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UNIVERSITY COSTINGS: 
WHY IS SOLVING THE JOINT AND COMMON COST PROBLEM CRUCIAL? 

What do oil wells and butchers’ shops have to do with universities? 

The US Federal Government Energy Information Administration (EIA) tells us that more 

than half of all drilling in the extractive industry involves wells that produce both oil and 

natural gas. The remaining wells, produce either oil or gas, not both. 

In the situation of a single output – such as the production of oil only - the cost of the 

product is easily and precisely calculated. One can simply assign all the costs of production 

to that one product. 

Contrast that to where both oil and natural gas are being disgorged from a single well. The 

products can be separated in a physical sense, but how do you separate the costs of extracting 

the two products? 

This dilemma is not hypothetical and has been a question arising in legal proceedings where 

a producer has separate commercial agreements for oil and for gas with different commercial 

partners and where the cost of production is central to such things as cost-sharing, 

investment funding, revenue and profit calculations. 

You could make a variety of largely arbitrary decisions to allocate costs; these could involve 

allocating the costs between the oil and gas based on the volume of output; or relative weight 

or retail value of each product. Whichever method is used, a producer will only be able to 

observe the costs from a narrow perspective, and decisions as to how to allocate costs are, 

invariably, largely arbitrary. They can be made using ‘cost drivers’ but those too are rarely if 

ever, fully validated and still rely on assumptions. 

This issue is well known in finance circles and is referred to as the ‘joint and common cost’ 

problem. The nature of this costing issue has parallels with estimating the costs in 

universities. As with some oil wells, Australian universities also have two key ‘products’ – 

teaching and research. 

Accounting and finance professionals have offered a number of ‘solutions’ to the problem of 

working out what each will cost to produce. The technique of ‘absorption costing’ was 

popular but was replaced by an approach labelled ‘activity-based-costing’(ABC) some 

decades ago. This method has its proponents, and, to many, it is better than nothing. 

However, there are strong opponents who strip bare its flaws. 

Let's return to the central issue of joint and common costs and why it is such an insidious 

problem: this time with the potentially grisly example of a butcher's costings. It takes a little 

time to unpack; so please be patient. 

 



Why ‘Joint and Common Costs’ are so insidious to costing precision 

A butcher might purchase a beef carcass for around $2,000, and from that carcass she or he 

may be able to extract 200 kg of saleable meat. For simplifying purposes, let’s assume that 

there are only two types of meat on the carcass. One is tenderloin, a premium cut of beef. The 

other is suitable only for burgers – not such a premium cut. Let us assume half the carcass 

comprises tenderloin meat and the other half is burger meat. 

Now ask that butcher ‘what is the cost per unit of weight of each type of meat?’ Is there a 
clear-cut answer? At the level of the individual butcher’s shop the problem is insidious. 

No unambiguous and evidence-based solution appears to be available.   

One might be tempted to say $10 per kilo, being $2,000 divided by 200kgs. The arithmetic is 

precise enough, but there is obviously something missing – the different retail values of the 

two categories of meat. Many would agree that this ‘answer’ has precision but would also 

agree that it is not the ‘right’ answer. In fact, one can argue that it is precise but may be 

precisely ‘wrong’. 

Some butchers might want to ‘adjust’ their answer to allow for the differential selling price – 

but how much of an adjustment should be made? What if different levels of time, skill or 

effort are involved in cutting each type from the carcass, or there is more wastage with one 

type than the other? 

Any single butcher is going to introduce an element of subjective estimating – that is 

guesswork - if she or he were to estimate the ‘cost’ per kilo of burger meat as opposed to 

tenderloin. The core cost – the beef carcass - is a joint and common cost of both types of 

meat. 

There is no natural occurring or intuitive way of separating the cost of one type of meat from 

the other when one is ‘up close’ to the issue. It is, of course, possible for a butcher to estimate 

the costs when she or he has multiple carcasses, but it is still a numbers game. 

If instead one were to survey numerous butchers via a questionnaire across the city or region 

in search of a ‘better’ answer, they would all face the same difficulty in responding to the 

survey with any degree of precision. The survey would involve a collection of the ‘up close’ 

observations. 

Let us assume that there are 40 butchers across the city. Butcher A purchases a carcass for 

$2,000 and extracts 50% of premium meat and 50% of lower-grade meat. Butcher B 

purchases the same weight of carcass, but instead of producing 100 kg of premium meat and 

100 kg hamburger meat, her carcass has produced 80 kg of premium meat and 120 kg of 

hamburger meat. With different characteristics, the price for this carcass is $1,800. 

On the other side of town are Butchers C, D and E, who all purchase carcasses with different 

relative proportions of tenderloin and hamburger meat. They all pay varying prices depending 

on the quality of what is purchased. 

By looking at the variability between the intensity of tenderloin and hamburger meat and 

comparing that with variations in the cost of carcasses, one can impute an individual cost of 

tenderloin and of hamburger meat. This estimate will be differentiated between the two types 



of meat because we can use the variability of the original cost of the carcass to estimate the 
relative costs of the two types of meat. 

Note that we can only do this if we have multiple carcasses across multiple butcher shops; as 

opposed to an individual butcher simply observing one carcass. While one butcher’s shop 

might have several carcasses, as said before, it is a numbers game – the more observations, 

the more accurate the cost estimation. In effect, the estimate can be best made at one level 

above the individual butchers’ shop. To obtain an estimate of the cost of fillet steak – if you 

really want to know that cost for the industry – it is best done by some peak body, association 

or regulator that can collect data from across the entire sector. When one can see the sector as 

a whole, a sharper focus on costings can be achieved. 

How does this apply to universities and proposals to change their funding? 

In June 2021, then Education Minister Dan Tehan announced "... we will address the 

misalignment between the cost of teaching a degree and the revenue that a university receives 

to teach it. We will reform the system so that the student contribution and the Commonwealth 

contribution actually equals the cost of teaching that degree." 

This policy statement has made the importance of costing university teaching and separating 

it from other activities central to the administration of higher education finances. 

Further, we are in the midst of an active debate on a range of other opportunities for funding, 

including a call for greater government funding for research from the universities and a call 

by government for greater revenue generation for research via commercialisation. 

These policy settings are framed on the basis of being able to unambiguously separate the 

costs of education from research and the cost of one type of education from another. By 

definition, they all include the need to effectively deal with classic joint and common cost 

problem because so many of the costs are ‘joint and common’ – not least of which is 

academic salary costs. A cost that is substantial for all universities.  

There are some who say that separating out costs cannot be done – and there is theory to 

support this. There is also a mountain of empirical evidence that supports the practical reality 

that, in many contexts and with large and relevant datasets, estimates can be calculated– 

albeit with some degree of measurement error. 

This is where accounting meets econometrics – theory and empirics collide. 

If you ask a typical university spokesperson what is the cost of research at the university, they 

may find it difficult to answer with any degree of precision without making a range of explicit 

or implicit allocation decisions. Included in these decisions are key assumptions about such 

things as the proportion of time that academic staff might spend in the creation of research. 

However, these representatives would not be able to see the variability across the sector as a 

whole. They will each see only ‘their world’.  

When one takes a ‘helicopter’ view of the university sector, we can see that some universities 

are highly education-focused and also undertake some research, whilst others are highly 

research-focused with some education. Others have more of a balance between education and 

research. This variability is crucial in making estimates of university costs. 



 

Surveying individual universities, like surveying individual butcher shops – may not be an 

optimal solution. Indeed, worse still, if this approach is assumed to be valid and credible, we 

might generate a range of estimates that regulators, governments and others might treat as 

‘correct’ estimates without fully appreciating the range of (often) arbitrary allocation 

decisions and assumptions involved in these measures. 

One of the major worries, for those who ponder on these things, are attempts to estimate the 

separation of the costs of research and teaching. Over many decades, it has been our personal 

experience that academics, well-intended and not wishing to make errors, will dramatically 

underestimate the time spent on, and therefore the cost of, research. 

The cost of research is not just what you receive from a grant. One private estimate using our 

REEF methodology shows that the monies spent on research by a certain group of 

universities as a block equaled, on average, $1.20 for every $1.00 received from grants for a 

particular period. This ‘over’-spending is not irrational. Indeed, it is logical because there is 

prestige in holding major competitive grants so researchers, either formally or informally, 

are willing to find a little more to support those research projects. There are also other direct 

and indirect effects for being more research active – entirely or even only partially – funded 

by an ARC project. These include, but are not limited to, additional infrastructure funding, 

university global rankings at an institutional level and the improved probability for 

promotion at the individual academic level. 

There is also some anecdotal evidence that, in estimating the costs of research, an individual 

academic will tend to focus on the costs of successful research. Understandably they might 

tend to push to the back of mind the unsuccessful grant applications or rejected articles. 

The reality is that the ‘true’ full cost of research includes a wide range of research activities 

and can extend to supporting other researchers, commenting on the draft work of colleagues, 

supporting the editorial process of research journals and reviewing grant applications for the 

ARC and NHMRC. These are all part of the full cost of research too. 
 

A similar story could be told about the full cost of educating students, which goes beyond the 

direct activities of teaching a class or assessing students' work.  
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