately, as more people gain specific knowledge and skills, the productivity of the
economy is increased.”® This is evident as labour productivity is related to available
resources, hence, a rise expands the possible production. With this shift there is expansion
of the economy relating to economic growth.?’” It is vital to have economic growth as it

reflects the living conditions of the economy and improves important aspects; such as,

Figure 4: Production Passibility Curve
employment and research and development.? 4 Y
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The role of exports extends to the 5 sector circular flow model as an injection to the economy demonstrated in Figure 5.2 As
exports occur, firms are receiving more profit and allowing incomes to rise and increasing domestic consumption where the
multiplier effect takes place. However, due to the fall of unemployment there will be a rise in leakages as households begin to
earn higher income. With households holding more money there is a likely increase in savings, income taxation and
potentially imports depending on the global economy.
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Figure 5: Five Sactor Circular Flow Modal

Within the 2020/21 Federal budget there was an allocation of AUS53.5 million to Higher Education institutions to allow
international education providers fee relief due to their losses of COVID-19.% There is an additional specific learning grant of
AUS30,000 to the institutions per PhD research graduate undertaking an industry internship to encourage employment
opportunities and industry-based learning.®' StJohn advised the Government's initiative, CSP. for students set in place during
2007, introduced to aid fee payment by students of Higher Education. The subsidy covers a partial amount of the fees,
whereby students pay the remainder determined by complexity of the course, however, allowing those worse off to afford a
tertiary education.® The payment is directed directly towards the institutions per domestic student application. Within the
CSP, the Government additionally offers a loan arrangement named HECS-HELP which is a system which tuition is paid for up
to AUS108,232 in 2021, being repaid as a career is obtained and a prescribed salary is earnt, currently at AUS47,014 per
year.*® Although the CSP is only supplied to Australian citizens or permanent visa holders, international students are therefore
required to pay full tuition fees, which hinders the demand for Australian Higher Education. These students receive minimal
government support, however, can be eligible for a range of scholarships and bursaries to financially assist their international
education.
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OUTCOME

A subsidy is a cash paid grant to domestic organisations by the Government as part of
the fiscal policy whereby the Government is attempting to influence the activities of
their economy.* The implementation of this expansionary policy has the objectives to
increase supply of particular goods and services by reducing costs of the businesses.*
Figure 6 showcases the current supply and demand curve of Higher Education in
Australia based on the most current report of university students with an equilibrium to
the average price of attaining a bachelor's degree, indicating that when the average
price is considered of AUS24,000, 1.5 million individuals will attend university.*
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Figure 7 explores the impact of the market for Higher Education as the domestic subsidy of the CSP is introduced. Through

the program, the institutions receive payments from the Government to allow students tuition to be reduced. As the subsidy

increases supply, the price of Higher Education falls to AUS14,575 with an increased quantity.®” This will expand demand as

Higher Education is now more affordable for the population.
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If the Government were to introduce a new subsidy for international students the market for Higher Education would be

impacted as appeared in Figure 8. For international students there are already large costs associated with studying in

Australia such as accommodation, travel costs and general living expenses which damage the living conditions of these

individuals.® Therefore, the Government could consider applying a subsidy program to the institutions for international

students. This policy would produce a similar effect as the CSP such that the price of attending university would be reduced

as the supply is increased. This correspondingly expands the demand for Higher Education due to affordability and makes

Australian education appealing.
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EVALUATION

The recommendation to introduce an international student subsidy to universities has a range of outcomes with both
negative and positive aspects. The subsidy could be provided directly to the universities as an amount determined by the
number of international students attending each year, in order to allow the tuition to be reduced. This is likely to increase the
demand for Australian International Education, as well as, domestic demand by increasing the potential level of consumption
to reduce the price.* Through this funding, there would be the positive intended consequence which would occur such that
through more participation in university education, there will be a higher level of skilled workers in the economy as a larger
attendance of Higher Education occurs due to the lowered prices.*’ Furthermore, the unintended benefit of a potential fall in
unemployment will become evident with an increase in Higher Education, whereby, positions of lecturers, administrators and
cleaners will need to be filled which contributes to economic growth.*!

Additionally, as the levels of exports increase the Australian economic growth is benefited. It is important to have strong
economic growth as it reflects the living conditions beneficial for the population by opening more jobs, raising wages and
better quality research into development.“’ This leads to the unintended consequence of a rise in aggregate demand as more
consumption occurs due to higher wages. The five sector circular flow model reflects these consequences, whereby
increasing exports will result in an increase of consumption and income towards the aggregate demand. However, if inflation
were to rise at a greater rate than annual wages for low income earning households, the purchasing power of said
households would decrease such that everyday items become unaffordable. Saying this, there are also the known negatives
of providing this subsidy as many believe the federal budget allocation should focus on more important factors, such as
support of an expansion following the COVID-19 Pandemic where the economy is trading below the desired rate.
Nevertheless, it is vital to maintain economic growth and hold a skilled workforce which can be attained by the Government
allocating international student subsidies to universities, particularly during the struggling time of border lockdowns.

39 The benefits of university education. Op cit
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