Top up fees. Who should pay the bill?
 
A complete survey containing an interesting analytical framework can be seen at web page www.geogities.com/martintetaz/educacion.doc (although unfortunately in Spanish and only with conclusions and recommendations in relation to the situation in Argentina).
In what follows I will attempt to show what I think should be the answer to the above question and a good point to begin the discussion.
1-    Education is a process intrinsically social, not a commodity. You cannot go to the supermarket and ask: “ Excuse me Sir/Madame can I possibly have three years of higher education?” “Sure, what would you like?” “Business Administration will be fine, how much do I owe you?” “£10000” “Oh, lovely, thank you very much indeed”.
2-     No matter who pays the bill, one thing should be clear from the beginning: The educative process cost resources (in English: money) it is not free, at all.
3-     Basically, once society has decided (however the decision process has been made) to produce a determinate educative process, it has decided that the resources involved in will not be able to be put to other uses.
Literally; the teacher who is giving a lecture in medicine cannot be attending a surgery at the same time. 
The building used by the University cannot mitigate the homes scarcity simultaneity.
Those students who attend a course cannot be working and hence producing goods for society during neither the lessons nor their study and research hours.
That is the full cost (almost actually) of the educative process for society.
Put into numbers; “The Economist” has said that the cost of the former two items is (roughly) £ 10.000 per year/student. Honestly I have no idea whether this figure is accurate or not, but as a matter of concession, lets believe “The Economist”.
The later cost (the opportunity cost for students) could be controversial. In theory should be the average per hour wage (a “representative student” might earn had he/she decided to work instead of study) times the average time expended both in class and studying alone. Back in earth, we need some data in order to be accurate, but a conservative figure could be another £10.000.
So, it seems that our bless full cost is roughly £20.000 per student/year.
4-     On the other hand we should ask ourselves who enjoys the cake. That is, who is receiving the profits, and even more important, who will do (remember education is a process). The answer is not easy at all.
Lets build from consensus to disagree.
The OECD has said that the private rate of return of higher education in Britain is 17% (Technically; given a cash flow containing at the beginning the students forgone earns plus the indirect cost plus the fees, as investments; and then the differential between the money earned by a person holding a degree (after taxes), versus the earnings of those who has not attended University, thus the rate of return is the number needed to divide the complete flow by in order to leave it without neither deficit nor surplus).
Given such a rate one might ask why the number of students applying for university places is not even bigger. Fortunately there are some interesting answers, but I shall leave them for latter.
5-     What about the Government. Do they win anything?  Sure, lets see.
Forget at the moment any consideration with regard to the spillovers of the process. We will talk about them later.
If the private rate of return (after taxes) is 17% and the government spend more than less the same than students do (remember the forgone earnings), what should be the government rate of return if the marginal taxation is nearly fifty percent? 

The answer should be something near  17% as well.
So, why the Government is not investing heavily in higher education? Have you ever heard about economic politics?
6-     The preliminary conclusion might be: even if the Government did not get paid fees at all, it would be like if it were lending money to the students at the astonishing interest rate of 17%.
Have you got the picture? Not yet?
Let me put it this way.
Suppose that the government decided to stop paying teachers their wages (What? Is that exactly what they are trying to do? Yes, I know, but take it easy; it will take a long time since they are still afraid of the retaliations). Now let me pretend that, instead, they gave the money to the students as a loan, implying that students will have to pay teachers with that money.
Finally lets presume that they charged you 17% interest on that loan, but they did not charge you taxes on the money you earn thanks to your degree.
Well, with a bit of make up that is exactly what they are doing.
They are telling you “do not worry, we will pay”. This may sound wonderful on the face of it, but they are also telling you “you will pay me back later, and is not going to be cheap at all”.
7-     Do you want more. OK, lets talk about spillovers.
During the production of the educative process, and after that, apart from Lawyers, Accountants, Doctors, and more money to the State (in taxes), there exist other consequences beyond the intention of those who take part in the process (not only students and professors).
Basically; a more educated society has lower rates of crime; in such societies it is easier to develop an entrepreneur spirit; education contribute with the construction of institutions; People has civic maturity and therefore can choose better politicians to lead the community; more important, such leaders are available; and go on.
Most people believe that this is not economically significant. They obviously have never heard about Latin America and particularly about Argentina. If they found out what has been going on in that part of the world, they would not have a problem to realize how expensive is the leak of institutions, for example.
Certainly, the Government should subside such spillovers putting more money into higher education.
8-     All the same, and even if there were not any spillover, there still exist the uncertainty involved in the decision on whether one should attend any University or not. That is, nobody knows what will happen in the next ten years, even less in the next, say 25.
A prospective student face a strong dilemma due to the fact that he/she does not know how much they will get paid once in the work market. Actually nobody knows and if we were to be accurate the complete exercise of figure out the rates of return is mistaken if it is based in current earnings differentials, as in the case of the OECD is.
Anyway, if prospective students are risk adverse, and this seems to be the case, some of them will decide not attend University and those decisions end up in a social loss. Technically, prospective students are likely to make their decision on whether attend University or not, as a matter of a cost-benefit analysis. Hence they maximize their expected utility, which because of the concavity of the utility function (a function of the future possible earnings) is lower than the utility of the expected earnings. As a result, a maximum is achieved with a smaller investment in education than if the student were not risk adverse.
Fortunately, the government has the tools to pool the different risks of the different students, without losing anything.
Let me put it in English.
Due to the uncertainties students would be better off if they could buy an insurance. If this insurance were available the resulting demand for education would be closer to the needed demand in order to maximize the social welfare.
Then, if the government were willing to finance that insurance policy they would be able to obtain even a profit in the long run, as well as insurance companies do.
Once and again such financial willingness should take the form of higher subsides.                                    
9- Even if the Government were willing to finance a higher share of the universities full costs, another problem might arise.

Those students who belong to lower income families are likely to have a higher rate of temporal discount.

Translated into English, that means that poorer students do not feel education investments as something appealing, actually they do not feel any investment appealing since they are less patients with regard to consumption postponement, thereby only if they were offered a substantial increase in the rate of return, might they be willing to apply for a university place.

That may be the strongest explanation way with a 17% of private return the government is failing (and by the end of his last year in office will have failed) in his attempt to achieve an enrolment of 50% of the aged people.

The only way they might be able to success would be if they gave subsides to those students in order to increase their rate of return.

10- Finally; even if they had not such a higher temporal rate of discount, they are likely to face problems to finance their opportunity cost, since capital markets are imperfect and therefore not willing to lend money to individual educative projects.

So, if the government did not offer financial facilities to those students, they might not attend any university and the whole society might have lost a 17% rate of return opportunity investment.

Conclusion

             Not only should not the government allow any increase in university fees, but also they should put more money into education in the form of fees reduction and special subsides for low-income prospective students.

             Otherwise (quoting Ghandi) if they still think that education is expensive, I can assure they have no idea how expensive illiteracy might be.

