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FOREWORD

The Organic Act of 1868 that established the Uniyersity of
California contained among its provisions one relating to stu-~
dent charges, namely that "...tuition shall be free to all resi-
dents of the state...."

For one hundred years, the Board of Regents has operated gener-
ally in accordance with this tuition<free principle. During the
same period, the California State Colleges occasionally have
charged tuition fees, at rates that exhibit considerable varia-
tion. According to statute passed in 1933, however, State

College tuition fees "...shall not exceed twenty-five dollars
per year...."

In 1960, the following recommendation appeared in the California
Master Plan for Higher Education:

The two governing boards reaffirm the long established
principle that state colleges and the University of
California shall be tuition free to all residents of
the state.

While attempting to observe the tuition-free principle, both
segments have, since 1960, developed sizeable student fees.
Considerable care has been taken to distinguish between such
"fee" charges and charges for what was defined in the Master
Plan as "tuition," although a nominal portion of student fees
is allocated to purposes defined in the Master Plan as tuition
supported.

During recent years, the tuition-free principle has come under---
considerable question. Numerous developments have contributed

to a serious, current concern as to the feasibility of the princi-
ple, the most recent being the defeat of a bond issue for higher
education facilities presented to the California electorate

during 1968.

As a result of this concern, the California Coordinating Council
for Higher Education initiated in the spring of 1969 a study of

the question of student charges in the University of California

and California State Colleges. (The original Council resolution
calling for this study is contained in Appendix A.)

The various options ayailable for the development of a student
charge policy were considered at the October 1969 meeting of the
Council. After discussing these options, che Council adopted a
resolution requesting its staff to "prepare specific proposals
for increased student charges" and "recommendations for a stu-
dent aid program" designed to maintain the present access to the
public four-year segments.




Additional discussion regarding these specific proposals took
place at the Council's December 1969 meeting. At that time the
Council adopted policies regarding student charges which include
the use of a flat charge. In addition, the Council policy
specifically recommended a “moderate” increase with revenues to
be used to fund debt service for capital outlay and to supplement
student financial aid. While the specific amount of increase
was not indicated, the implied level would be around $200 per
student (per year) at the University and a lesser amount at the
State Colleges. The text of the Councii policy recommendation
is on pages iii and iv.

The conclusions of the study and recommendations of the Council
staff are in Chapter I. The policy adopted by the Council is
generally consistent with the staff recommendations.

The discussions in Chapters II, III, IV, and V deal with the
many issues involved in setting student charges and the use and
techniques of administering such charges. These discussions

are intended to provide a basis for policy positions regarding
the question of student charges in the public four-year segments
of California higher education. It should be noted that one

such policy position has been adopted as an underlying assumption
of the entire report: that the existing access of public insti-
tutions to students will not diminish as a consequence of possible
changes in student charge policies at the University and State
Colleges. A number of consequences follow from this assumption
and are discussed where relevant.

This report has been prepared by Charles McIntyre of the Council
staff under the general direction of Willard Spalding. Advice

and assistance were provided by John M. Smart and J. C. Scheuerman.
The staff has been advised throughout the study by an Ad Hoc
Committee, consisting of Dr. Frank Kidner, Vice President-
Educational Relations, at the University of California; Mr. Tom
McGrath, Assistant Executive Vice Chancellor of the California
State Colleges; and Mr. Arthur Marmaduke, Executive Secretary

of the California State Scholarship Comm:ssion. Responsibility
for the study, however, is solely that of the Council staff.

OWEN ALBERT KNORR
Director
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#336

WHEREAS

WHEREAS,

RESOLVED,

Adopted

COORDINATING COUNCIL
FOR HIGHER EDUCATION

Resolution on Specific Proposals
for Increased Student Charges

The Coordinating Council for Higher Education at
its October 1969 meeting adopted Resolu:ion #33]
requesting its staff to "prepare specific proposals
for increaszd student charges" and ""recommendations
for a student aid program" designed to maintain the

present access to the public four-year segments,
ang

The Council has received and considered the pro-
posals and recommendations of its staff in this
regard; now, therefore, be it

That the Coordinating Council take the action
indicated in the attachment, which by reference
becomes part of this resolution.

December 2, 1969
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Specific Proposals for Increased Student Charges

COUNCIL ACTIONS

The Coordinating Council advises the Governor, the Legislature, the
Board of Regents, and the Board of Trustees, that student charges
should be increased moderately at the University of California and
the California State Colleges, and that the following policies be
adopted with respect to such charges:

1.

Increased student charges should be set by the Board of
Regents of the University and Trustees of the State
Colleges. Revenues from these charges should be used to:

a. Fund debt service for capital outlay expenditures (over
and above the level of existing 1969-70 State support)
for instructional and student service facilities,
exclusive of health sciences.

b. Supplement student financial aid in order to increase
access to the University and State Colleges of students
unable to attend because of financial reasons.

o

.- Revenue over and above that needed for debt service and stu-

dent aid should be used at the discretion of the respective
governing boards.

- Increased charges should be collected in the form of a "flat"

charge.

somcr vt U
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CHAPTER I i

SUMMARY AND RECOMMENDATIONS

A. SUMMARY

This study examines various options available in the formulation

of a proposal for student charges. Three aspects of the overall
question are covered: (1) distrilucion of State and student support
(the relative level of student charges, given cost), (2) the uses

to which charges may be put, and (3) the techniques by which charges
may be administered. The options discussed are summarized as
follows:

Distribution of Support

Increased charges for:

1. Funding of improvements over and above the
level of existing (1969-70) State support.

2. Displacement of existing (1969-70) State
support.

3. Combination of 1. and 2.

No increase in charges:

st G s S o

4. Continuation of the existing "tuition-free"

policy.
Use
1. Capital outlay 1. Debt instrument
2. Current operations 2. Pay-as-you-go
3. Combination of 1. and 2. 3. Combination of 1. and 2.

. Instruction

Student services

Student financial aid
Research

Community services

Some combination of the above

AU PSWN
L]

Technique

Comprehensive loan
Graduated charge

Flat charge
Differentiated charge
Voucher system

LW
L]




Each of these major aspects is treated separately so that a com-
bination of policy statements, one for each of the three areas,
would constitute a complete proposal for student charges. This
approach seems preferable to one in which the Council would be
confronted with a number of alternative proposals, the components
of which had already been determined. A listing of all the com-
binations of options possible for a complete proposal for student
charges would require more than 500 separate alternative proposals.
Reasonable choice from such a prodigious list would be a diffi-
cult task at best.

In this report, the primary topic of concern is the distribution
and administration of State and resident-student support of Cali-
fornia four-year public institutions of higher education. Conse-
quently, certain other important issues are not introduced. Al-
ternative sources of financial support such as gifts, grants,
endowments, and federal funds are assumed to continue according
to recent historic trends and will not be discussed otherwise. A
consideration of charges to students attending the public Community
Colleges is excluded. This segment and the private institutions
will be discussed only insofar as they may be affected by changes
in student charge policy at the public four-y..r segments.

Nonresident charges are not discussed. This topic is the subject
of a forthcomingz staff paper to be presented in the Spring of 1970.
Consideration of the nonresident student does not appear essential
to a determination of resident charges. unless unusual increases
in resident charges were adopted. Approximate equivalence of
resident and nonresident charies would pose a number of implica-
tions not discussed here.

The major assumption underlying this report is that the existing

access to public higher education will not diminish as a consequence

of changes in studenf. charge policies at the University and State
Colleges. Therefoze, the financial ability of students and their
families to contribute to the cost of education must be considered
under the various alternatives, and provisinns for financial assistance
developed wher: necessary.

B. CONCLUSICNS

1. Distzibution

The existence of significant private r2turns io a student from his
higher education suggests that instruction should not be provided
entirely free of cost to him. It is aoted that currently both the
University and State Colleges assess students a nominal charge for
instruction. The University Registration Fee contains $27 per
year for laboratory fees and the Mat.erials and Service Fee in the
State Colleges includes $41 per year for instructional expense.




The expenditures from both these charges are for purposes that
are defined in the Mazster Plan as tuition supported.

Under existing policy, however, the individual student and his
family make a substantial investment in, and, in fact, assume the
major share of the real cost of higher education. Consequently,

if student charges are to be increased, it would seem that such
increases would necessarily be moderate in nature. Of the options
presented to the Council, therefore, the option calling for charges
to fund only improvements (over and above 1969-70 levels of State
support) most closely approximates a "moderate" increase. In-
creases designed to further displace State support, in this context,
clearly would be less preferable.

2. Use

Among the more pragmatic criteria for estimating student charges,
the use of charges to replace decreasing State support was noted

as being perhaps the most relevant. In this regard, there has been
a significant decline over the past three years in State support
for capital outlay at the University and State Colleges.

The obvious need for a source of income to provide for those capital
outlay funds that are no longer available, coupled with the argument
for a moderate increase in student charges, suggest that if charges
are to be increased, then such charges should be set so as to fund
capital outlay expenditures (over and above the level of existing
1969-70 State support) for instructional and student-service
facilities.

This peolicy would provide for needed improvements in, but would
not replace, existing 1969-70 State funding for capital outlay.
In this sense, however, the charge would replace a portion of the
capital budget that, prior to the most recent three-year period,
was supported by State furding.

1f charges are to be used fur capital facilities, the financial
arrangement most closely related to private benefits received is
bond financing whereby students, in effect, pay for their current
use of such facilities. This pclicy may be implemented by author-
izing the University and State Colleges to issue bonds to finance
construction of academic facilities. The principal and interest
payments on such bonds. in turn, would be supported by student
charges. The alternative is to use student charges for support

of capital outlay expenditures on a pay-as-you-go basis.

Given the current approximate level of State smnport for capital
outlay, the above policies imply an increase in annual student
charges of $200 at the University of California and $100 at the
Califorria State Colleges, if bond financing is utilized. The
level of increase would be greater if a pay-as-you-go arrangement
were utilized. (Note: these are only gross estimates; the specific




amounts could be set only after further empirical research.)

The annual University Registration Fee of $300 currently contains
$203 for support of student services, with the balance devoted to
instruction (§27) and student financial aid ($70). The State

College Materials and Service Fee contains $54 for student services,
$41 for instructional expenses, and $7 for administration of student
financial aid programs -- a total of $102 per year.

There are valid arguments for using student charges for the support
of instructional and student service expenditures but not for the
support of sponscred research and public services. At the same
time, the argument for State support of student financial aid
appears equally valid. Equality of economic and social opportunity,
which may be accomplished *n part through equality of educational
opportunity, is the basis for the distribution of financial aid to
those students unable to afford the cost of education. The pro-
vision of equal educational opportunity, whkich serves to redistrib-
ute wealth either among this or future generations, is usually
cited as one of the legitimate justifications for government inter-
vention in higher education. Student financial assistance is di-
rected largely to the social, as opposed to private, benefits of
education. As a consequence, it may be argued that the State
rather thcn certain students and their families, should support
such an activity.

3. Technique

The alternative of a flat student charge with a traditional student
financial aid program appears to be far more equitable in its
identification of need and subsequent distribution of aid than

does the graduated charge technique. The latter technique utilizes
an ability-to-pay criterion -- adjusted gross income -- that

totally neglects such factors as family size, assets, and extra-
ordinary expenses. These are factors commonly used in administering
the traditional financial aid program. '

The loan programs examined contain no means test. As a consequence
of this and other features, the loan programs appear less equitable
than either the flat charge or graduated charge techniques. 1In
addition, a comprehensive loar program would be more costly to
administer than the alternative techniques.

The alternatives of (1) a flat charge with the traditicnal student
financial aid program (for those urable to afford the charge) and
(2) the graduated charge may be compared for administrative costs.
While the graduated charge appears to be the more simple procedure
of the two, available evidence indicates that the administrative
costs for this technique may well be greater than those incurred
under the alternative technique. The need for utilizing traditional




aid programs even under the graduated charge technique renders this
conclusion all the more valid.

The above considerations suggest the further policy that increased
charges should be in the form of a flat charge with a traditional
student financial aid program designed to maintain at least the
existing access to the University and State Colleges for those
unable to afford the charge. If bond financing is utilized, excess
- o1 ‘es over those amounts needed for debt service -- including
re...c7es for future debt obligations -- could be used for current
operating expenditures for instruction and student services,
without displacing existing (1969-70) levels of State support.

4. Diversion

Increased charges of $200 at the University and $100 at the State
Colleges would result, during 1970-71, in total siudent charges

of approximately $530 at the University and $230 at the State
Colleges. Even if financial assistance were provided to those
unable to afford the increase, it is estimated that some 13,800
students would be diverted: 11,100 from the State Colleges and
2,700 from the University. Of the total number diverted, it is
estimated that approximately 1,500 would transfer from the Uni-
versity to a State College, 4,000 would be diverted from the four-
year segments to a Community College, 600 would attend California
private institutione, and the remainder would either attend an
institution in another state, discontinue their education entirely,
or go to work and continue their education on a limited basis.

Estimates of enrollment and physical plant capacity for the Co.'-
munity Colleges during 1970-71 suggest that these colleges couiu
absorb 4,000 diverted students. A more important consideration,
however, may be that of the impact upon relatively fixed operating
budgets in many districts.

It is further estimated that increases in student charges of twice
the magnitude examined above would result in more than twice the
amount of diversion estimated. The ability of certain individual
Community Colleges to handle their share of the resulting total
diversion (8,000 to 10,000 students) is questionable, unless
additions to physical plaant capacity are constructed.

C. RECOMMENDATIONS

In summary, if student charges are to be increased at the Univer-
sity and State Colleges, the Council staff recommends that the
following policies be adopted with respect to such charges:

1. Increased student charges should be set by the Board
of Regents of the University and Trustees of the




State Colleges so as to fund capital outlay expendi-
tures (over and above the level of existing 1969-70
State support) for instructional and student service
facilities, exclusive of health sciences.

Increased charges should be collected in the form of
a "flat" charge.

Student financial aid programs of the traditional
variety should be administered by the institutions
in such a manner as to maintain at least the existing
access to the University and State Colleges for those
individuals unable to afford the increased charge.

Revenues from the charge shc'ild be administered by
the segments either on a pay-as-yo:-go basis or to
service bonded indebtedness. If bond financing is
used, current revenues over those amounts needed

for debt service--including reserves for future debt
obligations--should be used for current operating
expenditures in instruction and student services,
without displacing existing (1969-70) levels of
State support for such operating expenditures.

Student charges should not be used to support pro-
grams of financial assistance to other students.
Such programs are the primary responsibility of the
State.

Student fee charges for instruction and student
services at the University and State Colleges may
be continued according to existing policies.




CHAPTER II

DISTRIBUTION OF SUPPORT

One possible method of determining the appropriate distribution of
student and public support of higher education is that in which
student charges are set at a level that provides the maximum
return on public investment in public higher education. To
accomplish this, a student charge could be established so that

the output of higher education demanded at that charge occurs at
a point where the social and private returns from one additional
unit of output is equal to the cost of producing that unit. Any
other set of student charges and output will not be as efficient.
This mechanism of equating marginal costs to marginal returns or
benefits is similar to the way in which the private firm would act
if it wished to maximize "profits."

Unfortunately, little firm information about these benefits is
available. As a result, the standard techniques of setting student
charges employ more pragmatic criteria, such as: (1) following the
nationwide pattern of student charges, (2) charging an arbitrary
portion of the costs of enrollment-related operations, (3) relating
the public support of higher education in some way to the State's
economy, and (4) raising needed revenues in the face of decreasing
public financial support.

The first three considerations bear no apparent logical connection

tc the "appropriate" distribution of State and Student support of
higher education in California. Criterion 4, the fact of decreasing
public financial support may well be the most logical basis upon which
to establish student charges. It ic suggested that, if a decision is
made to increase student charges, the Coun¢il could provide policy
advice as to whether such a charge increase should: (1) fund im-
provements in the existing program levels, and/or (2) displace
existing State funding.

Other guidelines that examine cost-benefit measures may be helpful

in developing policies regarding distrioution of support. As noted,
there is little information, particularly quantitative, regarding the
social and private benefits of higher education. However, a limited
examination of the public and private costs may be undertaken. From this
it m~y be possible to derive an idea of the values currently attributed
(implicitly) to the private and social benefits as a result of the
relative size of the individual's investment, as compared to the State
subsidy of the costs of higher education.

A. PRIVATE BENEFITS

The private returns from higher education are measured primarily by

the additional lifetime earnings attributable to that education.

Based upon incomes reported for 1967, a male with four years of college
would earn approximately $167,000 more on the average during his

-7-




lifetime than the high school graduate. Five or more years of 1
college would increase this differential to approximately $246,000.
Some of the income differential may be attributed to inherent
differences in individual ability. 2 However, after allowing for such
differences it may be estf~ated that a college degree is still worth
approximately $100,000 more over an individual's lifetime.

Private returns of a ncnmonetary nature may also be cited. These
include individual enrichment, hedging against changes in technology
that render certain skills obsolete, and options regarding life style
and employment that are not as frequently available to the individual
with less education.

B. SOCIAL BENEFITS

Social benefits are those results of higher education that accrue
automatically to individuals other than students, i.e., to society
in general. Measurement of social benefits is even more subjective
than that of private benefits. In qualitative terms, however, the
primary components of social benefits appear to be:

1. The increase in human capital and its consequent
impact upon development of the area (in this instance,
California).

2. The decrease in public costs for crime prevention,
welfare payments, and other such activities as a result
of better, more widespread education.

3. Increased tax revenues that result from additional life-
time earnings attributable to higher education.

4. The growth in the existing stcre of knowledge which
results from research in conjunction with instruction.

5. Advantages arising from the informal education of child-
ren conducted by better-educated parents.

6. General increases in the ability of citizens to communicate
through the various media. Effective communication of
information is necessary for the operation of a market
economy and the maintenance of a political democracy.

7. Increases in cultural attainment and effective participation
in the political process. Also cited in this connection

IAl11 footnotes are located at the end of this paper.
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are increased participation in charitable organizations
and civic affairs.

Public support of higher education is provided in part to realize

such social benefits. In addition, public support is also necessary
(1) to correct for difficulties individuals face in evaluating the
merits of higher education, and (2) to provide the means for increas-
ing economic and social opportunity for all citizens.

The individual faces considerable risk in his decision to invest

in higher education. Rates of attrition in higher education are
significant. Even if a student does finish his education success

is not certain. (In 1967, for example, one-third of all college
graduates earned less than the average high school graduate; 45 per-
cent of those with five or more years of college actually earned less
than the average individual with only four years of college.)3

Finally, individuals possess only partial information regarding the
career opportunities open to them as a result of a college education.
Such uncertainty and lack of information make it difficult, if not
impossible for many jndividuals to reach a rational decision
regarding the merits of continuing their education beyond high school.
Public support of higher education aids in reducing the level of

risk facing the individual and his family in making this decision.

Public support of higher education is also one means whereby govern-—
ment may correct for inequalities in the level of economic. and social
opportunity afforded its citizens. It is hoped that the provision of
equal educational opportunity will result ultimately in a more equal
distribution of economic and social opportunities for all citizens.

C. COMPARISON OF COSTS AND BENEFITS

It is possible to estimate the costs of higher education, both public
as well as private. Further, if we assume that the existing relation-
ship between public and private costs have resulted in an approprizte
amount of education, then it may be possible to gain some idea of

the relationship of private and social benefits as each is implicitly

valued in the decision-making process.%

1. Private Costs

The cost to the student and his family is made up of three somewhat
distinct components:

a. Subsistence costs for such things as room, board,
transportation, and personal expenses which are in
excess of those he would normally incur if he were not
attending an institution of higher education;
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b. Direct costs of tuition and fees, books and supplies; and

c. Earnings an indivi<uval must forego if he is to attend college
as either a full or part-time student. |

While subsistence costs vary, it is estimated that at both the
University and State Colleges the average cost for nine months'
attendance during 1969-70 is $1,90C. It has also been estimated
that costs for students who live with their parents average $500
less per year.? Thus, if a student does not live with his parents
there are some subsistence costs facing the individual which are
supplementary to the normal costs he wcild incur if he were not
attending an institution of higher education. These costs are
presumably less than $500 on the average since the majority of stu-
dents in both segments do not live at home while attending college.

Direct charges for tuition and fees and books are more specific.
Allowing $100 for books and supplies, direct charges to students
(other than those in the health sciences) during 1969-70 would
average:

University $433
State Colleges $232

The value of foregone earnings, the third component of the private
cost, is much more difficult to determine. Any such calculation is, i
at best, an approximation based upon an individual's age, level of
education, and region of residence.

Utilizing income reports issued by the U.S. Department of Commerce

for 1967, earnings were derived by adjusting base incomes for age,
educational level, unemployment rates, and accounting for the fact that
even full-time students may be gainfully employed while in attendance.®
The results are as follows:

Annual
Foregone Earnings
(1969-70 dollars) i

Potential undergraduate $4,200
Potential graduate 7,300

Obviously, these are not "out-of-pocket" costs. However, foregone
earnings are a significant factor in an individual's decision

to attend college. This would seem particularly true for the low
income household where loss of potential earnings may mean an
extreme hardship on the family.

In summary, the average private costs for an individual attending the
University during 1269-7y are estimated at $4,800 for an undergraduate
and $7,900 for a graduate student. Tor an individual attending a
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State College, the total private costs are $200 less at both levels
because of the lower students fees.?

2. Public Costs

The relevant public costs may be derived for enrollment-related
expenditures per student, exclusive of research and public service
outlays.8 Both capital and current costs must be included. Ad-
justing for the differential costs of graduate and undergraduate
instruction, the following per student expenditures from state

funds are estimated for the public four-year segments during 1969-70:

Undergraduate Graduate

Operating Costs $1,460 $3,030
Capital Outlay 340 1,440
Total $1,800 $4,470

3. Total Costs

By combining the above estimates with the earlier calculations of
private contributions, the approximate relationship between private
and public costs at the public four-year segments can now be
examined:

Undergraduate
Private cost $4,600
Public cost 1,800
Graduate
Private cost 7,800
Public cost 4,470

Several aspects of these relationships should be noted. The
private investment in a higher education is substantial even under
the existing "tuition-free" policy.

At both the undergraduate and graduate levels, the private share of
total cost is significantly greater than the public share or subsidy.
These results imply that under existing policy the private returns
from a higher education would appear to be assigned an implicit value
exceeding that assigned to the social benefits and perhaps rightly so.

On the one hand, the existence of significant private returns suggests
that, in general, instruction should not be provided entirely free
of cost to the individual. It should be pointed out that both the
University and the State Colleges currently assess students a nominal
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charge for instruction. The University Registration Fee contains $27
for laboratory fees and the State College Materials and Service Fee
includes $41 for instructional expenses. The expenditures from both
these charges are for purposes that are defined in the Master Plan

as tuition supported.

On the other hand, under existing policy the individual and his family
make a substantial investment and, in fact, assume the major share

of the cost of his higher education. If student charges are to be
increased, it would seem that such increases would necessarily be
moderate in nature.

Of the options presented to the Council, therefore, the option calling
for charges to fund only program improvements over and above 1969-70
levels of State support most closely approximates a "moderate'" increase.
Increases designed to further displace public support, in this context,
clearly would be less preferable.

D. OTHER CRITERIA FOR SETTING CHARGES

In the absence of other information, the cost-benefit criterion above
may not be sufficient in determining student charges. Costs of higher
education are generally known, although even here the precise impact
of foregone earnings as a valid cost to the student is not entirely
clear. More important, however, there presenrtly is no way to measure
the social benefits, and while the private benefits, in terms of ad-
ditional lifetime earnings, have been estimated, the results do not
appear sufficiently precise as to be the only basis for determining
student charges. Therefore, more pragmatic criteria may also be uti-
lized in making decisions on adjustments in student charges.

The existing policy criteria for setting student charges in California
are described below along with other pragmatic criteria: (1) follow-
ing the nationwide pattern of student charges, (2) charging an arbitrary
portion of the costs of enrollment-related operations, (3) relating

the public support of higher education in some way to the State's
economy, and (4) raising needed revenues in the face of decreasing
public financial support.

l. Existing Policy

The basis for existing policy on student charges in California's
public four-year institutions is that such education shall be
"tuition free," insofar as tuition is defined as student charges

s

for teaching expense. Otne- student fees are charged to support
certain noninstructional services designed to maintain the weli-being
-of students. It Zc believed that such services should be provided at
" no cost to the taxpayer. California appears to be unique among the
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states in its rigorous adherence to this distinction between tuition
and fees and in its advocacy of "tuition free" public higher education.
(See Appendix B for the stated student charge policies as contained

in the Master Plan, current Council policies, and existirg segmental
practices.)

As noted, however, a nominal tuition is currently charged in both

of California's four-year public segments. The University Registra-
tion Fee includes $27 for laboratory fees, while the Materials and
Service Fee in the State Colleges includes $41 for instructional
expense. The allocations of both fees are for purposes that are
defined in the Master Plan as tuition supported. In addition, there
is an indeterminate amount of indirect operating and capital cost
involved in noninstructional services that is supported by the
general taxpayer.

Finally, student charges at the University and the State Colleges
are, in part, used to provide and administer student financial
assistance grants. While not in explicit contradiction of existing
policy, the provision of financial assistance for students from
student charges would appear to be inconsistent with those arguments
used to justify the role of government in providing for equal educa-
tional opportunity.

Existing student charge policies and practices in California, there-
fore, do not appear to be based upon particularly consistent criteria.
The distinction between "tuition" and fees may not even be relevant.
The relevant criterion would appear to be whether or not an activity
contributes to the private, as opposed to the social, returns asso-
ciated with higher education. Some portion of the private returns
should be incorporated in the student charge. Whether the charge is
termed "tuition" or "fees'" or "tuition and fees" does not seem
important. What is important is that the student charge be concep-
tually distinct from the public subsidy.

2. Nationwide Patterns in Student Charges

There are other pragmatic, and possibly more useful, criteria that

may be used in the determination of student charges. It may be
assumed, for example, that charges in similar institutions outside

of California reflect a set of policy decisions that, in the aggregate,
constitute an appropriate provision of support of higher education.

In this context, California's student charges may be compared to those
of comparable public institutions in other states.

Student charges in the University of Califc-nia (UC) are compared in
Appendix C to those of public institutions in the Association of State
Universities and Land Grant Colleges (ASULGC) for the seven-year
period, 1962-63 through 1967-68. (See Appendix C, Tables 1, 2, and

3, and Figure 1.) Until 1968, increases in UC charges were comparable
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to those of other public universities. UC ranked 80th of the 94 1lz-d
grant institutions in student charges during 1962, and 80th of the 98
ASULGC institutions by 1967-68. The Registration Fee increase in

mid-1968 increased UC's rank to 63rd of 104 institutions during 1968-A9.

If historical trends continue, an increase in student charges of $60
per student wculd bring UC into approximate eruivalence with the
median (charge) institution of the ASULGC. Obviously, any other stan-
dard of measurement,such as the first or the fourth quartile rank,
might be chosen for comparison.

The California State College student charge, which is quite low in
comparison to the above group, may be compared to those of institu-
tions in the American Association of State Colleges and Universities.
(See Appendix C, Tables 4, 5, and 6, and Figure 2.) During 1968-69
the student charge in the State Colleges ranked 218th among the 225
institutions in the Association.

It is not certain what conclusions can be drawn from these data.
Equating California student charges with some national "norm" does
not appear to have any specific logical connection with the desired
amount of higher education in California.

3. Educational Costs

The student charge may be set so as to represent a certain, perhaps
fixed, portign of the costs of student-related expenditures at the
institution. The consequence of existing policy in California is
such that student charges comprise more than 12 percent of the average
costs of such expenditures at the University and about 6 percent of
the average costs in the State Colleges:

UNIVERSITY CAL 1 FORNIA
OF CALIFORNIA STATE COLLEGES
Estimated average enrollment-related

current costs per student (1969-70) $2,442 81,676
Basic student charges 300 102
Percentage 12.3% 6.1%

Basing student charges on educational costs alone has the disadvantage
of totally neglecting the impact of the private and social benefits
that result from higher education. 1In addition, basing student
charges only on the direct cost of educaiion neglects the costs of
those earnings that the student must forego while in attendance.
Certainly at the graduate level, and probably at the undergraduate
level, the cost of foregone earnings substantially exceeds the direct
cost of education. If foregone earnings are included in the total
cost along with certain subsistence costs the individual would not
otherwise incur, it is likely that the student and his family actually
support more than two-thirds of the total educational costs under

the existing "tuition-free" policy.

L o
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Finally, the cost of instruction at various levels is decidedly
different, e.g., the cost of graduate vs. undecgraduate instruction.

The question of different charges by level of instruction inevitably
must be raised.

4. Revenue Producer

If, for whatever reason, State support is reduced and it appears
desirable to maintain the quality of education (possibly as mea-
sured by the trend over time in constant expenditures per student)
then increases in the student charge are one obvious vehicle for
raising the revenue.l0 In this instance, the student charge may be
tied to some specific deficiency caused by the decrease in State
support. The resolution calling for this study cited the apparent
deficiency of capital funds currently available for higher education.

The University has studied the problem of capital funding and finds
that, assuming an initial State support level of $45 million annually
and adjusting all factors for inflation, the additional capital out-
lay needs of the general campuses could be met through the year 2000
by a charge of $200 per student per year after adjusting revenue for
appropriate student financial assistance. This can only be arcom-
plished, however, if a debt instrument or bond funding is utilized.
While a similar analysis is not available for the State Colleges,
their position is similar to that of the University as a consequence
of reduced public support for capital outlay.

Irends in budget requests and expenditures per student are examined
for both segments in Appendix D. There has been little discernible
change in the overall trend of State College operating requests

and price-adjusted expenditure levels over the last decade. The
University, in contrast, has experienced an apparent downward shift
during the past three years (as compared to previous trends) both
in the portion of its operating requests that have been approved
and in its price-adjusted expenditure levels per student. Both
segments have experienced a dramatic decline in State support for
capital outlay. For the 1969-70 fiscal year, final appropriations
covered only about one-third of capital requests.

5. Comparison with the State's Economy

It is often argued that public support of higher education should
be examined in the context of the general economic growth of the
State. Using such data, California may then be compared with
other states on the basis of "effort" and "ability."

The most recent, available data of this nature were contained in
a Council study, No. 68-11. It was noted that during 1965-66,
California ranked fifth among all states in per—-capita financial
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ability. However, California ranked relatively low in general tax
effort--outlays in relation to zbility--and ranked thirty-seventh
in the outlay of state and local taxes specifically for higher
education. The proportion of total state expenditures allocated

to higher education in California--11.7 percent--was found to be
significantly below the national average of 15.2 percent, resulting
in a "ranking" of thiriy-seventh according to this measure.

The relative impact of higher education on economic growth may also be
examined over a period of time. The following growth rates were re-
corded by California for the twelve-year period, 1958-59 thyough
1969-70. (See Appendix E, Table 1.)

Average Annual
Growth Rate (%)

Total State Population 2.9
Total St:ate Personal Income 7.4
State Personal I-come Per Capita 4.4

University and State College Enrollment 10.2
UC and CSC Enrollment-related Expenditures 16.4

The expansion of higher education as contrasted to general State growth
is obvious. During the period, as one might expect, State expenditures
for the current operations of the four-year systems increased from

-27 percent of total State personal income in 1958-59 to .65 percent of
personal income by 1969-70. In addition, tne share of the State budget
for current operations devoted te the University and State Colleges
rose from 6.1 percent to 10 percent, exhibiting an increase in every
year during the period, except 1967-68. There is little doubt that
similar trends occurred in other states during the same period.

Such comparisons of "effort and ability" may be misleading. The fact
that California exhibits high ability and relatively low effort may
simply mean that dve to operating economies, some of which may be
inherent in large scale operations, Califoraia is able to accomplish
its objectives more efficiently than other states. However, the mea-
sures used in this connection are extremely deceptive. An apparently
"able" state may be over-burdened with abnormal requirements for public
services other than higher education and, therefore, not be quite so
able.

On the one hand, it is possible to point to California's high financial
ability and low public tax effort for higher education in relation to
other =tates. On the other hand, student charges are lower and

the state share of costs higher in California in relation to systems of
higher education in other states. (See Appendix E, Tables 2 and 3.)
The use of such comparisons as criteria in the determination of student
charges does not appear to be particularly helpful.
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E. SUMMARY

The best theoretical method of determining the appropriate distribution
of student and public support of higher education is not completely
feasible because of the lack of information and the problems in measure-
ment associated with determining the cost, in terms of foregone earnings
and direct costs, and the benefits, botn social and private of higher
education. Therefore, additional, pragmatic, criteria need to be
employed, based possibly upon such considerations as (1) nationwide
patterns of students charges, (2) charging an arbitrary portion of

the costs of enrollment-related operations, (3) relating the public
support of higher education in some way to the State's economy, and

(4) raising needed revenues in the face of decreasing public finan-

cial support.

The first three considerations bear r~ apparent logical connection
to the "appropriate" distribution of State and student support of
higher education in California. The fact of decreasing public
financial support may be the most compelling basis for setting
student charges. In the State Colleges, these may be the same or
less than those for University students, depending upon which cri-
terion or set of criteria are chosen as a basis for determining
the State and student shares. None of the criteria appears to
justify a State College charge exceeding that of the University.

The specific options suggested are as follows. Increased charges to:

1. Fund program improvement over and above the existing (1969-70)
level of support--either in general, or for specific areas; or

2. Displace State support of the existing level of program ex-
penditures that exists during 1969-70; or

3. Achieve some combination of both, i.e., improvement in cur-
rent expenditure levels and displacement of State funding.

No increase in charges:
4. Continuation of existing "tuition-free" policy.

The existence of significant private returns to a student from his
higher education suggests that instruction should not be provided
entirely free of cost to him. It is noted that currentiy both the
University and State Colleges assess students a nominal charge for
instruction. The University Registration Fee contains $27 per year
for laboratory fees and the Materials and Service Fee in the State
Colleges includes $41 per year for instructional expense. The ex-
penditures from both these charges are for purposes that are defined
in the Master Plan as tuition supported.
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Under existing policy, however, the individual student and his
family make a substantial investment in, and, in fact, assume the
major share of the real cost of higher education. Consequently,

if student charges are to be increased, it would seem that such
Increases would necessarily be moderate in nature. Of the options
presented to the Council, therefore, the option calling for charges
to fund only improvements (over and above 1969-70 levels of State
support) most closely approximates a "moderate" increase. Increases

designed to further displace State support, in this context, clearly
would be less preferable.




CHAPTER III

USE OF STUDENT CHARGES

Council consideration of the use to which student charges are to be
put may encompass several concepts simultaneously. On the one hand
charges may be used for certain expenditures:

i. Capital outlay; or
2. Current operations; or
3. Both.

In addition, charges may be used in conjunction with debt instruments,
for the retirement of bond obligations, or simply as a part of the
total current financing on a "“pay-as-you-go" basis.

On the other hand, any one or several of the following may be
supported, in whole or in part, from student charges:

l. Instruction.

2. Student services.
3. Student aid.

4. Research.

5. Community services.

For example, student charges could be allocated solely to con-
struction of instructional facilities; or they could be devoted to
facilities and current operating costs of instruction. As an alter-
nate, the income from the charges might be used simply as a source
of income for the general fund.

A. OBJECTIVE OF USE

The basic question is whether student charges shall be used for
current operations,capital outlay, or both. Many of the consider-
ations here relate to the question of debt-instrument use. If
charges are used for current operations, they support the purchase
of services - such as teaching and other institutional support -
that are used up during the same year. 1In contrast, if charges

are used for "pay-as-you-go" capital outlays then students are
paying for the construction of physical facilities that will be used

-19-




-20-

primarily by other students during the future life of the
building.

Data for other states indicates that student charges are much
more frequently used for current operations than for capital
outlay. During 1965-66, for example, only 3 to 4 percent of all
student charges supported capital outlay, while the remaining
96 to 97 percent supported current services. (See Appendix F,
Table 1.) Only the construction of student centers, residence
halls, and certain student-service facilities at the University
have been supported by student charges in California.

1. Debt Instruments vs. Pay-As-You-Go Financing

Traditionally, California has used debt financing for construction
of capital facilities for higher education. At the same time,
current revenues have been used to support current operations.
Recently, however, the State has moved in the direction of using
current revenues -''pay-as-you-go" support- for capital outlay.
Student charges have not been used in California in conjunction
with debt instruments except, as noted above, to amortize the
costs of student centers and certain student-service facilities

at the University.

a. Arguments for the Debt Instrument: Several arguments may be
advanced for using the debt instrument to support public activities,
aside from its usual use as a stabilization tool by the federal
government. Uneven trends in the demand for higher education,

which are characterized by enrollment peaks and valleys, render
current financing unfeasible in some cases. For example, the
demands upon institutions of higher education are currently at a
relative peak to accommodate the postwar baby boom. The elasticity
of the State tax structure is approximately proportional in that
revenues increase roughly in a one-to-one relationship to income.
The growth in the tax base is associated primarily with an age group
in the population that is growing less rapidly than those who re-
quire public services. As a consequence, there may be periods
during which the revenue supporting the current and capital operating
budgets is unable to keep pace with needs. During such periods, the
real levels of higher education programs might be maintained through
the use of bonds (borrowing), much as in the case of traditional
capital budgeting.

Mocst of the social benefits from higher education accrue to

society long after instruction has been completed. Payments of
interest and principal on state bonds that are spread over a period
of twenty-five years, for example, fall upon those taxpayers who
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will derive the principal social benefits from instruction carried
on at the beginning and during that repayment period.

A slightly different argument may be utilized in connection with the
private benefits of higher education. In this case, if student charges
are to be used for capital facilities, the financial arrangement most
closely related to benefits received is the debt instrument whereby
students, in effect, pay rent for use of such facilities.

b. Arguments Against the Debt Instrument: The primary argument
against the use of debt instruments is the implied loss of future
capital that results when private investors participate in public
projects rather than in private capital investments. This augument
is somewhat mitigated if the public expenditure is for capital
investment, i.e., for physical facilities. (Indeed, it can be
argued that educational expenditures for current operations,

as well as for capital facilities, may be classed as an invest-
ment in human capital.)

In addition, it is possible that some net flow of wealth from
California to other states results as a consequence of bond
purchases by people residing outside California. In this connec-
tion, it may be noted that approximately two-thirds of principal
and interest payments on California's general obligation bonds

are made through the Treasurer's field offices located outside
California. A secondary consequence of debt-instrument use is

a possible redistribution of income from the less wealthy (general-
fund taxpayer or student and his family) to the more wealthy
(institutional investors).

c. Feasibility of Pay-As-You-Go Financing: A more important
consideration, however, may be the feasibility of using pay-as-you-
go as opposed to debt financing instruments in various situations.
As noted, a recent study of University capital requirements to the
year 2000 indicated that a flat $200 charge,accompanied by student
aid, could feasibly support such needs only, however, if utilized
in connection with a debt instrument. The method proved to be
infeasible if utilized on a pay-as-you-go “asis. Therefore,
besides the logical basis for debt instruments, there are also
arguments regarding the feasibility of a pay-as-you-go approach.

d. The Debt Instrument in New York: A particularly interesting

example of debt financing is the method by which the capital
construction is funded for the State University of New York. While
general obligation bonds issued by the state are used to support
land acquisition and health service facilities, the construction
of dining halls and academic facilities is supported by bonds
issued by the State Housing Finauce Agency. The principal and
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interest payments on such bonds are, in turm, supported by'annual
rentals" comprised of (1) student tuition, (2) hospital and

clinic patient fees, (3) food service fees, and (4) other miscel-
laneous fees, all of which are administered through the University
Income Fund. (A detailed statement of the program is attached in
Appendix G.)

The amount of bonds issued in any fiscal year is limited by the
debt-service requirements on all issues outstanding, which are

met by the income from tuition and other fees deposited in the
University Income Fund during the preceding year. For example,

debt service requirements for 1969-70 are estimated at $56.4
million; total income is estimated at $98.6 million. Student tuition
and fees will account for 47 percent of this income. The $43.2
million difference that is not used for debt service will be used to
support the operating budget. The program has been in effect since
1963 with an unchanged schedule of charges to resident students of
New York.

B. SUPPORT OF FUNCTIONS

Any one or several of the following functions may be supported
in whole or in part from student charges: (1) instruction,
(2) student services, (3) student financial aid, (4) research,
and (5) community services.

1. Instruction, Research, and Student Services

As noted earlier, California policy has restricted the use of
student fees to student services, with charges for instruction
levied only upon students taking extension work, some adults in
Community Colleges, nonresident students, and resident students in
certain professional schools of the University. (See Appendix

B for current policies and listings of University and State
Colleges charges.)

In principle, resident student charges have not been used for
instruction in California and taxpayers have not been expected

to pay for certain student services. In practice, however, both
consequences have occurred to a limited extent. Student charges
have not been used in California for organized research or for
specific community services. National data indicate that student
charges are only rarely used for organized research. The use of
charges for organized activities is more frequent, though it varies
markedly from state to state. (See Appendix H.)

2. TFinancial Aid

Recent Council policy regarding the use of student fees did not
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resolve the issue of the use of student charges to provide for

financial assistance to other students. Currently, $70 of the
$300 University Registration Fee is used for grants and the admin-

istration of grants. In the State College system, $10 of the
$102 materials and service fee is used for administering grants,
though none of the fee is used for the actual grants taemselves. r
During 1965-66, sixteen of forty-eight states reported the use of :
student charges to provide student financial aid, the use ranging
from 4 to 15.2 percent. Of the total charge, the average use among |
such states was 5.5 percent. It is likely that the University's i
use of approximately 23 percent of its student charge for student
grants-in-aid is one of the highest in the nation.

The normal sources of student financial aid are discussed under
"techniques" below. The arguments for State support of this function
have already been noted. In essence, equality of economic and
social opportunity, which may be accomplished in part by equality
of educational opportunity, is the basis for financial assistance
to those students who cannot pay the cost of education. This
activity, which serves to redistribute wealth among either this
or future generations, is usually cited as one of the legitimate
reasons for government intervention in higher education. Since
student assistance seems directed largely to the social, as
opposed to private, benefits of education, it may be argued that
the State should support such an activity.

3. Community Service

Student charges are not frequently used to support specific com-
munity services except possibly where such services, as a result of
organization policies, encompass programs of continuing education.

C. RESTRICTED FUNDS

Another aspect of use concerns the '"general fund vs. restricted-
fund" argument. It is often argued that the only way to insure
that an income source is used solely for its ''designated' purpose
is to administer the income through a restricted fund, thereby
separating it from revenues used for general purposes. In practice,
however, the relative distribution of State and student support is
more often determined simply by the size of the final State appro-
priation than by the technical characteristics of fund management.

As an alternative, specific designation of the use of income from
student charges could be made. In addition, care could be t aken
not to increase the budget of, say, organized research when
realized student charges exceed estimates, or not to decrease
State support simply because revenues from student charges
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are growing faster than the services for which they have been
designated. (In such a case, charges should be decreased). In
this way, general, rather than restricted or special, funds could
be used in the administration of student charges.

U. SUMMARY

Policy on the use of student charges could avoid specific

reference to any particular use or function, simply assigning
possible revenues to general purpose use. This approach, however,
seems to avoid some important questions of equity and feasibility

in connection with the student charge. Therefore, it would seem

that policy regarding the use of charges should indicate an explicit
functional use and contain specific reference to designatiou

by object of expenditure (e.g., capital outlay vs. current operations)
and possibly indicate a preference for either a pay-as-you-go
approach or debt instruments.

If charges are to be used for capital facilities, the arrangement
most closely related to the private benefits received is bond
financing. Use of bond financing may also guarantee that expend-
itures for certain purposes from a given charge are sufficient to
compensate for uneven trends in the demand for higher education.

A pay-as-you-go arrangement would put students in the position
of purchasing services (of a capital nature) that would be used
by other students for perhaps three to four decades after the
original purchaser had graduated. In addition, student charges
would be higher and might well fluctuate radically from year to
year if based upon an as-needed, pay-as-you-go arrangement.

The usual argument in opposition to bond financing is the implied
loss of future capital that results when private investors place
their funds in public rather than private capital projects. This
argument is virtually negated if the public expenditure itself is
for capital investment, i.e., for physical facilities. (Indeed
it could be argued that educational expenditures for current
operations, as well as for capital facilities, represent an in-
vestment in capital--in this case human capital.)

Secondary objections to the use of bond financing are based upon
a possible flow of wealth to bond purchasers outside California
and a possible redistribution of income from the less wealthy
(general-fund tax payer or student and his family) to the more
wealthy (institutional investor).

According to the description of the private and social benefits,
it seems generally that organized research and public service
may be appropriately supported by the public sector and by iden-
tifiable users, respectively. On the other hand, a portion of
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instruction and student services, i.e., enrollment-related ex-
penditures, is an appropriate use for expenditures from student
charges.

The use of student charges to provide student financial aid may
not be valid. Recent Council policy regarding the use of student
fees did not resolve the issue. Currently, $70 of the $300 Uni-
versity Registration Fee is used for grants and the administra-~
tion of grants at the University. In the State College system,

$7 of the $102 Materials and Service Fee is used for administering
financial aids, though none of the fee is used for the actual

aids themselves.

The arguments for State support of student financial aid are
substantial. In essence, equality of economic and social oppor-
tunity, which may be accomplished in part by equality of educa-
tional opportunity, is the basis for financial assistance to
students unable to afford the cost of education. This activity,
which serves to redistribute wealth either among this or future
generations, is usually cited as one of the legitimate justifi-
cations for government intervention in higher education. Stu-
dent assistance seems directed largely to the social - as opposed
to the private - benefits of education. Consequently, it may be
argued that the State rather than student and his family should
support this activity. (If the State were to assume responsi-
bility for those financial aids currently supported by student
charges, approximately $8.5 million - $7 million, University;
$1.5 million, State Colleges - in General Fund support would be
required during 1970-71.)

In ChapterII, the use of student charges to replace decreasing State
Support was noted as, perhaps, the most operational criterion for
setting student charges. In this regard, there has been a significant
decline over the past three years in public support for capital outlay
at the University and the State Colleges. The obvious need for a
source of income to provide for capital outlay funds that are no longer
available, coupled with the argument for a moderate increase in charges
(in Chapter I1), suggest a policy of: increased charges for (1)

funding improvements over and above the level of existing (1969-70)

State support, with such charges to be used for (2) capital outlay
purposes.

‘wm T




CHAPTER 1V

TrCHNIOUES 1N ADMINISTERING STUDENT CHARGES

Anoiher policy determination that may be reached independently of
the preceding issues of distribution and use is the technique by
which charges are to be levied.

The following alternative techniques are discussed.

1. Student charges in conjunction with a comprehensive
loan program. Examples of this alternative are the
"educational opportunity bank" proposed by the Na-
tional Panel on Educational Innovation, and the
"learn, earn, and reimburse' proposal of California
Assemblyman Collier.

2. Graduated student charges based upon financial abil-
ity. Examples of this alternative are the proposal
by California Assemblyman Monagan and the tuition
policy employed by Michigan State University until

recently.

3. A "flat" student charge in conjunction with student
financial aid for those unable to meet the additional
cost. This is the most commonly used technique in
higher education.

4. A differentiated student charge in conjunction with
student financial aid. The differentiated charge
would be based upon either a benefit or cost con-
cept, i.e., by field or level of instruction.

5. Voucher system. Under this system, the student charge
is deducted from the cost of education. The remain-
der, which constitutes the State support, is given to
the student via a '"voucher" and he then selects the
institution he wishes to attend.

The student charge may be set at any level under any of the tech-
niques. A basic difference among techniques is the way in which
financial assistance is provided for students who cannot afford

the increased charge. In addition, the cost of administering a
particular technique may be examined. The main criteria involved
in the choice of technique, therefore, are efficiency and equity.
Some one or several of the techniques may be less expensive to
administer than others. At the same time, considerations of equity
for those who must bear the burden of the increased charge are
also relevant to the choice of technique. Each of the techniques

-26-
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is discussed below, under the assumption that student charges are
to be increased. The opposite policy, a decrease in student charges,
does not necessarily have opposite implications in each case.

A. COMPREHENSIVE LOAN

The burden upon the household (student and his family) is increased
by an increase in student ~harges. Under the "comprehensive loan"
technique the implied objective is to shift this financial burden
to the student, rather than to his parents, as is generally implied
by the other techniques. For example, the comprehensive loan pro-
posal of the Educational Opportunity Bank is predicated upon
"making students responsible for their own educatien”.

The essential difference between this technique and the others is
that the additional financial assistant required by an increase in
student charges is met entirely by loans rather than by a combina-
tion of parental support, work, loans, grants, and student savings,
the elements that constitute the usual financial aid '"package".

There are two distinct types of comprehensive loan programs. One
employs a fixed repayment (bond-type) method. A current example
of such a program is the "learn, earn and reimburse" proposal of
California Assemblyman Collier. Under this plun student charges
could be deferred by individuals who sign notes for the cost of
instruction. The principle and interest on these notes would be
repaid according to a highly progressivz schedule of payments that
are based on annual income, marital status, and type of degree
earned.

The second type of loan program involves a contingency repayment
(stock-type), of which the Educational Opportunity Bank Plan is an
example. The student may borrow the amount needed to cover tuition,
fees and subsistence, including room and board charges. In ex-
change for the loan, the borrower pledges a given percentage of his
annual gross income for a fixed number of years following grad-
uation. The panel that recommended this program estimated that
such a bank (at the federal level) would be self-sustaining if,

for every $3,000 borrowed, it charged the borrower 1 percent of

his annual gross income for thirty years.

1. Concept

In concept, such loans amount to borrowing for investment in human
capital. A primary justification for publicly sponsored ioan pro-

grams is that the capital market for higher education is at a dis-
advantage relative to the market for physical capital. This is
due to several factors:
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1. Risk to the.lender: There are no tangible assets the
lender may "repossess" in case of default by a borrower,
the student.

2, Uncertainty: For the individual, there is a great deal
of uncertainty as to his ability to complete his educa-
tion, and therefore uncertainty as to the level of his
future earnings.

3. Tax treaiment: Human cepital depreciates, but it is
not given treatment similar to that afforded material
capitz1l for tax purposes, i.e., the machine is taxed
upon income less depreciation.

4. Rates of return: The difference between social and pri-
vate benefits from education resulc in a difference be-
tween social and private rates of return. Because of
this, there is a less-than-optimal amount of investment
funds available for higher education borrowing.

2. Other Considerations

The loan technique involves certain other considerations. Low-
income households generally have more difficulty obtaining loans
than high-income households because of a smaller promise of future
income and a lack of present capital assets as collateral. In
addition, low-income households are generally less well informed
regarding investment and borrowing opportunities.

The use of low-interest rates for higher education loans, i.e., the
use of public subsidy to provide for the social benefits, results
in a shift of income from the taxpayer to the student borrcwer.
Data indicate that the student borrower is more likely to be from

a high-income household than is the general taxpayer. On the other
hand, loan programs do provide greater uniformity in borrowing
opportunities for students, since they partially eliminate the

risk attendant to the individual borrower.

Another difficulty with the loan technique is the treatment of
women. The basic problem lies in determining the point at which
a woman leaves the paid-labor force. The Educational Opportunity
Bank attempts to solve this problem through the use of a "percent
of family" income in conjunction with the opportunity of separate
filing. In this regard, the Collier proposal described below does
not discriminate against marriage but does include disadvantages
for working wives.
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In all loan programs the full impact of loan repayments is generally
not felt for several years after initiation of the program. Under
the Educational Opportunity Bank proposal, revenues would be forth-
coming at the time the first borrowers graduate.

3. Collier Proposal

The revenue implications of the Collier proposal are less clear.

Specific language in the bill results in several options being
available to households:

1. The household may decide to forego a loan and pay
currently.

2. The household, while able to pay currently, may execute
a note. The note is repaid immediately following grad-
uation through the form of a contribution to the insti-
tution, thereby avoiding interest repayment and reaping
tax benefits.

3. The household m-y execute a note, and either the student
or the parents repay the principal and interest according
to the repayment schedule stipulated.

No data are available to indicate which of these alternatives will

be preferred by any particular household. Consequently, accurate
estimates of revenues to be derived from the Collier plan are vir-
tually impossible. One may assume that a certain number of households
are sufficiently uninformed about the long-run implications of

various investment options that they would participate on a pay-
as-you-go basis. It cannot be determined whether this latter group
represents 2, 5, 10, or 15 percent of the total enrollment in higher
education.

The incidence of immediate repayment on notes approximately four to
five years after borrowing likewise cannot be determined. Finally,
it is possible to estimate the distribution of earnings subsequent

to graduation and thus approximate the repayment time for those who
might repay under the normal schedule. However, one cannot determine
the size of this group.

These options favor high-income groups, who possess the financial
ability and information on investment alternatives not generally
possessed by low-inrome groups. As a consequence, a ficancially able
household might rafrain from current payment and utilize these loan
funds for investments or other pu:poses. Some redistribution of
income from low- to high-income groups may result.

4., Summary

The contingency repayment loan plan, represented by the Educational
Opportunity Bank, is based on the concept of charging students for
the value of human capital developed, as measured in futura earnings.
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Since repayment is dependent on future earnings, this plan may be
more acceptable to low-income households than the fixed repayment
plan.

The fixed repayment plan of the Colliier bill is based solely upon
the costs of instruction and neglects the private benefits of higher
education as possibly measured by future earnings. The fixed repay-
ment loan discourages low-income groups from borrowing and may act

to reduce enrollments in certain occupational fields that, while
characterized by low annual incomes, are thought to contribute signi-
ficantly to society; i.e., social work, teaching, etc.

Contingency repayment loans possess relatively few administrative
problems. Borrowers simply repay their notes in the same way they
pay their income taxes. Compliance could be part of the more general
State tax compliance operation. Fixed repayment loans pose numerous
administrative problems. A number of these problems are explored in
Appendix I , which indicates the significant costs involved, such as
executing notes, storing loans, and collecting loanms.

In either type of loan, the emigration of individuals from Cali-
fornia to other states would seriously hinder the collecting of
loans and, in many cases, would result in the cost of collection
exceeding the amount of repayment due.

Finally, two other potential problems in the Collier proposal can be
cited: an extremely progressive repayment schedule, and the inherent
difficulty of measur ing the difference of the cost between graduate
and undergraduate instruction.

B. GRADUATED CHARGE

This technique involves a differential student charge levied accord-
ing to the household's ability to pay. The measure of that ability
most often used has been family income. This technique is similar
to the others in that it is used in conjunction with an aggregate
increase in student charges. In contrast to the comprehensive loan
technique, the graduated charge places primary reliance on parents
for private support rather than on students.

The graduated charge, in addition, replaces the traditional financial
aid program by providing direct grants to individuals who need
financial assistance, rather than using loans, work, etc.

1. Monagan Plan

Two current examples of the graduated charge are available. First,
there is the graduated resident-fee plan proposed by Assemblyman
Monagan to the California Legislature during the 1969 Session
(Assembly Bill 468).

L™ N
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Students who are not self-supporting and report "adjusted gross
[family] incomes" in excess of $10,000 are subject to a fee
schedule such as the following:

Income Fee
$10,000 - $10,500 $ 24
$10,501 - $11,000 48
$40,001 - $45,000 750
$45,000 798

There is a further provision to account for a houszhold with more
than one dependent in college.

Certain students are exempt, such as veterans and self-supporting
students who report incomes less than $10,000. Self--support at
the undergraduate level is defined as not being claimed as a de-
pendent, receiving no support from parents or guardians, and not
having lived with parents or guardians for at least one year, ex-
clusive of campus residence. At the graduate level the self-
supporting individual is defined as one who contributes at least
$1,500 annually for his education and who is not claimed as a
dependent.

2. Michigan State Plan

Second, there is the "sliding-scale" fee plan used during the past
two years at Michigan State. This plan was unlike the Monagan pro-
posal in that the official fee was a flat charge of $368 for under-
graduates and $388 for graduates. To be eligible for a lower fee,
a student had to apply for a fee reduction, which was based on his
parent's gross annual income according to the following schedule:

Annual Family Income 1968-69 Fee
1. More than $18,400 $368
2. $12,300 to $18,400 2%Z of family income
3. Less than $12,300 $246

Students receiving scholarships of $190 or more were not eligible.
When the plan was initiated in the fall of 1967, graduate students
were not eligible for fee reductions and there was no provision for
families with two or more students. These situations were subse-
quently corrected.
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The sliding-scale plan is being discontinued by Michigan State this
fall (1969). The established flat fee will be continued but the |
provision for a fee reduction is to be replaced by increased use of
the traditional financial aid '"package.' The increase in the amount
of financial aid resulting from the flat fee will approximate the
amount of indirect aid represented by the previous fee reductions.

The major difficulty in administering the plan is reported to have
been in making decisions on fee reductions for students already
receiving scholarships or other financial aids. Concern about
"invasion of privacy" in requiring income information proved to be
somewhat less troublesome.

3. Administering the Graduated Charge

Several alternative procedures may be used to administer the
graduated charge. A recent study by the University of California
suggested the following general procedure:

An application for fee determination would be made avail-
able to each student. The application would provide the
basis for determining exemption, if any, (certain veter-
ans, nonresidents, etc.) and would be accompanied by a
form on which the student or his parent (or other person
responsible for his support) would enter the amount of
adjusted gross income appearing on the applicable State
Income Tax form for the calendar year preceding the be-
ginning of the quarter for which the fee is to be assessed
and would certify to its accuracy. The fee would then be
determined directly from the graduated fee table. It
would be collected, together with the University Regis-
tration Fee and other compulsory fees, at the time of
registration.

The procedural cost may be estimated by reference to the exper-
ience of Michigan State University. During 1968-62, Micliigan State
officials processed approximately 17,500 fee reductiou applications
at a total cost of about $55,000, or slightly more than $3 per
application.

The graduated fee proposal is sufficiently similar to the tech-
nique employed at Michigan State that similar unit costs of ad-
ministration would likely result. It should be noted, however,
that the volume of fee determinations would be much greater.

The following distributions of enrollment are estimated for the
University and State Colleges:11
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State
University Colleges
Non-residents .10 .03
Self-supporting .09 .26
Veterans { .12
Taking less than six units .11 .20
Reporting less than $10,000 income .23 .14
Reporting more than $10,000 income 47 .25
1.00 1.00.

Under the graduated fee plan, therefore, about one-half of Uni-
versity and one-fourth of State College students would pay a fee.
Only a small number of students would consider the fee reduction
sufficiently nominal to forego applying for it. Most students
would apply for reductions. It is quite possible that as many
as 95 percent of enrolled students yould request fee determina-
tions in the State Colleges and the University.

Various estimates of the costs of administering the graduated
fee in the two public segments are as follows:

Academic State State
Year Universityl2 Colleges12 Colleges13
1970-71 $273,000 $603,000 $ 917,000
1971-72 286,000 667,000 948,000
1972-73 299,000 724,000 1,004,000
1973-74 314,000 784,000 1,061,000
1974-75 330,000 842,000 1,118,000

4. Equity Considerations

The use of financial independence and "adjusted gross income”
as measures of ability to pay pose numerous difficulties.

The criteria for self-support are not extremely rigorous and re-
sult in substantial numbers of exemptions, particularly at the
graduate level.

The use of adjusted gross income as an index of ability to pay
ignores certain important varizbles: number in the household,
assets, and extraordinary expenses. (Notably, only one-half of
realized long term capital gains are even reported in adjusted
gross income.) As a consequence, it is possible that some stu-
dents reporting family income in excess of $10,000, but coming
from large families with virtually no assets, may require finan-
cial assistance if they are to attend college. At the same time,
students from small families reporting lower annual incomes, but
with substantial assets, would not be charged even though better
able to pay.




form of direct grants. There is no provision for the loans or
working aid as part of the assistance to those unable to afford
the fee.

A major problem in the administration of the Michigan State

Plan was the handling of other types of financial aids received

by the individual who applied for a fee reduction. This problem |
renders the consideration of equity that much more difficult and {
may well increase administrative costs, particularly if the tra-

ditional financial aid methods need to be invoked anyway.
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In addition, all financial aid under this technique is in the

C. FLAT CHARGE, WITH TRADITIONAL AID PROGRAM

This is the traditional technique whereby all students are
assessed an equal charge. The charge is then adjusted by finan-
cial aid according to the student's financial ability and sub-
ject to the institution's resources. The result is that finan-
cing for the student's investment in higher education is not
primarily of one particular form, such as the direct grant in

the graduated fee plan. Rather, depending upon the degree of
sophistication of institutional aid programs, packages of finan-
cial aid (which include three quite distinct forms: loans, grants,
and working aid) are utilized.

1. Administering the Traditional Aid Program

The usual procedure is to determine first the costs of education.
These include the student charge (tuition and fees) and subsis-
tence - room, board, transportation, and other personal expenses.
Costs are then adjusted to reflect the contribution that may be
reasonably expected from the household. This contribution usually
is based upon household income, assets, number in the household,
and any extraordinary expenses. In addition, the household con-
tribution is increased to reflect the student's summer earnings
and personal savings. Any remaining difference between costs
and household ability is made up by the institution, utilizing

a financial aid package that includes grants, loans, and work in
various proportions, depending both upon the individual case and
the availability of each of these resources in the institution.

Ideally, this arrangement enables an institution to tailor its

aid to individual needs. For example, an individual reporting
moderate financial circumstances, but exhibiting only marginal
scholastic ability, may be assisted with a package consisting
primarily of loans plus direct grants. On the other hand, a

very bright student from extremely low financial circumstances
could receive a package made up primarily of a grant plus some
working aid. The flexibility of the technique is readily apparent.




=35~

In practice, limitations on institutional resources may limit
flexibility. Another administrative difficulty is that parents
do not always contribute the amount of student support expected.
Low income households often contribute more than is expected.
Conversely, high income households very often contribute less.
One possible solution to this problem is to provide loans as a
form of aid to students whose parents do not provide the expected
support, even though it is within their financial means. In *this

way the student is able to attend., but the apprcpriate porticn»
of his financial support continues to rest with the private rather

than with the public sector.

A comparison of financial aid distributed by institutions in
California and elsewhere across the nation is shown beiow.l4

Distribution of Institutional
Financial Aids
to Undergraduates

University Stzce Colleges Nationally

1966-67 1966-67 1967-68
Scholarships, grants .30 .14 A4
Loans .43 .52 .32
Working-aid =27 .34 <24
1.00 1.00 1.00

There appears to be a somewhat greater emphasis upon loans and
working aid in California than in other states. At the same time,

direct grants account for a greater share of aid "packages" else-
where.

It is important to note that each type of financial aid is quite
distinct. Low interest loans do, in effect, amount to a small
public subsidy, but may deter indjividuals from low-income house-
holds who perceive a low promise of future earnings and lack present
capital assets as collateral. Working aid, in contrast, involves
no future obligation, but it generally should not be used for
students of marginal scholastic ability. An added benefit of
working aid results from a student being employed in a position
directly relevant to his field of study, e.g., the teaching or
research assistant. The third type of aid, the grant, bas:d on
either financial or scholastic ability, or both, generally involves
no obligation other than attendance.

2. Administrative Costs

The cost of administering traditional programs of financial aid
is based upon the number of individuals applying for ass:stance,
the complexity of determining financial need, and the narure and
amount of the aid available. In contrast to other areas of insti-

tutional administration, it is possible that significan: economies
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) . ) : : " 1"
of scale do not exist in this area, since even existing 'need
cases presumably must be reexamined annually for changes in costs
and in individual financial situations.

It is estimated that administrative costs of financigl aid programs
amount to some 5 percent of the actual aid granted. It is also
possible to estimate the financial aid required in the event of a
flat charge that would provide revenues comparable to those of a
graduated charge, i.e., $200 at the University and $100 at the
State Colleges.

On the basis of these charges, the following administrative costs

for the traditional financial aid program are noted:16

Academic State
Year University Colleges
1970-71 $250,000 $443,000
1971-72 270,000 440,000
1972-73 290,000 531,000
1973-74 315,000 575,000
1974-75 345,000 618,000

D. DIFFERENTIATED CHARGES

This technique would first group s‘tudents homogeneously on the basis
of educational objectives — perhaps by subject field or academic
program — and would then differentiate the charge according to the
costs and benefits, both private and social, resulting from instruc-
tion in each field or program. The relative amounts of public
support and student charge would be developed for each group ac-
cordingly. In conjunction with this determination, the student
charge could be differentiated further according to criteria of
financial ability that reflect differences in private demand. The
latter consideration is in accord with the traditional aid program.

Differentiated charges have not been extensively used by institu-
tions of public higher education. There are well-known exceptions,
however. Charges to students enrolled in professional schools such
as health sciences and law, are generally higher than charges to
those enrolled in other curricula. This is currently the case at
the University of California, where law students pay a registration
fee that is $150 more than the regular student fee. In addition,
an annual resident tuition of $250 is charged to students in
medicine, $200 in dentistry, and $200 in pharmacy. In some insti-
tutions, graduate students are charged different and normally
higher rates than undergraduates. The State University of New York,
for example, charges resident undergraduates $425 per year and
resident graduates $625.
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Differentiating student charges on the basis of costs and beaefits
may be the most efficient method of pricing higher education. This
approach is based on the premise that instructi-s in different fields
at different levels constitutes distinctly cifferent outputs, rather
than on the more traditicnal premise that “‘reats all instruction as

a relatively homogeneous cutput.

The obvious difficulty in this technique is its practical applica-
tion. Although relative costs of instruction can be determined,
aggregate social benefits from education have not been, and may

not ever be, quantifiably measured. The notion of measuring dif-
fering social benefits by field appears even more remcte. By
contrast, measuring the tangible private benefits tc students in
various fields and the cost of conducting programs in such fields

is certainly feasible, although possibly some years in the future.
However, to set subsidies and charges by field of en<eavor without
accurate distinction of the different social rcturas from such
fields could create a significant and possibly uudesir~ble: relistri-
bution of students among occupations. For ex: mple, ~ertain ficlds
for which future lifetime earnings and privatc demand arc extremely
low may possess a greater social return than other fields that exhi-
bit higher private returns. In order to assurc enrollment in these
socially desirable fields, substantial public subsidy of costs may
be necessary.

Revenues may be derived from this technique at any aggregate level,
just as in the other techniques.

There is no way of estimating the ultimate administrative costs.
Much of the cost would be involved in research to obtain adequate
measures of costs and benefits. This technique wnuld probably

cost less to administer than either the "compreh:nsive loan'" or
"voucher'" methods; but would doubtless be more costly to administer
than either the 'graduated charge' or "flat charge" methods.

-

E. VOUCHER SYSTEM

The rationale for public subsidies to provide the social benefits that
result from higher education is clear. The public sectcr may establish
such programs itself or utilize the private sector to accomplish the
same objectives. A system of vouchers for higher education would
employ a concept of public support and use of both public and private
institutions.

A possible voucher system to be used in conjunction with an increase
in student charges could be formulated as follows: once a student
becomes eligible for a particular type of institution, a voucher
representing the amount of public subsidy of the cost per student

at such an institution would be granted to the household (student
and his family). The household would then take the voucher and in
combination with its own resources, purchase the year's education

at the institution of its choice, which would be either privately

or publicly managed.
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A voucher system similar to this has been proposed in several instances
for elementary and secondary education, and was actually used in the
public school system in Virginia. A similar proposal was introduced
in the California Legislature by Assemblyman Campbell during the 1969
Regular Session. Under his proposal the money would be given to stu-
dents rather than the school districts. Only those students subject

to compulsory school attendance laws were included. Higher education
was excluded.

The range of the amounts of the vouchers may vary dramatically.
At one extreme as currently practiced in California there may be
a limited number of such vouchers distributed to individuals on
the basis of some criterion such as scholastic ability. At the
other extreme would be a system in which public subsidies in the
form of vouchers were granted to all individuals without regard
to any criterion other than the mere fact of college attendance,
allowing them to purchase an education 4t any public or private
institution. Under the latter, more comprehensive system, the
primary distiuction between private and public institutions would
be their management rather than the distribution of their support
between public and private sources.

1. Consequences

Proponents of a voucher system argue that there would be a signi-
ficant increase in the degree of "consumer' choice regarding
enrollment at a particular institution of higher education. The
resulting increase in institutional competition would result, it
is argued, in incentives for institutions to improve their effic-
iency and thereby attract greater numbers of students. A possible
consequence of such an arrangement also is an increzse in the
diversity of educational programs and practices among all insti-
tutions whether public or private.

A consequence of the competition cited above, however, vould be

an increase in advertising by instituticus. Given the difficulties
the individual encounters in evaluatiug the returns from higher
educatior;,, it is quite possible that throvgh micleading inform~-
tion, institutions of low quality could attract large numbers of
students. It is possible also that a :onsequence of such compe-
tition would be an increase ia thc nvmber of institutions, a
decrease in the average size of operaticu, and a resulcing increase
in the unit cost of educating students.

There is little doubt that if all vouchers wers equivalent, high-
cost, and presumably high-quality, institutions would be available
only to the more wealthy. Poorer households would h.ve to be con-
tent to purchase cheaper education at irnstitutions of presumably
lesser quality. The consequence, of course, would be a significant
reduction in equality of educational opportunity and the subsequent
redistritution of the economic beuefits that education :ttempts to
bring about.

prapm— T
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In the absence of any public subsidy, the demand for higher educa-
tion by two families of differing financial ability would be con-
siderably different. Consequently, the introduction of public
subsidy via vouchers of equivalent value to all households wculd
not appear to result in an optimal provision of education, since

the benefits to the community of educatine individuals from such
differing households may be substantially different. More simply

put, the individual from a low-income family may not attend an
institution of higher education at all in the absence of a public
subsidy, while an individual from a high-income family might well
be able to pay the entire cost of his education without resort to
public subsidy. To achieve an aggregate level of education that
accounts for both the social and the private demand on the part
of the community appears to require, therefore, vouchers of dif-
fering size to households of differing financial ability.

2., Administration

The administration of such a system would appear to require a sub-

stantial, centralized effort in determining financial ability for

all California households with students enrolled in higher educa-

tion. There are no data on any such operation that would provide

an indication of the administrative costs of such a plan for {
California.

A voucher plan would likely result in a redistribution of students
from public to private institutions, depending upon the cost level
utilized in determining voucher amounts. Given existing admission
requirements and assuming differentially priced vouchers, a sig-
nificant redistribution of students among the public systems seems
unlikely even in the long run.

. AT R L

F. SUMMARY

The student charge may be set at any level under any of the tech-

niques. There are, however, basic distinctions among the techniques

having to do with the way in which charges are set and financial

aids are provided; timing of income, procedures and cost of admin-

istrationy and implications regarding those who must bear the added 1
charge.

Comprehensive loan programs, in shifting some of the burden for
support of higher education to the household, would place primary
; reliance upon the student, rather than parent, as is implied in the
{ other techniques. The use of loans to finance student charges,
particularly the fixed-repayment type of loan may result in signi-
ficant discouragement to individuals from low income households in
their attempts to finance a higher education.
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The graduated charge, in contrasi, relies more upon parents. It
measures ability-to-pay solely on the basis of household income,
possibly negle:ting other important considerations such as the
number in the household, assets, extraordinary expenses, etc. The
loan proposals examined here have no provision for measuring need.
Any student could execute a note to finance his education. Both

the differentiated and flat charges utilize the traditional student
financia' aid approach wherein a number ot factors are comsidered

in determining need, and aid is provided in a "package," which
very often is a combination of grants, loans, and working aid to
the same individual. The voucher system might well utilize a
similar system.

Depending upon the level of charge set, there is little difference
in the flow of income from each of the techniques, with one ex-
ception. Significant revemues would not be forthcoming under the
comprehensive lcan technique until, perhaps, four to five years
after the inception of the program.

The administrative costs of the comprehensive loan are likely to

be higher than the costs of the other techniques discussed. Prob-
lems of emigration, default, and the numerous other factors involved
in the storage and collection of notes constitute the main compo-
nents of such costs. The primary cost of the differentiated charge
would result from the need for detailed cost-benefit data that may
not be available for a number of years. The voucher system implies
substanti.l cen*ralized machinery to determine voucher amounts for
numerouvs individuals of differing finmancial ability, attending
institutions of differing cost.

The graduated charge and the flat charge with student financial aid
appear to pose the least administrative burden. While the graduated
charge appears to be the more simple procedure of the two, available
evidence indicates that the administrative costs for this technique
may well be greater than those incurred under the alternative
technique. The need for utilizing traditional aid programs even
under the graduated ch--ze technique renders this conclusion all the
more valid.

The traditiec 2l student financial aid technique appears to be far
more equitable in its identification of need and subsequent dis-
tribution of aid than does the graduated charge technique. The
latter technique utilizes an zbility-to-pay criterion-adjusted gross
income-that totally neglects factors commonly used in administering
the traditional financial aid program.

The total amount of student financial aid required under each plan
is simply a function of the amount of fee charge involved. It
happens rhat the particular graduated-fee scalr ‘ned in thi:
paper would produce revenues which are compara2ts .o increased flat
charges of $200 at the University and $100 at the State Colleges.




CHAPTER V

REVENUE AND DIVERSION

The revenue producing 'potential" of increased student charges may
be examined as follows. An increase in student charges results in
a decrease in student enrollment due to the diversion of:

1. Students who can no longer afford the charge and transfer
to a cheaper institution or decide to forego further
education entirely; and

2. Students who, while they can afford the increased charge,
decide that the benefits gained from an education at the
particular institution are no longer worth the investment
and therefore transfer to another institution.

The "other" institution is not always a cheaper one. Given a price
increase at a four-year institution, the student, if academically
eligible, may decide to transfer to a more expensive private
institution.

A. DIVERSION FROM THE UNIVERSITY

" Very little data is available regarding changes in enrollment as a
result of increased student charges. A study by the University's
Office of Analytical Studies revealed the following behavior re-
sponses by students who, in answer to a questionnaire, indicated
they would leave the University if student charges were increased:

PROPORTIONAL DISTRIBUTION OF BEHAVIOR OF STUDENTS
LEAVING UC BECAUSE OF AN INCREASE IN COSTS

Attend a California State College .54
Attend a California Junior College 12
Attend a Private College or University

in California .11
Attend a College or University in

another State .12
Drop-out .11

TOTAL 1.00

On the average, enrollment was estimated to decrease by 3.5 percent
as the result of a $100 increase in student charges.17 The student
who, as a result of an increase in charges, can no longer afford to
attend the institution may in most instances be encouraged to remain
if offered appropriate financial aid. This assumes he still regards
the investment in education at the institution as "profitable." 1In
contrast, the individual who is still financially able may well be
"lost," since he does not qualify for a subsidy to cover the price
increase.
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Thus, estimates of revenue from increased student charges must take
into account the:

1. Decrease in enrollment as a consequence of those departing
individuals who do not qualify for financial aid, and

2. Cost of financing those, who because of economic circum-
stances, must be aided if they are to remain.

It is estimated that an increase in student charges at the Univer-
sity of $100 during 1970-71 would divert some 2,300 students from an
anticipated 97,000. About 1,000 of them could be retained by finan-
cial aid equal to the increased charge. (See Table 1.) The other
1,300 students who could presumably afford the cost increase but
would depart anyway, might be persuaded to remain if offered finan-
cial assistance. Such a policy would appear to be of dubious
validity, even though some of these individuals will discontinue
higher education altogether.

Total gross revenue from student charges, therefore, must be re-
duced by the costs of student financial assistance if one holds
that existing accessibility to higher education should be

maintained:
An increase of $100:

$§ 7.7 million Gross Revenue
-2.6 million Student Assistance

$ 5.1 million Net Revenue

An increase of $200:

$14.9 million Gross Revenue
-5.0 million Student Assistance

$ 9.9 million Net Revenue

In addition, t.e costs of administering the increased charge and
the costs of distributing new financial aids should be deducted
from these figures.

Note also, however, that if the traditionmal financial aid programa
is utilized, some portion of the aid may be distributed in the form
of campus employment, in which case the net revenue would need to
be modified slightly.

B. DIVERSION FROM THE STATE COLLEGES

Under commonly used standards, some 40 percent of State College
students have financial need. Approximately half of these students
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Table |

REVENUE AND ENRGLLMENT EFFECTS, INCREASE IN STUDENT CHARGES
UNIVERSITY OF CALIFORNIA 1970=71 to 197475

(in § millions, current)
Total
Diverted Total
Student Original Atter Diverted

Total Financial tiet Predicted Charge After Charge

Increase Year Revenue Ald fevenue! Enroliment With Aid Without Aid
$100 1970-71 $ 1.1 2.6 $ 5.1 97,067 1,338 2,268
Nn-72 8.3 2.8 5.4 101,612 1,384 2,350
72-13 8.9 3.0 548 10£,376 1,431 2,434
13-4 9.6 3.3 6.3 111,833 1,486 2,53
4=175 10.4 3.6 6.8 117,321 1,540 2,629
$200 1970-71 14,9 5¢0 9.9 2,675 4,53%
=72 16.0 5.4 10.6 2,768 4,700
72-13 17.2 5.8 1.4 2,862 4,869
3 18.6 6.3 12,3 2,972 5,064
=15 20,1 6.9 13,2 3,080 5,257
$400 1970=-71 21.9 9.2 18.7 59349 9,072
N=12 0.0 10.0 20,1 59525 9,799
r-13 32.3 10,7 21,6 59724 9, 131
13-74 35.0 1.7 23.3 5,944 10, 12§
74=75 377 12,6 25,1 6,159 10,513
1970=71 9.1 9.l 2,332

®Graduated

Scale™ =72 9.8 9.8 2,413
172-73 10.5 10.5 2,456
13-74 1.3 1.3 2,591
14-175 121 12,3 2,685

lerior to deduction for administrative costs.

SOURCE::

University of California
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receive financial aid administered by the colleges, generally
packaged as a combination of grants, loans, and work. The remain-
ing financial need is met either by some form of "belt tightening"
on the part of the student and his family or by unrecorded earnings
from "outside" work secured by the student himself.

An increase in student charges of $100 would result in an additional
8 percent of the State College enrollment exhibiting financial need,
bringing the total to 48 percent. It is estimated by the Office of
the Chancellor that even if these students were provided grants
equivalent to the increased charge there still would be an approxi-
mate 5 percent loss in enrollment.

There is no precise estimate of the extent of enrollment loss in

the event that no financial assistance was provided to offset the
increase. Available evidence indicates, however, that such loss

would likely be in the range of 8 to 9 percent.

For the State Colleges, an increase of $100 in student charges
during 1970-71 would produce $18.5 million in gross revenue, after
the estimated decrease in enrollment. After appropriate adjustments
for costs of administration and financial aid there would be a net
revenue of $9.2 million. Comparable results from an increased
chazge of $200 are $35 million "gross" and $14.7 million "net."

(See Table 2.)

C. IMPACT OF DIVERSION ON OTHER INSTITUTIONS

An equally important consequence of increased charges is tae impact
upon the institutions in which diverted students enroll. As shown

in Table 1, a $100 increase at the University would divert an esti-
mated 1,400 students during 1970-71. A similar increase for the

State Colleges would divert 11,200 students. (See Table 2.) Avail-
able evidence suggests that nearly 30 percent of these students

might enroll in the public Community Colleges.18 The rest would attend
California private institutions, enroll in out-of-state institutions,
enroll in the "other" four-year segment if eligible, or discontinue
their education.

The ability of the Community Colleges to "absorb" this increase in
enrollment depends upon the capacity of individual colleges and the
geographic distribution of the students diverted.

Assuming there is sufficient physical plant in California's Com- |
munity Colleges and private institutions to accommodate those
diverted, the impact on aggregate orciating costs is not entirely
certain.

The minimal amount of data available c¢n unit costs indicate that it
may be cnly slightly cheaper, on the average, to educate a lower
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Table 2

REVENUE AND ENROLLMENT EFFECTS, INCREASE IN STUDENT CHARGES
CALIFORNIA STATE COLLEGES i570-71 to 1974=75

{in § aiillons, current)
cater [ | Sl g | ot
Totat | tering | Finsneist | Fienrs | wet | origival | After After Charge
Increase Year Revenue Charge AﬁETAssistance Aesistance | Revenue |Enroliment | With Aid | without Aid
$100 1970-71 | $18.5 | $8.9 $0.4 $9.2 222,800 | 11,156 (NA)
=72 18.9 9.1 0.5 93 246,400 | 12,386
-1 23.5 1.3 0.6 1.6 267,500 { 13,383
13-4 | 26.2 12,6 0.6 13.0 269,600 | 14,556
4-75 | 29.0 13.9 0.7 14,4 311,000 | 15,54a
$200 1970-71 35.0 19.2 1.0 14,7 22,280
11=72 40.0 22,0 Il 16.9 24,640
72-13 | 4.5 24,5 1.2 18.3 26,750
-1 | 49.6 21.3 bt 21.0 28,960
“-75 | 549 20,2 1.5 23.1 31,100
$400 157071 62.2 39.8 2.0 20.4 44,560
=72 70.8 45.3 2.3 23.2 49,280
72=-13 19.1 50.6 2.5 25.9 53,500
13-4 | 88.2 56.4 2.8 29.0 51,920
4=15 97.6 62.4 3| 3.1 62,200
197¢-71 1.0 0.9 0.7 0.04 9.4 11,161
®Graduated
Scaie” 71=72 12.5 0.9 0.8 0,04 10.8 12,308
12-713 14,0 1.0 1.0 c.! 1.9 12,265
13-4 15.6 l.l Ll 0.1 13.3 14,466
14-75 17.3 1.2 1.2 0.1 4.8 15,537
SOURCC:  Chancellor®s Office California State Colleges.
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division student in the Community Colleges than in the State Colleges
or University. There is little doubt that at certain small Community
Colleges, unit costs for instruction exceed similar lower-division
unit costs at the larger campuses and colleges in tre four-year seg-
ments. The resulting aggregate change in costs would again depend
upon the distribution of students among Community Colleges that ex-
hibit differing operating costs.

Even if the aggregate public outlay for current operations proved
to be less, this would only indicate that fewer students were being
educated. The lower unit cost to the public would be a result of

a lower operating cost and a larger private ''share" from the in-
creased student charge. It does not indicate anything about effi-
ciency, since little can be inferred about the quality of the
resulting educational "output,” or about the implications of the
fact that a number of students have discontinued their education
entirely.

In addition, proponents of progressive taxation will argue that
since relatively more of lower division instruction is being
accomplished by the local Conmunity College, the resulting distri-
bution of the tax burden is less equitable since a greater share
of the public subsidy is derived from a regressive local property
tax.

D. RESULT OF THE RECOMMENDED USE

A University study has estimated that a student charge of approxi-
mately $200 per year would provide for University capital require-
ments--assuming 1969-70 State funding at an initial $45 million--
at least until the year 2000. Based upon State College capital
costs, a charge of approximately $100 might well accomplish similar
purposes under similar assumptions.

For example, increased charges of $200 and $100 for the University
and State Colleges, respectively, with appropriate increases in
student aid to meet the additional financial need created, would
result in the following estimated revenues for capital outlay:

Net Revenue
(in $ millions, current)

Acadenmic State
Year University Colleges
1970-71 $9.9 $ 9.2
1971-72 10.6 9.3
1972-73 11.4 11.6
1973-74 12.3 13.0
1974-75 13.2 14.4

The net revenue represents income after deduction of the cost of
student financial aid.




Even with the provision for financial aid, some 13,800 students
would be diverted in 1970-71: 11,100 from the State Colleges and
2,700 from the University. Of that total, it is estimated that
some 1,500 would transier from the University to a State College;
4,000 would be diver:ed from the four-year segments to a Community
College; 600 would attend California private institutions; and the
remainder would either attend an institution in another state, drop
out, or go to work and become part-time or limited students.

Estimates of enrollment and physical plant capacity for the Com-
munity Colleges in 1970-71 suggest that the system could absorb
4,000 diverted students (Table 3). 1In thirteen of thirty-five
areas in California, projected enrollments for fall of 1970 are
estimated to exceed projected capacity. In only two such regions
would physical plant capacity appear to be clearly deficient and
the number of diverted students seeking spaces, at the same time,
appear to he large.

However, it may be difficult for specific Community College districts
within these areas to acquire the operating revenues needed to accom-
modate the diverted students. While additional State General Fund
support would be forthcoming, such support accounts for only one-
third of per-student operating costs in the Community Colleges.

The nature of State financing of Community Colleges and the limit

on the Community College's ability to tax locally may require a
college to lower its per-student operating costs--for example, by
increasing class size and faculty teaching load--if it is to
accommodate the diverted students.

As noted, it is impossible to estimate the net change in the cost
of providing lower division instruction to those students who are
diverted to the Community Colleges. The effective redistribution
among the sources of public support would, of course, be from the
State to the local level.

In the event that the increases in student charges examined above
were doubled, the result would be at least twice the amount of
diversion estimated. While the higher number of diverted students
could still be accommodated within estimated systemwide capacity

of the Community Colleges, it is questionable that certain indi-
vidual colleges could accommodate their share of the resulting
total diversion (8,000 to 10,000 students) unless physical plant
capacity was increased. Again, the difficulty of generating needed
operating revenues may well be the most difficult problem that
individual colleges would face in attempting to cope with divecrsion.
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Table 3

ESTIMATED DISTRIBUTION OF STUDENTS DIVERTED TO COMMUNITY COLLEGES BY
CHARGES OF $200 AT THE UNIVERSITY AND $100 AT THE STATE COLLEGES, 1970-71

Distribution of

Estimated Fall

First-time Fresh- Distribu- 1970 Fnrollment Existing
men by Region tion of (Day-graded) & Funded
(percent) Diverted (Before (After Capacity

County Univ. St.Coll. Students Diversion) Diversion) 1967
Alameda 7.84 65.62 268 22,282 22,550 25,148
Butte & Glenn .29 1.76 66 2,318 2,384 0
Contra Costa 5.38 3.13 132 11,675 11,807 9,158
Fresno & Madera 1.29 5.03 190 9,765 9,955 10,226

Humboldt &

Del Norte .22 1.71 64 2,430 2,494 1,935
Imperial .20 .10 5 1,624 1,629 1,883
Kern 1.11 .80 33 7,983 8,016 7,008
Lassen & Plumas .03 .18 7 645 652 467
Los Angeles 35.10 30.11 1,221 130,637 131,858 143,253
Marin 2.16 1.05 45 5,173 5,218 6,288
Merced &

Mariposa .30 .52 21 2,315 2,336 2,195
Mono & Inyo .04 .08 3 0 3 0
Monterey .92 .53 22 5,791 5,813 8,730
Napa .20 .16 7 2,182 2,189 2,719
Orange 6.70 7.56 301 34,316 34,617 30,788
Placer, Nevada

& Sierra 31 .33 13 2,702 2,715 2,552
Riverside 2.31 1.10 48 7,796 7,844 8,980
Sacramento, E1l

Dorado & Yolo 4.21 4.72 187 17,795 17,982 13,787
San Bernardino 2.45 2.48 99 12,185 12,284 14,835
San Diego 6.08 8.86 347 25,237 25,584 34,424
San Francisco 3.07 1.96 82 11,171 11,253 11,676
San Joaquin,

Amador &

Calaveras .98 1.01 40 6,247 6,287 4,884
San Luis Obispo .32 1.10 42 2,039 2,081 3,907
San Mateo 4.16 2.77 114 12,951 13,065 15,296
Santa Barbara 1.94 .78 35 6,267 6,302 7,631
Santa Clara & -

San Benito 6.90 9.46 371 23,237 23,608 23,817
Santa Cruz .52 .28 11 3,772 3,783 6,105
Shasta, Tehama

& Trinity .35 .54 21 3,155 3,176 3,163
Siskiyou & Mcdoc .13 .26 11 745 756 917
Solano .69 .69 28 3,429 3,457 2,816
Sonoma, Lake &

Mendocino .84 1.64 63 4,493 4,556 5,097
Stanislaus &

Tuo lumne .61 .52 21 5,526 5,547 4,088
Tulare & Kings .40 .68 26 3,211 3,237 3,834
Ventura 1.35 .88 37 6,798 6,835 6,966
Yuba, Colusa &

Sutter .42 .48 19 2,854 2,873 2,961

4,000 400,746 404,746 427,534
SOURCE: See note 19
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1. See U. S. Department of Commerce, Bureau of the Census, ''Consumer
Income," Series P-60, No. 56 Washington, August 14, 1958. The
article points out that:

In the (Department of Commerce) report, lifetime income
estimates of men in different educational categories,

and which are based on data for specific years, represent
a summation of the products of both mean income estimates
of different age and education groups and the number of
survivors in the comparable population out of 100,000 at
birth from an initial stipulated age to a terminal one
divided by the comparable number out of 100,000 who
survived to the initial stipulated age. Thus, life-

time income estimates are a measure of the incomes that
could be expected on the average by members of specific
education groups in a lifetime (or for any specified

span of years) if the mean income estimates by age and
education, and life exXpectancy rates, did not change
from those existing in the reference year, e.g., 1966.

2. E.F. Dennison has suggested that ability differentials acecount
for perhaps 407% of observed income differentials. Becker suggests
that ability would account for 127, while Weisbrod and Karpoff
recently estimated ability to account for about one-fourth of the
earnings differential of college graduates and high school
graduates.,

See B. A. Weisbrod and P. Larpoff, "Monetary Returns to College
Education Student Ability and College Quality," The Review of
Economics and Statistics," V, No. 4, November 1968, pp. 491-510.

3. See U. S. Department of Commerce, Bureau of the Census, "Consumer
Income," Series P-60, No. 60, Washington, June 30, 1969, p. 27.

4. Technically, of course, at the optimum level of output total mar-
ginal benefits equal total marginal costs and total benefits
exceed total costs. Therefore, average benefits exceed average
costs per student. However, depending upon the shape of private
demand for higher educatior and the value of social benefits at
various levels of output, the relationship of private to public
cost should provide some insight into the relationship of private
and social benefits as follows:

private cost _ E(E;ivate benefits
public cost Qoeial benefits
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In fact, under certain circumstances the two ratios may be
approximately equal,

To be precise, the analysis would consider the total time
stream of costs and benefits in present yalue. Further, a
partial equilibrium analysis of this type is meaningful only
if other sectors of the economy are optimally organized so
that prices of other goods and factors are not distorted.
Neither qualification would appear to detract seriously from
the type of approximate analysis undertaken here.

. See "Summary of College Cost Information," prepared by the

California State Scholarship and Loan Commission, September 5,
1969.

. The estimates of annual foregone earnings for graduates and

undergraduates are derived by taking base 1967 income data
from the report of "1967 Income" issued by the Department of
Commerce, Bureau of Census (Series P-60, No. 60; June 30, 1969).
The base income figures are then adjusted for the approximate
ages of the two student types, weighted according to sex and
corrected to reflect the higher salaries which exist in the
western region of the United States. The assumed educational
levels are four years of high school for the undergraduate
and four years of college for the graduate.

It is also assumed that the student could earn approximatelyv
$500 annually while in attendance. These results are then
updated to reflect a two-year increase in personal incomes so
that the final result is an approximation of the probable
income that could be earned during 1969 by an undergraduate
or graduate student if he were to decide not to continue his
education.

. The detail behind these estimates:

State
University Colleges

Undergraduate
Foregone earnings $4,200 $4,200
Direct costs 430 230
Subsistence 200 200
$4,830 $4,630
Graduate
Foregone earnings $7,300 $7,300
Direct costs 430 230
Subsistence 200 200

$7,930 $7,730
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8. Operating costs are deriyed from the reported 1269+70 ayerage

9.

10.

State expenditure for enrollment~related actiyities (81,824 at
the University and $1,594 ar the State Colleges). Fram these
average expenditures graduate and undergraduate outlays are
derived by use of relatiye cost weightings reported by the
segments;

State

Uniygrsity Colleges
Graduate costs 2,26 1.98
Undergraduate costs 1.00 1.00

The results are then adjusted for the relative graduate and
undergraduate enrollments to attain an approximation of the
student costs at each level].

Annual capital costs per student are obtained by taking a base
per student outlay ($12,000 at the University and $7,000 at
the State Colleges during 1968-69) adjusting for increases in
the ENR index to obtain 1969-70 costs and finally deriving the
relative costs by level according to the following weights.

State
University Colleges

Graduate costs 5.0 3.0
Undergraduate costs 1.0 1.0

The results are further adjusted to reflect debt instrument

financing with bond terms of forty years and interest rates

at 5.5%. Finally, effective facility life is assumed to be

forty years. As in the case of the derivation of operating

costs the final estimates are adjusted for relative graduate
ard undergraduate enro’lments.

Health science instruction is not included in either capital
or operating expenditure calculations.

Exclusive of those expenditures for organized research and
public services; also excludes health science expenditures.

Constant expenditures are simply current expenditures adjusted
to real terms for price changes.

All references to 1969-70 support levels are in "real" terms.
Thus, a continuation of 196970 support levels through 1972-73,
for example, +rould result in a higher absolute expenditure in
"current" dollars during the latter year due to increases in
the price of faculty, facilities, and other inputs required
for the instruction of students. In particular, assume that

[P
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11.

12.

13.

1q.

15.

16.

the State spends $1,500 for undergraduate instruction during
1969~70. If the average price of inputg rises hy 5 percent
between 1969-70 and 1970-71, a State expenditure of $1,575
would be required during 1970-71 to maintain the 1969-70
"real" level of support.

Estimates derived from studies by the staffs of the University
and the Stats Colleges.

These estimates are based on the following assumptions: (1)
ninety-five percent of enrolled students will request fee
determination, and (2) a cost per determination of $3 during
each of the five years, with scale arnd procedural economies
assumed to offset price increases.

These estimates are based on detailed workload estimates by
the staff of the Office of the Chanceller. The apparent
result is a greater-than-$3-per—case requirement for adminis-
tration of the graduated charge.

These data are derived from CCHE Study No. 67-13 and the
College Entrance Examination Board report entitled, "Financing
a College Education, a Guide for Counselor," distributed
during 1969.

Based upon the College Board's Study of Student Financial Aid

Administration Requirements and Resources at the Universitz of
California (1967).

It is assumed that since there would be no change in the way
in which students are distinguished, the costs of administering
the increased charge itself are negligible. The added costs

of administering the additional financial aid are relevant.

This is equivalent to saying that a 5 percent increase in cost
(1.e., $100 on top of $1,990, the 1969-70 average cost of attend-
ing a University general campus) results in a 3.5 percent
decrease in enrollment; or that the price elasticity of demand for
the University is -.70 (3.5/5). There are very few existing
estimates regarding price elasticity. Campbell and Siegel, using
time-series data for the nation as a whole, have measured the
Price-elasticity of demand for 4-year institutions at -.44 and
statistically significant (see American Economic Review, Vol. 42,
June 1967, pp. 4b2-494).

Additional estimates of Price-elasticity may be obtained from
an analysis of responses by a sample of 1967 California college
freshmen to hypothetical questions regarding price increases.
The sample was drawn from the SCOPE study (School to College:

e
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Opportunities for Post-Secondary Education; a longitudinal study
of students formally sponsorzd by the Ceater for Research and
Development. in Higher Education and the College Entrance Examina-
tion Board).

The following simple regression equation was used for this
analysis:

y = a+ bx
where y = enrollment demand

x = price of education, including tuition and
fees plus subsistence

and a and b are constants.
Separate estimates were made for each of the fuur segments of

higher education in California with the folloving results (standard
errors are in parentheses):

University of California: y = 569.5 - .140x, 12 = .942
(10.9)  (.025)

average price-elasticity = -1.12

California State Colleges: y = 499.3 - .151x, r2 = .946
(12.2) (.027)

average price elasticity = -1.13

California Community College: y = 1,996.6 - .706x, r2 = .94b
(103.5)  (.231)

_071

average price elasticity

California Private Colleges: y = 356.6 - .115x, r .948 i

(8.5) (.019)

average price elasticity = -2.33

All of the results are stacistically significant. The relatively
high results for price-elasticity coefficients may be explained
partly on the basis that these individuals were freshmen with a
greater number of options available than would be the case for

a sample which included upper division and graduate students as
well.




18.

19.
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While the data were analyzed by a linear function, there is
evidence that demand is not a linear function of price in this
case; i.e., the decrease in enrollment resulting from a $400
increase in the cost of attending an institution is significantly
greater than twice the decrease in enrollment associated with

a $200 increase in the cost.

It should be noted that the estimates of diversion from the State
Colleges presented in Table 2 are equivalent to a coefficient of
price-elasticity slightly exceeding -1.0. This would appear to be
near the upper limit for any reasonable range of estimates.

Tre estimated level of diversion to the Community Colleges is made
up of 12 percent of those diverted from the University (see p.18)
plus 80 percent of those diverted from the lower division of the
State Colleges. It is estimated that the remaining 20 percent

of those diverted from the lower division at the State Colleges
would enroll at other institutions or discontinue their education
entirely.

Table 3 is derived from data contained in CCHE Repocrt No. 69-1 and
the Report of the Fall Day Graded Students in Junior Colleges,
Form BD-240, Department of Finance, June 1969. It is assumed that
the distribution of those diverted to Community College regions
will be comparable to the regional distribution of first-time
freshmen in the public four-year segments. The estimated student
capacity of facilities in the Community Colleges of each region

is that which existed in 1967, plus the capacity which was funded
at that time. The result is a reasonable approximation to
Community College capacity as of the fall of 1970.




WHEREAS,

WHEREAS,

WHEREAS,

RESOLVED,

Adopted
May 6, 1969
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APPENDIX A

COORDINATING COUNCIL
FOR HIGHER EDUCATION

Resolution for a Tuition Study

A lack of funds will delay if not prevent the construction
of buildings needed to educate young people already enrolled
in the public schools who intend to enroll in the University
of California and the California State Colleges, and

All of the recognized financial needs of the University of
California and the California State Colleges for funds for
operating expenses, student aid, and capital outlay have not
been fu