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PREFACE

In October, 1971, the Academy for Educational Development entered
into a contract with the Council on -,Higher Education of the State of
Washirigton-to.,Prepare an analysis with recommendations on the financing
of poit,secondary education uv Washington The resulting report was
transmitted to the Councilfor its use in September, 1972.

The project administrator was Robert It. Hind, an Academy direckor.
Mr. Hind was assisted by staff associates Richard- A. Dent, James It
Glenn, and 'Kurt D. Moses, and a consultant panel which included William
B. Cannon, Vice President; the University of Chicago, Earl F. Cheit of the
University of California-, Berkeley; Joseph A. Kershaw, Provost, Williams
College; and myself.

In preparing this report for the COuncil on Higher Education, State of
Washington, the Academy thoughtit appropriate to ieviewthe experience
of other state governments in the- financing of higher education and to
provide :a general analytical -framework Cm: the policy choices which con-
front state governments it. .resolving issues about the support of public
institutions of higher education. With this information by way of back-
ground and within this analytical framework, the Academy 'then pro-
ceeded -to set forth specific data about the current financing situation in
Washington and to outline alternative courses Of action with their atten-
dant costs.

The Management Division of the Academy for Educational Develop-
ment, supported primarily by a grant from the W.K. Kellogg Foundation,
is publishing this edited version orthe report for the Council on Higher
Education of the State of Washington. All of the specific data and the
recommendationslor the use of the Council have beenomitted.

It was the judgment of John 'D. Millett, former Chancellor of the Ohio
Board of Regents and now Vice Presidentof the Academy for Educational
Development and Director of the Academy's Managorient Division, that
the general backgound of this Washington report and its analytical frame-
work provide valuable information for state university officials, state
government administrative Officials, and state legislators. He has accord-
ingly prepared this edited version-of the report of the Academy for Educa-
tional Development to the Council on Higher Education, State of
Washington, which we are pleased to issue for general distribution and use.

* * *



The report as presented here undertakes to outline the major issues
confronting governors and state legislatures as they consider the appropri-
ation requests for support of public higher education in 1973. These issues
are:

1. Who benefits from higher educational expenditures for instruction
the student or societyand in whet proportion?

2. Since the preVailing practide in the fifty states is that of joint pay-
ment !by student and by state taxpayer, how shall the distribution of
this joint payment be determined?"

3. Does a lo* tuitiOn charge -to students actually equalize= educational
opportunity among:students from yariotis levels Of family income?

4. IS a- direct form of Student financial assistance desirable in order to
prOvide higher edtioationat opportunity to students frOm lower in-
come fathilies, regardlesi of pricing-policy?

5. Does a low charge priding-polity for -Public higher education threaten
the continued existence of private higher education?

6. If student financial assistance-it to be provided, what are the relative
rola of federal and state governMents in offering such assistance, and
what are the relative roles of student grants, student work-study,
direct loans, guaranteed loans, Sind- indome contingent loans?

The report, prepared by the Academy for Echidational-Development, re-
sponded to these questions by provIding informatiOn about the theoretical
discuision of these issues and about the actual practice and proposals in
several of the fifty states. This review Offert the follOwing conclusions:

1. There. is 'general agreement that both society and student benefit
from higher educational expenditures, but there is no known theoret-
ical or practical basis for determining a particular cost/benefit ratio
for'society or for student.

2. In arriving at a distribution of costs between student and state tax-
,payers, state governments are compelled to make practical judgments
between cost needs and available income.

3. The prevailing tradition of state governments has been to maintain
relatively low charges at public colleges and universities for the pur-
pose of providing a broad access to higher education. The effective-
ness and desirability of this policy have come under criticism for
several reasons:

a. a realization that loW charges by themselves do not reduce or
eliminate the economic barrier to higher education for students
from low income families;

b. some evidence that the principal beneficiaries of the low pricing
policy are students from families above the median family income;

ii



c. concern that low pricing encourages students from higher income
families to enroll in public rather than private institutions of high-
er education;and

d. concern about the rising costs of...public higher education to the
state taxpayer.

4. Because of these criticisms, several state governments have under-
taken student fmancial assistance:programs and programt of grants to
private institutions of higher education.

5. In some states, there have been proposals to-alter substantially-state
pricing policy for public higket,ieducatioivby increasing the charges,
With 'corresponding increases -in Studenifinancial astitiance.

6. FederalgOvernment-poliey since 194, in proVidingliiher education
assistance other than-that in the fields of research, public service, and
capitalimprovements, hatrtended-to-favor,financial assistance to stu-
dents rathei than:assistance to institutions. If state:governments are
to benefit from-these federal prOgrains, they have to increase the
charges to students.

7. Student financial-assistance may take numerous forms: scholarships,
grants,. Work-study, kians.. For. students from families below the me-
dian income in the United Stites, grantS are the essential form of
student financial assistance. For students from middle income fami-
lies, loans, including paiticidarly the income contingent loan,,offer a
method of meeting the personal costs of higher education.

8. The possibility of variable pricing of public higher education deserves
more extensive consideration than it has received up to this time:

a. a relatively low charge for the first two years of higher education
enrollment;

b. a higher charge for upper division enrollment in baccalaureate pro-
grams; and

c. a still higher charge for graduate and graduate professional enroll-
ment.

This booklet is presented as part of the Academy's Management Divi-
sion progratn which seeks to provide information looking to the improved
governance, organization and administration of institutions of higher edu-
cation in the United States.

Alvin C. Eurich
President
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HIGHER EDUCATION FOR WHOSE BENEFIT? .

One would hope that those who bear the costs would benefit. The
operation of a college or university does cost Money. These costs vary:
there are the costs of instruction, of spontored-research, of public service
projects and programs, of auxiliary services, and of student financial aid.
To this -list may be added the cost of centraLmanagethent and.tapport
servicei and the cost of plant improvements. And there are -other costs.
For Students, there ate the real costs of tuition, books, and other ex-
penses. For society, there are not only the costs of taxes and gifti, but,
also, the indirect costs of foregone gross national product and of tax
income which might -be available if all Students were employed in the
labor force. Students also-suffer the loss of foregone income, earnings
they, -might be receiving if they were not iii school. In an economy where
jobs are limited, however, there May not be extensive opportunity to earn
income. If all higher education students Were to enter the labor force,
some might replace existing= workers; and the social costs of unemplby-
ment benefits and'of welfare would mount.

(One could argue that the income foregone by students is in the nature
of savings and investment, since the time and energy devoted to
education prepare young persons for essential jobs in society which later
provide substantial personal income. For some students this proposition
may be true, but it overlooks the fact that young people from _families of
low income are in -no economic position to indulge in- the savings and
investment of higher education.)

If the costs of higher education, including the indirect casts to students
anti to society, are to be justified in our economy, there must be a corre-
sponding benefit to be gained by student and by society. Cost-benefit
analysis is not an exact science; it is not a process which can yield definite
or fixed values in every situation. Cost-benefit analysis can be applied in a
market economy, where the price a consumer is willing to pay represents
the benefit attributable to the consumer and where the price a producer is
willing to accept represents the cost and return on investment. In some
kinds of public services, as in the construction of certain public works
projects, cost-benefit analysis is also possible. Costs can be estimated with
reasonable certainty, and the benefits can be determined in terms of im-
proved flood control, transportation, conservation of resources, recrea-
tional facilities, etc.
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Under these circumstances, cost-benefit analysis may provide very little
data of use to those who must make decisions about the costs-and financ-
ing- of higher education. It is relatively easy to analyze the costs
of the various activities or programs of a college or university. The inputs
in terms of personal services, supplies, equipment, plant operation and
maintenance, and other costs are known. We also can identify the outputs
in terms of credit hours of instruction, degrees granted, research projects
completed, patients treated, museum visitors 'accommodated, etc. But
how does one put a dollar value upon these benefits? There is no known,
reliable way to do so. What is the value of an educated citizenry? What is
the value of an educated business manager? What is the value of an edu-
cated doctor? What is the value of a research project? What is the value of
a museum, an art gallery, a theatrical performance, a symphony concert?

If we could come to some agreement about who benefits from the
activities of higher education, and to-what extent, we would have a ration-
al basis for allocating costs among these beneficiaries. Since it is difficult
to quantify many Of the outputs and impossible to place dollar values
upon them, it is no_ t surprising to find that serious and highly qualified
analysts reach quite different conclusions. It may be useful to review some
of the positions taken by influential writers on this subject.

Profesior Milton Friedman, prominent economist of the University of
Chicago, sees students as the primary, even exclusive beneficiaries of high-
er education. He asserts that the increased lifetime earnings of the-college
and university graduate are the major and quantifiable output of higher
education. Although he acknowledges that there are,benefits to society in
education, he argues that these occur primarily at the pre-college level.
Concluding that individual benefits from education increase at succeeding
levels of study, he insists that students should pay the full cost of their
higher education out of current resources or out of their future income
through loans: .

Professor Theodore Schultz, another University of Chicago economist,
concurs with Friedman in believing that future earnings of. the graduate
represent the output of higher education as an investment in human capi-
tal. He -believes that decisions about the quantity and quality of higher
education endeavors should be made- in terms of the needs for human
capital.

There are other economists who view society rather than the individual
as the primary beneficiary of higher education. One member of this school
is Howard Bowen of the Claremont Graduate Center, who points to the
"vast social benefits" of higher education and advocates heavy public
subsidy of higher education as a socially needed outlay. He argues that the
student pays more for higher echitation than is ordinarily understood
because of the income from employment foregone by that student. Upon
the basis of this income loss, Bowen insists that, even at the low-tuition
public college or university, jhe student is paying three fourths of the cost
of higher education. If the student is willing to make this sacrifice, society



should be willing to provide the direct cost of instruction for the student,
particularly since society benefits so substantially from the services per-
formed by ,the higher education graduate.

M.M. Chambers, a well-known scholar in the field of higher education,
who is currently based at Illinois State University, looks upon the social
expenditure for higher education as an extension of the Jeffersonian ideal
of free public education. He sees higher education as providing benefits to
every citizen and as too important a matter to be left "to the vagaries of
an unregulated private pricing system." He therefore urges that higher
edticationte financed through an equitable system of taxation.

Alice `Itivlinformerly an assistant secretary Of Health, Education, and
Welfare and'currently an economist at the Brookings Institution=has been
particularly concerned with the benefits realized through federd govern-
ment financing. She has stressed the income benefits and usefulness which
result when students from low-income families are provided access- to
higher education. She argues for federal -subsidies which will have the
effect of lowering the costs of higher education for these students.

A different conclusion was reached by two University of Wisconsin
economists, W. Lee Hansen and Burton Weisbrod, who made a limited
cost-benefit study of public higher education in-California. Confining their
analysis to factors which could be quantifiedhigher education costs, the
increase in lifetime earnings of students, future tax revenues resulting
from these increases, and current tax payments by income levelsHansen
and Weisbrod found that the state subsidy of higher education was three
to five times greater than the anticipated increase in taxes to be paid by
college students. Whether or- not the state government was receiving some
other benefit from its expenditures for higher education was left to the
judgment of state planners and lawmakers.

A second conclusion was derived from an analyiis of the benefits accruing
to students from various economic groups. Hansen and Weisbrod found
that the public subsidies for higher education were directed primarily to
students from higher income families, since most of the students enrolled
in the public universities came from such families. They declared that the
low tuition charges of public higher education and the-high state subsidy
of this education benefited higher income fainilies rather than thepublic
at large. A similar argument. was made recently by a Haryard research
scholar, Christopher Jencks, in his book Inequality.

The method of analysis used by Hansen and Weisbrod has been criti-
cized, especially in a study by Joseph Pechman of the Brookings Institu-
tion,. who took issue with their evaluation of the taxpaying population.
But the argument that students from higher income families are the major
beneficiaries of state government financing of higher education is not
seriously questioned and has also been set forth in a Florida study by B.W.
Windham, economist at the University of North Carolina.

Although there are many additional studies which mightbe cited here,
the conclusions are simply variations of the positions just summarized. It
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is evident that scholars are in disagreement about the individual and social
benefits provided by higher education, especially public higher education,
and that there is no agreement about the means of identifying or quan-
tifying the social benefits. We are left with certain general propositions to
which most persons concerned about the financing of higher education
wouldubscribe.

1. There clearly are social benefits derived from higher education, in-
cluding the provision of educated talent which serves all people, the
advancement of knowledge, public service, and the preservation of an
intellectual heritage.

2. Theie are individual benefits from higher education which are usually
quantified in terms of the higher incomes in American society earned
by college graduates: Some persons:tend to earn more than other
beneficiaries of higher education: doctors, dentists, lawyers, engi-
neers, business administrators, or government administrators, in con-
trast with scholars in the humanities and the social sciences and
practitioners in the arts.

4



PRICING POLICIES

AND THE SUBSIDY OF STUDENTS

A review of various studies, reports, and recommendations affecting the
financing of public higher education reveals that there are three basic
models or alternatives for public policy. These are:

1. Low or no tuition pricing, with substantial or full instructional cost
financing byXtate governments.

2. Full instructional cost pricing to students, with no financing of in-
structional expenditures by state governments.

3. A middle position or conglomerate model which may veer either
toward low tuition pricing or toward higher tuition pricing.

These models underline the issue of a public subsidy to certain students
in a Substantial-amount in preference to a public subsidy of all students in
a lesser amount. The subject Of pricing policy thus cannot be properly
separated from the subject of student financial aid.

The Low or No Tuition Model

Proponents of the position that society is the primary beneficiary of
post-secondary education favor a low tuition charge to all students and
substantial state government support of the instructional costs of public
colleges and universities. A policy of such pricing and subsidy has been the
traditional pattern of public higher education in the United States. This
policy is a legacy from an earlier time wheri "free public higher education
was expected to provide access to higher education-for all youth of lower
income families in this country who had the ability and were motivated to
undertake highereducation.

The extreme policy position would be zero tuition for every student
enrolled, as is true for public elementary and secondary education. Some
would even argue that higher eduCation is not really free to the students
until their subsidies include the costs of books, clothing, living expenses,
and even foregone income. This kind of subsidy is provided in this
country to the-students enrolled in the military academies; it is also prac-
ticed in certain foreign countries, including the U.S.S.R.

As a practical matter, however, zero tuition is a thing of the past. The
only major post-secondary systems of higher education making no general
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charge for instructional service are the California Community College
System and the City University of New York. State colleges and universi-
ties generally have come to rely upon student charges as an important,
although still relatively minor source of instructional income. This income
is not likely to be replaced by increased appropriations from tax funds.

The level of student charges at public four-year colleges and universities
currently ranges from about 15 percent to about 35 percent of total
instructional expenditures, including instructional overhead. Community
colleges generally receive-about 10 to 20 percent of their instructional
costs from student charges, although there are some situations in the
midwestern states where as, much as 50 percent of the cost is obtained
from charget to students.

The primary purpose ofthe low tuition pricing policy is to maximize
enrollment in higher education of students from all socio-economic
classes, thus meeting demands for an increased supply of educated talent
and encouraging social mobility for able young people from lower income
families. Low tuition has considerable popular appeal, and the public and
staderit outcry at each increase in the charges of public colleges and
universities occasions considerable :stress in the body politic and in' the
academic community.

Two forces have brought the no or low tuition model under attack. One
has been Cie continued demand by public institutions of higher education
for more income, accompanied by a growing reluctance upon the part of
state legislators to increase taxes in order to meet this demand. The other
force has been the growing realization that costs other than tuition are the
major economic barrier to higher education for students from lower in-
come families.

The state policy of providing an instructional subsidy across the board
to every student enrolled in public higher education tends primarily to
benefit students from families above the median family income in this
country. Low tuition pricing has been somewhat successful in this sector,
despite economic forces working against it. Moreover, the costs to state
government of a direct instructional subsidy may have inhibited state
governments from adopting adequate student aid programs which would
reach students from lower income families. The low tuition model also
places private colleges and universities at a, competitive disadvantage in-
maintaining or expanding their enrollment. The plight of private higher
education then leads to demands for state governments to increase them
expenditures for higher education by providing a "tuition equalization"
grant to all students in these institutions.

In practice, there is considerable experience in all public colleges anti
universities which suggests that the low tuition model of state government
pricing does not equalize access to higher education for students from
lower income families. A program of direct student financial assistance is
still required in order to encourage enrollment of lower income students.
An appreciation of this fact is acknowledged by the expenditures which

6



public institutions of higher education make from their own general funds
for student aid.

Full-Cost Pricing

At the opposite extreme from the no tuition price policy is the full-cost
price policy. This position appeals to those who view students as the
major beneficiaries of post-secondary education. Here, we assume that the
full-cost pricing model would mean that all students would pay the aver-
age cost of instruction of the public institution where enrolled. The cost
of depreciation or amortization of capital facilities would be included in
this instructional charge. This policy would approach that of private insti-
tutions; although even private colleges and universities generally cannot
full-cost their services, but must rely heavily upon endowment and gift
income.

Without a massive student financial aid program, full-cost pricing would
have a disastrous effect upon access to higher education and upon enroll-
ments. Many if not all students from lower income and middle "income
families would be forced out of the system. In addition, this policy, in its
assumption that society need not share the cost of higher education, does
therefore not recognize the significance of the benefits society may re-
ceive from higher education.

For these reasons, serious proponents of full-cost pricing couple the pro-
posal with a program for substantial student aid, awarded. upon the basis
of need. Need would be determined by one of the existing mechanisms
which objectively- assess the expenses of higher education enrollment to
the student, the resources for meeting these expenses available to the
student and his family, and -then fix the difference as the student aid
entitlement. It is imperative, of course, that student aid be awarded in the
full amount needed if access to higher education is not to be hampered.

Under the full-cost pricing model, a state government's entire contribu-
tion to the costs of instruction (as distinct from other costs) would be in
the form of student financial assistance. Establishing the appropriate
charges and student aid budgets would be a matter for negotiation be-
tween the state government and the institution. It is possible that such a
process might enhance institutional autonomy; But the possible reduction
in state government controls over public institutions would probably be
offset, by increased deniands on the part of students that institutions be
more responsive to their needs and interests.

Among other advantages claimed for full-cost pricing is the increased
incentive on the part of students to become seriously involved in 'their
educational process. If students are asked to pay the full cost of their
higher education, either from their own funds or from student aid funds,
they are likely to demand more from their instruction; at least, that is one
supposition. Furthermore, full-cost pricing would reduce or eliminate the
price competition between public and private higher education. Private
higher education would then be strengthened and the pluralism of Amefi-
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can higher education preserved. The student receiving financial assistance
would have freedom of choice in selecting a public or private institution in
which to enroll.

No doubt, any proposal for full-cost pricing would produce consider-
able public and student opposition. Students from families with incomes
above $20,000 a year would probably suffer very little. Students from
families with incomes between $10,000 and $20,000 might face real hard-
ship. A new needy class could result. Much would depend upon the type
and magnitude of the student aid program adopted by a state government.

There is a complication involved in averaging the full cost of instruction
in a four-year public general college as contrasted with a public compre-
hensive university and a public research university. It is not necessary to
consider this complication here. Indeed, it seems likely that full-cost pric-
ing would enable public institutions to increase their instructional income
and improve their instructional quality.

The Conglomerate Model
As noted earlier, most state governments have adopted a position be-

tween the two extremes. The cost of :lstruction is covered in part by state
appropriations and in part by tuition charges' to students. The public
institutions thus confront the advantages and the disadvantages to some
extent in both the other models, the low tuition model and the full -cost
pricing model.

Since most .state colleges and universities at one time charged little or
no tuition and have increased' their charges over the past twenty -five years
or so, one might look upon the conglomerate model as transitional.
Whether or not state systems of higher education will continue to move
toward full zost pricing remains to be seen. For the present, the conglom-
erate model is the prevalent arrangement, and it may well continue to be
the arrangement for many years to come as- state governments struggle
with their efforts to provide higher education for three quarters or four
fifths of all American post-secondary students.

The conglomerate model manages to straddle the benefits issue. If post-
secondary education benefits both society and students, then it seems
appropriate that both beneficiaries should pay the cost. Perhaps the
strongest argument for the conglomerate model is that it is in widespread
use and that it works, albeit somewhat imperfectly. It lends itself to
change as needs vary or as shortcomings appear. If access is found to be
available primarily to students from higher income families, then a direct
student aid program under state government auspices can be introduced or
expanded to redress the balaride: If the state government's resources for
post-secondary education fail to keep pace with rising cost needs, more of
the burden can be passed to users and more of the student aid shifted to
loans.

Without question, federal government policies in the higher education
field have encouraged the development of the conglomerate model. The
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so-called G.I. ll of Itighteef 1944 not only encouraged the veterans of
World War II to undertake higher education, but also it encouraged state
institutions of higher education to increase their tuition charges or lose
federal government income. The student loan program of the National
Defense Education Act of 1958 was a first step in providing students of
lower income families with a means of meeting their direct costs of higher
education, including the tuition charge. The Higher Education Act of
1965 introduced educational opportunity grants (EOG) for students from
lower income families. The Education Amendments of 1972 further ex-
tended the EOG program by providing 'basic grants up to $1,400 per
student based upon need, plus up to $800 more for disadvantaged stu-
dents.

State governments and state institutions of higher education cannot
enjoy the full potential benefit of these federal funds, if they are appropri-
ated in the authorized amounts, without increasing their tuition charges to
all students.

Variable Pricing

A modification of both the full-cost pricing model and the conglom-
erate model is variable pricing. In this arrangement, students are charged
different tuition amounts, depending- upon the level of study or the pro-
gram of study in which they are enrolled. There is a noticeable trend in
many states to move toward variable .pricing where graduate tuition is
fixed at a higher level than undergraduate tuition, or where tuition is
higher in a professional field like medicine than in another professional
field such as business administration.

Variable pricing can be justified for three reasons. It is well known that
the costs of instruction differ according to level -and according to field Of
study. The pricing policy then, it is argued, should reflect these differ-
ences !a costs. Secondly, it is well known that lifetime earnings are higher
for graduates in certain professional fields of study such as medicine,
dentistry, and law. Students who have the advantage of admission to these
program-S.and not all applicants are admittedshould be willing to pay
more for the special privilege and the prospective income thus afforded
them. In the third place, variable pricing has been used on occasion to
encourage students to enter fields where there are shortages of educated
talent; in this instance, the prices are reduced or some special arrangement
is made to underwrite the direct costs of students.

The pricing of every individual instructional program in some fixed
relationship to its costs does not seem to be entirely desirable as public
policy; Only students from families of higher incomes might enroll in the
higher priced programs. Students from lower income families might tend
to enroll in the lower priced programs. This kind of distribution of enroll-
ment might well interfere with both the individual and the social benefits
to be derived from higher education. Some kind of averaging of prices in
relation to costs seems desirable, though, such as one price for lower
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division enrollment, another price for upper division enrollment, another
price for graduate enrollment, and perhaps still another price for graduate
professional enrollment.

There is another argument which can be advanced in favor of variable
pricing. The studies of earnings for those persons who have benefited from
higher education tend to indicate that earnings are a function of degrees
obtained. It is the possession of a degree, not just college attendance,
Which serves as a credential for employment in the world of work.

Persistence and completion ratios for students entering post-secondary
education follow a well-known pattern. Most dropouts of students occur
in the first two years. Once a student enters the third year of a college
education, the odds in favor of his or her persistence to a baccalaureate
are quite high. Similarly, for studehts who gain access to graduate and
graduate professional education, the chances of persistence to receipt of a
degree are good; in some fields; such as medicine, the proportion of enter-
ing students obtaining the_degree is very high indeed.

The risk to students in not completing an instructional program is
therefore concentrated in the early period of study. Concomitantly, the
probability of no private return for the educational investment is heaviest
at the entry level of higher- education. Accordingly, there may be
sound reasons for keeping student charges low during the first two years
and for raising these charges in later years as the likelihood of personal
benefit increases.

The objective of equal access to higher education for students of differ=
ent socio-economic status is also served by variable pricing. A lower price
charge to students in the first two years means that low income, disadvan-
taged, and -high risk students do not perceive price as a barrier to higher
education.

Variable pricing by level of study can also have an important effect
upon the efficiency of public higher education. Variable prices may en-
courage administrators, faculty members, and students to be more con-
scious of the costs of various instructional programs. Ai class size becomes
smaller, as a higher and higher level of faculty competence-is essential, as
more and more instruction becomes highly individualized, as more equip-
ment is required for specialized instruction, then instructional costs rise.
But the cause of efficiency in higher education would be served by forcing
attention upon these costs so that they do not become frozen in practice
by faculty complacency or convenience.

Channeling of Instructional Subsidies

The issue of directing state appropriations to institutions or to students
is actually a variation upon the theme of no or low-cost tuition versus
full-cost pricing. Some persons concerned especially about the future of
privately sponsored colleges and universities argue that state governments
should subsidiz_ students rather than institutions. Each student should
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then be permitted to select the institution in which he or she wishes to
enroll.

Proponents of the student subsidy approach to higher education financ-
ing also argue that this arrangement will advance equality of opportunity
by drawing more students from lower income families. State funds would
go to the student who needs them rather than to all students regardless of
their socio-economic status. When state governments undertake to subsi-
dize all students in public institutions, the costs are so great today that
state governments inevitably start looking for alternative arrangements.
The channeling of state funds to student& on a needi hasii, it is argued,
would reduce the state government burden for higher education.

Proponents of institutional channeling, on the other hand, would pro-
vide state funds directly to the colleges and universities, for the improve-
ment of the quantity and quality of the higher education offered. They
feel that this channeling is more responsive to sudden changes or needs,
that institutions could immediately switch their priorities, if the necessity
arose, without depending entirely upon student enrollment patterns or
tuition income. In addition, colleges and universities experiencing finan-
cial difficulties would have needed assistance.

This issue about channeling funds to students as opposed to channeling
them to institutions was also vigorously debated in the federal government
during consideration of -the 1972 education legislation. The Education
Amendments of 1972, approved *June 23, 19724 emphasize funding for
students rather than for institutions, with the compromise of some funds
for institutions.

Student Aid
The extent and nature of student aid programs are an integral part of

state government financial planning for post-secondary education. If a
state government is Committed to a low tuition model in financing its
institutions of higher education, it must still inquire into the extent to
which this pricing policy may block access to higher education for stu-
dents from lower income families. If a state government is truly commit-
ted to equality of educational Opportunity, then the slate must decide
how much it is willing to spend in student aid funds to draw a representa-
tive number of low income students into the system.

As a state government pro-deeds to increase the charges to students,
then it is absolutely essential that student aid be considered as a central
element of financing policy. The state subsidy for higher education will
then become increasingly a subsidy of students rather than of institutions.

The most damage to the cause of equality of educational opportunity
which can occur in a state is a gradual drift toward full-cost pricing with-
out a comprehensive plan, including student aid. In one state after another
a common story has been told. Higher education institutions request more
money. State tax resources are strained to meet state government needs,
and taxpayers are reluctant to pay more taxes. The way out for public
higher education is to increase charges to students. Then the institutions
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and the state government, as an afterthought, get around to worrying
about student aid, and the amount appropriated for this purpose is inevi-
tably inadequate.

There are various possible kinds of student aid arrangements. The major
ones are:

1. Tax Credits
2. Grants and Scholarships
3. Work-Study
4. Loans

Tax Credits. With this arrangement, the family of a college student
would be permitted to deduct tuition cost or even total educational cost
from its income tax liability. This-kind of an arrangement has been con-
sidered at the federal government level and in several states. It has been
advocated by a number of spokesmen for private institutions of higher
education. The difficulty with this tax credit proposal is that it provides a
subsidy primarily to higher income families rather than to lower income
families.'

Grants and Scholarships. Scholarships are usually awarded on the basis
of academic merit; grants are usually awarded on the basis of individual
student need. Scholarships tend to go to students from families of higher
income, and, unless there is a needs provision attached to the scholarship
award, the funds may well go to students whose families can afford to
meet the costs of higher education. For. this- reason, more and more states
in recent years have moved toward grant programs. The most important
feature of the grant is that it is a direct subsidy, to assist a promising
student from a low income family. The grant is not a loan; it does not
have to. be repaid.

In a number of states there is discussion of a student grant in the form
of -a voucher. This voucher, issued by an agency of state government to an
individual student, would be acceptable in payment of tuition at any
public or private institution in the state. Regardless of the tuition charge
of the particular institution where the student might enroll, the state
would then redeem this voucher at the price fixed by the institution.
Presumably, vouchers would be issued on a needs basis. This voucher plan
seems to offer the greatest degree of freedom of choice to a student from
a lower income family in selecting an institution in which to enroll.

Work-Study. Colleges and universities have long provided part-time em-
ployment to students as a means of assisting them to meet their direct
costs of higher education. Through the Higher Education Act of 1965, the
federal government provided funds to institutions to encourage them to
hire more student help. Only Colorado currently operates a substantial
work-sthdy plan financed with state funds. The limitation to a work study
program is twofold. The number of hours a student should work must be
related to his or her academic circumstances rather than to his or her
financial circumstances. And the number of students an institution can
reasonably and effectively employ is limited.
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Loans. The principal advantage to state government in a loan program is
that it can reduce current expenditures for higher education. A loan to a
student must be repaid, and presumably loan funds can be borrowed
rather than taken from current tax resources. As charges to students are
increased, a loan program is particularly helpful to students from families
in middle income levels. Such students may not qualify for grants on a
need basis, and, yet, their families may have difficulty in meeting the
rising costs of higher education. A loan program can help to meet this
kind of situation. ;
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CURRENT PRACTICES IN STATE FINANCING

Each of the fifty states in the United'States has devised its own plan for
finanding post-seedndary education. A wide variety of patterns has
evolved, influenced by each state's history, geography, economy, and tra-
dition. The evolution of these diverse financing arrangements resulted in
large part from the absence of any centralized state governmental planning
until relatively recently. A tendency toward some degree of similarity may
be noted as central- planning develops, as states emulate the successful
efforts of other states, and asJtates respond to federalagovernment legisla-
tion in the field of post-secondary education.

It is not feasible here to try to review the current practices in state
government financing of post-secondary education in each one of the fifty
states. Rather, several different patterns will be reviewed to illustrate the
variety of these current practices.

Colorado and California -

Whereas, in the northeastern part of the United States, highei education
for many years meant primarily higher education in privately sponsored
colleges and universities, higher education in the western half of the Unit-
ed States developed in a different pattern. The experience in Colorado and
California is illustrative.

Colorado public institutions of post-secondary education enroll about
86 percent of the some 100,000 full-time equivalent higher education
students in that state (exclusive of the U.S. Air Force Academy). Thexe
are seven private colleges and universities in the state. The public system
includes eight four-year institutions under four different boards and
twelve community colleges, six of which operate under a statewide board
and six which operate under local boards receiving a state subsidy.

The tuition charge in the public institutions is fixed by state govern-
ment policy at 25 percent of the estimated average instructional cost per
full-time student for residents of Colorado. In 1971-72, the tuition charge
varied from $318 to $566 for an academic year. Since Colorado has
attracted a considerable number of students from outside the state, it is
not surprising to find that Colorado was among the first states to set the
tuition charge to out-of-state students at the full average per student cost
of instruction. The budgets of Colorado's public institutions of higher
education are determined upon the basis of staffing guidelines applied to
enrollment estimates, adjusted in the light of special needs, and subjected
to detailed legislative scrutiny. Until recently, low tuition charges, along
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with tuition waivers in certain cases, were the only form of financial
assistance to students. A need-based student grant -program and a state
work -study program will channel some 9.2 million dollars directly to stu-
dents in public institutions in 1972-73. This amount is about 8 percent of
the state's appropriation for post-secondary education. No state govern-
ment funds are currently provided to private institutions or to their stu-
dents.

The California public system of higher education enrolled some
740,000 full-time equivalent students in 1970-71, more than twice as
many students as are enrolled in public institutions in any other state.
Moreover, this public enrollment was 88 percent of the total enrollment in
California. The total state government appropriation for higher education
came to 817 million dollars that year, and, yet, on a per student basis,
California ranked nineteenth nationwide in its-support of post-secondary
education.

California has endeavored to maintain a low or no tuition charge for
students, with no tuition charge at community colleges, a charge of $160
per academic year in the state college system (now the California State
University and College System), and a charge of $600 at the University of
California.

The California student financial aid program is administered by a State
Scholarship Commission, which channels funds with which to pay tuition
charges to students in both public and private institutions. The total out-
lay of the Commission was 15.5 million dollars in 1970-71, only L9
percent of the total state appropriation for post-secondary education. The
proportion was expected to rise to 3.1 percent in 1972-73.

Budgets are prepared by each of the public systems and are appropri-
ated as lump sums for the nine campuses of the University of California
and the nineteen campuses of the California State University and College
System. The community colleges, which obtain 70 percent of their oper-
ating income from local district taxation, receive state assistance based
upon an average daily attendance formula, a legacy of the time when these
colleges were considered extensions of K-12 schooling. Capital outlays for
higher education are provided on a case-by-case basis.

State government support for private institutions in California is minor
and indirect, since direct state assistance is believed to be prohibited by
the state constitution. State assistance includes a means whereby property
needed for campus expansion can be acquired through public condemna-
tion proceedings, exemption from the general property tax, and state
income tax deductions for gifts to higher education. Students in private
institutions are eligible to receive state scholarships, and over 80 percent
of the scholarship funds do, in practice, go to students enrolled in private
institutions.
New York and Pennsylvania

New York State has the second largest public system of post-secondary
education in the United States, having enrolled some 330,000 full-time
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equivalent students in 1970-71. At the same time, in that year, private
institutions enrolled 44 percent of the students attending colleges and
universities in New York. The public system consists of two parts, the
State University of New York and the City University of New York. The
State University, still young, was created in 1948, although there had been
a system of teachers colleges in existence under the New York Board of
Regents for many years..

New York has led the way in confronting the problems shared by other
states of the Northeast where private institutions of higher education have
so long dominated the educational scene. New York% solution to these
problems has been innovative and complex. A first step was the establish-
ment of the State University of New York in 1948, as a multi-campus
institution created in recognition of the fact that private institutions had
not been able to expand sufficiently to accommodate the "veteran's
bulge" in enrollments and in_expectation-of the fact that higher education
enrollments would expand during the 1950's and 1960's. Another part of
the solution has been the expenditure of large sums of money; in 1970-71,-
state and local appropriations for post-secondary education per student
came to $2,118, second only to the appropriations of the State of Alaska,
with its unique circumstances.

These funds for higher education have been committed in Three areas:
direct support of the State University and the City University, financial,
assistance directly to private institutions, and financial assistance directly
to students. These last two programs are administered by the New York
Board of Regents. In 1970-71, the State University of New York and the
community colleges under its supervision received 526 million dollars in
state support and enrolled approximately 250,000 students. The City Uni-
versity of New York received 86 million dollars and had an enrollment of
nearly 75,000 students. In addition, the state- appropriated 120 million
dollars for capital improvements.

Since 1969, the State of New York has provided direct financial sup-
port to non - sectarian private, colleges and universities under the so-called
"Bundy Law." Under this law, each eligible private institution receives
$400 for every baccalaureate and master's degree awarded, and $2,400 for
every doctoral degree awarded. In 1971-72, this program cost the state
approximately 30 million dollars. Although there has been discussion of
revising the law to change, the formula or to base subsidy upon enroll.
ment, no amendments were enacted as of 1972. (In addition, New York
provided about 20 million dollars in financial aid to private medical
schools and certain technical programs.)

New York operates a number of student aid programs for the benefit of
New York residents. The Regents Scholarship Program, based upon test
results and need,* provides up to a maximum of $1,000 toward tuition
costs at a public or private institution; the Scholar Incentive Award, based
entirely upon need, provides up to a maximum of $600 for the same
purpose. These two programs cost nearly 70 million dollars in 1971 -72. In
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addition, New York has introduced a Higher Education Opportunities
Program and a special opportunities program (SEEK) designed to provide
more comprehensive financial assistance to those students from low-
income families and with major educational .disadvantages. These pro-
grams cost around 31 million dollars in 1971-72.

The third largest state in the United States, Pennsylvania, has experi-
enced about the same public-private enrollment mix as has New York.
Pennsylvania is different from other states in that a substantial proportion
of its expenditures for higher education is directed to students. The state
has not been committed to a low tuition policy, and, on a per capita
expenditure basis, Pennsylvania has ranked 46th in the nation. Many of
the programs in Pennsylvania are unique to the state.

The public system of higher edtication in Pennsylvania consists of the
Pennsylvania State University with several branch campuses and a state
college system of fourteen campuses. In addition, there were, as of early
1972,, some fifteen public community colleges receiving both state and
local tax support. The tuition charge at Penn State and the state colleges
was relatively high, over $700 an academic year.

In 1965, three private universities-r-Temple, Pennsylvania, and Pitts-
burghwere declared by state law to be state-related universities. In
1970-71, they received over 150 million dollars in direct state financial
assistance. In addition, another 14 private institutions have been desig-
nated as state-aided institutions; they received over 22 million dollars in
direct- assistance: Other private institutions have received occasional grants
of state funds, usually for capital imprcvements.

In 1965, Pennsylvania also initiated its Higher Education Assistance
Authority. Grants and loans have been provided upon the basis of need to
Pennsylvania students enrolled in the state and. out-of-state. In 1970-71,
the Authority provided nearly 51- million dollars in grants, of which 8.5
million dollars were awarded to students enrolling in out-of-state institu-
tions. The entire state student aid program amounted to nearly 15 percent
of the total state appropriations in support of post-secondary education.

Finally, Pennsylvania has maintained a special fund for grants to institu-
tions to assist them in matching the requirements of federal programs.
Approximately two million dollars were spent from this fund during
1970-71, almost all of it matching the requirements for grants under the
federal work-study program.

Illinois
The fifth most populous state in the United States in 1970, Illinois

ranked third in the United States in combined state and local appropria-
tions per student ($2,457). The state has been committed to developing a
comprehensive, quality higher education system; which includes private as
well as public institutions. The private colleges and universities of Illinois
have enrolled about 30 percent of the students in the state.

Illinois has a state system of multi- campus institutions: the University
of Illinois (three campuses), Southern Illinois University (two campuses),
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the Board of Regents (three institutions), the Board of Governors (four
institutions), and the Illinois Junior College Board (34 junior and commu-
nity colleges). The state budget is prepared in the firA instance by the
Illinois Board of Higher Education. Appropriations have been based upon
a program formula. As appropriations stabilize, student tuition charges
tend to rise. State direct institutional support was.over 400 million dollars
in 1972-73.

Illinois also provides direct grants to private institutions, $100 for each
freshman or sophomore Illinois, scholarship winner and $200 for each
junior or senior Illinois resident. The program cost about 6 million dollars
in 1971-72. In addition, Illinois provided over 20 million dollars in finan-
cial assistance to the priVate medical schools of Northwedern. University
and the University of Chicago.

The Illinois student aid program includes both scholarships and grants
from $150 to $1,200, but they are applicable only to tuition charges. The
program is expected to cost around 51 million dollars in 1972-73, with 65
percent of the amount going to students enrolled in private colleges and
universities. Another form of student aid is the waiver of tuition for
students in state institutions who enroll in programs of critical occupa-
tional shortage, such as nursing. This program cost over 23 million dollars
in 1971-72, but it was to be reduced in 1972-73.

Indiana: Tax Credits
In hidiana, 80 IiiiCent of the 158,000 students enrolled in the state

attend private institutions. As a partial aid to= these institutions, a tax
credit plan was enacted into law in 1969, permitting individuals to deduct
from their state income tax' 50 percent of gifts made to institutions of
higher education in the state, up to a limit of $50. Corporations have the
same privilege, up to a limit of $500.

It should be noted that the Indiana tax credit applies only tolifts, not
to tuition payments. Apparently, no state government as of 1972 had
enacted a law permitting tuition payments to be a credit against income
taxes.

It was estimated initially that the Indiana tax credit provision would
cost the state about 20 million dollars in tax revenues in the first full year
of operation. Instead, only about 8 percent of the taxpayers took advan-
tage of the tax credit;- and the claims amounted only to $430,000. It
would appear that the tax credit privilege was utilized mainly by those
already making contributions to Indiana's colleges and universities. In the
second year, claims for tax credits dropped to $264,000; but, in the third
year, they rose to nearly $1,130,000 because of a 1971 amendment ex-
tending the privilege to gifts made to university foundations.

Interestingly enough, in practice, the program has benefited primarily
Indiana University and Purdue University rather than the private colleges.
The public universities have been able to attract gift support, especially
for new buildings.
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The Wisconsin Proposal
-Wisconsin has one of the highest rates' of high school graduation in the

United States. Yet its rate of enrollment in post-secondary education is
below the national average. The existing pattern of state government fi-
nancing, which is generally similar to that of most western and mid-
we31,ern states, has not stimulated broad access to the state's colleges and
universities.

In 1970, the Governor's Commission on Education recommended a
new proposal for state financing. This proposal was worked out by two
University of Wisconsin economists, W. Lee Hansen and Burton Weis-
brod.* The recommended plan focuses on a portable grant or voucher
system, wliCh would require full-cost pricing and full grants for all stu-
dents demonstrating need, thus easing access and providing equity and
diversity. The plan is still under consideration but has" been opposed by
the state university, which has feared a diffusion of funds and leveling of
support; with- the uncertainty about future federal policy, the university
also has urged a delay of action until the direction of 1972 legislation
could be known. In addition, the state legislature was apparently reluctant
to raise the tuition charges to students because of the possibility of unfa-
vorable voter reaction in 1972 by both student and other voters.

Hansen and Weisbrod intended that the voucher plan should apply only
to undergraduate and not to graduate instruction. The voucher awards
will provide increased financial resources to students from lower income
families, Will. permitstlidFits a fieeelidice between public and private
institutions of higher education, and will halt or reduce state subsidy of
students from higher income families.

The Wisconsin plan calls for a standard student expense budget of
$2,100 as of 1969-70: $1,400 for tuition, $100 for books and supplies,
and $600 for maintenance. Student earnings, expected family contribu-
tion, and other grants would then be deducted from-this standard budget.
The difference would be the amount paid each individual student. It was
estimated that upon the -basis of anticipated enrollment increases, the
total cost of this plan in 1971-72 would have been between 90 and 95
million dollars. The estimated direct subsidy to public institutions of high-
er education that same year would have been over 123 million dollars. The
Governor's Commission on Education recommended that a minimum
grant of $500 be given to every Wisconsin student in post-secondary edu-
cation, which would have increased the costs of the program to the level
of 123 million dollars.

In terms of its impact upon students, the Wisconsin plan projects
post-secondary enrollments by family income level as follows:

*cf. W. Lee Hansen and Buxton A. Weisbrod, "A New Approach to Higher Educa-
tion Finance," in M.D. Orwig, ed., Financing Higher Education: Alternatives for the
Fedeml Government (Iowa City, Iowa: The American College Testing Program, 1971),
p. 117.
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Family Income
Percent Distribution
of Student Families

Und er. $5,000 16
$5,000 to $7,499 19
$7,500 to $9,999 20
$10,000 to $12,499 13
$12,500 and over 32

A student from a family with net income under $5,000 would be
expected to earn $350 toward his or her expenses, no family contribution
would be expected, and a voucher award of $1,750 would be received.
This student would gain $600 more than under current financing arrange-
ments. For a student from a family with net income above $20,000, the
tuition charge would be $1,400 rather than $450 and so his or her higher
education would cost $950 more than at present.

The Income Contingent Loan and the Ohio Plan
In March, 1971, Governor John J. Gilligan recommended to the Ohio

General Assembly legislation which would obligate every Ohio student to
repay to the State of Ohio the full amount of the direct state subsidy to
that student upon the -basis of future income. If the student did not
receive sufficient income as projected by the plan, then the subsidy would
not be repaid or would be repaid only in part. And no student would be
obligated to pay more than the amount of the state subsidy he or she
received. The Governor projected the possibility that in 20 to 30 years the
State of Ohio would thus have a substantial new source of income for the
support of public institutions of higher education.

Under the so-called Ohio Plan, no immediate new source of income
would be provided for the state's public institutions of higher education,
and the current pattern of financing public higher education in Ohio
would remain unchanged. The purpose of the proposal was to impress
upon the student the magnitude of the social investment in his or her
higher educatM and to obligate the student to repay that social invest-
ment if his or her future income so justified repayment.

The Ohio Plan was modeled in part upon income contingent loan plans
which had recently been introduced at Yale and Du'e Universities, both
private institutions. In these instances, increased tuition charges to stu-
dents might be paid by the student in the form of an income contingent
loan, a current loan to be repaid with interest upon the basis of future
earnings. The financing of these loans was presumably provided through
the endowment funds of the universities.

Before retiring as Chancellor of the Ohio Board of Regents in the
summer of 1972, John D. Millett put forth a modified version of the Ohio
Plan. His proposal called for an increase in student charges at the state
universities from $610 an academic year at the undergraduate level to
$1,200, and from $1,200 to $2,100 an academic year at the graduate and
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graduate professional level. Student charges at two-year campuses would
, be reduced to $450 an academic year. At the same time, the state grants

to undergraduate students from low income families would be increased
to a maximum of $1,200 a year. Undergraduate students from families
with incomes above $12,000 a year would be offered the option of an
income contingent loan as the means of paying the $600. increase in
tuition. In addition, any Ohio resident enrolled as an undergraduate stu-
dent in a private college or university would be eligible to receive an
income contingent loan in the amount of $600 per academic year.

Under the proposal of Chancellor Mil lett, an undergraduate student
entering.into an income contingent loan would begin to repay his or her
obligation five years after the completion of formal higher education and
continue for the next 15 years. The rate of repayment until the entire
debt was extinguished would he as follows:

Annual Income Yearly Repayment
$7,000 to $9,999 1%
$10,000 to $14,999 2%
$15,000 to $19,999 3%
$20,000 and over 4%

It was expected under this proposal that some students would make
only partial repayments and others would make complete repayments.
The plan was to be administered by a state student loan agency, and some
state subsidy to the loan agency for the debt service of the agency was
anticipated.

The plan contemplated that the State of Ohio would continue to subsi-
dize undergraduate and graduate instruction, as well as certain other high-
er education programs in research, public service, and student aid. At the
same time, the proposal contemplated a substantial increase in higher
education expenditures per student, but only a modest increase in the
total state appropriations for higher education in 1973-75.

Summary

Confronted with increased demands for state support of public higher
education as well as with other demands for increased state expenditures
(particularly for welfare and health care), and faced with a reluctance on
the part of state taxpayers to provide the financial resources for these
expenditures, state governments have begun increasingly to experiment
with new ideas about financing the public commitment to higher educa-
tion.

State governments have also become concerned about the impact of
public higher education upon private higher education. During the 1960's,
nearly 80 percent of the enrollment growth of the decade (a doubling)
was, accommodated by the public institutions of higher education. State
governments began to hear about price competition and began to en-
counter requests for state subsidy o students in private institutions of
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higher education. The administrative officers of public institutions tended
to be only moderately concerned, if at ali, about the fate of private higher
education. State government officials tended to be much more concerned,
in considerable degree because of their concern with future state expendi-
tures.
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STUDENT LOANS

The whole subject of student loans deserves further attention. Both the
advantages and the limitations of loans to students need careful considera-
tion. Furthermore, since the enactment of the National Defense Educa-
tion Act of 1958 by the federal government, loans to students have be-
come an important means whereby students have met their direct costs of
post-secondary education.

State governments have become involved in student loan programs in
two ways. Following in the footsteps of the federal government, state
governments, too, have been active in the student loan field, usually by
means of guaranteeing student loans entered into by commercial lending
institutions (banks, savings and loan associations, and other lenders). In
addition, state governments have been asking whether the ready avail-
ability of loans does not warrant increases in the tuition charges to stu-
dents.

Low-cost, long-term loans to students, to be repaid after a student has
completed higher education, tend to shift a part of the direct student cost
of higher education from their families to the students themselves. Often
the family contribution to higher education costs is borne from current
income or from accumulated savings. The student loan may fully or par-
tially relieve this family cost burden and postpone payment to a later date
to be paid over a longer period- of time. The student loan may then be
compared to the way in which a family invests in a home. It should be
noted, however, that the student, not his or her family, is expected to
repay the investment.

There is, of course, a basic assumption in the student loan approach to
financing the student's cost of higher education. This assumption is that
higher education will pay off, that the student will have a job advantage
and an income advantage after having acquired a college degree. If this
employment assumption does not hold, if the student drops out of col-
lege, or if the graduate rejects an employment advantage, then the student
loan may not be repaid and the default must be financed in some fashion.

More recently, the proposal for income contingent loans has offered
some new features in financing the student costs of higher education. The
general student loan is an obligation which the student must repay regard-
less of his or her future income circumstances. The income contingent
loan is a conditional obligation which the student must repay only if his
or her income permits it. The income contingent loan is a mechanism for
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providing a state government subsidy, at least in part, only to those stu-
dents whose future income is not enhanced by increased earning power,
rather than providing a subsidy to every student enrolled in public higher
education.

From the point of view of state governments, a fiscally sound student
loan program, properly designed, financed, and administered, offers sever-
al advantages. The increased costs of student instruction can be trans-
ferred in whole or in part to students without increasing the current
economic barriers in access to post-secondary education. At the same
time, the rising costs of higher education to the state taxpayer can be
reduced or even eliminated. The cost of student defaults in loan payments
is likely to be less than the cost of a continually rising level of state
subsidy per student for all students in public higher education.

It must be-iMphasized once again, however, that student loans are not a
universal solution to the financing problems of higher education institu-
tions and of students. Student loans are probably inappropriate for stu-
dents from low income families, first, because such students may not have
access to lending institutions and, secondly, because the sacrifice in fore-
gone income for such students and their -families is a heavy one. Loans
seem to be most useful for students from middle income families.

The National Defense Education Act of 1958 authorized a program
whereby the federal government could make capital grants of loan funds
directly to both public and private institutions of higher education. State
governments- entered into this arrangement only to the extent that they
were called upon to provide the ten percent matching in institutional-
funds for these national defense student loan funds. The sudden popular-
ity of student loans encouraged state governments, as we have said, to
establish their own mechanisms for student loans, which were almost
always a form of a student loan guarantee to the lending institutions
which actually made the loans. Then, in 1965, the federal government
decided to give state governments additional incentives to create such
lending arrangements.

The Federal Guaranteed Student Loan Program

The Higher Education Act of 1965 authorized the establishment of a
federal government guaranteed student loan program. The. federal law
authorized the Commissioner of Education to encourage state and private
non-profit agencies to create or expand loan insurance programs for stu-
dents enrolled in eligible post-secondary educational institutions, to pro-
vide a federal loan insurance program for students in those states not
having access to a state or non-profit program of loans, to pay a portion of
the interest to the lender on behalf of the student borrower, to reinsure a
portion of each loan guaranteed by a state or non-profit agency, and to
pay a "special allowance" to lenders making loans to students.

As of 1972, twenty-five states and the District of Columbia had estab-
lished agencies to guarantee loans to students by banking and other lend-
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ing institutions. Twenty-one of these agencies operate the program direct-
ly, as in the instance of the New York Higher Education Assistance Cor-
poration, a public agency created by act of the legislature as early as 1957.
Five states have contracted with United States Aid Funds, Inc., a private
non-profit agency, to administer their programs. And in two states, Texas
and Wisconsin, a state agency makes loans directly to students. In the
remaining states, the Commissioner of Education enters into agreements
directly with lending institutions to insure repayment of loans made to
students.

Federal government advances are provided to establish or strengthen
the reserve funds of approved state government loan programs. These
advances are non-interest bearing and must be repaid as and when the
Commissioner of_Education finds that the maturity and solvency of the
state reserve fund so permits. Most states have a reserve fund amounting
to 10 percent of the outstanding volume of loans, although reserves have
varied from a low of-3 percent to a high of-20 percent.

State and private non-profit agencies contract with the Commissioner
so that 80 percent of the loans guaranteed by the agency are reinsured by
the federal government. Since federal reinsurance reduces the state
agency's potential liability for defaults to one fifth of the outstanding
balanqe in student loans, the agency's reserve fund will support the guar-
antee of loan balances five times as much as would otherwise be the case.
Reinsurance agreements had been made as of 1972 with 23 state govern-
thents and the District of Columbia.

Currently, there are some 3,895 colleges and universities in the United
States and overseas eligible to enroll students who have borrowed funds
under the guaranteed loan program. In addition, there are another 3,451
eligible vocational, technical, trade, and business schools, proprietary,
public, and non-profit.

Loan procedures are quite carefully prescribed. A student, full-time or
part-time, applies for a loan at a lending institution which has volunteered
to participate in the program. The student and the head of his or her
family complete the required sections of the application form, including
information about adjusted family income. The application is then sent by
the -lending institution to the eligible college or university which must
certify that the applicant is enrolled as a student or has been accepted for
enrollment, that the applicant is in good academic standing, that his or her
estimated educational expenses are reasonable, and what the amount is of
other financial assistance made available by or through the college or
university.

If the lender agrees to make the loan, the application is sent to the
guaranteeing state or to the non-profit agency for a commitment to insure
the loan. The amount borrowed is then paid directly to the student, or the
check may be sent to the college or university for delivery to the student.

Under the law or regulations of the guarantee agencies, the maximum
amount a student may borrow, the interest rate, and the terms of repay-
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ment vary. Under all the programs, however, the maximum amount may
not exceed $2,500 per academic year, and the total aggregate borrowing
may not exceed $7,500 for a four-year baccalaureate or $10,000 for
graduate school:* The maximum rate of interest payable on a loan may be
determined by the Commissioner of Education from time to time; cur-
rently it is 7 percent. The-repayment period for a student ldan may not be
less than 5 years nor more than 10 years, and may begin not sooner than 9
months -nor more than 12 months after a student ceases to be enrolled on
at least a half-time basis. Principal payments need not be made while a
borrower is a member of the armed forces, a volunteer in the Peace Corps
or VISTA, or a full-time student in an eligible institution of higher educa-
tion.

The federal law specifies that no student may be denied a loan subject
to guarantee or reinsurance on the basis of family income or a finding of

_absence_of need. If the adjusted-family-income is-less than--$15;000 a-year,
the Commissioner of Education is authorized to pay all or a portion of the
interest on a loan on behalf of the borrower while he or she is enrolled in
school. The Education Amendments of 1972 substituted a "need test" for
adjusted family income in providing this interest subsidy, but the new
regulations aroused such opposition that the Congress postponed the ef-
fective date of the new provision of law until March 1, 1973, in order to
provide time for a reconsideration of this whole matter.

If the adjusted family income is $15,000 a year or more, the student is
expected to pay interest but not the principal on his or her loan while
enrolled in higher education. As noted above, repayment of the principal
begins only after the student leaves school.

If a student fails to make an installment payment when due, or fails to
comply with any other terms of his or her obligation, and if this failure
continues uncorrected for 120 days, the loan may be declared in default.
The federal government and the state guaranteeing agend'y will then pay
100 percent of the principal outstanding at the time the loan enters
into default. Some state laws provide, however, for only 80 percent or 90
percent guarantee of the principal. This has been done to encourage lend-
ing institutions to have a personal stake in the quality of the loan. In the
event of the death or permanent total disability of the borrower, the
Commissioner of Education pays the total amount outstanding.

The federal law'also authorizes the Commissior of Education to pay
an interest supplement if economic conditions arf 'h as to threaten to
impede the program and th" 7 percent rate of interest is less than equita-
ble to borrowers. Many lending institutions have complained that there is
a considerable amount of paper work in connection with student loans
and that the permissible interest rate is less than that obtained on most
unsecured personal loans. The maximum supplementary rate of return is 3

*The $2,500 annual maximum permitted by the Education Amendments of 1972
has been suspended until March 1, 1973.
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percent and is calculated upon the basis of the average quarterly unpaid
principal balance on all student loans disbursed after August 1, 1969. This
special allowance in the maximum amount was being paid in 1972.

The National Experience
As of the end of the third quarter of 1971, nearly 3.5 million student

loans had been made under the federal government guarantee,- with an
original principal obligation of nearly 3.2 billion dollars. Of these loans,
81 percent had been made by commercial banks, 8 percent by savings
banks, and 4 percent directly by state government lending agencies. The
majority of the borrowers had come from middle income families; the
adjusted family income of 50 percent of the student borrowers was be-
tween $6i000-and $15;000-a-year: Only about 4 percent of the borrowers
came from families whose income exceeded $15,000 a year. The cumula-
tive default ratio on guaranteed loans for the nation as a whole came to 4
percent.

The New York Higher Education Assistance Corporation operates the
largest single student loan guarantee program in the nation. By June,
1972, the NYHEAC estimated that it would have guaranteed one billion
dollars in student loans in nearly one million loans to about 500,000
borrowers. 75 percent of the borrowers had enrolled at institutions within
the state and 36 percent of these borrowers enrolled in public institutions.
Of the loans held by students of middle income families, a slightly lower
percentage was held than was true for the,nation as a whole. The adjusted
family income for 47.5 percent of the borrowers was between $6,000 and
$15,000; some 4.6 percent of all borrowers came from families with in-
comes above $15,000 a year. The cumulative default ratio on students
subject to repayment was 4.6 percent, although actual loss of principal
was expected to be under 3 percent. The New York Corporation found
that students in trade schools and schools of cosmetology and students
entering college from an educationally disadvantaged background consti-
tuted the groups with more than a normal risk of default.

The State of Texas has been the second largest lender under the federal
program through a direct state government agency authorized by a consti-
tutional amendment approved by the voters in 1966. The loan funds have
been provided through the sale of State of Texas College Student Loan
Bonds, of which some 115.5 million dollars worth had been sold in 1972.
These bonds are general obligation bonds. As of March 31, 1972, a total
of 245,523 loans had been made to 78,990 students in the amount of
$91,441,640. Of this principal, about 10 million dollars had been repaid.
The net effective rate paid by the State of Texas on student loan bonds
ranged from a low of 3.77 percent to a high of 6.25 percent in 1970.
Some 3.08 percent of the student loan portfolio had been turned over to
the State Attorney General as of 1972 for collection as being in default.
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Income Contingent Loans in New York

In 1972, the State of New York enacted legislation creating a new kind
of loan program for students. The law combines both a deferment of
tuition payment and a repayment upon the basis of future income. The
arrangement is available to all students, regardless of the state of origin,
enrolled in a New York institution of higher education, public or private.

Under the New York law, any student in a New York institution may
sign a note payable to the institution for tuition, room, and board in an
amount not to exceed that eligible for reinsurance under federal law.
Currently, that amount is $2,500 a year; $7,500 over the period of bacca-
laureate education, and $10,000 including graduate school: The New York
college or university accepts the student's note in full or in partial pay-
ment of the costs of enrollment. The institution then contracts to sell the
student notes to an agency of state government. Thus, the institution will
receive in current income the face value of the notes signed by its stu-
dents.

The New York state agency designated by the law to administer this
program is the State of New York Mortgage Agency. Since this agency was
engaged in the purchase of home mortgage loans from banking institit-
tions, the Legislature apparently decided that the Mortgage Agency was the
appropriate state body to purchase and hold student notes. Under existing
state and federal laws, the notes of the Mortgage Agency will qualify for
100 percent guarantee by the New York Higher Education Assistance
Corporation and for 80 percent reinsurance by the federal government. In
effect, then, the program shifts 80 percent of the risk of any net loss from
default to the federal government.

The State of New York Mortgage Agency will obtain its capital with
which to purchase student notes by the sale of agency revenue bonds on
the open market. Because the Mortgage Agency is an agency of the state
government, its bonds under current provisions of law will pay interest
which is exempt from federal government income taxation.

Participation in this program is entirely voluntary on the part of a New
York college or university. No institution is under any obligation to ask
students to sign notes in payment of institutional charges, or to sell these
notes to the State of New York Mortgage Agency. It is possible under the
law, however, for the Mortgage Agency to buy student notes from bank-
ing institutions and even directly from students.

Because this lending program is geared to federal law, the student will
pay an interest rate no higher than seven percent on such notes, and, if the
student's adjusted family income is under $15,000 a year, the student will
pay no interest while he or she is enrolled in school. Repayment of the
note will commence nine months after enrollment has ended. The princi-
pal is to be repaid over a ten-year period. The law authorizes the State of
New York Mortgage Agency to program the periodic payments to start at
a relatively low dollar amount and gradually to increase the size of the
payment in step with the predicted income of the borrower.
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In addition, the State of New York Mortgage Agency is authorized
within the limits of available funds to suspend repayment of loans until a
borrower reaches a specified income level. The Mortgage Agency may also
reduce or suspend a borrower's schedule of payments if such payment
would exceed a certain percentage of the borrower's income. It is these
two features which, in effect, make the student note program similar to an
income contingent loan program.

The income contingent features of the program will be funded by state
grants to the Mortgage Agency, by any federal grants which might become
available, by private gifts, and by any surplus which the agency may
realize between the interest rate at which it sells its student bonds to the
investing public and the seven percent interest rate charged to students.
According to its financial advisors, the State of New York Mortgage
Agency should realize a spread of at least one percent between its effec-
tive interest rate and the interest charge to students. This would mean that
on each 100 million dollars of bond sales and student note purchases, the

- Mortgage Agency should obtain a surplus of one million dollars. There are
administrative costs, also, to be paid from this surplus.

It seems likely that the income contingent aspects of the New York
plan can be made effective over a period of time only with state govern-
ment subsidy, or with federal government subsidy if this should be author.
ized. At the same time, it is evident that the State of New York has, in
effect, provided to students an opportunity to obtain an income contin-
gent loan, and has offered to both the private and the public institutions
of higher education in New York a new vehicle of student financial assis-
tance. Unfortunately, it is too early as of the autumn of 1972 to assess the
effectiveness and utility of this new program.

The Federal Student Loan Marketing Association

The Education Amendments of 1972, approved by President Nixon on
June 23, 1972, authorize the creation of a new federal government activ-
ity to be performed by United States government sponsored corpora-
tion. The work of the corporation will be managed by a board of directors
of 21 members, seven of whom will be elected eventually by participating
higher education institutions, seven of whom will be elected by participat-
ing financial institutions, and seven of whom will be appointed by the
President subject to Senate confirmation. This new corporation is desig-
nated the Federal Student Loan Marketing Association.

This association is authorized to make advances on or to purchase
student loan paper which has been insured by the Commissioner of Educa-
tion or by a state agency with which the Commissioner has an agreement.
The purpose of this arrangement is to provide a secondary market for
student loans. Many banking institutions had complained that the volume
of student loans was becoming sufficiently large to tie up a considerable
amount of a bank's assets in fairly long-term loans which were not neces-
sarily the most profitable loans from their point of view. By creating this
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secondary market for student loan paper, the federal government has
moved to establish a new source of student loan capital. The capital of the
Federal Student Loan Marketing Association will be provided by the sale
of its notes and bonds to the U.S. Treasury.

As of the autumn of 1972, it is again too early to determine what
impact this secondary market arrangement will have upon student loan
activity in the United States. =

Summary

An extensive array of legislation has been enacted by state governments
and by the federal government to assist students in financing the direct
costs of their post-secondary education through loans. Banking institu-
tions have been encouraged and protected in making loans to students.
Students have been given special privileges in terms of interest rates and of
repayment schedules for such loans. Students from low income families
have been relieved of the obligation to pay any interest charges while
enrolled in a college or university. And New York State has moved to
provide an income contingent feature to its student loan arrangements.

Thus, state governments and the federal government have undertaken
to assist students in meeting their direct costs of higher education. And,
the economic barriers to access to higher education even at the no tuition
or low tuition public institutions of higher education have been acknowl-
edged.

At the same time, these loan programs have undoubtedly had an impact
upon state government policies affecting the financing of public institu-
tions of higher education. All of these arrangements, state and federal,
tend to encourage state governments to place a larger share of the instruc-
tional costs of higher education upon students.
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OPTIONS FOR STATE GOVERNMENTS

Administrators in public institutions of higher education insist that
they must continue to receive increased income in order to carry but the
mission assigned or developed for each state college or university. Even if
these incremental cost increases were to be maintained at the level recom-
mended by the Carnegie Commission on Higher Educationinflation plus
not more than 2.5 percent per yearthe burden upon state government
tax resources could continue to be substantial during the decade of the
1970's. This would especially be a problem if enrollments should. increase
another 50 percent by 1980 over 1970 (although, given present projec-
tions, such an increase is unlikely), and if private colleges and universities
should falter and throw some or all of their enrollment into the public
sector.

Public institutions of higher education must confront cost increases,
beyond the imperatives of inflation, for several reasons. Public higher
education in the United States has tended to spend less per student than
private institutions and has sought to narrow the qualitative implications
of this gap. Public institutions enroll a diverse student body with
varied needs and interests. Students themselves are demanding more ser-
vices and more individual attention. Public institutions have had to in-
crease their high cost programs of instruction, as in medicine and the
other health sciences. Public institutions are called upon to perform in-
creased public services. And, the faculties in public institutions observing
the salary gains in other areas of governmental activitytransportation,
sanitation, police, fire, and teachingwill not readily sit by and see their
own salary situations deteriorate.

Undoubtedly, public institutions of higher education could achieve
some economies and efficiencies in operation. The integration of the costs
and financing of research and public service and the determination of
reasonable standards of faculty productivity still demand careful atten-
tion. But economies and efficiencies, important as they are, will not pro-
vide the income needs for public institutions of higher education in the
1970's.

If state governments are to be responsive to the reasonable expectations
of public institutions for incremental income, they confront, essentially
two alternatives. The first is the choice of pricing policy to students. And
the second is the financial assistance policy for students. Obviously, the
two policy choices are closely related. Indeed, the argument presented
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here is that the two policy choices must be considered as parts of an
integrated whole.

As pointed out earlier, most state governments have adopted the con-
glomerate model for their current pricing policy. They have generally
sought to divide the instructional costs at public institutions of higher
education between students and state taxpayers, and in this division of
burden they have generally sought to keep the tuition costs to students at
a relatively modest level, often somewhere between $450 and $600 for an
academic year.

This level of charges has tended to provide about one quarter to one
third of the instructional cost of a general baccalaureate program and a
good deal less toward the cost of many professional baccalaureate programs
and of all graduate and graduate professional programs. At the same time,
this level of tuition charge has been only a small part of the total direct
cost of higher education for the student and his or her family, and still a
smaller part of the cost ;if some estimate of foregone income is added to
the student's share. Even so, this relatively modest tuition charge is a
major economic barrier to access to higher education for students from
lower income families and may be an encouragement to students from
higher income families to prefer public institutions to private institutions
of higher education.

State governments have a choice in providing appropriation support to
public institutions of higher education. They can: (1) provide such incre-
mental and expansion income as seems justified from state tax resources;
(2) divide the incremental and expansion income on a sharing basis be-
tween student and state taxpayer; and (3) allocate the entire incremental
and expansion income to the student. There is no definite or logical basis
for making this choice. The response to the situation is apt to be a prag-
matic one made in the light of a number of political concerns: the attitude
of state taxpayers toward higher education,-the attitude of officials and
interest groups about other state government expenditure needs, and the
attitude of the public generally about the need for and utility of higher
education.

There have been some individuals who have argued that, on the average,
the instructional costs of public baccalaureate programs ought to be
shared on a 50-50 basis between students and state taxpayers. The only
basis for such a proposal is that- it has a nice kind of equal distribution
sound to it, that it provides increased income at the moment to public
institutions, and that it reduces the burden upon state taxpayers at the
moment. It has also been suggested that at the graduate and graduate
professional level, the distribution of instructional cost might be 40 per-
cent to the student and 60 percent to state taxpayers. Again, the rationale
for such a proposal is simply its appearance of an equitable division of
costs upon some kind of fixed basis.

There have also been proposals for variable tuition charges at public
institutions; students would pay 25 percent of the cost for lower division
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instruction, 50 percent of average upper division costs of instruction, and
40 percent of the average costs of instruction at the graduate and graduate
professional level. (Other states, including Washington, are now proposing
higher tuition for graduate work than for upper division work.) As ex-
plained earlier, the argument for such an arrangement is that the student
risk is greatest in the first two years, that student persistence and prospect
of an income advantage are substantially higher in the last two years of a
baccalaureate program, and that graduate instruction may entail greater
social advantage than upper division instruction.

If tuition charges to students are increased, or even if they are main-
tained at levels of around $600 an academic year,"then state governments
need to give particular attention to the income needs of individual stu-
dents, and particularly to the income needs of students from lower in-
come families. This kind of attention is essential if access to higher educa-
tion is to be afforded to students of academic ability and motivation who
have limited family resources for post-secondary enrollment.

The choices available for student financial assistance include:

1. scholarships and fellowships
2. grants
3. work-study
4. direct loans
5. guaranteed loans

Presumably state governments and public institutions of higher educa-
tion have a current inventory of their resources for student aid, a record
of the family income levels of their undergraduate and graduate students,
and an estimate of financial need based upon direct costs to students and
upon student resources for meeting these costs.

It must be rep. ted in this connection that the federal government
since 1958 has played an increasing role in the provision of varied grants
and other resources for student financial assistance. This federal govern-
ment role, including the provisions of law included in the Education
Amendments of 1972, has encouraged state governments to give expanded
attention to financial assistance to students based upon need. At the same
time, an indirect effect of the federal role has been to encourage the
conglomerate model of state government pricing, including an increased
sharing of instructional costs by students. If funding is provided for that
portion of the 1972 Amendments that provides for need-based grants of
up to $1,400, or half of the total cost of education to the student, there
will be enormous pressure to raise student charges in order to take advan-
tage of these federal funds.

In each state, calculations can be made about the impact of various
choices and combinations of choices upon- the expenditure patterns of
public institutions of higher education, upon the tax burden of state
taxpayers in support of higher education, and upon student financial re-
sources for meeting the direct costs of higher education. Among these
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choices and among these cost implications, a state government must make
its decision about the financing of higher education.

It seems likely that, at the present time, state government decision
makers will find that when the costs of alternative choices are calculated,
for the immediate future (of one to four years), the increased costs of
higher education to the state can be reduced by emphasizing financial
assistance to students rather than by undertaking to meet all the increased
costs through state taxation. Moreover, the concern with equity in the
access to higher education for students from lower income families can be
better served through increases in student financial assistance than
through increased appropriations to public institutions as such.

Finally, once more it is essential to insert the reminder that more than
the fates of public institutions of higher education and of student access
to higher education are involved in these options. The fates of private
institutions of higher education and of the students enrolled in these
institutions are also at stake. The theoretical argument for private higher
education revolves around its role in setting higher education standards, in
providing diversity and freedom of choice to students in deciding the kind
and quality of higher education to undertake, and in carrying a part of the
total load of higher education enrollment. If private colleges and universi-
ties were to disappear or to falter, their contributions in the public inter-
est would be lost and the public burden would be increased. This concern,
toe, cannot be absent from the decision about choices which must be
made by state governments in meeting their responsibilities for higher
education opportunities and services.

34



APPENDIX: STATE PROFILES
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BY 1990: DOUBLED ENROLLMENTS, TRIPLED COSTS. Charts showing the chron-
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MEETING THE FINANCIAL PINCH AT ONE UNIVERSITY. The university is
Princeton; the savingone million dollarsreflects the impact of Pnivost William Bow-
en's incisive memorandum explaining why the University needed to tighten its belt.

BLACK STUDIES: HOW IT WORKS AT TEN UNIVERSITIES. After the ideological
furor dies down, there are these management problems to solve: organization, faculty,
money.

319 WAYS COLLEGES AND UNIVERSITIES ARE MEETING THE FINANCIAL
PINCH. An expanded check-list of practices being used right now to save money and
increase income.

THE ADVANTAGES OF WORK-STUDY PLANS. In addition to helping balance a
university budget, work-study can attract capable students who need a chance to earn
their way, and make education more relevant for all students.

SURVIVAL THROUGH CHANGE. A case study of a privately supported urban uni-
versity's plan to fight the budget squeeze.

A GUIDE TO PROFESSIONAL DEVELOPMENT OPPORTUNITIES FOR COLLEGE
AND UNIVERSITY ADMINISTRATORS. Third expanded edition of a handbook
identifying over 125 useful workshops, conferences, internships and fellowships sched-
uled for 1973.

RESCUE BEGINS AT HOME. Highlights of To Turn the Tide (Father Paul C. Reinert,
President of St. Louis University), including an 11 - point self-help plan other institu
tions can follow.

PUTTING COOPERATION TO WORK. A survey of lir voluntary cooperation is
helping colleges and universities.

PERSONNEL MANAGEMENT IN HIGHER EDUCATION. Three papers discussing
general scope and problems, focusing on the current issues of tenure and collective
bargaining, and suggesting ways to decrease costs.

HIGHER EDUCATION WITH FEWER TEACHERS. A survey of colleges and universi
ties which have recently increased their student-faculty ratio to 20 to I or more, for
those who are considering such a change and wondering how class size affects quality.

THE CONTRIBUTIONS OF BUSINESS MANAGEMENT TO HIGHER EDUCATION
MANAGEMENT. Report of a seminar, in which higher education administrators
learned from business experience without losing sight of differences between the two
institutions.

FINANCING CURRENT OPERATIONS OF AMERICAN HIGHER EDUCATION. An
analytical framework for comparing and contrasting the income and expenditures of
publicly and privately supported colleges and universities.

Single copies of each publication are free.

There will be charges for quantity orders of most publications. We will be
pleased to provide, at your request, information on these charges.
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