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THE BQUITY OF HIGHER ED'CATION SUBSITIES

I. INTRODUCTION

Economists and policy makers have argued for years about whether this
country is over or under investing in higher education (Schuitz, 1972).
Most of the discussions are based on very general estimates o what we as a
nation are expending on higher education. The total figures used are
aggregate estimates and do not differentiate among purposes to which the
money is put nor do they trace the patterns of expenditure available to
different types of students attending college. This results in part from
the cemplicated nature of how colleges, and the students attending, are
supported. Money flows to institut.ons from different levels of government
and from private sources with various degrees of restrictions on how the
money can be expended. A good deal of the money is spent for activities
that are not directly related to the educational mission of the institution.
Examples include the operation of hospitals, research institutes,
dormitories, bcokstores and cafeterias. In addition, many students receive
direct assistance in the form of grants, subsidized loans and work programs
(Brinkman, 1985).

The specific information developed in this report concerns the subsidy
available to undergraduate students. The report examines the total amount
of money available from all sources to students attending college. The
analysis identifies what resources are available directly to students and
how many dollars are available as a subsidy through the institution. The
cunulative effects of the subsidies will be evaluated to determirz the
degree to which the funds are equitably distributed among students from
different income groups, racial and ethnic background and ability levels.

Because the sources of higher education income are so diverse, it is
difficu.t to determine in an individual case who provides the subsidy. In
this paper no attempt is made to determine the source of the subsidy, only
the amount. It is not possible to determine whether private, federal,
local, or state dollars are expended for educaticn because, given financial
reporting procedures, institutional income cannot be linked directly to
specific expenditures and students do not reliably report sources of student
aid.

The most important factor in determining the amount of subsidy appears
to be the institutional choice of the student. The decision to go to
college obviously determines whether 2 subsidy is provided. This analysis
is limited to those in college. Those who do not attend receive no subsidy.
If the student decides to attend, the choice of where to go to college
influences, in large part, the amount of subsidy that will be available.
The amount that a college spends on undergraduate education depends on a
number of considerations including the contrsl, mission, location, and size.
Once the student decides to go to a specifire college, that choice, along
with the student’s financial situation, determines the amount of aid for
which that student is eligible. In part, student decisions are limited by
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institutional admission requirements. Low ability students have fewer
colleges from which to choose than do high ability students. The choice of
institutions is also somewhat narrowar for low income students than for high
income students who can afford to pay the tuition and living cost at more
expensive colleges. Student aid does not necessarily assure low income
students equal choice of high cost colleges (Jackson, 1986).

For this analysis, an assumption is made that students do not aistribute
themselves randomly among colleges so subsidy patterns among different types
of students will vary. The student characteristics included in this
analysis are family income, race and ethnic group, and ability. Information
is included as to whether they enrolled in a two-year public college, a
four-year public college or a private college. This set of characteristics
allows an examination of whether subsidies are «quitably distributed, as
well as helps in understanding some factors associated with the subsidy.
There is no implicit assumption about how much subsidy is provided by
different types of institutions. A private college with high tuition could
spend more on student education and yet provide less subsidy than a public
college with low tuition and a large state subsidy. The amount expended on
education by the college includes the tuition paid by a student and is a
different measure than the subsidy provided, which is the amount of money
available for education from sources other than the student.

There are inter-relationships among the different student
characteristics. For example, Blacks, Hispanics and Indians have lower
incomes, as groups, than do Whites. Previous research indicates that
ability is correlated to income, with high income associated with high
ability. Also lower income students tend to enroll in lower tuition
colleges (Le=2, 1985). Very little is known about the patterns of subsidies
aveilable to students through the combination of institutional exper iiture
and student aid. This results, in part, from the lack of a common data set
that allows both student finances and institutional finances to be
investigated simultaneocusly. The longitudinal data on the high school
graduating class of 1980, High School and Beyond (HS&B) and the Higher
Education General Institutional Survey (HEGIS) are the sources for
individual and institutional dates used to develop estimates of subsidies
available to students attending college. The information on student aid was
taken from HS&B and institutional finance information was taken from HECIS.

The central concern guiding this analysis is whether the average
subsidies available to students are equitable. The first question to be
investigated is whether student aid subsidies are progressive relacive to
student income. The second question will be to determine if institutional
subsidies are neutral across income categories. It is expected that the
combination of institutional and student subsidies will result in an overall
subsidy that favors low income students. To the degree that minority groups
have, on the average, lower income than majority students, minorities should
receive more student aid, and the same level of institutional subsidy, as
majority students. Because ability correlates with income, it is expected
that low ability students will receive more student aid than high ability
students. This is balanced by the prohability that high ability students
will be more likely to enroll in selective institutions which provide
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Federal student aid totaled $18.9 billion in the same year. With a full
time equivalent enrollment of nine million students, that results in Jjust
over $2,000 federal dollars per student. Much of this total expenditure is
not classified as a federal subsidy. Approximately $8.4 billion is
off-budget, including all student loans to be paid back and matching funds
required from institutions by the various programs. If these off-budget
totsls are subtracted from student aid tota's, the federal appropriation
available is roughly $1,170 per student. In this study, the amount of
subsidy reported per undergraduate student in the 1983-84 academic year was
$1,038. This reflects differences from the Federal appropriztion in the way
subsidies were calculated for this study, which includes college work-study
and uses different procedures o estimate the loan subsidy. Another
difference is that this group does not include graduate students or
proprietary school students who, on the average, receive more aid than
undergraduates.

The total student aid provided by statcs was about $900 million in 1981
(NASSGP, 1987). Privately provided aid, which is the most difficult to
estimate, probably provides at least an equal amount to students. The
addition of these non-federal sources of aid raises the total aicd available
per student about 20 percent above the federal level.

Institutions receive income from private as well as public sources.
Endowments, sales and services of educational activities, including
hospitals and other sources, all provide institutional income. Some, but
not all, of this income is spent for the direct costs of educating students,

B. Definitions and Limitations

1. Subsidy. The centrul concept in this analysis is that of education
subsidy. Generally, subsidy represents the amount of money from all sources
provided for a students education above and beyond the individual’s or his
family’s contribution. Educational subsidy is defined, for purposes of this
study, as the "education and general" (E & G) expenditure plus the grant aid
and grant equivalent student aid (this concept will be defined later in this
section) received by the student, minus tuition peid by the student. The
definition used in this analysis does not include foregone taxes as a
subsidy to individuals and institutions because the amount would have to be
estimated in the most general way and would result in questionable
conclusions. Trere also may be subsidies available to students through
housing or food services on campus which are not taken into consideration in
this study.

The E & G measure was taken f-om the HEGIS finance data and modified by
excluding expenditures for researvh, scholarships and fellowships. These
items were excluded because research expenditures do not bear directly on
the educational experience of undergraduates, which is the population under
examination in this study. Grants and scholarships were excluded because
they are accounted for in the individual student record.

iU
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The tuition for a full-time (in-state for public colieges) undergraduate
was subtracted from this total, resultirg in the institutional subsidy
available to the student. The tuition estimate was taken from the HEGIS
file because it was considered a more reliable estimate than student
reported tuitions.

There are three limitations to this measure of subs.ly. First, the
subsidy available to students in an institution wil'. vary by level of
enrollment; freshmen receive less subsidy than graduate students. Second,
the subsidy wiil vary by type of program; engineering majors receive larger
subsidies than sociology majors. Third, universities with large graduate
enrollments spenc more on graduate students than on undergraduates. The
institutional average includes graduate students and, thus, is greater than
the amount spent on undergraduates’ education. Attempts to estimate the
effects of these differences would introduce untes.ed assumptions into the
analysis. Therefore, a decision was made to use uncorrected institutional
averages.

The E & G expenditure total excludes everything spent for all auxiliary
enterprises, including hospitals, dormitories, cafeterias, book stores and
other activities unrelated to the direct costs of providing education. The
E % G expenditures used here includes expenditures for instruction, public
service, academic support, student services, institutional support,
operation and maintenance of plant, and transfers. This aggregate amount
was divided by the total number of students enrolled to calculate a per
student subsidy. The number of students was calculated on a head count
basis because the HEGIS finance tape contains only the head count number and
not a divisicn into part- and full-time status. This obviously reduces the
estirated institutional subsidy for community co)lege students relative to
students in the other sectors because of the large proportion of part-time
enrollment in two-year institutions.

Calcu.ation of the subsidy available to students through student aid
also required some estimation. Student aid can take three forms: grants,
subsidized loans and subsidized work. Grants are simple to calc'iate and
are given full face value as a subsidy. Subsidized work is not included
since a s.udent must work for pay. Thus, a subsidized job is no different
than any other job and from the student employee’s perspective it is
employment, not a subsidy.

Subsidized loans present the most complicated form of subsidy. Loans
include ar interest subsidy, much of which is realized in the future, as
well as a requirement that the borrower repay the original principle and
some interest costs. There are several loan programs with different
subsidies. In order to estimate the current grant equivalency of the
subsidy, the market value of an unsubsidized loan was assumed to be 12
percent annually. This is the loan that a student or his family would be
forced to take if there was no subsidy loan program available. A student
loan interest rate of zero percent was assumed while in college, and eight
percent during repayment after leaving college. The difference between the
market interest rate and the subsidized interest rate was calculated based
on an assumption of two years in college and repayment over ten years. The

XIII - 5 1i



future subsidies were discounted to a current or present value. This means
that a future subsidy is not as valuable as a current subsidy and is
discounted to reflect the time value of money. Under these arbitrary
assumptions the present value of the grant equivalency of a loan was
estimated to be roughly 30 percent of the face value of the loan.
Obviously, this is an estimate and would change as interest rates changed,
or as assumptions changed about the length of repayment. For example,
essuming three years in college and 13 percent market interest rate results
in a 37 percent of the face amount of the loan as a present value of the
subsidy.

The type and source of loans and grants was not distinguished in the
analysis. There is no attribution of the source of the loan or grant
because it is not evident that students recognize the source of particular
aid; cnly that they received the aid and the amount.

2. Institutional Expenditure. This is not a measure of subsidy but a
measure of E & G expenditure without tuition being subtracted. This
provides information on the amount of institutional money that is being
expended for educatioa. A Ligh tuition college could provide relatively
little institutional subsidy, but could expend a great deal on the education
of undergraduate students. On the other hand, a low tuition college could
provide a significant subsidy, but not expend very much on education.
Information on this point will help in estimating the proportion of the
educational expenditure that is provided as a subsidy.

3. Income. Another measure used in the analysis is income. The
measure of income used was 1380 family reported income, when the students
were high school seniors. The students were assigned this income for each
of the years used in the analysis. No correction was made for changes in
family income or dependency status in students later years. No modification
was made for family size, single head of household, or other family
circumstances which could affect a family’s ability to pay for college.
Given this opportunity for change in financial situation, the patterns among
the income groups were found to be similar in the two years for which data
are reported

4. Equity. For purposes of this analysis, equity was decermined to
exist if those from the lowest income group received the largest overall
subsidy. Each increasingly higher income group should receive less subsidy
if the system is equitable. This definition of equity is a very straight-
forward, if limited, measure of how much subsidy is received by students
from families with different incomes. Part of the total subsidy may reflect
institutional expenditures and part may come from direct aid to the student.
The subsidy may be provided by federal, state or private sources.

The analysis does not include information on those who did not attend any
college. Evidence has been consistent over the years that college
attendance is related to income. The lower the family income, the less
likely their children will attend college.

The choice of a four-year or a two-ye:r college is also related to
socio-economic standing. High SES students are more likely to enter a

12
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four-year institution when they attend college. Students with high ability
are also more likely tc attend a four-year college (Baily and Collins,
1977).

5. Ability. Abuility was determined based on the composite ability
measure used in 11S&B. Individuals were assigned to quartiles based on their
scores. The ability test was a one hour test including basic mathematics
and language skills. Race and ethnic group definition also was taken from
the HS&B tape.

C. Research Design and Methodology

Two data sources are used in this project. High School and Beyond
(HS&B) is a longitudinal data set which follows a cohort of students who
were high school seniors in 1980. The sample is weighted to reflect the
universe of students in that cohort. The enrollment status of the group in
this study is reported for the years 1980-81 and 19£3-84. This corresponds
roughly with the freshman and senior year in college for those students
making standard progress toward « bachelor’s degree, which most of the
students in this sample did not .o. All estimates of student subsidy were
developed using HS&B data. The institutional records selected were for
those campuses atiended by students in the sample. 'The sample does not
represent a cross section of all students. Obviously it excludes older
students. The mix of institutions attended by members of the sample should
represent a cross-section of all colleges in the universe. Because 18 year
old students are mostly freshmen, the mix of institutions actended differs
from those attended by all students in the 1983 sample. There was a decline
in the proportion of students enrolled in the two-year schools and an
increase in the proporti»n of students in the four-year schools. The use of
data from two different .;ears, each with their potential biases, provides us
with more confidence in ~.he results if both years indicate the same patterns
of subsidy. A third year, 1981, was included in the initial data collection
but because of several data probleris has been excl xded from the final
report. Mainly, the problems had to do with records that were not useable
because of missing data. The resul: was too few records to meke usetul
comparisons with other year’s data.

HS&B employed a two stage sample design. In the first stage, stratified
disproportionate samples of schools were selected from public and private
high schools with 12th grades in the 50 states and Washington, D.C.. In the
second stage, simple random samples were taken of 3eniors attending high
school who could finish school by the end of the summer.

The design provided for a sample of 1,122 high schools and 36 seniors
and 36 sophomores per school. A total of 811 (72 percent) of the 1,122
eligible schools participated in the survey. There were 204 matched
replacement schools which brought the total of participating schools to
1,015, or 90 percent of the target. Student questionnaires were completed
by 28,240 (85 percent) of the eligible sampled seniors in the participating
schools. In 1980 there werc 6,020 (unweighted) useable records of students
enrolled in college that were included in the analysis. In 1983 the
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unweighted number was 5,151 students enrolled. The single most important
reason for excluding a record in this study was the lack of a match between
the individual record and the inscitutional record. Only students that were
reported to have enrolled in a college were used in the analysis of subsidy.
There were an adequate number of records in each analytic category to
support the simple comparison of meens that were utilized in the study.

The data collected for each student includes family income, family
socio-economic quartile, student ability quartile, student aid received and
attendance status. Attendance status includes full- or part-time and the
type of institution attended. Colleges are reported as two-year, four-year,
public or private.

The reccrds are used cross sectionally, that is they do not follow the
same student through the several years. Different students make up the
populetion in different years because some drop-out and others enroll. The
mix of institutions charges by year. For example, there are fewer students
enrolled in the two-year colleges in 1983 than in 1980. There was no
correction for inflation in the report. All values are reported in current
dollars. The two years used, 1980 and 1983, did reflect a period of
inflation. The Ccnsumer Price Index increased by 17 percent between the two
time periods. To determine whether there had been a change in subsidy
between the two time period, totals in 1983 would need to be deflated by 17
percent. The results (see appendix A for table) indicate that there was no
significant difference in subsidies between the two years with the exception
of the decline in the subsidies available to students in public four-year
campuses betweun the two time periods.

T.e enrollment in 1983-84 represents 85.8 percent of the enrollment in
1980. That relatively small overall drop represents a great deal of
internal change. Of 100 students enrolled in 1930-81, nearly 45 were no
Jonger in college in 1983 while 30 =tudents who were not enrolled in 1980-81
were enrolled at that later time.

The second source of data is the Higher Education Genersl Iaformation
Survey (HEGIS). This data is collected from institutions each fall and
includes information on enrollment, finances, faculty and staff and
affiliation. Estimutes of institutional expenditures, tuition and
institutional subsidies were taken, or estimated, from HEGIS data.

Both {EGTS and HS&B identify an institution by its FICE code, which is
an institutional identification number. This ullows each student record to
be assigned to the correct institution. This merging of records allowed a
data base to be developed which included both the student aid subszidy and
the average institutional subsidy. There were some records that could not
be merged because of missing or incorrect FICE codes. The number of
non-matches in 1983 and 1980 was between 18 and 29 percent of all records of
enrolled students. The missing records appear to be randomly distributed
among the different student categories so there is no reason tr believe that
a consistent bias was introduced in the results. Data are reported in
tables for academic years 1980-1981 and 1983-84 and include any students
enrolled in each of those years. Intermediate years were collected as a
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X

XIII - 8




quality control check but they are not reported here in order to maintain
simplicity. The years represent the first and third year out of high
school. A studenu cannot be assigned to an academic year in college with
the reported data. Students were defined as enrolled if they were full or
part-time any time during the year. If a student changed colleges in the
middle of the year, he or she was assigned to the first institution in which
he or she was enrolled.

A mmber of student records were dropped because they contained
insufficient data to support the analysis. Examples of missing data include
the previously mentioned problem with non-matchable FICE code as well as
other problems such as no family income, no reported race or ethnic group,
or no ability measure. In some cases, such as student aid reports, it is
difficult to determine if there is a missing responses or the student
received no aid. Records were only dropped from the particular analysis
which required the data, not from the overall study. There is the
possibility that these missing records may have introduced some bias in the
results.

Per student subsidies were calculated on a head count basis. There
were two reasons for this. The first is that the HEGIS finance tape
includes only headcount enrollment. Adjustments for the percentage of part-
time students could have been made using the HEGIS enrollment tape but,
because of project budget limitations, this was not done. The second reason
is more complicated. Because the HS&B is a longitudinal tape a student may
be full-time in one enrollment period and part-time or non-attending in a
second enrollment period during the same year. It would be an arbitrary
decision to declare these student full- or part-time so enrollment was
calculated on a head count basis.

Procedurally, the above considerations mean that a student was
identified as enrolled in college on the HS&B tap., regardless of whether
they were part- or full-time. They were assigned to the appropriate colleg:
on the HEGIS tape. The actual student aid report by the student was
identified and the average institutional expenditure for education was
calculated for the head count enrollment reported by the institution.

An alternative would be to use the concept of full-time ecuivalent
enrollment equating thiree part-time students to one full-time student.
Doing this would increase the average estimated subsisdies available to all
students. Roughly 42 percent of all students in college attend part-time;
29 percent in four year schools and 63 percent in commmnity colleges (ACE,
1984). If the correction for part-time enrollments was made it would
increase the overall) subsidy by 38 percent with an increase of 24 percent
for students in four year schools and 72 percent for community colleges. If
these corrections were made the overall estimated subsidy would increase and
the difference in the subsidies available to studente at four- and two-year
campuses would be more nearly the same but subsidies available to students
in two-year schools would still be roughly $2,000 less .han subsidies for
students in four-year schools. (Table A-1 in Appendix A displays the
estimsted clinges in subsidies by institutional type.)
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II. RESULTS

The sequence of tables reporting results begins with a description of
those students who did not attend college compared to those who did. This
is followed by tables describing the subsidy available by income, race and
ethnic group, and ability for those attending college. Next, a series of
tablcs presents the subsidies available by institutional type and control.
The section closes with a brief review of differences in subsidies between
aided and non-aided students. The final section includes a discussion of
the implcations of the study's findings.

A. Who Attends College?

According to the HS&B, roughly half the class of 1980 did not attend
college in the first year out of high school. That proportion of non-
attenders dropped to roughly 35 percent in the four year period following
high school. The probaebility of attending college by income is shown in

Table 1.
Table 1
Proportion of Students Attending College by Income
Income Propertion of Group

Attending College in 1980
< $7,00n 38.3%
7-12,000 45.0
12-16,000 46.8
16-20,000 48.8
20-25,000 53.5
25-38,000 62.7
38,000+ 67.3
Average for all Income Levels 49.8

The probability of going to college directly after high school is

closely related to family income. Offspring of low income families are less

likely to go to college than children in higher income farilies. Over 60
percent of the students from families with under $7,000 income did not
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attend any college in 1880-81. Less than 33 percent of those from families
with income over $38,000 did not attend.

There also are differences in attendance among racial and =thnic groups
(See Table 2).

Table 2

Proportion of Students Attending College by Racial and Ethnic Groups

Proportion of Group

Group Attending College in 1980
Hispanic 51.1%

Indian 34.2

Asian 66.3

Black 42.6

White 53.6

Average Proportion of All Races Attending 49.8

Table 2 indicates that Asians are more likely to go to college directly
atter high school ihan any other group. Whites are next, followed by
Hispanics, Blacks and Indians. Nearly two-thirds of the Asian high school
graduates attended college and only one-third of the Indians.

The next table presents the prolability of students attending college
by a composite measure of ability based on test scores. The students are
organized into quartiles based on their scores.

Table 3

Proportion of Students Attending College by Ability

Ability Quartile Proportion oi" Group
Attending College in 1980
Lowast 27.7%
Second 46.4
Third 58.8
Highest 76.0
Average for All Ability Levels 49.8
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There was a strong relationship between ability and *he propensity to
attend college in 1980. Less than 30 percent of those in the lowest ability
quartile go to college compered to over 75 percent in the highest quartile.

This brief review of who tends to go to college confirms other
historicel data indicating that low income and low ability students are less
likely to attend college than are other groups. Analysis by race and ethnic
group also confirms prior data showing that Indians and Blacks are less
likely to go to college, but Hispanics and Asians are more likely to go to
college, than the average. Attendance rates for Whites are close tc the
mean because they include the preponderance of cases.

The subsidies available to college students are not utilized by
individuals electing not to attend. This report does not include high
school dropouts, which would probably exacerbate some of the differences
noted here. The sam> factors that account for college attendance are also
related to dropping out of high school.

The results confirm previous findings that college attendance is more
likely for the wealthy and academically able. Attending students receive a
subsidy which is not available to those not attending. This has not been
defined as ineguitable as the term is 'sed in this study. For whatever
reason, there are some people that do not have an interest in higher
education or participate in other activities by preference. The propensity
to attend college is related to income and ability which are correlated. A
good deal of higher education policy over the last several decades has been
aimed at changing this fact. The data from other research (Lee, 1984) make
the point that not much progress has been made toward the gnhal of equalized
rates of attendance among income groups and, in the largest sense, this can
be defined as inequitable.

B. Who Receives a Subsidy by Income?

For those attending college, the issue is how much subsidy is available
to students with different characteristics. Table 4 presents the subsidies
available for 1980 and 1983 by different income categories. This is the
total subsidy available to students through the sum of institutional
subsidies and those available directly to the student. There has been no
coirection for inflation in this report. The two years reflect different
students attending different schools. The family income reported in 1980 is
used for students in both the years, again there has been no correction for
inflation. The important point made in these tables is the relative
difference within a year, not the differences between the two years or the
absolute values presented.
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Table 4

Total Subsidy Available by Income

Income 198C 1983
< $7,000 $3,812% $4,3441*
7-12,000 3,707s 4,342%
12-16,000 3,5:'4 4,102¢%
16-20,000 3,493 3,917
20-25,000 3,282 3,959
25-38,000 3,131 3,796%
38,000+ 3,328 4,037
Average for all Income Levels $3,429 $3,980

tSignificantly different from the overall mean (05. level of confidence)

Generally, students from families having under $16,000 income receive a
subsidy greater than average while those in the higher income range receive
less overall subsidy in both years. There is slightly less variation in the
range in 1983 compared to 1980. The distribution of the subsidy is
generally equitable, but the differences are not very great.

The next table presents the distribution of the subsidy available to
students in the form of aid. This aid is from all federal, state, and
private sources. As indicated earlier, 30 percent of the face value of
loans are estimated to be equivalent to a grant.

Table 5

Student Aid by Income

Income 1980 1983
<$ 7,000 $1,477 $1,262
7-12,000 1,486¢* 1,386%

12-16,000 1,123 1,187%

16-20,000 1,237 1,159%

20-25,000 1,066 1,126%

25-38,000 901+ 866%

38,000+ 733¢ 795¢

Average for all Income levels $1,080 $1,037

tSignificantly different from the mean (.05 level of confidence)
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The student subsidy is related to income with the lowest income students
receiving r~ughly twice as much as the highest income students in each cf
the two years. The one probable reason why student aid declines in 1983
relative to 1980 is because of changes in policy which restrictea the
eligibility of students for aid from the more liberal Middle Income Student
Assistance Act rules that were in effect in 1980. In 1983 fewer students
reported receiving aid, but those who did receive aid had larger average
award packages. Further work needs to be done to determine if the
difference can be accounted for by missing data.

Table 6 presents the average amount of money spent on education by
institutions and the average tuition paid for each of the income categories.
The amount exp .nded includes the tuition paid by the student as well as the
subsidy. Subtracting tuition from expenditures yields the institutjional
subsidy. The table contains three colums of numbers for each of the years.
The first column (A) shows the average amount per student that institutions
spent on education, including the tuition inccme paid by students y S0 it
does not constitute the subsidy. The second column (B) is the average
tuition paid by students in each of the income levels. The third column (C)
is the institutional subsidy, the amount of subsidy available to students
from institutions. Institutional subsidy and the subsidy received directly
by students are additive to produce total subsidy. The actual totals will
not sum exactly because of missing values in the different categories.

Table 6

Institutional Expenditures for Education by Income

1980 1983

A B c A B o
Total Inst. Total Inst.
Expended Tuition _ Subsidy! Expended Tuition Subsidy!

< $7,000 $3,466 $1,099 $2,367 $4,467 $1,405 $3,062
7-12,000 3,311% 1,057 2,254 4,266% 1,325 2,941
12-16,000 3,399 1,009 2,390 4,251% 1,359 2,892
16-20,000 2,467 1,158 2,309 4,283% 1,526 2,757
20-25,000 3,498 1,237 2,261 4,532 1,708 2,824
25-38,000 3,473 1,178 2,295 4,567 1,667 2,900
38,000+ 4,267% 1,718 2,544 5,596% 2,409 3,187

Average $3,552 $1,217 $2,335 $4,597 $1,676 $2,921

*Significantly different from the mean (.05 level of confidence)
1This figure is derived and thus its significance cannot be calculated.
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The amount spent on education tends to be greater in bcth years for
the higher income groups as compared to the lower income groups. The total
expended rises slightly mcre rapidly than tuitions as income increases,
resulting in a slight advantage in institutional subsidy for the very
highest income group. The subsidy for the remaining groups shows no
pattern. As will be indicated in a later section, community colleges
provide less subsidy to students than four-year colleges.

C. Who Receives a Subsidy by Racial and Ethnic Group?

A good deal of attention has been given to the lagging college
attendance rate of minorities in this country. The preliminary data
reported earlier indicates the problem is better defined as a problem for
Blacks, Indians and, to a lesser extent, Hispanics. This section describes
the subsidies utilized by these groups after they enroll in college.

The minority groups are self identified on the HS&B. Hispanic is a
composite group comprised of Puerto Ricans, Cubans, Mexicans and others.
Other research has indicated divergent college attendance rates for
different Hispanic groups (Lee, 1985). This sample was too smal! to allow
separate analysis of these sub-groups. The small number of Indians in the
sample results in greater variations in their statistics compared to those
of other groups.

Table 7 indicates that, in terms of total subsidy, Asians and Blacks
receive the largest subsidies and Indians and Hispanics receive the least.

Table 7

Total Subsidy by Race and Ethnic Group
Group 1980 1983
Hispanic $3,157% $3,610%
Indian 3,060 3,667
Asian 4,393 4,782%
Black 3,810% 4,493
White 3,221% 3,839

Average for 3,391 3,980

all groups

tSignificantly different from mean (.05 level of confidence)

Blacks receive the largest amount of student subsidy relative to the
other groups. There is only a $400 range between the highest and lowest
subsidy, which went to Hispanics. The fact that Hispanics receive a
relatively low institutional subsidy, and a low student subsidy, probably
reflects the fact that a relatively large proportion of Hispanics are
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enrolled in commmity colleges. Further research would be necessary to
determine the relationship between type of institutions attended by
different social and ethnic groups. Table 8 presents information on the
student subsidy available to the groups in both years.

Table 8

Student Subsidy Ly Racial and Ethnic Groups

Group 1980 1983

Hispanic $922+ $880%
Indian 1,129 836
Asian 1,083 962
Black 1,328 1,188s
White 1,039 1,048

Average for 1,080 1,037
all groups

*Significantly different from the mean (.05 level of confidence)

Table 9 presents information on institutional expenditures and
subsidies available to the different social and ethnic groups. Consistent
with the two previous tables, Asians receive the largest institutional
expenditure (A) and Hispanics and Indians the least. Blacks receive higher
than average institutional expenditure in both of the years.

The pattern changes slightly when institutional subsidies are considered
(C) but Asians still do best followed by Blacks. Because Hisparics and
Indians pay a lower tuition (B), their institutional subsidy (C) is more
nearly comparable with that of whites.
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Table 9

Institutional Expenditure by Racial and Ethnic Group

Group 1980 1983
A B C A B C
Inst. Inst. Inst. Inst.
Expend. Tuition  Subsidy! Expend. Tuition Subsidy!

Hispanics $3,144%* $ 906 $2,238 $3,831* $1,144 $2,737
Indians 2,901¢s 268 1,935 3,941 1,108 2,833
Asians 4,752% 1,266 3,486 5,585% 1,748 3,837
Black 3,723% 1,196 2,527 4,831% 1,553 3,278
White 3,554 1,360 2,194 4,695 1,938 2,757
Average $3,552 $1,217 $2,335 $4,597 $1,676 $2,921

*Significantly different from the mean (.05 level of confidence)
1This figure is derived and thus its significance cannot be calculated.

D. Who Receives a Subsidy by Ability?

Ability is a composite measure tased on achievement tests administered
to all seniors in the high school sample. Ability has the strongest
relationship to subsidy compared to the two other measures Jf income and
race and ethnic group. The highest ability quartile students receive the
largest subsidy on all three of the subsidy measures across both years. The
relationship between the other three quartiles is not as marked but there is
very nearly a perfect ranked relationship between subsidy and ability. The
lower ability students receive the least amount of subsidy on all three
measures. Table 10 describes the total subsidy available to students by
ability quartile.

Table 10
Total Subsidy By Ability

Ability Quartile 1980 1983
Lowest $2,676% $3,225¢*
Second 2,974% 3,492%
Third 3,235 3,719¢
Highest 4,260% 4,836%

Average for $3,391 $3,980
all groups

*Significantly different from the mean (.05 level of confidence)
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The increase in the subsidy between the third and highest quartile is
the most marked. Not only are high ability students mcre likely to go to
college, but they receive much more subsidy when they attend.

The advantage for high ability students is consistent in the other
measures. There is a close relationship between ability and student
subgidy. The higher the ability measure, the greater the subsidy.

Perhaps most surprising is the outcome for student subsidy. Given that the
majority of aid is needs tested and not awarded on the basis of ability, it
is surprising that there is such a significant increase in the amount of aid
received by students in the top ability quartile relative to the other
groups. One possible explanation is that high ability students are more
likely to attend higher cost colleges and are thus eligible for more student
aid. Table 11 provides the distribution of student subsidy by ability.

Table 11
Student Subsidy by Ability
Ability Quartile 1980 1983
Lowest $ 684¢ $ 6583
Second 840% 822%
Third 985% 902s

Highest 1,575% 1,468%

Average $1,080 $1,037

sSignificantly different from average at .05 ievel of confidence

The final table in this series on ability reflects the total
institutional expenditure and subsidy available to students by ability.
confirms the results of the preceding two tables.

2.
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Table 12

Institutional Expenditure by Ability
Ability
Quartile 1980 1983

A B c A B c
Inst. Tuition Inst. Inst. Tuition Inst.
Expend . Subsidy! Expend. Subsidy!

Lowest $2,702¢ $ 713 $1,989 $3,402¢ $ 840 $2,562

Second 3,052¢ 919 2,13" 3,899% 1,243 2,656
Third 3,397 1,151 2,246 4,327% 1,555 2,772
Highest 4,531% 1,770 2,761 5,577* 2,450 3,327
Average 3,352 1,217 2,135 4,597 1,676 2,921

*Significantly different from average (.05 level of confidence)
1Significance tests could not be performed for institutional subsidy
because institutional subsidy is a derived number.

Expenditure, tuition and institutional subsidy are all closely related to
ability. As ability increases so does the value of all three of these
measures. The relationship is clear and unambiguous. The most notable
increase is the one between the third and highest quartiles. Neither income

nor race and ethnic group has as strong a relationship to subsidy as does
ability.

E. Subsidy by Institutional Type and Control

Table 13 compares four-year private, four-year public and two-year
public students in terms of the total subsidy received (A), the student |
subsidy received (B), the amount the institutions expend on their education
(including tuition) (C), Tuition (D) and, finally, the institutional subsidy
(E).
|

,{) -
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Table 13

Subsidy by Institutional Type and Control

1980
A B C D E
Type Total Student Inst. Tuition Inst.
Subsidy  Subsidy Expend. Subsidy
Pri. four $4,587 $2,376 $5,627 $3,416 32,211
Pub. four 4,517 1,205 4,241 929 3,312
Pub. two 1,996 543 1,844 391 1,453
1983
Type Total Student Inst. Tuition Inst.
Subsidy  Subsidy Expend. Subsidy
Pri. four $5,605 $2,707 $7,292 $4,394 $2,898
Pub. four 5,069 1,226 5,073 1,230 3,843
Pub. two 2,394 538 2,448 584 1,856

Subsidies received by students in public and private four-year colleges
(A) remained roughly the same in 1983 with a slight but statistically
significant ($536) advantage to students in private colleges. Private
college students receive more than twice the student subsidy (B) received by
public college students but pay more than 3.5 times as much tuition (D).
Even though the subsidies sre nearly equal for public and private college
students, the amount spent on the education (C) of private college students
is nearly 44 percent greater. The variance around the mean for
institutional subsidies (E) is much greater for private than public colleges
(this variance is not reportzd in the table). Students in public colleges
receive nearly $1,C00 more institutional subsidy than students in private
colleges (E). There is & balancing of sorts with private college students
receiving more student aid and public college students receiving more
institutional aid. The resulting overall subsidy available to students is
very nearly equal.

Commmity college students receive less than half the subsidy available
to students in four-year colleges. Neither the student subsidy (B) nor the
institutional subsidy (E) is near the magnitude of that for the senior
institutions in either year. As indicated earlier, data problems may result
in a substantial underestimate of commmity college subsidies because of the
high percentage of part-time students attending these institutions (Appendix
A contains a calculation for correction).

20
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F. Differences Between Aided and Non-Aided Students

In both 1980 and 1983 students who received student aid attended
colleges with higher tuition. The higher cost colleges, in turn, tended to
spend more money on students’ education. It is not possible to determine
causality from these dif.erences. Students could go to higher tuicion
colleges because they get aid or they got aid because they went to colleges
with higher tuition.

Table 14 details some of the differences between aided and non-aided
students in 1980 and 1983.

Table 14

Differences Between Aided and All Students

1980 1983
Aided All Students Aided All Students
Inst. Exp. $3,957 $3,552¢ $5,420 $4,597%
Tuition 1,421 1,217 2,141 1,676%
Subsidy 4,509 3,391s 5,953 3,980*
Sitad. Sub. 2,060 1,080% 2,722 1,037*

sSignificancly different at .05 level of confidence)

As would be expected, the subsidy levels were higher in both years for
aided students. In 1983 fewer students repcrted receiving aid, but those
that received aid had larger amounts. In 1980 46.7 percent of the students
reported receiving some ajid and in 1983 that percentage had dropped to 34.0
percent. This reflects the greater proportion of the cohort attending
college part-time in 1983 compared to 1980 and changes in federal student
aid policy which restricted eligibility in 1983.

III. REVIEW AND CONCLUSIONS

The propositions set forth at the beginning of this study were confi~med
in some cases and not otlers. In general, total subsidies are equitably
distributed. Lower income students generally receive more support than
students from higher income families. That was true both in 1980 and 1983.
In 198( the subsidy was roughly ¢3,400, with the income group receiving the
least subsidy receiving about $3,300 and the group getting the most “»out
$3,800. The range was only $550 between the different income groups in 1983

')
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with the lowest subsidy group receiving about $3,900 and the highest $4,350.
The overall subsidy differences were not very great bLut they were in the
expected direction.

The estimated student subsidy is also equitably distributed. Low income
students received the largest student subsidy, getting about twice the
amount of direct support received by the highest income students.

Institutional expenditures for education, which includes tuiticn, are
related to income. Students from higher income families tend to have more
spent on their education than is spent on educating students from lower
income families. Higher income students pay more tuition but receive an
instituticnal subsidy nearly equal as to that received by lower income
students, with only a slight advantage to the very highest income group.
Students from the highest income group pay the highest tuition and receive
the largest institutional subsidy.

The second proposition suggested that minorities would receive a greater
subsidy than Whites because generally they come from lower income families.
This was only partially supported. Asians and Blacks received the greatest
overall subsidy in both years while Hispanics and Indians received the
least. Blacks receive more student aid than any other group followed by
Yhites. The Hispanics and Indians received less than average. This
difference may reflect the higher probability of Hispanics going to two-year
public colleges and qualifying for less aid than Blacks who are more likely
to attend private colleges than Hispanics. Further work needs to be done to
confirm this assumption. Differences in the income characteristics of
different racial and ethnic groups could also influence the results.

The explanation of subsid; differences among ethnic groups, resulting in
part from attendance in different institutions, is supported by the fact
that institutional expenditures are lower for Hispanics and Indians while
they are higher for Blacks and Asiarss. Asians attend colleges that spend
significantly more on education than other racial and ethnic groups, Blacks
are a distant second. There is only partial support for the proposition
that minorities receive a greater subsidy than whites.

The next proposition suggested that because low ability students are
poorer they would garner more student aid. This assumption was emphatically
rejected. The strongest factor related to both measures of subsidy and
educational expenditure was high ability. The top ability quartile students
receive significantly greater subsidy than any of the other quartiles. Even
the utilization of student aid, most of which is need tested, is greater for
high ability students than low ability students. This may be the result of
the type of college attended and the active pursuit of student aid by these
students. I.<sures of institutional expenditure, tuition and insti‘utional
subsidy al. increase with ability. The fact that high ability stulents are
less likely to attend two-year public colleges than lower ability groups,
raises subsidies significantly for that upper ability quertile. Thz pattern
of subsidies among the three types of institutions suggest that students
attending four-year colleges receive roughly the same total subsidy
regardless of whether they attend a public or private college. Students in

P
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private cclleges receive more student subsidy while those in public colleges
receive a greater subsidy directly from the institution. Wwhen tuitions are
included, private colleges expend more on education than do public four-year
colleges.

There is a propensity for students that are receiving aid to attend
colleges with higher tuitions. Such irstitutions make larger expenditures
for student education. It is not possible to imply causality one way or the
other to this fact. Aided students may attend more expensive colleges or
students attending more expensive colleges may receive more aid.

Overnll, it is evident that the diverse funding system for higher
education results in different subsidies being available to different groups
of students. 7The subsidy patterns suggested in this report are remarkable
for their differences as well as similarities. The differences in subsidies
among ability groups and the racial and ethnic groups are striking. The
similarity in subsidies available to different income groups =ud s‘udents
attending public and private four-year colleges is an equally inteiesting
finding.

This pattern of subsidies reflects, in part, conscious policy decisions
combined with millions of student choices each year. The results suggest
that the single most important decision that determines overall subsidy is
whether some one attends a four-year or a two-year college. Students
attending a lower cost two-year college receive a lower institutional
subsidy and a lower student subsidy. However, this difference, as noted, is
exaggerated because the data were not adjust to take into consideration the
distribution of part-time students (see Appendix A).

The fact that ability is so closely related to subsidy suggests that
choice of institution may be more closely related to ability than .ncome.
That choice in turn predicts the subsidy available to students.

The results of this study should be interpreted as a first effort to
examine this complex issue. The results suggest that there are different
amounts of subsidy available to students attending college depending on
their circumstances. The necessary compronises forced on the study by data
limitations and definitional acsumptions distort the final results somewhat.
It is highly probable that the results underestimate the subsidies of
students in community colleges and overestimate those for students in
universities with large gradiute programs. The quality of data always
constrains meking more than tentative generalizations. Missing values and
unmatched records both play a role in limiting the amount of usable data in
the study. Since this study started, improvements in the data have been
introduced but too late for inclusion here. The High School and Beyond data °
set is not perfect for this study because it only contains students in a

particular age range.
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Taking all of these limitations into consideration, the results have
enough consistency and face validity to suggest that they reflect an
underlying reality. The results suggest some further research that could be
done to confirm the results and answer more questions. It would be helpful
to know something about the interaction of the different variables. For
example, knowing the combined effect of income and ability on subsidy, or
the relationship of type and control of institution to ability, would be
helpful in developing a fuller understanding about variations in subsidy
available to students with different characteristics. These would help
answer some questione raised by the preliminary study and improve our
understanding of what subsidy students are receiving for a college
education.

Ju
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APPENDIX A

Estimated effects of using full-time equivalent enrollment, instead of
head count enrollment, in estimating total subsidy would result in
calculations of: (1) overall subsidies increasing by 38 percent, (2)
subsidies for students in four-year schools increasing by 24 percent and (3)
subsidies for students in two-year schools increasing by 72 percent.

Table A-1

Estimated Changes in Total Subsidies Comparing
FTE and Head Count Enrollment

1980 1983
Inst. Type Head Count FTE Head Count FTE
Private 4 Yr. $4,587 $5,688 $5,605 $6,950
Public 4 Yr. 4,517 5,601 5,069 6,286
Public 2 Yr. 1,996 3,433 2,394 4,118
Average 3 ’ 391 4 ’ 680 3 ,980 5 ’ 492
TABLE A-2

1983 Total Subsidies Deflated to 1980 Prices

Inst. Type 1980 1983 Deflated to 1980
Private 4 Yr. 85,638 $5,7€9
Public 4 Yr. 5,601 5,217
Public 2 Yr. 3,433 3,418
Average 4,680 4,558

Q 0

ERIC XIII - 25 *




Bibliography

American Council on Education. 1984-85 Fact Book on Higher Education.
MacMillan Publishing Co., New Jork, 1984.

Bailey, J.P. Jr. and Collins, E.F. "Entry into Postsecondary Education”
Paper presented at the annual meeting of the American Educational
Research Association, New York, N.Y., 1977

Brinkman, Paul Instructional Costs per Student Credit Hour: Differences by
Level of Instruction, NCHMS, Boulder, Colo., November 30, 1985

Jackson, Gregory Workable, Comprehensive Models of College Choice (NIE
Contract R-400-83-0055) Harvard University, Cambridge Mass. 1986

I e, John B. College Participation Rates, 1969, 1974, and 1981. American
Council on Education, Division of Policy Analysis and Research,
Washington, D.C., 1384.

lee, Valerie Access to '{igher Education: The Experience of Blacks,
Hispanics and Low Sicio-Economic Status Whites, American Council on
Education, Division of Policy Analysis and Research, Washington, D.C.,
May, 1985.

National Association of State Student Grant Programs. Annual Survey, 1987,
Pennsylvania Higher Education Assistance Agency, Harrisburg, PA, 1987.

National Center for Education Statistics, The Condition of Education, 1985,
Government Publishing Office, Washington, D.C., 1985

National Center for Education Statistics, Financial Statistics of
Institutions of Higher Education, Higher Education General Information
Survey, Washington, D.C., annual

National Center for Education Statistics, High School and Beyond,
Longitudinal Studies Branch, Washington, D.C., 1980 and 1983

Schultz, Theodore W. (ed.) Investment in Education, The University of
Chicago Press Chicago, I1l., 1972

Rev. 070887

Qe
XIII - 26




Wisconsin Center for Education Research Py
University of Wisconsin-Madison - School of Education w
1025 West Johnson Street - Madison, Wisconsin 53706 - (608) 263 -4200

ABSTRAC"

TITLE:  THE ECONOMICS AND FINANCING OF HIGHER EDUCATION-

THE TENSION BETWEEN QUALITY AND EQUITYV

Presented auc NASSGP/NCHELP conference
June 3, 1987 St. Louis, Missouri

AUTHORS: W. 1.EE HANSEN AND JACOB O. STAMPEN
UNIVERSITY OF WISCONSIN-MADISON

This paper reviews the changes over the past 40 years in the
social and economic environment affecting higher education
finance, focusing particulary on the related emphasis given to
quality and equity. Its empirical work compares changes in
instructional-relacted costs, as a reflection of a concern
relative about quality, with the net share of the these costs
paid by students, (tuition and fees less total : (udent aid), as a
reflection of equity. The evidence indicates a pendulum like
movement with a sharp shift from equity to quality concerns in
the 1980s.

X1V




April 29, 1987

Economics and Yinancing of Higher Education:
The Tension Between Quality and Equity
W. Lee Hansen and Jacob O. Stampenx
University of Wisconsin-Madison

Introduction

This paper examines the social and economic changes since
World War II affecting the allocation and distribution of
resources to higher education. The massive expansion of higher
education enrollments and the expanded missions of higher
education institutions that began in the late 1950s and
continued through most of the 1960s not only required but also
stimulated a substantial increase in resources allocated to
higher education.! However, the past fifteen years have been
markedly different. Resources available to educational
institutions have been relatively less abundant and aspirations
have been scaled back, but meanwhile the demands on
institutions have increased.? How higher education will
respond in the face of tightenad resources remains unclear. To
provide some insight into this conflict, we examine how and why
the level and allocation of resources shifted over the past 40
years.

One apparent explanation for the shift in resources is the
significant change in the goals of higher education that have
occurred. Over the past two decades there has been
substantially increased attention towards promoting wider
access with legss attention to developing high quality
educational programs. These changes stem from a heightened
concern with social justice, a concern that has always received
strong support from higher education. As a result, the
character of higher education by the end of the 1970s seemed to
have been substantially and permanently altered, with its focus
on access, choice, and persistence.

It now appears that this conclusion was premature. Since
1980-81 we have experienced another dramatic change, evidenced
by renewed public concera over quality and related calls for
higher standards than those that prevailed over the preceding

t This is a revised version of a paper presented at the annual
meeting of the Association for the Study of Higher Education,
in San Diego, February 14, 1987. This research was <supported
by the National Center for Postsecondary Governance and Finance
and the Wisconsin Center for Education Research under a grant
from the U.S. Office of Educational Research and Improvement
({OERI-G-86-0009). The authors acknowledge the research
assistance of Marilyn S. Rhodes, the editorial assistance of
Deborah M. Stewart, and the typing of Karen Donnelly.
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decade. As a result, higher education 1s making a strong bid
to tighten academic standards, to improve its educational
programs, to use its resources more effectively, and to
Judiciously respond to a wider array of social demands. Partly
as a result of these developments higher education institutions
have recently embarked on a major effort, particularly at the
state and local level, to increase the resources invested in
higher education.

We try here to put these developments in perspective by
gleaning from recent history the lessons we can learn about the
effects of changes in the political-social-economic environment
on higher education. Our exploration of these changes focuses
on national data on higher education revenues and expenditures.
Our purpose is to gain insight into shifts in the level and
distribution of resources for higher ed -ation. Cur hope is
that a better understanding of the interplay among the various
forces affecting the economic vitality of higher education
institutivns will help faculty, administrators, and also public
policymakers 1improve the quality and performance of higher
education institutions.

wWe structure this analysis around a series of questions
concerning higher education expenditures which reflect
society's investment in higher education. We then set out
criteria that can be used to link new social mandates for
change in higher education with the expenditure data. The
central focus of our analysis i1s to create a framework of time
periods that highlight the major forces affecting postsecondary
education since World war 1I. Based on this framework, we
proceed to evamine the changing patterns of investment 1in
higher education, shifts i1n the allocation of expenditures, and
what these developments mean for who pays the costs of higher
education.

The principal questions that guided our analysls are as
follows:

1) How did the various social-political mandates from

the past forty years influence societal spending, or

1nvestment, in higher education?

2) What were the keyv events affecting investment in

higher education during this forty year time span”?

3) What were the trends in overall expenditures for

instruction, for tuition and -»e charges, and for student

financial aid?

4) How did changes affect the sharing of the costs of

higher education and the ability of students and their

families to finance college attendance?

The data available to address these questions are less
than 1deal. Routinely gathered federal statistics on higher
education have been redefined frequently, thereby making it
difficult to consistently document financial trends and changes
in higher education activities. Public opinion polls that
might capture prevailing views about higher education are
sporadic and usually rather vague in the information they
elicit. Existing studies and research reports pursue a variety

. XIV 32




of questions that bear only tangentially on our topic. For
these reasons the variables selected for observation are
necessarily broad and represent a synthesis not entively free
of our own judgments. Nonetheless, the general patterns that
emerge offer explanations of changes in higher education that
are pertinent to the current policy debate on higher education
finance.

Dating the Periods of Analysis

The higher education sector has been buffeted by a variety
of unprecedenied forces over the past four decades. Perhaps
the most noticeable force was demorraphy. The enrollment surge
after World War II resulting from the GI Bill was followed by
relatively stable enrollment until the late 1950s. After a
gradual enrollment increase into the early 1960s, an explosion
of enrollments occurred as the baby-boom population reached
maturity. This enrollment surge continued through the 1970s,
but at a somewhat slower pace. Since 1980 overall enrollment
growth has slowed considerably.

Another key factor has been the efforts of the higher
education sector to chart its own course, as reflected in a
long series of reports that articulate its goals and
aspirations. Still another force has been that of economists
and other social scientists who periodically introduce new
concepts, provide fresh 1nsights, and offer novel proposals
that stir the air and stimulate thinking about the economics
and financing of higher education. Last but not least,
political forces always loom large and are revealed most
immediately in governmental actions; ultimately, however, these
actions reflect an even more powerful force, namely, the
changing priorities of the citizenry who determine the focus of
political action and the availability of resources for higher
education.

To facilitate our analysis we define five distinct time
periods. The first embraces the years between 1947-48 and
1957-58, a period of readjustment following World war II, that
began with the GI Bill and concluded with the emergence of
higher education as a major factor in the development of
American society. The second period, 1957-58 to 1967-68,
reflects the enormous expansion of the higher education sector
and its emphasis, spurred by concern that American technology
was falling behind the Soviets, on that elusive dimension of
quality. The next period, 1967-68 to 1972-73, reflects the
search for ways of broadening opportunities for students to
attend college beyond thcse initiated by the federal student
loan programs in 1965. This search culminated with the federal
decision in 1972 to establish a national need-based student aid
system of Basic Educational Opportunity Grants, later renamed
Pell grants. The next period, 1972-73 to 1980-81, can best be
described as a time for consolidating the financial system and
resclving equity problems. The last and most recent period,
1980-81 to 1984-85, reflects a sharp swing in the opposite

XIV - 3 ,‘
20




direction, with concerns about quality, efficient use of
resources, and broadened missions rising to the fore once
again,

These forces and their changing direction over the past
four decades reflect the well-known pendulum effect in social
and political affairs.? Special concerns about equity that had
led to passage of the GI Bill 1n 1944 were followed by concern
with quality in the late 1950s and early 1960s. The concern
for quality was followed by the ascendancy of interest in
equity and opportunity 1n the late 1960s and 1970s. By the
early 1980s these forces had run their course, and there was a
reversion to concerns about quality and effectiveness.

We tegin by outlining the major forces operating in each
of the five periods.

1946-17 to 1957-58--Post World War II Readjustment

This' period can b=st be described as one of readjustment
from the Ureat Depression and World war [I. It began with a
rapid increase 1n enrollments occasioned by returning veterans
who resumed or began their college training with the help of
the GI Bill. Despite the declining size of the college age
population 1n the early 1950s, resulting from falling births 1in
the 1930s, enrollments held up reasonably well as a consequence
of the flow of GI-Bi1ll supported Korean War veterans into
college. )

Aside from cnanges on college campuses brought about by
the returning veterans, this period was rather uneventful. The
social and economic pressures on the higher education sector
were minimal. The resources provided, while not substantial by
current standards, matched public expectations that access to
higher education should be limited to a modest percentage of
high school graduates. The one noteworthy report of the period
came from the 1947 Truman Commission on Higher Education#
(otherwise known as the Zooh Cemmission) which suggested that
after the veterans completed their schooling larger proportions
of the civilian population should be educated. The Commission
estimated that half of all high school graduates ~ould benefit
from higher education. [t called for removing the financial
barriers to college attendance by providing loans, grants, and
work-stuiy opportunities based on financial need.:

The period marked the ac-cendence of higher education to a
new leve. of prom‘nence 1n American society. (Colleges and
univercities had 1 een instrumental 1n easing the transition
from a wartime to a peacetime economy; many yvoung people who
might not have nad a chance to attend college rould do so; and
colleges and universities were able to expand and devel.p.
Knowledge of the important contributions ~f acadcme during

Wworld war Il led to societyv's increased relianca on 1%, nd
people came to believe that rolleges and universities ~ould be
instrumental in resolving other national problems. “eanwuile,
many higher educaricn leaders proved to b persuasive spolkesmen
for education and exercised leadership on national poliey
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issues that went far beyond higher education.

1957-58 to 1967-68~--Expansion and Quality

This period can be described as one of enormous expansion
and a strong cumphasis on quality. The most important element
was demographic, with the number of young people reaching age
18 rising from 2.3 million in Fall 1957 to 2.8 million in Fall
1964 and then jumping to 3.8 million in Fall 1965.¢ By the
early 1960s colleges and universities were scrambling to
construct facilities and to recruit new faculty members in
anticipation of the surge of growth looming ahead. The
emphasis on quality had come earlier and unexpectedly as a
result of the Soviet launching of Sputnik in 1957, This event
dramatized the need for augmenting the nation’s human resource
base and for focusing pa-ticular attention on developing the
most talented youth; it led to passage of the National Defense
Education- Act which provided limited loans and scholarships.

Meanwhile, economists developed the concept of human
capital which blossomed in the early 1960s and demonstrated the
powerful effects of human "investment" in education on economic
growth and on individual well-being.? Simultaneously, social
scientists were identifying the "talent loss” resulting because
many highly qualified high school xsraduates who could profit
from college were not attending or planning to attend college.
These developments combined to justify the enormous expansion
of resources invested 1n the instructional programs and
facilities of colleges and universities. They were also
instrumental in expanding the amount of organized research
activity financed largely by the federal government.

Several national reports proved to be influential in
focusing the debate and defining paths for subsequent action.

A 1957 report by the President's Committee on Education Beyond
High School recommended that planning begin for the projected
expansion of higher education and that faculty salaries which
had lagged seriously behind those of other comparable groups 9e
doubled in real terms by 1970 to assure an adequate base for
the coming expansion of the college population. Equally
important was President Eisenhower’s Comm.ssion on National
Goals which presented its findings in a 1960 report, Goals for
Americans.? Among the report's 25 educat.onal goals was a call
for establishing more community colleges, expanding the
production of PhDs, state planning of higher education, low
interest loans for college construction, fellowships for
graduate students, and increased funds for student ioans.?
Although the goals were not expressed in so many words, the
proposed creation of a vast new network of community colleges
as well as an expanded and upgraded system of four-year
colleges suggested simultaneous pursuit of the goals of
improved quality and wider access.

Some progress was achieved during the first half of the
1960s in reducing the financial barriers to college attendance.
Several leading states developed their own financial aid
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programs which later becomes models for federal programs.,10
Presi1dent Johnson's war on Poverty legislation i1n 1964 led to
creatior of the Work Study Program and to special grants to
help minority students attend college. Additional impetus for
equity came with passage 1n 1965 of the Higher Education Act,
which provided through the commercial banks a system of
subsidized loans for college and aniversity students. Despite
these advances, the total resources devoted to student aid were
still quite smail.

1967-68 to 1972-73--Pursu1t of Equity

As this periecd began, new forces were already pushing for
greater equality of opportunity. As concern mounted oiver the
"talent loss” resulting from financial barriers to attending
college, people became increasingly conscious of the poverty
problem. 1In addition, the pressures growing out of the civil
rights movement focused new attention on issues of inequality.
Taken together, these forces quickly pushed concerns about
quality into the background.

The opportunities i1nherent in these developments were
quickly recognized by Clark Kerr who twas then organizing the
Carnegie Commission on Higher Education, and he crystallized
them 1n an influential chapter 1n the 1968 Brookings

Institution volume Agenda for a Nation.!!'! Kerr outlined siv
major issues facing higher education in the 1970s. These

included the quest for greater equality of educational
opportunity, the problems of financing higher education 1n view
of rising costs, the likelihood of extensive use of new
"technology” 1n learning, the continuing shortages of Phbs and
MDs, the need for metropolitan universities to develop an urban
forus, and the special financial difficulties of black, liberal
arts, and state colleges.

To deal with these problems, Kerr pushed for federal
solutions through federal funding. This approach nou doubt
reflected the successes of higher education over the previous
decade in garnering federal support for research, college
buildings, and special equipment. VYet 1t also marked a
significant departure from the traditional combination of
financial support--tuition from students and their parents,
state and local tax revenues for public institutions, and
voluntary support for private institutions. Rather than push
only for institutional support, herr called for an expanded
program of student financial aid that would rise t» 5i5 billion
dollars annually by 1976. A third of this total would provide
continued support for research: another third would underurite
1 system of need-based student financial aid grants; and the
remainder would go for construction 1nstitutional support,
special programs, and medical education.

This report was followed within a year by two sets of
detailed proposals. One was 1ssued by Kerr's Carnegie
Commission on Higher Education!'? and the other emanated from an
Advisory Task Force rreated by the Department of Health,
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Education, and Welfare under the direction of Alice Rivlin,
then Assistant Secretary for Health, Education, and Welfare.!?
These reports proved to be surprisingly similar in their
recommendations, calling for a federally financed system of
need-based student financial aid grants, direct institutional
grants tied to the number of students receiving support, and
various related proposals toc deal with special needs. Both
reports made considerable effort to justify their particular
recommendations, to estimate their costs, and to assess their
likely effects. It is clear that these recommendations
constituted a package, with student aid as the centerpiece of
an integrated set of proposals whose goal was to promote
greater equality of educational opportunity.

Meanwhile, economists were turning their attention from
human investment to 1ssues of poverty, income distribution, and
the income distribution effects of public programs. Their
studies showed that prevailing policies had the effect of
directing -the bulk of higher education subsidies to youths from
high and middle income families rather than lower income
families, thereby disputing the conventional wisdom.!4 These
findings accentuated the desirability of need-based student
financial aid programs to help offset financial barriers to
college attendance.

A federal student financial aid system finally emerged in
1972 with passage of the Basic Education Opportunity Grant
(BEOG) program which provided grants to students based on their
financial need.!5 The program was phased in over a four year
period beginning in 1973-74 and covering all undergraduates by
1976-77. This program completed the erection of a federal aid
system relying on a combination of grants, loans, and work-
study programs to help youths from lower income families
overcome the financial barriers to college attendance.

1972-73 to 1980-81--Consolidating Equity Gains

The period from 1972-73 to 1980-81 was one of increased
difficulty. Throughout this period coileges and universities
continued to grapple with a myriad of problems associated with
student unrest that had begun in the late 1960s, calls for
educational reform, pressures of increased enrollments, growing
proportions of women and minority students, and changing
preferences among students in their major fields of study. The
trickle of literature on these and related developments swelled
into a vast torrent, fed in part by the Carnegie Commission's
recruitment of legions of scholars to examine every facet of
higher education.

Meanwhile, many institutions experienced difficulty
maintaining support for instruction as economic growth slrwed,
episodes of sharp inflation occurred, and other social programs
gained favor. Constant dollar declines in support for students
occurred in many states, even though nationally per-student
appropriations actually increased. This apparent discrepancy
resulted in part from public expectations that higher education
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could help solve a wide array of social problems--including
health, poverty, and the environment--and from increases ‘n the
numbers of administrators needed to assure accountability. In
addition, the financial squeeze on many state budgets slowed
the flow of resources to higher education even though
enrollments were steadily rising.

The creation of the need-based stuient grant system in
1972 meant the realization of a goal first proposed by Truman's
Zook Commission almost a quarter of a century earlier. But
this did not mean that everything went smoothly. The less
buoyant economy ot the 1970: coupled wi1th several sharp bursts
of inflation produced 1ncriased stress within higher education
and between 1t and 1ts outside constituencies. For example,
middle i1ncome families, finding that their children could not
quaiify for Pell (forme.ly BEOG) grants, pressured Congress to
give them gre iLer access to student loans. The result was
passage of the 1978 Middle Income Student Assistance Act: s
vhich eliminated the requirement that students must demonstrate
financial need to be eligible for financial aid from the
subsidized Guaranteed Student Loan program. Borrowing expanded
rap:dly, and soon loans displaced grarts as the most common
form of student aid.

The large-scale movement of middle income students 1nto
the ranks of aid recipients also became a focus of controversy.
Examples became commonplace of middle income students buying
cars or purchasing high-interest-bearing certificates of
devosit with the proceeds of their heavily subsidized student
los . rather than using the money to pay for education. On a
broader scale there tere rumblings about wheth>r America had
caught the "British Disease” which conjured the image of public
programs exhausting their ability to assist genuinely needy
people but becoming i1ncreasingly inefficient by including
virtually everyone. At the same time there wis a developing
sense that government regulation of higher euucation had become
overly burdensome and 1nefficient.

Despite these problems the period reflected efforts ton
consolidate the gains already made and to twork out the
inevitable diffi~culties associated with the new student aid
program. It culminated with the Fall 1980 reauthorization of
student ai1d programs which called for a sizeabhle expansion of
grants and loans that would give these programs a prominent and
presumably secure place in the nation’s array ol sorial
programs.

1980-81 to the Present--Renewed Emphasis on Quality

The election of 1980, which brought the Reagan
administration and a Republican majority to the L.S. Senate,
marked an abrupt shift from an almost exclusive focus on equity
to one emphasizing economic and political reform. The eiection
campaign and its aftermath drew attention to double-digit
inflation, the need to cut federal spe 1ding and taxes,
deregulation, and the desire to enhance U.S. competitiveness.
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[t also drew attention to declining SAT scores, 1ncreased drug

problems in the schools, and growing illiteracy. Most
importantly, it downplayed the role of federal policy in
attempt ~¢ to solve these problems. These changes are

documenteu by Whitt, Clark, and Astuto!?’ who found a sudden
shift of policy focus after 1980 from concerns about equity to
concerns about related issues su h as academic performance and
institutional improvement; they also found a public consensus
in support of this shift,

Student financial aid, the major avenue of federal support
for higher education, came under sharp attack in 1981 with
Senate-led efforts to substantially reduce appropriations for
grant and loan programs. Two important changes were enacted,
the re-establishment of income requirements in the Guaranteed
Student Loan program, essentially recession of the MISAA, and
the elimination of Social Security education benefits,
Thereafter, a bipartisan consensus in the Congress prevented
further cuts.18

A Reagan administration initiative, aimed at improving the
quality of education, began to gain public support at the same
time cuts in student aid were halted. An agenda took shape in
a series of national reports focusing on elementary and
secondary education.!? The best known of the reports, A Nation
at Risk,2° renounced preexisting policies as leading to
economic, political, and social decline. It exhorted educators
and the general public to develop new performance standards 1in
the schoc's aimed at improving the nation’s competitive
position. Other similar reports were less dramatic but
generally supported the need to raise educational standards.?!

Shortly thereafter a similar series of reports beran to
appear which focused on higher education.?? These reports
called for renewed emphasis on quality, a sharpened focus on
institutional missions, and greater attention to student
learning. Pressures to monitor quality i1n higher education
continue to mount, just as they did earlier for elementary-
secondary education.

It 1s too soon to tell whether efforts to enhance the
quality of educwtion will be effective. However, it 1s clear
that recent calls for improvement have yet to result in new
infusions of resources similar to whose occurring in previous
erss {(e.g., the Truman era GI Bill, the Sputnik period, the
rapid enrollment expansion of the 1960s, and the significant
expansion of need-based financial aid i1n the 1970s]). As in
previous periods, several recent national reports call for new
resources. As yet, federal and state governments have shown
little inclination to respond. Instead, attention has been
focused largely on new demands for accountability in using
existing resources,

The Aralysis

Having established the time periods for this analysis, we
turn to the data in hopes of ilearning whether the changing
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political-social-~-onomic conditions and the acco. ganying
mandates embodied i1n commission reports exerted any lasting
effect on higher education. We .irst describe the changing
dimensions of the nation's investment in higher education
institutions. We then examine higher education expenditures 1n
an effort to highlight major trends and reveal the interplay
between the external and internal forces affecting the
allocation of resources within the higher education sector.
This information paves the way for measuring the burden of
higher education costs and the way these costs are shared among
students/parents, state an local taxpayers/private donors, and
federal taxpayers through the provision of student financial
aid.

We rely largely on official data from the Department of
Education and 1ts predecessor, the U.S. Office of Education.
Because of changes in the data collection systems as well as
periodic alterations in the definitions of expenditures and
revenues, the detailed data are not completely comparable over
the 40-year period under study.?3 Nonetheless, the broad
categories employed here are consistent. We do caution readers
that this analysis for all of higher education hides
differences between public and private sector institutions as
well as among universities and four-year and two-year
institutions.?4

Enrollment Growth. Enrollment growth is described by two
different sets of data. One is total enrollment, for which the
data are readily available. The other is full-time equivalent
(FTE) enrollment, which must be estimated. As can be inferred
from columns 1 and 2 of Table 1, full-time equivalent

enrollment as percentage of total enrollment has been
declining. This decline results from the steady increase 1n
the proportion of part-time students (coclumn 3) which is
attributable t> several developments, the most important being
the substantial increase of older students, those age 25 and
over, who typically cannot attend full time.

The enrollment growth figures (column 1) reflect the tidal
wave-like effect of the baby boom as well as the increasing
desire of adults either to begin or to return to college.
Enrollments edged up only slightly from the late 1940s to the
late 1950s, about doubled by the late 1960s, almost doubled
again by 1980-81, and then increased at a much slower pace in
the early 1980s. The continued enrollment increase in the
1980s is at odds with many projections from the 1970s that had
anticipated enrollment declines by the early 1980s.25 FTE
full-time equivalent enrollment (column 2) grew more slowly and
reflects the steadily rising proportions of part-time
enrollments column 3).

An appreciation for the implications of enrollment growth
is provided by examining head count enrollments as a percentage
of the college age population (18-24) (column 1) and of the

X1v - 10 45




adult populationr age 18 and above (column 5). The percentage
enrolled among those age 18-24 rose steadily from 16 percent in
1947-48 to 43 percent in 1984-85.26 The per:entage enrolled
among those age 18 and above rose from 2.6 pe-cent in 1947-48
to 7.2 percent in 1984-85. For both series the biggest
relative gains occurred from 1957-58 to 1967-68 and from 1967-
68 to 1972-73. As these data reveal, a substantial expansion
in demand for higher education cccurred, but its uneven rate of
growth was heavily influenced by demographic foreres.

Total Resources for Higher Education. Providing for these
ever growing numbers of students required raising subhstantial
amounts of new revenue from taxpayers, private donors,
students, supporters of research, and others who purchas-
services from nigher education institutions. Revenues and
expenditures grew rapidly and at identical rates, as stown in
Table 2. This is not surprising since the level of
expenditures is conditioned by the amount of revenues
availables As Howard R. Bowen?? so aptly explains, higher
education institutions are essentially nonprofit organizations
which are forced to live within their available resources. At
the same time they seek constantly to increase their revenues
in order to better serve their students and society.?8

More interesting for our purposes is the relationship
between higher education's revenue growth and the economy’s
capacity to support higzher education. This is illustrated in
column 4 which shows total current fund revenues as a

percentage of gross national product; revenues averaged about
one percent of GNP in tne 1940s and 1950s, rose to slightly
over two percent in the late 1960s, and then stabilized at
about two and one-half percent of GNP in the 198(s. These
results demonstrate the close connection between enrollment
levels and the proportion of the nation’s total resources
required to support higher education. This relationship
prevalls largely because funding formulas, at least in the
public sec*or, give considerable weight to enrollments.

Higher Education Expenditures. We shift our focu: now to
current fund expenditures shown in Table 3. Total current fund

expenditures, column 1, j3ncreased from $1,883 million in 1947-
48 to $92,211 million in 1984-85, an almost fifty-fold
increase. The largest annual rate of increase occurred from
1957-58 to 1967-68 when total expenditures increased three and
one-half times; they then q'adrupled by 1980-81 and they
increased again by about 50 percent in the final but
appreciably shorter period from 1980-81 to 1984-85.

These data on total current fund expenditures are not
particularly helpful in understanding the impact of the
developments discussed earlier on the quality of education.
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The reason 1s that total expenditures include funds allocated
to carry out other activities, some of which are self-
financing, that are not central to the instructional activities
of colleges and universities.

How do we construct estimates of what we have Just
referred to as instructional or instruction-related
expenditures? Several categories of expenditures need to be
excluded from total current fund expenditures to arrive at
instruction-related expenditures. The first category includes
activities that are self-financing, such as auxitiary
enterprises (dormitories, etc.), hospitals, and related
activities. Expenditures on these activities (column 2) grew
at a somewhat faster pace in recent periods than did total
expenditures.

A second category includes research expenditures, which
are heavily financed by outside sources, and also public
service expenditures. Research activity builds new knowledge
which is subsequently disseminated through classroom
instruction and published journal articles and books. While
research is an integral element 1in the mission ot higher
education institutions, 1t is not directly related to
instruction, especially at the undergraduate level. Research
expenditures proved to be a substantial component of total
expenditures and grew rapidly in the 1950s and 1960s. Since
then the growth of these activities has slowed appreciably,
however.

A third category is institutionally-administered student
financial aid expenditures, which also are not central to the
instructional activity of institutions even though important to
the attainment of other objectives. By way of illustration,
student financial aid expenditures from institutional sources
may affect the mix of students at individual institutions; and
also overall enrollment levels, but beyond that, they are
unrelated to instruction. Student financial aid expenditures
administered through higher educaticn institutions increased
substantially, especially in the early periods. Of course, a
more significant amount of financiai aid--that provided largely
through federal programs--does not flow through 1nstitutions
but rather 1s distributed directly to students through grant
and loan programs.

If we exclude each of these categories of expenditures by
subtracting columns 2-1 from column 1 1n Table 4, we arrive at
something that can be identified as costs related to
instruction, hereafter called instruction-related costs or
expenditure~.29 These costs represent approximately 60 percent
of total current fund expenditures.

Instruction-Related Costs, Tuition and Fees, and Student
Aid. Wwe now focus on the relationship between i1nstructional
costs, the charges students pay i1n the form of tuition and
fees, and the amounts of financial aid received by students.
For purposes of this analysis we take student financial aid ‘o
represent efforts to promote equity and instruction-related
costs to represent efforts to improve quality. Changes in
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student financial aid relative to instruction-related costs
represent an indicator of the tradeoff between equity and
quality. Tuition and fees help to highlight the dimensions of
this tradeoff.

The data needed for this analysis are shown in Table 4,
columns 1-3, which highlight the growth of instruction-related
expenditures, tuition and fee payments, and institutional
adminigstered student financial aid. Column 4 shows aid going
directly to students and column 5 is the sum of columns 3 and
4. To make these data as comparable as possible over time, we
incorporated our estimates of financial aid provided through
the veterans’ program (the GI Bill) in 1947-48 and 1957-58.3¢

Sharing the Costs of Higher Education. The next step in
the analysis is to show how the costs of higher education are
shared. This is accomplished in Table 5 by rearranging the
data from Table 4. Total instruction-related costs are shared

between students who pay tuition and fees, and state and local
taxpayers and private donors (column 2) who make up the
difference.

Nonstudent payment rose from 1947-48 and then stabilized
in the 65 to 67 percent range through 1980-81; the student
share, which 1s the exact opposite of the nonstudent share,
hovered in the 33-35 percent range from 1957-58 through 1980-
81. By 1984-85, however, the gross student share had risen to
38.0 percent. This change can be given two interpretations.
One is that it was easy 1n light of the strong demand for
education to increase revenue by raising the share paid by

students. Another explanation is that the student share was
forced up because of the slow growth of support from the
nonstudent sector. At this time we cannot discriminate between

these two explanations.

The gross share identified as paid by students is not
really paid by ttem because of two of "sets. One is
institutionally administered student financial aid, which has a
relatively minor impact because the amnunts of such aid are
small (column 4). The other and more ..aportant is financial
aid that goes directly to students, mostly in the form of
federal guaranteed loans and need-based grants. when these
sources of aid are combined and subtracted from the student
share, we observe a significant drop in the net student share
(column 5). The net student share was negative in 1947-48
because of the large infusion of educational benefits arising
from the sI Bill. By 1957-58 the continuing effects of the GI
Bill and other sources of aid were still sufficient to maintain
the net student share near zero.

By 1967-68 the net student share rose to roughly one-half

of the gross share. However, by 1972-73 dramatic effectr
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resulting from the expansion of need-based student aid are
evident. 1In fact, total student financial aid funds grew so
rapidly that they exceeded total tuition and fee payments by
students. This situatio, continued throughoul the 1970s so
that by 1980-81 student aid exceeded tuition and fees by an
even larger relative margin. But as a result of increases in
tuition and fees during the first half of the 1980s, the net
student share rose to 38 percent by 1984-85, a level still well
below that of the late 1960s.3!

The results for 1984-85, which show a rise in the net
student share, hide the considerable efforts made by
institutions to offset the slower growth of resources available
to them from traditional sources (i.e., state and local taxes
and private funds). Thus, tuition and fees were raised to help
increase faculty salaries which had declined substantially in
real terms, to permit undertaking long-deferred maintenance and
modernization of facilities, and to acquire new technology such
as computéers,

How Burdensome Were These Costs?

Nothing has been said yet about the burden of college
attendance costs or the abi1lity of students and their families
to pay for higher education. One straightforward approach that

avoids having to convert any of the datz from nominal to real
values to correct for price level changes is to compare
instruction-related costs with some comprehensive mecasure of
the nation’'s capacity to finance higher education costs.

Rather than working with the total dollar values we want to
show how instructional costs per student compare with a similar
measure of individual or personal capacity to pay.

Because gross national product (GNP) provides such a
convenient and well-understood measure of aggregate capacity to
pay, we use GNP per member of the civilian labor force, as a
comparable measure of individual capacity to pay. GNP is
preferable to other widely used measures because 1t reflects
the value of all goods and services produced in the economy; 1t
can also be related more directly to overall comparisons of
higher education revenue with GNP, as shown in Table 2. ising
GNP per member of the civilian labor force gives us a measvre
of the resources produced by the average person, including
those who want jobs but are unable to find them. 1t can
therefore be viewed as reflecting the capacity of the average
member of the labor forece to provide tax and nontax supporr for
higher education.

This approach contrasts with studies of hnt families meet
the nontax costs of college. Such studies *.pically uce famils
income or disposable personal in ~me measures. The measure 1 -
use here 1s also preferahle to per capita measuree, wh ok are
distorted by their sensitivity tao demographi. shifts. ©Ff
particular importance for th)e analysis is the change in the
dependency ratio w«h: ‘h confrasts the nonwvorking to Lorhyag
popuiat:on. The nontorking population has changed
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substantially over the past 40 years, reflecting not only
altered patterns of labor force behavior among the clder
population but also shifts in the child and youth population.
The latter group was relatively small in 1947, increased
massively over the next several decades as a result of the baby
boom, and gradually diminished in size during the late 1970s
and early 1980s. Put anothar way, changes in per capita GNP
include those very effects we are trying to identify.

The two measures we have selected, instruction-related
costs per student and GNP per member of the civilian labor
force, are shown in the first two columns of Table 6. We then
show in columns 3-7 several measures of costs as a percent of

the GNP measure to highlight relationships among the level of
instructional costs, who pays for them, and how financial aid
affects the student share of these costs.

We observe that instruction-related costs per student as a
percentage of our GNP measure rose through 1967-68, declined
through 1980-81, and then rose again to 7.3 percent (column 3).
The nonstudent share of costs as a percentage of the GNP
measure increased through 1967-68, declined through 1980-81,
and increased only modestly since then (column 4). In other
words, as instruction-related costs rose since 1980-81, the
share of instructional costs provided by traditional sources of
support--state and local taxes as well as voluntary support--
did not respond significantly, rising by only 0.3 parcentage
points. However, the gross student share, reflected by tuition
and fees, after remaining constant from 1972-73 to 1980-81
increased by 1.2 percentage points to its 1984-85 level of 7.3

percent (column 5). In short, the increase in instruction-
related costs was had to be met largely by higher student
charges.

What students actually pay, however, differs from the
gross student share, as already noted. Institutionall;-
administered aid reduces the student share as a percentage of
our GNP measure (column 6:. This share has remained
approximately constant since 1957-58, varying within the narrow
range of 4.8 to 5.5 percent {(column 6). From 1980-81 to 1984-

85, the student share rose from 5.0 to 6.0 percent, i1ncreasing
by about as much as the increase of 1.2 percent in the gross
student share (column 5). This means that instituticnally-
administered aid rose enough to largely offset the rise in
tuition and fees.

Column 7 tells the important story of the effects of the
greatly increased amounts of student financial aid, both
institutionally-administered aid and also direct aid, which 1s
provided largely by the federal government. The net student
share starts out negative i1n 1947-48 because of the GI Bill.
By 1957-58 the percentage had turned positive but was still
much lower than the gross student share because veterans still
received GI Bill benefits. The 1967-68 share comes close to




representing the pre-federal aid era i1nasmuch as the amounts of
guaranteed student loans, work-study aid, and supplementary
educational opportunity grants were stjll quite small--these
programs had been 1n operation no more than a year or two.

The substantial growth in student aid between then and
1972-73, the year before the BEOG program took effect, is
1llustrated by the drop in the net student share to -1.0
percent. Put another way, total student aid in 1972-73 for the
first time since 1947-48 exceeded total tuition and fees. With
the subsequent expansion of the BEOG program and the relaxed
standards applying to federal grant and loan programs as a
result of the 1978 Middle Income Student Assistance Act,

student aid resources expanded greatly. The net student share
in 1980-81 once again exceeded total tuition and fees.
The most recent period is of special i1nterest. Tuition

and fees grew more rapidly than total student aid; tuition and
fees per student as a percent of GNP per member of the civilian
labor forre rose by 1.3 percentage points whereas the net
student share paid 1ncreased by 2.3 percentage points.
Institutionally administered aid increased by 1.0 percentage
points; had this increase not occurred, the net student share
would have i1ncreased even more than 1t did. As noted before,
because i1nstitutionally administered aid largely offset tuition
increases, the source of the increase in the net student share
is the considerably slower growth of other student aid,
principally federal aid programs.

One 1nterpretation of what happened is that
institutionally administered aid grew more rapidly to
compensate for the slowe growth of federal aid. Such aijd
could grow more rapidly because institutions were able tc
attract more revenue, largely through tuition increases. These
revenues could be used, in turn, to help finance student aid.
What remains most striking is that the net student share at 0.7
percent in 1984-85 1s less than 10 percent of the gross share.

This leads us to ask what caused instruction-related
experndirtures to rise so sharply (by 1.1 percentage peints) from
1980-81 to 1981-85. A key factor was the need *n raise facuity
salaries that had lagged seriouslv throughout the 1970s. Early
in the 1980s it became evident that higher salaries were
required to attract voung people into the academic profession
and *> retain faculty members who were becoming in-reasinglv
receptive to outside offers, particularly for nonacademic Jjobhs.
At the same time the costs of goods and services had ecralated
rapidly because of the largelyv tnanti~ipated price inereases o« f
the late 1970s. In addition, marntenan: e eurenditures that haro
been deferred because of the tight budgets of the 1370~ ceeded
to be made.

For 111 these reasons, institutisns found it recessary to
augment their funds to offset thece ~ost increases. Jt proved
to be eastier to pass on these costs to students via 1ncreased
turtion and fee charges than to win substantial additional
suppert from traditional sources, state and local taxpayvers and
priva®e donors. The depressed state of the economv reflected
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by the relative gtability of real GNP through much of the early
19808 made it difficult to generate additional revenues from
these traditional sources. Student demand, however, continued
to be strong as a result of the growing concern about getting
Jobs by the last cohorts of the baby boom. Of the additional
funds raised through increased tuition, a considerable portion
appears to have been reallocated to institutionally-
administered aid in an effort to combat the adverse effects of
rising tuition on lower income students.

One other important explanation needs to be mentioned.
Higher education institutions, often in response to state
mandates to improve the quality of education, argued that
tuition increases were required to improve the quality of
education they were providing. By paying higher salaries to
attract and retain better faculty members, updating equipment
and facilities, and adapting new technology to the classroom,
institutions believed they were improving quality. Most
institutiens would have preferred to find other ways of
absorbing these costs, but state governments resisted the
alternative of increasing their appropriations for higher
education. As yet, increased state and local support as well
as larger contributions from the voluntary sector have not
materialized. Thus, most of the increase in per FTE student
instructional costs (from 17.7 to 19.1 percent of GNP per
member of the civilian labor force) is accounted for by
increases in tuition which, as already noted, were offset to a
considerable degree by i1ncreases in institutionally-
administered aid.

In showing how the gross student share of the costs 1s
altered by taking into account student aid, we recognize that
such aid is intended to offset more than tuition and fees; .t
also goes to help pay for the not insignificant nontuition
costs of higher education which include books, room and board,
and incidental expenses. We are not arguing that student
financial aid funds should have been given either to students
or institutions to pay the costs of tuition and fees. Rather
our purpose has been to dramatize the magnitude of increased
student aid funds and to show how the relative emphasis on
investing in quality versus equity has altered the overall
effect of aid on the gross student share of costs.

We conclude that federal student financial aid funds
provided a powerful injection of new rescources into the higher
education system. By 1980-81 these funds exceeded total
tuition and fees. Though total student aid increased more
slowly from 1980-81 to 1984-85, 1t continued acting as an
important offset against the rising costs of instruction.

Conclusion

It is clear that the substantial rise in college
enrollments over the past forty years required additional funds
to provide instruc.ion-related services. Aggressive efforts
were made by college: and universities to increase current
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revenues to purchase the inputs required to provide these
services. In fact, 1nstruction-related expenditures,
tuirtion/fees, and student financial aid all rose substantiallsx
from the late 1940s to the early 1980s. Yet the gross student
share of i1nstruction-related costs paid by students through
their tuition and fees payments after peaking in 1967-68,
remained relatively constant 1n the 1970s and then increased
si1gnificantly by 1984-85. After taking student financial aid
funds into account, however, we find that the n-* student share
dropped substant.ally because of the infusion of ever larger
amounts of federal funds fr-m 1967-68 to 1980-81. However, as
the growth of frderal ai1d support slowed, in the early 1980s,
the net student share rose.

At the same time the relative resources allocated to
instruction-related costs and student financial aid changed in
a systematic way. The former costs expressed relative to our
GNP measure rose steadily to 1967-68, dropped off through 1980-
81, and have since 1ncreased, reflecting renewed attention to
quality. The net student share relative to our GNP measure
moved in similar fashion, in line with the focus on quality
through the 1950« and early 1960s, then shifting to pick up the
heavy focus 1n equity through the 1970s, and moving in the
carly 1980s consistent with the renewed emphasis on quality.

The experience of this recent period needs to be
interpreted carefully because a larger proportion of 1980-81 as
contrasted to 1984-85 student a1d was not targeted on low
income students (1.e., nonneed based guaranteed student loans
were widespread i1n 1980-81 but had been eliminated by 1981-85).
For this reason the rise 1n student aid resources from 1972-7%
to 1980-81 and the decline from 1980-81 to 1984-85 may
exaggerate somewhat the effect »f student financial aid in
reducing financi1al barriers to college attendance among
students from lower 1ncome families.

The usefulness of the periods employed 1n this analvsis

derive from their abilityv to differentiate among changing
social goals. These goals for the most part reflc ted afforts
to resolve problems outside of higher education. However, for

higher education these goals were translated 1nto essenti1al ly
two alternating mandates: to improve quality and to improve

equity. We do discern the pendulum effect menticned earlior.
The net student share of 1nstructional costs diminishes as
equity concerns dominate, as from 1967-68 to 1980-31, and then

Increases agaln when greater attention 1s given to quality, as«
occurred from 1957-38 to 1967-68 and from 1980-81 to 1981-87%.
It 1s 1mportant to note that each swing, evcept rthe ane
currently in progress, was dominated bv increases 1n tax
revenues--state and local revenues 1n periods that emphasize
quality and federal revenues 1n periods that emphasize rquity,
The current swing toward quality 1s being financed largely at
the expense of equity, with the greatest change showing in the
net student share. If 1t 18 correct to assume that 1ncreased
investment 1n either quality or epqulty has some perceptible
effect, the reliance on tuition revenues since 1980-81 to
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finance improvements in quality promises, barring increased
support for higher education from nonstudent resources, to undo
equity gains during the 1967-68 to 1980-81 period.

What progress has been made in attaining the social goals
for higher education? More specifically, what evidence is
there that efforts to improve equity which dominated higher
education financing between 1967-68 and 1980-81 were effective?
That our ability tc gather and assess gsuch evidence is
primitive is demonstrated by the focus of most analyses on
inputs (i.e., resources invested) as opposed to observed
effects on student abilities ani behaviors. However, on equity
it is clear that the net cost of college attendance for
students with incomes low enough to qualify for student aid
declined sharply in recent years; this in itself stands as a
major accomplishment. In addition, evidence is mounting that
while student aid does not appear to have substantially altered
the composition of college enrollments,?? income no longer
predicts the lack of persistence in college.33

The paradox of the significant lack of change in the
composition of enrollment and in persistence is plausibly
explained by the high degree of overlap between being poor and
the most powerful current predictor of failure to attend or
persist, namely academic performance in elementary and
secondary school. With the current emphasis on quality this
explanation offers hope that efforts to improve quality will
also serve to improve equity if the academic performance of low
income students improves. This would make student financial
aid more effective in the long run as a means of assuring
equitable access to higher education. On the other hand, if
efforts to improve quality continue to rely as heavily as they
do currently do on revenues from tuition and fees, 1t may well
be that low income will become an important predictor of low
persistence.

The implications of this research for public policy are
that long term gains from efforts to improve both quality and
equity are unlikely, unless progress toward removing financial
barriers is maintained, and unless nonstudent sources of
funding (e.g. state, federal, and private) increase to finance
improvements in quality.

Conversely, long term gains are not likely to result if
advocates for equity see appropriations for student aid as the
sole indicator of progress. Also important is the need to
improve the academic performance of low income students before
they reach college. Increases in student financial aid beyond
what is needed to eliminate income as determinant of entering
into college and as a predictor of persistence are likely to
result in inefficiencies which in the long run could erode
political support. On the other hand, improvements in the
academic performance of students from low income backgrounds in
elementary and secondary schools, offer legitimate grounds for
future increases in student financial aid funding.
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History and Prospects,” mimeo, Institute for Poverty Research,
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Table 1

Enrollment in Higher Education Institutions

Year Total Head FTE Enrollment Part Time as Head Count Head Count
Count Estimated a Percent of Enrollment as Enrollment as a
Enrollment (in thousands) Head Count a Percent of Percent of
(in thousands) Enrollment 18- to 24-Year- Population Age
Olds 18 and Above
(c (col. 2) (col., 3, (col. 4) (col. 5)
1947-48 2,616 2,222 22 16 2.6
1957-58 3,068 2,395 33 20 2.5
1967-68 6,912 4,591 31 29 5.4
1972-73 9,298 6,973 34 36 6.1
1980-81 12,097 8,819 41 41 7.4
1984-85 12,242 9,059 31 43 7.2
Sources:
Column 1 Historical Statistics of the United States, Colonial Times to 1970, Series H
316-326, p. 210. Statistical Abstract of the United States, 1970, Table 185,
p. 132; 1981, Table 266, p. 158; 1985, Table 252, p. 150. Fact Book, 1986-87,
American Council on Education, Macmillan Publishing Company, 1987.
Column 2 Fact Book, 1980-81, American Council on Education, Macmillan Publishing
Company, 1980. Fact Book, 1984-85, American Council on Education, Macmillan
Publishing Company, 1984.
Column 3 Calculated using part-time enrollment data. Pre 1980-81 part-time enrollment
estimated from data in June O’Neill, Resource Use in Higher Education,
Carnegie Commission on Higher Education, 1971. 1980-81 part-time enrollment
from Digest of Educational Statistics, 1985-86, p. 101 and Fact Rook, 1984-85,
American Council on Education, Macmillan Publishing Company, 1984. For 1984,
ser Fact Book 1986-87, Macmillan Publishing Company, 1987.
Colunn { Calculated using age 18-24 population from U.S. Bureau of the Census.
Series P-25, Nos. 311, 519, 704, 721, 800.
Column 3 Calculated using Total Population from U.S. Bureau of the Census.

Series P-25, Nos. 311, 519, 704, 721, 800.
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Table 2

Total Current Fund Revenues and Expenditures for
Higher Education Institutions and Gross National Product
and Annual Percentage Rates of Increase

Year Total Current Total Current
Fund Revenues Fund

Total Current
Fund Revenues as

Gross National
Product

(1n millions) Expenditures (in billions) a Percent of GNP
(in millions) {in percent)
(1) (2) (3) (4)
1947-48 $2,027 $1,883 $235 0.9%
% Annual Change 9% 9% %
1957-58 1,641 1,509 451 1.0%
% Annual Change 14% 14% 6%
1967-68 16,825 16,566 816 2.1%
% Annual Change 9% 3% 8%
1972-173 26,234 27,956 1,213 2.2%
% Annual Change 12% 12% 11%
1980-81 65,585 61,053 2,732 2.1%
% Annual Change 9% 9% 8%
1984-85 92,172 89,951 3,663 2.6%

Notes: GNP data are for calendar year 1n which academic year tegins. Total current fund
revenues and expenditures for 1984-85 were adjusted to be comparaole to the earlier data by
subtracting Pell Grant receipts and expenditures.

Sources.:

Columns 1 or 1947-48, 1957-58 and 1967-68 see, Historical Statistics, Colonial Times to
and 2 1970, Series H 716-727, p. 384. For 1972-73 see LU.S. Department of Education,
Center for Education Statistics, "Financial Statistics of Tnstitutions of Higher
Education,” and "Fall Enrollment in Colleges and Universities” surveys (November,
1986) and U.S. Statistical Abstract, Table 273, p. 166 (1978). For 1980-81 see
Digest of Educational Statistics, 1985-86, Teble 137, p. 154. For 1981-85 see
"Revenues and Expenditures of Institutions of Highe. Education, Fiscal Years
1983-85, " OERI Bulletin 2/87, CS87-327B; also, see note to column ! of Table 3.
Economic Report of the President, 1986.

Calculated as indicated.

Column 3
Column 4
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Table 3

Major Components of Current Fund Expenditures for liigher Education
Institutions and Annual Percentage Rates of Increase
(Millions of Dollars)

Year Tot1) Current Auxil.ary Organized Institution-  [nstruction-
Fund Enterprises, Research and ally Adminis- Related
Expenditures Hospitals Public tered Student Expenses
Service Financial Aid
(n (2) (3) 4H (35)

1947-18 $1,883 $492 $230 340 $1,162
% Annual Change 9% 5% 15% 11% 9%
1957-58 $4,509 $775 $903 $113 $2,701
% Annual Change 14% 11% 14% 22% 14%
1867-68 $16,566 $2,307 $3,312 $712 $10,235
% Annual Change 9% 17% 2% 8% 9%
1972-73 $27,956 35,553 $3,065 $1,322 $18,014
% Annual Change 12% 12% 10% 9% 11%
1980-81 $64,053 $12,721 $8,973 $2,505 $39,854
% Annual Change 9% 12% 1% 10% 9%
1984-85 $89,951 $19,899 $10,413 $3,670 $55,969
Notes

1 see note for column 4.

Column 2 includes Auxiliary Eanterprises, Hospitals, and Independent Operations.

3 includes Organized Research, Public Service and Extension.

Column 4 includes Student Financial Aid/Scholarships and Fellowships. For 1984-85 excludes
“ell Grant funds which prior to 1983-85 were not included in "scholarships and fellowships”
categoery or on total current fund expenditures.

Column 5 includes column 1 less the sum of columns 2-1.

Sources :

For 1947-18 see, Historical Statistics, Colonial Times to 1970, Series H 716-727, p. 384.

For 1957-58 see, op. cit.

For 1967-68 see, op. c:t.; column 3 from Digest of Educational Statistics, 1985-86, Table
142, p. 162,

For 1972-73 see, U.S. Statistical Abstract, Table 273, p. 166 (1978).

For 1980-81 see, Digest of Educational Statistics, 1985-86, Table 137, p. 154.

For 1984-85 see, "Revenues and Expenditures of Institutions of Higher Education, Fiscal
Years .383-85," OERl Bulletin 2/87, CS87-327B.
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Table 4

Instruction-Related Expenditures, Tuition and Fees,
Receipts and Student Financial Ai1d Funding
(Millions of Dollars)

Year Total Tuition and Institution- Other Student Total

Instruction- Fees ally Adminis- Finarcial Financial

Related tered Student Aida Aide
Expenditures Financial Aid
(1) (2) (3) (4 (35)

1947-48 51,162 $670¢c $40 $1,0374 51,077
Annual Change 9% 3% 11% -9% ~T%
1957-38 2,701 934 113 451 365
% Annual Change 14% 14% 20% 6% 11%
1967-68 10,234 3,380 712 821 1,651
% Annual Change 12% 12% 13% 13% 30%
1972-73 18,014 5,011 1,322 4,871 6,193
% Annual Change 10% 11% 8% 13% 14%
1980-81 39,851 13,773 2,505 14,842 17,347
% Annual Change 9% 12% 10% 1% 3%
1984-85 55,969 21,283 3,670 15,138 19,128
Notes:

3 For 1947-48 and 1957-58 data are not available cn student aid from state and loral
governments, the federal government excluding veteran's educational verefits, and from the
voluntary sector.

® Because we were unable to apportion student financial aid bet. cen the proprietary sector
and the nonprofit sectors, the totals overstate the amount of financial aid available 1in
the nonprofit sector. The effect of this exclusion 1s probably most important 1n 1980-&l
and 1984-85. For example, students attending proprietary institutions in 1980-81 received
approximately 10 percent of the combined total of Pell grants and ~ampus-based aid. (See
Gillespie and Carlson).

¢ Includes the $365 m. 1n tuition and fe=s paid by the federal government. on behalf of
veterans.

4 Includes the 365 m. 1n tuition and fees paid by the federal government on behalf of
veterans, as if their educational benefits had been paid directly to them (see endnuie
=30).

¢ Excludes Pell Grant Funds which prior to 1984-83 were not included 1n “scholarships and
fellowships™ category of 1institutional expenditures.

3y
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Sources:

Column 1: is taken from column 5 of Table 3.

Column 2: same as sources for Table 3.

Column 3: is taken from column 4 of Table 3.

Column 4: 1947-48 and 1957-58 da .a wer2 estimated from information in 1948 and 1958 Annual
Reports of the Veteran's Administration, U.S. Government Printing Office. 1967-68, and
1972-73 data were estimated from informatior in papers by W. Lee Hansen and by Joseph Boyd
in Trends in Postsecondary Education, Office of Education, 1972. Data for 1980-8! and 1984-
85 represent the difference between columns 3 and 5.

Column 5: is the sum of columns 3 and 4 except for 1380-81 and 1984-85. For these years the
data are from Donald A. Gillespie and Lynn Quincy, Trends in Student Aid 1980-1986, The
College Board, 1986.
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Table 5

Sharing the Costs of Higher Education

Percentage Shares of Total Instruction-Related Expenditures

Year Total Nonstudent : Gross StudentjStudent Share Net Student
Instruction- State-Local Share: § Net of Share: Net of
Related Costs Taxpayers and Tuition and IInstitutionally All Financial
Private Donors Fees | Administered Aid Aid
(1) (2) (3) i (4) (5)
!
}
1947-48 100.0 42.3 57.7 } 43,7 -4.7
1957-58 100.0 65.4 34.6 y 30.4 2.3
1967-68 10.0 67.0 33.0 "' 26.1 16.9
{
1972-73 100.0 66.7 33.3 ;i 25.9 -1.0
d
.
1980-81 100.0 65.4 34.6 d 28.3 -9.0
!
1984-85 100.0 62.0 38.0 31.5 3.8
Sources:
Column 1 Column 1 of Table 4 set equal to 100.0.
Column 2 Column 1 of Table 4 minus Column 2 of Table 4 as a percent of Column 1 of
Table 4.
Column 3 Column 2 of Table 4 as a percent of Column 1 of Table 1. See notes to Tabl.:> -.
Column 4 Column 2 of Table 4 less Column 3 of Table 1 divided by Column 1 of Table 4.
Column 5 Column 2 of Table {4 minus Column 5 of Table 1 divided by Coiumn 1 of Table i.

N
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Table 6

The Burden of the Costs of Higher Education

Instruction-Related Costs Per FTE Student Relative to GNP Per
Member of the Civilian Labor Force (in percent).

Year Instruc- GNP per Instruc- Nenstudent  Gross Student Net Student
tion- Member of tion- Share Student Share Net Share:
Related the Civil- Related (Total Share: of Insti- Net of All
Costs Per ian Labor Costs Instruc- Tuition tutionally Student Aid
FTE Force tion-Related & Fees Administered
Student Expendi tures Aid
Less Tuition
& Fees
(1) (2) (3) (4) (5) (6) (7)
{
1947-48 523 3,956 i 13.2 5.6 7.6 7.1 ~-4.7
1957-58 1,128 6,741 I 16.7 10.9 5.8 5.1 2.3
4
1967-68 2,229 10, 559 . 21.1 11.1 7.0 5.5 3.6
1972-73 2,592 13,943 . 18.6 12.4 6.2 4.8 ~-0.2
i
1980-81 4,519 25,557 P 17.7 11.6 6.1 5.0 -i.h
1984-85 6,178 32,273 19.1 11.9 7.3 6.0 0.7

Sources: Biennial Survey of Education
Financial Statistics of Higher Education
Economic Report of the President

Column 1: Calculated from Table 4 and Table 1.
Column 2: Calculated from data in Economic Report of the President, 1986.

Column 3: Column 1 divided by Column 2.
Columns 4 and 6 Calculated from Table 4, Table 1, and this Table.
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EXECUTIVE SUMMARY

This paper lists some of the options for higher education
financing that have received attention of late as alternatives to
"traditional" grant/loan packaging. Included are prepaid tuition
plans; "targeted" grants such as those designed to recruit math
and science teachers or to encourage minorities ertering the
health professions; cooperative education and college work-study
programs; part-time study grants; and employer assistance.
Ramifications of federal tax reform for various aspects of the

financial aid process are mentioned.



This paper looks at how postsecondary educational financing
has evolved during the first half of the 1980s. During a period
of retraction in federal funding, many states increased their
contributions. Particularly noticeable was the introduction of
state grant programs targeted at specific types of students such
as part-time students or potential teachers. The decade was also
marked by increases in institutional discretionary funding.
However, as costs continued to rise, the family contribution from
savings, earnings, student work, and/or loans has also expanded.
Thus, except for the federal government, all of the major partners
in educational financing have increased their contributions.

Changes in the environment have been accompanied by changes
in packaging prua~tices and techniques for counseling students.
Increased levels of automation are noticeable in state agencies
and on campuses. Computerized search firms advertise their
ability to locate funding sources for individuals. Packaging is
no longer as simple as "one grant, one loan, one work." Packages
are more complex, tailored specitically to an individual's
background and interests.

An attachrd inventory lists many of the non-loan funding
sources available, both traditional need-based grants and more
innovative programs. The creation of this list was motivated by
several factors, including oft-voiced public concerns over debt
burdens and defaults. The author, as Chair of the Research
Committee of the National Association of State Scholarship & Grant
Programs (NASSGP), focuses attention on non-loan sources of
educational funding. While many seem to feel that "loans are
where the action is," there are compelling societal and individual

reasons why perhaps tue action may not be where it should be.
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Finally, there has been a surge of interest in innovative
approaches to educational financing, as well as publications
documenting such trends.

New federal regulations and the Reauthorization of the Higher
Education Act have thrown the financial aid system into varying
degrees of turmoil. Federzl tax reform and resulting state
compensatory changes have further impacted educational financing.
The ramifications may even affect the fiscal stability of some
institutions. While much of the news is bad for proponents of our
nation's higher education and financial aid traditions, some of
the emerging options may offer a degree of hope. At least,
mechanirins for societal investment in the training and retraining
of individuals are being subjected to thoughtful scrutiny.

The importance of early family financial planning for higher
education is receiving widespread attention. A longer "window"
for needs analysis has been introduced as one possible solution to
the inappropriate shielding of assets by some families.1 The
interest in many quarters over "tuition futures" results from a
favorable response by the public to the concept of structured

mechanisms to keep family contributions manageable.

1 Case, Karl E. "Effect of Need-Based Student Aid on Parental
Work Effort and Savings: Thinking about Ability to Pay in a
Lifetime Income Model." Paper presented by Michael McPherson
at the Third Annual NASSGP/NCHELP Research Network
Conference, IL., May 1986.
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New players are also entering the game. Various partnership
concepts have engendered joint efforts by education, business, and
civic groups. Some of these are designed to combat problems of
educational attrition; others seek to increase the degree of
congruence between education and occupation. Foundations may also

support higher education direc.ly, as occurred with a unique

commitment by the Lilly foundation in the state of Indiana.2

While documenting these various trends, we should not forget
how bewildering the conflicting crosscurrents in the financial aid
field appear to the students who are supposed to be their ultimate
beneficiaries. Even skilled financial aid officers find that
"it's a whole new ball game; all of the rules have been changed."
It's tough out there. If five Years ago a typical financial aid
pPackage already resembled a bowl of alphabet soup, it now may
rival the menu from an international restaurant. We should be
cognizant of the possibility that at a certain point the system
may simply collapse of its own weight. This is a disturbing
prospect to those of us who still firmly believe that society's
investment in the minds of its young and old people is both
necessary and more prudent than the alternative.

Two comprehensive and useful reports were utilized in
preparing the inventory. The first of these is the "18th Annual
Survey Report" of the National Association of State Scholarship &

Grant Programs (NASSGP), which covers the 1986-87 academic year.

Hall, William V. "Designing a Public-Private Partnership to
Assist Students: A Case Study of The Lilly Endownment
Educational Award Program." Paper presented at the Fourth
Annual NASSGP/NCHELP Research Network Conference, St. Louis,
MO., June 1987.




The second is a monograph by the National Association of College
and University Business Officers (NACUBO), published in 1986 and
entitled "Alternative Approaches to Tuition Financing: Making
Tuition More Affordable.”" The author is also indebted to a number
of members of the NASSGP/NCHERLP Research Network who have made
materials on new approaches to educational financing readily

available.

XV - 5



Table 1
ESTIMATED TOTAL GRANT AID AWARDED
BY STATE PROGRAMS, 1986-87,
BY TYPES OF PROGRAMS

(AMOUNTS I3 MILLIONS)

Need-Based Aid Non-Need-Based Aid Other Total
Undergrads Grads Undergrads Grads Aid* Grants
Alabama $ 2.163 $ 0.048 § 4.421 $0.020 $ 3.464 $ 9.936
Alaska (0.241) (1.834) (2.075)
Arizona 2.376 0.099 2.475
Arkansas 5.145 0.558 5.703
California 131.146 3.479 134.625
Colorado 9.470 0.834 7.861 1.096 19,261
Connecticut 12.028 0.200 6.900 19.128
Delaware 0.765 0.085 0.203 0.028 0.240 1.321
District of Columbia 1.059 Fok 1.059
Florida 15.311 0.003 19.366 0.662 0.174 35.516
Georgia 4,734 12.049 1.754 18.537
Hawaii 0.597 2.000 2.597
Idaho 0.487 0.123 0.610
Illinois 132.862 10.217 4.355 147.434
Indiana 40.492 0.410 0.150 41.052
Towa 22.498 0.900 2.750 26.148
Kansas 5.430 5.430
Kentucky 11.583 0.650 12.233
Louisiana 1.447 0.759 0.089 2.295
Maine 1.161 0.971 2.132
Maryland 7.214 0.941 1.560 0.141 9.856
Massachusetts 57.072 3.470 1.960 21.417 83.919
Michigan 66.943 3.351 1.072 71.366
Minnesota 59.706 2.640 62.346
Mississippi 1.230 0.545 0.280 2.055
Missouri 10.081 0.210 10.291
Montana 0.401 0.401
Nebraska 1.093 1.093
Nevada (0.414) Fek (0.414)
New Hampshire 0.656 0.0921 0.125 0.641 1.423
New Jersecy 65.711 0.683 1.967 0.600 0.75¢C 63.711
New Mexico (1.461) (1.461)
New York 417.526 10.424 25.101 4.500 457.551
North Carolina 4.397 1.218 20.929 18.406 44 .950
North Dakota 0.748 0.748
Ohio 48.500 18.739 0.108 5.500 72.847
Ok lahoma 9.450 0.895 0.165 0.287 8.998 19.795
Oregon 9.224 1.505 10.729
Pennsylvanix 103.428 0.:,20 lué. 148
Rhode Island 8.412 8.412
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South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
Puerto Rico

Totals

Percent

Need-Based Aid
Undergrads

$ 16.
0.

13.

20.

1.

8.
4,
10.
5.
30.
(0.
12.

$1,398.

415
563
735
293
641

106
350
491
203
908
204)
248

819

80.6%

Grads

%%

$ 1.711
ook

0.150

(Lb.036)
%t

$27.428

1.6%

Non-Need-Based Aid Other

Undergrads

$ 0.057
0.052

0.572

13.777
0.028

$144.056

8.3%

Grads Aid*

S 1.381

56.552
$ 0.792 6.130

0.181
1.006

0.146
.668
1.500

w

$11.793  §152.883

0.7% 8.8%

Total

$ 17
0.
13.
78
9.

8.
19.
10.

8.
32
(0.
12.

$1,734.

.796

670
787

.556

135

437
133
665
871

.408

240)
248

979

100.0%

* Aid reported under this heading includes grant aid administered by other state
agencies, tuition fee waiver programs administered by state and institutions, special
programs for veterans, matching programs, etc.

**Reported a grant program for graduate students but could not report dollars awarded.
Amounts are included in undergraduate figures for these states.

Figures in ( ) are 1985-86 data.

Source: National Association of State Scholarship & Grant Programs (NASSGP) 18th Anpual

Survey Report.

Pennsylvania Higher Education Assistance Agency, Harrisubrg,

PA., January 1987.

Table 1 on pages 13-14; reprinted by permission.
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NEW STATE GRANT PROGRAMS

- 39 new state grant programs, including 12 need-based
programs, have been implemented since 1983-84. Awards
totalling $58.4 million were available for the 1986-87
academic year. Several of the programs targeted specific

student groups such as part-time students (NY, MA, MI) or

Vietnam Veterans (NY, NJ).

- i0 states impleme..ted 11 new non-n¢ ed-based general
scholarship programs for undergraduates since 1983-84. These
were expected to award more than $8 million in 1986-87.

- 8 new programs (one need-based) aimed at prospective teachers
began in 6 states with an estimated $2.1 million in funding.

- 3 grant programs providing $3.7 million in non-need-based aid
to health services and professional students began in New
York.

- 3 states expect to award need-based and non-need-based aid
totalling $2 million through 4 new programs for graduate
students.

- 3 states began need-based aid programs worth a total of $1.5
million targeted at minority, low-income, and non-degree
students (WI, MI, VT respectively).

- 3 states have introduced new need-based scholarships for

undergraduates worth a total of $510, 000.

Source: National Association of State Scholarship & Grant
Programs (NASSGP) 18th Annual Survey Report.
Penn« rlvania Higher Education Assistance Agency,
Harrisburg, PA., January 1987.
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o Xv -8 7.




NON-LOAN PAYMENT OPTIONS AVAILABLE AT INSTITUTION

ACCELERATED PAYMENT PLANS
Prepayment Plans
Tuition Stabilization Plans
Tuition Futures
Tuition Gift Certificates
DELAYED PAYMENT PLANS

Installment Plans

PRICING AND DISCOUNTED PAYMENT PLANS

Differential Pricing
Retention Plans
Performance Plans
Volume Discounts
Lotteries
Tuition Matching
Employee Discounts

OTHER TECHNIQUES
Electronic Funds Transfer

Work Programs

Source: National Association of Coliege and University Business
Offices (NACUBO). "Alternative Approaches to Tuition

Financing: Making Tuition More Affordable."

D.C., 1986.
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EXECUTIVE SUMMARY

The costs and risks of a tuition prepayment plan can be
.. ocated among the individual participants, the colleges, and
the state in many different ways. The effects of a New Jersey
proposal (S5-3377) are simulated with varying assumptions about
average tuition increases, rates of return, withdrawal rates
from the program, age distribution of participants, and size of
annual payments. It is shown that the plan can reimburse
colleges for 90% or more of actual tuition charged as long as
the tuition increases average less than two percentage points
above average investment earnings. Since 1967, the difference
between ten-year average tuition increases and government bond

yields has in fact always been below two percentage points.
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Simulating a State Guaranteed Tuition Plan: New Jersey Proposal

Lutz K. Berkner
Office of Student Assistance

New Jersey Department of Higher Education

Costs and Risks of Prepayment Plans

The central problem in designing a guaranteed tuition plan
is how it should be financed. The two basic financing issues
are: 1) who is to pay for the costs if tuition rates increase

faster than rates of return? 2) who should shar> in the risks?

In order to be successful, the plan must be equally attrac-
tive to both individuals and colleges, and this will happen only
if they share the costs and the risks in return for certain
assurances. The individual participant should be a.sured that
the plan can offer a return (in tuition value) that is greater
than the return available through individual investments. The
colleges must be assured that the tuition revenue from the fund
can cover an acceptable threshold of their actual tuition

charges.

A plan can be structured so that the costs are paid by one

or a combination of the following:




1. The colleges can bear the cost by being required to accept

as payment for tuition whatever the plan fund has earned.

2. The participants can be required to pay for it by paying a
premium above current tuition levels. This will normally
happen in any plan that sets payments based on conservative
actuarial assumptions which will tend to overestimate

tuition increases and underestimate investment returns.

3. The participants who withdraw from the plan and do not
claim their tuition benefits can be required to pay for it

through penalties which restrict the amount of the refund.

4, The state can pay for it through subsidies or guarantees.

The issue of who pays the cost is closely related to the
issue of who shares the risk of financial loss. The risk teoc
participating individuals depends primarily on withdrawal
rights. If participants can withdraw both their principal ard
the full investment earnings from the plan fund, then there is
no risk to them (except that the return might have been higher
elsewhere). 1f they want tax-free benefits, they must accept
the risk of losing their earnings if the tuition benefit is not
claimed. The risk to the colleges is that the plan fund will
not be able to earn enough to reimburse them for an acceptable

percentage of the actual tuition charged. This institutional
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risk can be reduced by structuring t»~ plan to retain all or
part of the earnings of those who withdraw and requiring the

payment of a premium on current tuition.

The New Jersey Guaranteed College Tuition Plan Proposal

Many of the state plans under discussion make the implicit
assumption that the colleges will be paid 100% of their actual
tuition charges. This is to be achieved through the determina-
tion of "actuarially sound" payment schedules. What this will
mean in practice is that future tuition increases must be
projected and these must then be "discounted" at the expected
rates of investment return. If the return is expected to be
below tuition increases, the payments required will be greater

than current tuition.

In the New Jersey proposal currently under discussion the
risks and costs are shared by the participants and the colleges.

The main features are:

- participants buy any number of college credits at the
actual current price; their guarantee is that they can
claim the use of these credits at any time in the future,

no matter what the price per credit is then.

- the colleges are guaranteed reimbursement of 907 of the

actual per credit tuition charged when the pre-purchased
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credits are claimed; if investment returns allow, they may

receive up to 100% reimbursement.

- participants who withdraw without claiming their pre-paid
credits are required to contribute to the cost of the
program. Under option A those whu withdraw are refunded
principal plus interest, but at a rate below the fund's
average return. Under option B only the principal may be
withdrawn, but the benefits are expected to be tax-exempt

and tuition may be purchased at a 5%-10% discount.

Simulation of Annual Costs

The attached tables show the results of a model which
simulates the proposed New Jersey Guaranteed College Tuition
Plan (option A which allows withdrawals with interest) using the

following assumptions:

- 1,000 participants enroll in the plan each year for 20
years, their ages at enrollment are uniformly distributed
from birth through 14, the maximum age for entry. They
make an annual payment every year they are in the plan
until they are 18, at which point they claim the tuition
benefit or withdraw the principal plus earnings 27 below

the average return on the fund.
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- the ages of each entering cohort of participants are
assumed to be uniformly distributed, 1/15 or 67 from each
cohort reach age 18 after 4 years (since the maximum age at
entry is 14) and every succeeding year for 15 years. The
plan reaches stability after 19 years when 67 participants
from each of the first 15 entering cohorts (67 x 15 = 1,000

roughly) leave the plan.

- participants will be in the plan for an average of 11 years
(median age of entry of 7 plus four years of participation

after age 14).

- the annual tuition purchases are fixed for each cohort.
They start at $1,000 for the first year of the plan and are
increased for each cohort at the same rate as the average

tuition increase.

The numbers at the top half of the table for each "entry
year'" into the program show the 18-year averages and totals for
each cohort of participants from birth to age 14 who enter the
rlan in the same year, and who will therefore take from 4 to 18
years to claim their tuition benefit. The numbers on the bottom
half of the table for each "exit year" represent the costs
actually incurred in each future year. The first pay-out costs
to the plan are incurred in year 5, when ouly those who were 14
years old in year 1 go to college. The model reaches stability

-

S
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after year 18. Since no new participants are added after year
20 the number of claims drops until year 38 when the last

one-year-olds who joined in year 20 go to college.

Column legend:

A The entry year of each cohort of 1,000 participants

into the plan.

B The exit year from the plan when participants reach
18.
C The number of participants entering or 1leaving the

plan each year.

D The average number of years that payments were made to
purchase tuition (assumes a payment every year).

E The average annual dollar payment (assumed to be fixed
for each cohort).

F The total dollar amount of the payments (in millions)
which the participants contributed.

G The total pre-paid tuition benefits (in millions)
claimed by those who matriculate (70% assumed). This
is the actual value of the pre-paid credits the year
they are claimed.

H The plan funds available to pay the tuition benefits
(total of all payments plus investment return minus

the principal and a 2% lower return for

non-matriculants).




I The cost of the guaranteed tuition to the colleges
(the difference between tuition benefits claimed and
plan funds paid out).

J The percentage of actual tuition price which could be
paid out of plan funds to reimburse the coileges.

K The (inflated) dollar value of the average pre-paid
tuition benefit.

L,M,N The number of years of college enrollment that the
tuit'on benefit is worth at a state college, Rutgers

University and an independent college (average).

Table 1 simulates a 8% annuval tuition growth, a 7% average
annual investment return, and 707; of the participants matricu-
lating at a New Jersey college. 1In year 1 the first cohort of
one thousand participants enter the plan. Since their ages are
uniformly distributed (67 are age 1, 67 are age 2, etc.) and
they make a payment each year, they will make an average of 11
payments (median age 7 plus four years after age 14) of $1,000
each. The total amount paid by the cohort after 18 years is $11
million. The total tuition benefit claimed is $13.8 miilion,
which represents the sum of the actual value of the pre-paid
credits the years that they are claimed by the 707 of the

participants who matriculate.

The plan fund will collect and earn $13.6 million from this
cohort (princiral plus 7% earnings from 70%, plus 2% earnings
from the 30% who withdraw). The cost of the plan to the colleg-

R~.
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es is $257,000, the difference between the value of the tuition
benefit claimed and the plan funds; the plan could reimburse the
colleges for 987 of actual tuition. The average tuition benefit
received over 15 years was $19,750. This would have bought 5.8
years of tuition at a state college, 4.0 years at Rutgers, or
1.2 years at an independent college. Those choosing the state
colleges would have paid in less; those choosing an independent

institution would need to pay in more.

The value of the tuition benefits in terms of
"tuition-years" and the percentage of the tuition covered by the
plan is the same for all entering cohorts. The absolute dollar
values, however, keep growing at 87 per year. The bottom half
of the table shows the same information for each group of
participants who reach age 18 and leave the plan. In year 5
only the 67 who entered at age 14 1in year 1 leave the plan.
They have paid an average of $1,000 for four years, which is
enough to buy 2.6 years of tuition at a state college. Fach
year the oldest members of the next cohort leave the plan until

year 19 when there are 1,000 entering and also 1,000 leaving, so

the plan attains stability.

During the first four years of the plan there are no costs,
since the l4-year olds who entered in year 1 will not go to
college until year 5. During the first 10-15 years, the costs
will be relatively 1low; during years 19-24, the plan attains
stability; after year 24 the costs rise because no new partici-

parts are veing added to the simulation.
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Evaluating the Potential Costs

The cost to the colleges will be determined by the long-run
difference between the average rate of tuition increase and the
average rate of return on investment to the plan fund (the
"point spread" between tuition rates and interest rates).
Currently, the return on ten-year Treasury bonds is between 7-9
percent, while average New Jersey college tuition has also been
increasing by 7-9 percent annually over the past five years.
Although several colleges are considering increases higher than
this in the next few years, such high rates of tuition growth
cannot be sustained over a long period of time, and it 1is
unlikely that the average spread will exceed two points in the
long run. Uader either withdrawal option, the Plan should be
able to pay the colleges over 90% of actual tuition even if the
rate of return on investment aversges two percentage points

below tuition growth.

It is important not to confuse the issue by 1looking at
inflation instead of investment returns. If we compare the
ten-year moving average of New Jersey tuition since 1967 with
10-year moving average U.S. bond yields, even without compound-

ing, has never averaged as much as 2 points below tuition.

The financial impact of the proposed Plan on the partici-

pating colleges is difficult to specify or ro interpret 1in

absolute dollars, because the full costs of the proéram will not

8
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occur for several decades, during which time inflation will
totally change our current conception_of the value of a dollar.
Participants can enroll in the plan at any age below 15, but
cannot normally claim the tuition benefits until age 18; there-
fore participants can be in the plan anywhere from 4 to 18 years
or later before maturity. If about the same number of partici-
pants enter the plan each year, and their ages are about evenly
distributed, then it will take 18 years before the full costs of
the plan are realized. If tuition actually continued to in-
crease annaally at the current rate of about 87 during that
time, the colleges would be charging four times as much as
today. Therefore, the potential costs of the plan to the
colleges can best be understood in relative terms, as the
percentage of actual future tuition that the Plan will be able

to reimburse to the colleges.

The last group of tables show the results of simulations
with different combinations of tuition and interest rates
assuming that either 70 percent or 80 percent of the partici-
pants will actually claim the cuition benefits and matriculate
in a New Jersey college. Under the tax-free option (B), the
plan fund retains all the earnings of those who do not matricu-
late. 1In this example the taxable option (A) assumes withdrawal

of priacipal plus interest earnings at a rate 2% below the

average rate of return.




In Table A, the columns show the average annual rate of

rate of

tuition growth, while the rows show the average annual
return on investment. The numbers in the boxes show the redemp-
tion value of the policies as a percentage of actual tuition

when the rate of return is equal to or less than tuition growth.

For example, if we expect 707 matriculation, a 7% return, and a

97 tuition growth, then the redemption value will cover 91% of

actual tuition.

Table B employs the same analytic approach, but arranges
the results according to the percentage '"point spread" between
tuition growth and rate of return. Note that with option A, the
ievel of tuition and return has a minimal effect. The percent-

age of tuition covered depends only on the point spread.

Under both options, the plan covers an additional 2% of

actual tuition for every 107 increase in the withdrawal rate.

Additional tables show that if the size of the payments is
increased every year (instead of remaining fixed for each
cohort), the plan fund will perform better with larger point

spreads.

The plan also performs significantly better with an older
age distribution than a younger one, if the point spread is over

1%.
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TABLEU;
NEW JERSEY GUARANTEED TUTTION PLAN: OPTION A
8% TUITION GROWTH 77 INVESTMENT RETURN 70% NJ MATRICULATION
SAVINGS WITHDRAWL 27 BELOW RETURN / NO PREMIUM
PAYMENTS FIXED AT ENTRY YEAR TO RECEIVE $1000 TUITION AT 1986 PRICES

(A) (B) (C) (D)AVG (E)AVG (F)TOTAL (G)TUITION (H)PLAN (IDPLAN (J)PCT OF (K)AVG $ (L)TUITION (M)TUITION (N)TUITION

ENTRY EXIT NUM- YRS YRLY PAID IN CLAIMS PAYOUT <0ST TUITION TUITION YRS VALUE YRS VALUE YRS VALUE
YEAR YEAR BER PAID PAYT $MIL $MIL $MIL $MIL COVERED CLAIM STATE C RUTGERS INDEPNDT
1 . 1000 11.0 1000 11.0 13.8 13.6 0.257 0.98 19,750 5.8 6.0 1.2
2 . 1000 11.0 1080 11.9 14.9 164.7 0.277 0.98 21,330 5.8 4.0 1.2
3 . 1000 11.0 1170 12.8 16.1 15.8 0.302 0.98 23,030 5.8 6.0 1.2
4 . 1000 11.0 1260 13.9 17.4 17.1 0.325 0.98 24,870 5.8 6.0 1.2
5 . 1000 11.0 1380 15.0 18.8 18.5 0.350 0.98 26,870 5.8 4.0 1.2
4 . 1000 11.0 1470 16 .2 20.3 19.9 0.380 0.98 29,010 5.8 6.0 1.2
7 . 1000 11.0 1590 17.5 21.9 21.5 0.410 0.98 31,340 5.8 6.0 1.2
8 . 1000 11.0 1710 18.9 23.7 23.2 0.4662 0.98 33,840 5.8 6.0 1.2
9 . 1000 11.0 1850 20.4 25 6 25.1 0.478 0.98 36,550 5.8 6.0 1.2
10 . 1000 11.0 2000 22.0 27 .6 27.1 0.515 0.98 39,470 5.8 6.0 1.2
11 . 1000 11.0 2160 23.7 29.8 29.3 0.556 0.98 62,630 5.8 6.0 1.2
12 . 1000 11.0 2330 25.6 32.2 31.6 0.602 0.98 66,0460 5.8 6.0 1.2
13 . 1000 11.0 2520 27 .7 36.8 36.2 0.649 0.98 69,720 5.8 6.0 1.2
16 . 1000 11.0 2720 29 .9 37.6 36.9 0.700 0.98 53,700 5.8 4.0 1.2
15 . 1000 11.0 2940 32.3 60.6 39.8 0.756 0.98 58,000 5.8 6.0 1.2
16 . 1000 11.0 3170 36.9 63.8 63.0 0.813 0.58 62,640 5.8 6.0 1.2
17 . 1000 11.0 36430 37.7 47 .46 G6.5 0.884 0.98 67,650 5.8 6.0 1.2
18 . 1000 11.0 3700 40.7 51.1 50.2 0.954 0.98 73,060 5.8 6.0 1.2
19 . 1000 11.0 6000 66.0 55.2 56.2 1.028 0.98 78,910 5.8 6.0 1.2
5 20 . 1000 11.0 6320 ¢7.5 59.7 58.5 1.111 0.98 85,220 5.8 4.0 1.2
< . 5 67 6.0 1000 0.3 0.2 0.2 0.001 1.00 6,870 2.6 1.8 0.5
H [ 133 4.5 040 0.6 0.5 0.5 0.002 1.00 5,800 2.9 2.0 0.6
; 7 200 5.0 1070 1.1 1.0 0.9 0.005 0.99 6,810 3.1 2.1 0.6
3 267 5.5 1110 1.6 1.5 1.5 0.009 0.99 7,930 3.3 2.3 0.7
— 9 333 £.0 1140 2.3 2.1 2.1 0.014 0.99 9,150 3.6 2.5 0.7
[ o 10 400 6.5 1180 3.1 2.9 2.9 0.022 0.99 10,480 3.8 2.6 0.8
11 667 7.0 1220 6.0 3.9 3.9 0.032 0.99 11,940 6.0 2.8 0.8
12 533 7.5 1260 5.0 5.1 5.0 0.066 0.99 13,530 6.2 2.9 0.9
13 600 8.0 1300 6.2 6.6 6.3 0.065 0.99 15,260 6.4 3.0 0.9
14 667 3.5 1340 7.6 8.0 7.9 0.089 0.99 17,160 G.6 3.2 0.9
15 733 9.0 1390 9.1 9.9 9.7 0.119 0.99 19,220 4.7 3.3 1.0
16 800 9.5 1430 10.9 12.0 11.9 0.158 0.99 21,480 6.9 3.4 1.0
17 867 10.0 1480 12.8 14.5 16.3 0.206 0.99 23,930 5.1 3.5 1.0
18 933 10.5 1530 15.0 17 .4 17.1 0.266 0.98 26,600 5.2 3.6 1.1
19 1000 11.0 1580 17.4 20.7 20.3 0.340 0.98 29,510 5.2 3.7 1.1
20 1000 11.0 1710 18.8 22.3 21.9 0.368 0.98 31,870 5.3 3.7 1.1
21 1000 11.0 1840 20.3 26.1 23.7 0.397 0.98 34,420 5.3 3.7 1.1
22 1000 11.0 1990 21.9 26 .0 25.6 0.429 0.98 37,170 5.3 3.7 1.1
23 1000 11.0 2150 23.6 28.1 27 .6 0.664 0.98 60,150 5.3 3.7 1.1
24 1000 11.0 2320 25.5 30.4 29.9 0.500 0.98 63,360 5.3 3.7 1.1
25 933 11.5 2450 26.3 31.7 31.2 0.536 0.98 68,550 5.5 3.8 1.1
26 867 12.0 2580 26 .9 32.9 32.3 0.572 0.98 54,200 5.7 6.0 1.2
27 800 12.5 2720 27 .2 33.8 33.2 0.607 0.98 60,330 5.9 6.1 1.2
28 733 13.0 2850 27 .2 36.4 33.8 0.639 0.98 67,000 6.1 6.2 1.3
29 667 13.5 2980 26 .8 36.6 36.0 0.668 0.98 76,240 6.2 6.3 1.3
30 600 16.0 3120 26 .2 34.5 33.8 0.692 0.98 82,110 6.4 6.4 1.3
31 533 14.5 3260 25.2 33.8 33.1 0.706 0.98 90,650 6.5 6.5 1.3
32 w67 15.0 36400 23.8 32.6 31.9 0.710 0.98 99,910 6.7 6.6 1.4
33 400 15.5 3540 21.9 30.8 30.1 0.699 0.98 109,970 6.8 6.7 1.4
34 333 16.0 3690 19.7 28.2 27.5 0.668 0.98 120,880 6.9 6.8 1.4
35 267 16.5 3840 16.9 24 .8 26.2 0.612 0.98 132,710 7.0 6.8 1.4
36 200 17.0 3990 13.6 20.4 19.9 0.525 0.97 145,550 7.1 6.9 1.5
37 133 17.5 G150 9.7 14.9 14.5 0.400 0.97 159,470 7.2 5.0 1.5
38 67 18.0 6320 5.2 8.1 7.9 0.229 0.97 174,550 7.3 5.1 1.5 \(\, ¢
\‘l . (£41
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TABLE 2 '
NEW JERSEY GUARANTEED TUITION PLAN: OPTION A
9% TUITION GROWTH 7% INVESTMENT RETURN 70% NJ MATRICULATION
SAVINGS WITHDRAWL 2% BELOW RETURN # NO PREMIUM
PAYMENTS FIXED AT ENTRY YEAR TO RECEIVE $1000 TUITION AT 1986 PRICES
(A) (B) (C> (D)AVG (E)AVG (F)TOTAL (G)TUITION (H)PLAN (IJPLAN (J)PCT OF (X)AVG $ (L)>TUITION (M)TUITIOM (N)TUITION
ENTRY EXIT NUM- YRS YRLY PAID IN CLAIMS PAYOUT COST TUITION TUITION YRS VALUE YRS VALUE YRS VALUE
YEAR YEAR BER PAID PAYT $MIL $MIL $MIL $MIL COVERED CLAIM STATE C RUTGERS INDEPNDT
1 . 1000 11.0 1000 11.0 14.9 13.6 1.382 0.91 21,350 5.5 3.8 1.1
2 . 1000 11.0 1090 12.0 16 .3 164.8 1.507 0.91 23,280 5.5 3.8 1.1
3 . 1000 11.0 1190 13.1 17.8 16.1 1.644 0.91 25,370 5.5 3.8 1.1
4 . 1000 11.0 1300 14.2 19.4 17.6 1.789 0.91 27,650 5.5 3.8 1.1
5 . 1000 11.0 1410 15.5 21.1 19 1 1.952 0.91 30,140 5.5 3.8 1.1
6 . 1000 11.0 1540 16.9 23.0 20.9 2.125 0.91 32,850 5.5 3.8 1.1
7 . 1000 11.0 1680 18.4 25.1 22.7 2.318 0.91 35,810 5.5 3.8 1.1
3 . 1000 11.0 1830 20.1 27 .3 26.8 2.527 0.91 39,030 5.5 3.8 1.1
9 . 1000 11.0 1990 21.9 29.8 27.0 2.753 0.91 42,550 5.5 3.8 1.1
10 . 1000 11.0 2170 23.9 32.5 29.5 3.000 0.91 66,370 5.5 3.8 1.1
11 . 1000 11.0 2370 26.0 35.4 32.1 3.273% 0.91 50,550 5.5 3.8 1.1
12 . 1000 11.0 2580 28.4 38.6 350 3.566 0.91 55,100 5.5 3.8 1.1
13 . 1000 11.0 2810 30.9 42.0 38.2 3.886 0.91 60,060 5.5 3.8 1.1
14 . 1000 11.0 3070 33.7 45.8 61.6 6.237 0 91 65,660 5.5 3.8 11
15 . 1000 11.0 3340 36.8 49.9 45 3 6.616 0.91 71,350 5.5 3.8 11
16 . 1000 11.0 3640 40.1 56.4 49.46 5.034 0.91 77,780 5.5 3.8 i.l
17 . 1000 11.0 3970 63.7 59 3 53.9 5 487 0.91 86,780 5.5 3.8 11
18 . 1000 11.0 6330 47 .6 66 7 >8.7 5.978 0 91 92,400 5.5 38 1.1
19 . 1000 11.0 4720 51.9 70.5 66 0 6.518 0.91 100,720 55 3.8 1.1
5 20 . 1000 11.0 5140 56.6 76.9 69 7 7.105 0.91 109,790 55 3.8 1.1
< . 5 67 6.0 1000 0.3 0.2 02 0.006 0.97 4,990 2.5 1.7 0.5
L 6 133 6.5 1040 0.6 0.6 0.5 0.017 0.97 5,980 2.8 1.9 0.6
| 7 200 5.0 1080 1.1 1.0 1.0 0.034 0.97 7,080 3.0 2.1 0.6
8 267 5.5 1120 1.6 1.5 15 0.059 0.96 8,290 3.3 2.2 0.7
- 9 333 6.0 11460 2.3 2.2 2.2 0.094 C %6 3,640 3.5 2.6 °.7
w 10 400 6.5 1210 3.1 3.1 3.0 0.142 0.95 11,120 3.7 2.5 0.3
11 667 7.0 1250 6.1 6.2 6.0 0.206 0.95 12,750 3.9 2.7 0.8
12 533 7.5 1300 5.2 5.4 5.1 0.290 0 95 16,560 G 0 2.8 0.8
13 600 8.0 1340 6.5 6.9 65 0.39° 0.94 16,540 6.2 2.9 0.9
14 667 8.5 1390 7.9 8.7 8.2 0.538 0.964 18,730 6.6 3.0 0.9
15 733 9.0 1450 9.5 10 9 10.1 0.713 0.93 21,140 6.5 3.1 0.9
16 800 9.5 1500 11.4 13.3 12.4 0.931 0.93 23,790 6.7 3.2 1.0
17 867 10.0 15690 13.5 16.2 15.0 1.200 0.93 26,700 6.8 3.3 1.0
18 933 10.5 1620 15.8 19.5 18.0 1.532 0.92 29,900 5.0 3.4 1.0
19 1000 11.0 1680 18.5 23.4 21.5 1.936 0.92 33,420 5.1 3.5 1.0
20 1000 11.0 1830 20.1 25.5 23.4 2.111 0.92 36,630 5.1 3.5 1.0
21 1000 11.0 2000 21.9 27 .8 25 5 2.300 0.92 39,710 51 3.5 1.0
22 1000 11.0 2170 23.9 30.3 27 .8 2.507 0.92 63,280 5. 3.5 1.0
3 1000 11.0 2370 26.1 33.0 30.3 2.733 0.92 47,180 5.1 3.5 1.0
24 1000 11.0 2580 28.4 36.0 330 2.979 0.92 51,430 5.1 3.5 1.0
25 933 11 5 2750 29.5 37.9 36.7 3.211 0.92 58,060 5.3 3.6 1.1
26 867 12.0 2910 30.3 39 6 36.2 3.443 0.91 65,350 54 3.8 1.1
27 803 12.5 3070 30.7 61 1 37 6 3 €667 0.91 73,330 5.6 3.9 1.2
28 733 13.0 3240 30.9 62.1 38.3 3 876 0.91 82,090 5.7 6.0 1.2
29 667 13.5 3410 30 7 62 8 38 7 6.058 0 91 91,690 5.9 6.1 1.2
30 600 164.0 3580 30 1 62 9 38 7 6.202 0 90 102,200 6 0 6.2 1.2
31 533 14.5 3750 29 1 62.5 38.2 6.293 0 90 113,730 6.1 6.2 1.3
32 467 15.0 3940 27 .6 6] 3 37 0 6.311 0 90 126, 350 6.3 6.3 1.3
33 400 15.5 6120 25 6 39.2 35.0 G 235 0 89 140,160 6 G 6.6 1.3
; 346 333 16.0 6310 23.0 36 .2 32 2 6 040 0 89 155,290 6.5 4.5 1.3
ﬁ; 35 267 16.5 4510 19.8 32 1 28 G 3 695 0 88 171,850 6 6 6.5 1.4
-~ 36 200 17.0 4710 16.0 26 6 23 4 3 164 0 88 189,960 6.7 6.6 1.4
37 133 17.5 4920 11 5 19.6 17 2 2 605 0 88 209,790 6 8 49 7 1.4
38 67 18 0 5140 6 2 10.8 9.4 1 370 0 87 231,470 6 8 6.7 1.4
Q
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TABLE 3

NEW JERSEY GUARANTEED TUITION PLAN: OPTION A
70% NJ MATRICULATION

SAVINGS WITHDRAWL 2% BELOW RETURN # NO PREMIUM
PAYMENTS FIXED AT ENTRY YEAR TO RECEIVE $1000 TUITION AT 1986 PRICES

10% TUITION GROWTH 72 INVESTMENT RETURN

YRLY PAID IN CLAIMS PaYOUT

PAYT $MIL $MIL $MIL
1000 11.0 16.2 13.6 2
1100 12.1 17.8 14.9 2
1210 13.3 19.6 16 .4 3
1330 14.6 21.5 18.1 3
1460 16.1 23.7 19.9 3
1610 17.7 26.1 21.8 4
1770 19.5 28.7 24.0 4
1950 21.6 31.5 26 .4 5
2149 23.6 36.7 29.1 5
2360 25.9 38.1 32.0 6
2590 28.5 42.0 35.2 6
2850 31.4 46 .2 38.7 7
3140 364.5 50.8 42.6 8
3450 38.0 55.9 46 .8 9
3800 61.8 61.4 51.5 9
4180 46.0 67.6 56.7 10
4600 50.5 76.3 62.3 12
5050 55.6 81.8 68.6 13
5560 61.2 90.0 75.4 14
6120 67.3 99.0 83.0 15
1000 0.3 0.2 0.2 0
1040 0.6 0.6 0.5 0
1090 1.1 1.0 1.0 0
1140 1.7 1.6 1.5 0
1180 2.4 2.4 2.2 0
1230 3.2 3.3 3.0 0
1280 4.2 4.5 4.1 0
1340 5.3 5.8 5.3 0
1390 6.7 7.5 6.8 0
1450 8.2 9.5 8.5 1
1510 10.0 11.9 10.5 1
1570 12.0 14.8 12.9 1
1640 14.2 18.1 15.7 2
1710 16.8 22.0 19.0 3
1790 19.7 26.5 22.7 3
1970 21.6 29.2 25.0 4
2160 23.8 32.1 27.5 4
2380 26.2 55.3 30.2 5
2620 28.8 38.8 33.2 5
2880 31.7 62.7 36.5 6
3080 33.0 45.3 38.7 6
3280 36.1 67.8 40.6 7
3480 3a 3 49.9 2.1 7
3690 35.1 51.6 43.4 8
3900 35.1 52.8 46 .1 8
4110 36.5 53.4 46.3 9
4330 33.5 53.2 43.9 9
4560 31.9 52.2 462.7 9
4300 29.7 50.0 40.7 9
5040 26 .9 46.5 37.6 8
5290 23.3 1.5 33.3 8
5560 18.9 36.7 27.6 7
5830 13.6 25.7 20.3 5
6120 7.3 14.3 11.2 3

$MIL COVERED

.615
.877
.165
.680
.829
.211
.631
.096
.604
.164
.780
.658
.204
.024
.928
.920
.012
.216
.536
.991
.012
.032
.064
.112
.179
.271
.395
.558
.769
.0640
.383
.812
. 3646
.005
.812
.193
.612
.073
.580
.138
.671
.210
.738
.238
.688
.058
.313
.612
. 305
.929
.215
.074
.608
.096
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(G)TUITION (H)PLAN (IDPLAN (J)PCT OF (K)AVG $ (L)TUITION (M)TUITION (N)TUITION
COST TUITION

TUITION YRS VALUE YRS VALUE YRS VALUE
INDEPNDT

CLAIM

23,110
25,430
27,970
30,760
33,840
37,220
40,950
45,040
49,540
54,500
59,950
65,940
72,540
79,790
87,770
96,550
106,200
116,820
128,510
141,360
5,110
6,170
7,350
8,670
10,150
11,790
13,620
15,660
17,930
20,440
23:240
26,350
29,790
33,620
37,860
41,640
45,810
50,390
55,430
60,970
69,6410
78,740
89,080
100,510
113,160
127,140
142,590
159,670
178,530
199,370
222,380
247,780
275,820
306,770
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CEPARTMENT OF WIGHER ECUCHTION
OFFICE OF STUDENT ASSISTANCE

TUITION, THFLATION RMD INTEREST RATES 1967-1986

DATH TUITIGH CHANGE

! [ 1COMNSLMER | I BOND
L TUITION $ ! TUITION INDEX I PRICE ! ANHUAL % INCOEARSE I INTEPEST
| i ) INOEX | NS [0-yR
| | | | I
VERR | STRTE PRUTGERS  INDEP- | STATE RUTGERS  INDEP- ! ! US  STATE RUTGERS  IMOEP- | AHMUAL
I oL, UNIV. ENDENT ' COLL.  UMIU, ENDENT | UsR 1 CPT  COLL. UNIV. ENDENT 1 QUERAGE
I ] | | |
1967-68 | 350 400 1200 1 100 100 100 1 100 ! } 4.5
1968-69 ! 50 400 1300 1 100 100 108 1 1041 4.0 6.0 0.0 8.3 1 5.0
1969-76 1 3350 400 1500 100 100 125 1 1101 5.8 0.0 0.0 15.4 1 f.0
1970-74 14 350 400 1700 1 100 100 142 1 116 1 5.5 0.0 0.0 13.3 1 5.8
19r1-22 1 535 585 1800 1 153 146 150 ! lel ! 4.3 2.9 46.1 5.9¢ b.Q
1972-73 . 535 585 1900 1 153 146 158 1 1251 3.3 0.0 0.0 5.6 ¢ 6.5
1973-74 1 533 585 2000 1 153 146 167 1 1331 6.4 0.0 0.0 5.3 r.n
1974-75 1 939 585 2200 ! 153 146 183 1 148 1 11.3 0.0 0.0 LRV R
1975-76 | 704 760 2400 | 201 190 200 ! 162 ! 9.5 3L.6 29.9 .11 ra
1976-77 1 v 760 2500 1 201 1% 208 ! L 9.6 0.0 0.0 4.2 ! 7.
1977-78 1 704 760 2650 ! 201 19 221! 182t 6.4 0.0 9,0 6.0 | v
1978-79 1 704 V60 2800 | 201 190 233 ! 195 ¢ 7.1 0.0 0.0 37! 3.9
1373-30 1 736 83 3109 1 210 208 258 ! cis ! 11.8 4.5 9.5 10,71 1.5
1380-81 1 200 340 3450 | 229 239 288 ! 47 13.3 8.7 13.0 11.3 1 N
1981-g¢ 1 %4 1110 3980 1 247 278 33 ! are t 10.1 8.0 18.1 12,51 17,9
1982-83 | %0 1366 4430 1 24 342 369 ! 289 ! 6.3 1.1 23.1 14,21 e
1383-84 1 1024 1490 4850 | 293 K] 404 1 297 ! 2.8 6.7 9.1 3.5t 1.3
1984-85 1 1088 1520 53¢ ! u 380 442 | 308 1 kN4 6.3 2.0 9.3 1 1.3
1985-86 | 1184 1748 5800 1 338 7 483 1 319 ! 3.6 8.8 15.0 9.4 1 R
1385-87 1 1280 1852 6200 ! 962 SiP t 33! 1.3 8.1 5.9 5.9 ¢ 3.0

Independent college tuition 1s estinated.
Consumer Price Index 1s for calendar year of fall term.
Bond ylelds are 10 Yaar US Treasury.
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DEPARTMENT OF HIGHER EDLCATICH
DFFICE OF STUDENT ASSISTAMCE

T TION, INFLATIOH AHD INTEPEST RATES 1967-1986

1 COHSUMER TEN YEAR MOUING QUERAGE ! POINT “FREHD
TUITION INDEX L PRICE Y e Y e

I IMDEX RHHUAL 2 INCREASE TAUERAGE RETURNS - THITION

I (I D

! 1 BOND

YERR STATE RUTGERS  INDEP- !

COLL.  UNIV. ENDENT | USA

STATE RUTGERS  INDEF-
COLL. UNIU. THOEHT

US  STATE RUTGERS  INDEP- !INTEREST

CPI  COLL. UNIV. ENDENT | SIMPLE
|

I 1

| [

| | i

1 ! |

| 1 I

| i I

] I I

| | 1
196768 | 100 160 100 | 100 1 1 1
196869 ! 100 100 108 ! 104 ! 1 ]
1969-70 | 100 100 125} 110t ! }
1970-71 ! 100 100 4! 116 1 [ }
1971-72 ! 153 146 150 ! 1eL i }
1972-73 ! 153 146 158 ¢ 125! i |
1973-74 ) 153 146 167 ! 1331 1 i
1974-75 | 153 146 183 ¢ 148 I '
1975-76 | 201 190 200 1 162 | ] l
1976-77 ! N1 190 208 | ! ! !
1977-78 | 201 190 221 | 182 ¢ 6.2 8.5 7.6 8.3 ! 5.9 | -1.5 -0.7 -1.4
1978-79 ! 2c1 190 233t 1951 6.5 8.5 7.6 8.1 7.2 -1.3 -0,4 -3
1979-80 210 208 258 ! 218 ! 7.1 8.9 8.6 7.6l 7. -1.2 -9.9 ol
1980-81 ! 229 235 288 | 47 7.9 9.8 9.9 7.4 ! 8.3 -1.5 -Lb )
1981-82 | 247 278 323! are | 8.5 5.3 7.l 8.0 ! 9.0 ¢ 3.7 1.9 iy
1982-83 ! 24 342 369 ! 289 | 8.8 6.4 9.4 8.91 9.6 ! .2 0.2
1983-84 | 293 373 404 | 297 ! 8.4 7.1 10.3 9.3t 10.0 ! 2.9 -0.3 it
1384-85 | 31 380 442 | 308 ! 7.7 v.7 10.5 9.3 ! 104! 7 -0, 1.1
1965-86 ! 338 437 483 | 3191 7.1 5.4 9.0 9.3 | 10.5 1 5.1 1.5 1.
1986-87 ! 36 463 Sie ! 3231 6.6 6.2 9.8 961 10,61 4.4 1.0 1n
01-Jun-87 \DPTR TUITION LSRhiGE
Tuition and CPI are average 3wwal 1ncrease for prior 10 years.
Bond ylelds are 10 year auerages.
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O

New Jersey Guaranteed College Tuition Plan Proposal (A)
Effect of Variations in Behavior
On % of Tuition Reimbursed by the Plan

(A) Withdrawals Point Percentage Matriculating
(Fixed payments) Spread 60% 70% 80% 90%
0 109% 106% 104% 102%
1 101 98 96 94
2 94 91 89 817
3 86 84 82 80

- Every additional 10% matriculating reduces coverage by about 2 percentage points.

Age distribution

(8) Age distribution of Point All Equal All
entrants Spread Over 7 1-15 Under 7
(Fixed piyments, 0 104% 106% 107%
70% macriculation) 1 99 98 98
2 94 9 90
3 90 84 82

- Younger age distributions reduce coverage significantly with larger point spreads.

(C) Fixed vs. Increasing Point Annual Payment Amount
Size of Payments Spread Fixed Increasing

(70% matriculation) 0 106% 105%

] 98 98

2 91 92

3 84 86

- Larger payments in the later years increases coverage.

XVI - 21qm
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1987

9!06 TUESDAY: JUNE 2.

OVERED BY THE PLAN
RETURN AND NJ MATRICULATION

PLAN B WITH 5x DISCOUNT

NEW JERSEY GUARANTEED TUITION PLAN
PAYMENTS INCREASED ANNUALLY AT THE TUITION RATE

PERCENTAGE OF ACTUAL TUITION C
PLAN A RETURN -2x;

AT VARIOUS RATES OF TUITION,

T T o T e e e e e e e o e e e e e e e e e e e o e o o o o o = = = o o o o e o o o o e e o o o o 0 o o o o " - e e e e e o e e e e e e e e

Rt bl DT R P P ey S
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e L e i Tl Ty St
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Summary

This paper notes that higher education in America  has
historically been paid for by a combination of tax support,
private philanthropic funding, and family contributions. Higher
prices, restricted access to federal aid, znd escalating belief
in the desirability cf obtaining higher education results in an
increasing need and willingness of families to borrow for
education.

As borrowing needs exceed federal loan limits and income
restrictions, families turn to "Supplemental" loan programs.
The political and policy background, including Congressional and
executive attitudes toward federal subsidies for parent and
supplemental borrowing is examined. Current criticisms of GSL
by policy analysts and the public are noted.

Private lenders are needed as sources of capital, but increasing
borrowing requires new levels of information and financial
counseling services. The Education Resources Institute (TERI)
was founded in 1985 as a private non-profit organization to meet

both capital fermation and counseling needs. TERI provides
private loan guaranty services and sponsors a higher education
information center, debt management task force efforts,

financial aid officer training, and early awareness programs.
This combination of loan program and information services
sponsored by a private non-profit using capital from private
for-profit lending institutions is a possible model for use by
policy makers interes;ted in supplemental student loans.
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Prospects for Supplemental Education Loans

m

by Ernest T. Freeman and Thomas D. Parker

Most of us have encountered a member of an older generation who
is at once in awe of and skeptical of higher education. Self-
made entrepreneurs, for example, have long worried that higher
education would "spoil" the next generation. At thke same time,
most of these older skeptics have insisted that the next
generation receive the highest possiblie degree of education.
The current generation of "Yuppies" would be surprised to know
that, as recently as the 1950s, many corporate executives or
small business owners had no advanced degree and indeed often no
college education. The college graduate as the norm in America
did not emerge until the GI Bill of Rights made college possible
for large numbers of those previously unlikely to attain higher
education. Prior tc World War II, only one in every 17 young
1dults graduated from college. However, not having a degres or
being suspicious of elitism in no way dampened the insistence of
parents that children and grandchildren receive degrees. It
should be noted, however, thot even the G.I. Bill was motivated
as much by fear that a huge number of returning soldiers would
glut the post-war labor force as by altruistic or economic

belief in the value of higher education.
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In the 1980s, there is a similar paradoxical attitude on the
part of an older generation of corporate executives, most of
whom have received one post-secondary degree (usvally an A.B. in
the liberal arts) toward the bright young men and women working
for them, most of whom have received both an undergraduate
degree and a graduate degree ir. business or engineering. Tre
stories repeat in different ways, but the pattern is the same.
The older generation, with less education, suspects that the
newer generation may not be as savvy or as aware of the
importance of "sweat equity" as it shculd be, but at the same
time, there is the suspicion that sooner or later increased
educational attainment is an economic as well as a social

necessity.

What is less widely wunderstood is that this pattern of
increasing educational attainment from generation to generation

has been made possitle only by a combination of support for

education by federal, state, private, and parental sources.
Some parents prefer not to acknowledge the degree to which
outside support enabled their offsvring to attend college, but
outside support has come not only in the form of aid to
individuals in cases such as the GI Bill of Rights and the
Guaranteed Student Loan Program but also in the form of aid to

educational institutions, for example, the land grant university

1
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system and state support for <colleges and universities.
Philanthropic contributions aave 1long subscidized prices at
private institutions and such support kept the price of
education low at many institutions. ©For a period spanning two
decades, from the 1950s to the mid-1970s, this combination cf
support enabled many students tc obtain higher educa*tion with
minimal family assistance. The fact that many students were
able to "work their way through" college on the basis of meager
summer and term-time earnings is not so much a tribute to
personal diligence as it is a reminder of how the price of
euucation was kept low by the combination of support systems

mentioned above.

In the 1980s, a pattern prevails of uncertain federal and state
support and steady increases in the price of education. The
result is that the historical pattern of substantial family
assistance is reemerging. In the mid-1960s it was hoped, with
the creation of the Guaranteed Student Loan Program, that
reliance on family assistziice would be unnecessary if th=
student would take on a minimal loan burden. The fallacy of
this assumption was documented r~learly in the early 1980s by the
Sloan Commission Report on Higher Education. The report argued

that students alone could not be expected to continue to take on




debt to offset increasing prices and that a return to family

assistance woulid be necessary. The College Board now estimates

that 65 percent of all students receive parental assistance.

In the next decade, the fundamental policy issues facing higher
education finance will revolve around achieving a new balance
among sources of support for students and educational
institutions. The argument here is that one of the clearly
emerging forces in this balance is the non-federal alternative
loan. A combination of political and economic factors are at
work which will result in either diminished federal funding for
higher education or at least very sliow growth in such aid. The
reduction coincides with a period when prices 1in higher
education cont’ :ue to rise. What follows 1s an attempt to
describe and analyze these forces and the way in which they
impinge upon alternative loan trends, including a description of
the actual workings of one such alternative loan program devised
to meet the new needs. The Education Resources Institute (TERI)
serves as a case study exemplifying problems and prospects in

the field.
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The Political, Economic, and Policy Background

In its 1986 reauthorization of the Higher Education Act,
Congress steadfastly resisted those who would have severely
diminished the federal Guaranteed Student Loan Program. Yet,
veteran observers of the interaction between political forces
and federal support for access to higher education have remained
concerned by steady changes in public opinion and in the views

of political snd policy leaders in Washington, D.C.

Washington policy analysts have long been critical of certain
aspects of the Guaranteed Student Loan Program. More than a
decade ago, Chester E. Finn, Jr., now Assistant Secretary of
KEducation for Research and Improvement, in his book, Dollars,

Scholars, and Bureaucrats, cummarized a case for eliminating the

GSL within state-based guarantiee agencies and substituting a
national student 1loan bank, complete with student loan
administration emanating from a Washington, D.C. bureaucracy.
Arthur Hauptman, a respected consultant in financial assistance
policy, has advo:ated replacing GSL with a modified version of
tne National Defense Student Loan program. Michael McPherson,
Professor -7 Economics at Williams College, critiqued the use of
private capital markets in the federally assisted GSL program.

These and other technical analysts have emphasized aconomic and
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bureaucratic inefficiencies in the program. The complexity of
the GSL, they argue, has become so great that tinkering with its
provisions to make them more efficient is not enough. They
support dismantling the GSL as presently constructed and

replacing it with a new program.

Just as policy analysts both left and right are raising serious
reservations abcut GSL, politicians along the entire ideological
spectrum are raising concerns. There is a widespread perception
that students are borrowing too much, that private enterprises
are profiting too greatly, that default rates are ioo high, and
that the availability o  federally subsidized loans discourages
higher education institutions from attempts at cost containment.
While all of these criticisms are either untrue, unproven by any
research, or greatly exaggerated, the fact that many believe
them to be true cannot be ignored. Just as policy analysts and
politicians have expressed reservations, various public opinion
polls during the 1980s have demonstrated skepticism by the

general public about federal student financial assistance.

These opinion trends indicate that the need for alternative
non-federal sources of education loans will continue 1in the
coming decade. The so-calied "alternative" or "supplemental"

loan program initiatives (meaning alternative or supplemental to

1"
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feder~1l G4SL funds) are not new. The Congress itself recognized

the need for supplemental loans when it established the "PLUS®
program authorizing additional 1loan funds for parents and
students beginning Janvary 1, 1981. By January, 1982, the
number of alternative loan programs in existence was large
enough to warrant the establishment of a newsletter reporting on
them. The Alpine published its first issue under the auspices
of the Alternative ILoan Program Task Force of the National
Council on Higher cgducation Loan Programs and the Massachusetts
Higher Education Assistance Corporation. The conventional
wisdom in 1982 was that the demand for education loans to
supplement GSL and PLUS would be filled largely through stat:
programs using tax-exempt revenue bonds for funding. This
notion was reinforced by the fact that in many states in 1982

PLUS volume actually declined.

A dozen states organized revenue bord programs to provide
education loans at lower interest rates, and many believed that
they would replace the PLUS program entirely. But this was not
to be. The Congress progressively tightened restrictions on the
issuance of state-based, tax-exempt revenue bonds. The interest
rate on PLUS loans dropped from 14 to 12 percent. Within a

year, Masscachusetts PLUS loan volume grew by 25 percent.
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In the 1986 reauthorization, the Congress revised the sluggish
formula by which the PLUS rate had previcusly been established
and replaced it with a more sensitive variahble rate formula to
assure that PLUS could be more competitive with the general
market. The effect of the new FLUS program is yet to be
measured; however, most analysts belie.e that PLUS volume will
increase. The Congress also established Supplementary Loans for
Students in an attempt to improve on the PLUS program for

independent students which had at one point unfortunately been

dubbed "ALAS" (Auxilia:y Loans to Assist Students).

Perhaps the most controversial 1986 Congressional action
relating to education finance came not in the higher education
act but in the tax reform bill. That measure phases out income
tax deductions for interest on consumer loans including loans
for education. At the same time, the bill allows those rich or
fortunate enough to own homes to retain the income tax deduction
on home equity bofrowing. The rich can borrow for education and
receive a tax break. Others can not. Attempts to address this

inequity will be made in future Congresses.

The overall message from the 1986 reauthorization of the Higner

Education Act is that the U.S. Congress does not support the

draconian measures for reduction in federal student aid




assistance proposed by some analysts and by the Reagan
Administration. Astute lawmakers on both sides of the aisle
have realized that +this ©battle over support for student
assistance is not merely a matter of how much to cut the budget.
The fundamental policy issue is the degree to which the U.S.

Congress and the electorate to which it reports believe that

widespread access to higher education is a major national

priority.

The Education Department during +the Reagan Administration
formulated a scries of responses to the issue. Initially, the
Department embraced the PLUS program as a healthy alternative to
GSL. Its rate of interest was higher, sc costs to the
government for special allowance payments to banks were
substantially lower than GSL. In addition, it had uo post-
deferment "grace period" to subsidize. It was seen by officials
in the Department as a potential replacement for guaranteed
student loans to middle- and upper-middie income students and

parents.

While none of the drafters of the original PLUS 1legislation

imagined +that PLUS would be the cornerstone of a future

Republican Administration student financial aid policy, it

became that in 1981. The Democrats in 1979-1980 saw PLUS as a
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supplemental source; they never envisioned that it would be used
substantially to replace GSL assistance. The 1978 Middle Income
Assistance Act, which provided for guaranteed student loans to
all regardlsss of income, was based on the premise that all
students have a right to post-secondary education (and on cost
projections which turned out to b2z too low). The PLUS program,
as envisioned by the Reagan Administration in 1981, assumed that
education was a privilege to be provided for students by parents

if both were willing and able to share financial responsibilty.

In the years since 1981, legislators from both parties have
rejected the subsidized "loans for all" concept of Middle Income
Assistance Act. Eligibility for the Guaranteed Student Loan
Program has been consistently restricted. The effects of the
1986 reauthorization and its new eligibility requirements are
such that on many campuses financial aid officers are predicting
reduction in guaranteed student loan vclume of 50 percent or
more. The market rate PLUS or SLS programs become the only
federal 1loan alternative for vast numbers of middle-income
students previously served by GSL. For these newly excluded
students, the fact that loan limits for upper classmen in the
GSL program have been substantia%ly increased 1is of 1little

solace.
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PLUS may be an adequate replacement at low-cost institutions for

students displaced from GSL. The fact that the price of higher
education has risen since 1980 more rapidly than inflation means
that fewer and fewer institutions can boast such a low cost

that PLUS will be able tvially to replace GSL.

This analysic demonstrates another reason why the need for non-
federal alternative loans will increase dramatically. In the
past, the non-federal alternative loan programs have served
largely upper-middle-income students and parents at high-cost
institutions. The removal of GSL eligibility from a middle-
income layer, along with increased prices at most institutions,
means that alternative 1loans will increasingly become a
necessity if widespread access and choice by the middle class

is to continue.

These shifts in the demographics of borrowers will have an
effect at the institutional level as well. For post-secondary
institutions with substantial portions of operating incone
coming from the Guaranteed Student Loan Program, the issue is
less one of social policy regarding access and more one of
institutional survival. At the institutional 1level, the
implications of a reduction in student loan availability are

substantial. Private and public institutions both will feel the
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impact, Private colleges have higher prices and rely more
heavily on loans to enable families tn pay tuition bills.
Public colleges and universities with lcwer prices argue that
the formulation of eligibility requirements penalizes
institutions with low prices because the high cost of education

is one factor driving the amount of loan eligibility.

Another obvious but significant result of diminished eligibility
for GSL is that some students, especially in the private sector,
cannot come up with money to pay for full-time study.
Institutions are understandably eager to guarantee the
availability of ulternative loan funds for these students and

their families.

Many institutions initially believe that they can provide
alternative lcans by establishing their own programs or joint
programs with a local lending institution. The student loan
business, however, is considerably more complicated than it
might first appear to a board of trustees or a financiali aid
office. In the NDSL loan program, colleges and universities
were asked to administer and service student loan portfolios;
the results were negative. Institutions which have for many

years had effective small-scale loan programs using
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institutional funds have, as the demand for alternative 1loans
has increased dramatically, been forcel to turn to outside

sources for help in loan administration and collections.

In Massachusetts, such requests for assistance from colleges
began arriving at the Massachusetts Higher Education Assistance
Corporation ir the early 1980s. By 1982, the corporation saw
fit to establish a planning team made up of lenders, university
representatives, and the corporate strategic planning department
to design a prototypical non-federal alternative loan program.
MILO, the Middle Income Loan Option, was the first design for
such a program by a state guarantee agency. Between 1982 and
1986, many new alternative loan programs were developed. Few
prospered. The market for these programs was not great in the

face of GSL and PLUS availabiliiy.

The combination of the new restrictions of 1986 and increased
college prices created an alternative loan program market. Yet,
just as the alternative loan market accelerated, policymakers
and educators voiced concern that students and their parents
were having to borrow too much to pay for the price of higher
education. Economists studying the value of human capital are
reassuring about the lifetime value of education purchased vs.

debt burden assumed. Americans, however, are accustomed only to
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minimal borrowing for education. There has emerged a tension
between the natural interest of the private sector to increase
education loan product volume and concerns by leading educators
that this =zeal should be tempered wiih debt counseling and

caution about borrowing.

The TERI Response

In Massachusetts, the borrowing dilemma has been addressed Dy
the establishment of a private, non-profit institution, Tie
Education Resources Institute (TERI), which is governed jointly
by representatives of the lending community and the educational
community. TERI's mandate is to provide an alternative 1loan
program and information, counseling, and research. The purpose
of TERI is to address social and educational issues relc.ed to
the need for new sources of capital funding. Its charter

states:

The Cor