The Role of Higher Education
in Social Mobility

Robert Haveman and Timothy Smeeding

Most Americans expect the nation’s colleges and universities to promote the goal of social mo-
bility to make it possible for anyone with ability and motivation to succeed. But according to
Robert Haveman and Timothy Smeeding, income-related gaps both in access to and in success
in higher education are large and growing. In the top-tier colleges and universities, almost
three-quarters of the entering class is from the highest socioeconomic quartile. The pool of
qualified youth is far greater than the number admitted and enrolled; hence America’s top col-
leges could enroll more moderate- and low-income students without lowering their selection
standards.

Higher-income parents make enormous efforts to ensure their children’s academic success,
while children of poor parents begin the “college education game” later and with fewer re-
sources. Students in poor and minority neighborhoods are less well prepared academically; ill
prepared to select colleges, apply for admission, and secure acceptance; and poorly informed
about the cost of attending college and the availability of needs-based financial aid. Sharply ris-
ing college prices during the 1980s and 1990s, together with the growing inequality of family
income, have raised the cost of attending college far more for low-income students than for
well-to-do students. Financial aid has risen more slowly, and the share targeted on low-income
students has been falling.

The authors offer bold policy recommendations to increase educational opportunities for low-
and middle-income students. These involve the development of financing structures that will
increase access for students from lower-income families. Public institutions could price tuition
close to real costs and use added revenues to provide direct student aid for students from low-
income families. Federal subsidies to students who attend wealthy institutions could be
capped, with the savings redirected to students attending less well-endowed schools, both pub-
lic and private. Finally, federal and state governments could redirect to lower-income students
the financial support they now provide colleges and universities.
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edian income in 2000 for
Americans with a bache-
lor's degree or higher was
more than double that for
high school graduates.! By
2010, 42 percent of all new U.S. jobs are ex-
pected to require a postsecondary degree.’
Tomorrow, even more than today, postsec-
ondary education will be among the most im-
portant determinants of labor market success,
and therefore one of the nation’s most crucial
means of reducing persistent economic in-
equalities. President George W. Bush, among
others, considers education a primary force for
economic and social mobility in the United
States. Indeed, during the second 2004 presi-
dential debate, he cited it as the single most
important means of improving mobility and
leveling social and economic differences.

Traditionally, the nation’s higher education
system, especially its public component, has
had two primary goals: economic efficiency
and social equity. As to the first, without col-
lective intervention in support of higher edu-
cation, individuals by themselves are unlikely
to invest sufficiently in postsecondary school-
ing, because they fail to take into account the
social benefits that accrue to their added
spending. Hence, a strictly market-based ap-
proach to postsecondary schooling would
provide the nation’s labor force with insuffi-
cient advanced skills and training. Society
thus subsidizes postsecondary schooling in a
variety of ways—through preferential loans,
public provision, and below-cost tuition.

In addition to promoting economic effi-
ciency, collective measures to support higher
education have a second goal—to contribute
to an “even start” for the nation’s youth. The
case for public provision of higher education
and for public financial support to reduce the
private costs of higher education (indeed, the
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case for public education in general) has long
rested on the desire to reduce the connection
between parents’ social class and their chil-
dren’s economic position as adults.

However, despite past U.S. efforts to pro-
mote postsecondary schooling for youth from
lower-income  backgrounds, evidence is
mounting that income-related gaps both in
access to higher education and in college
graduation rates are large and growing.
About 85 percent of eighth-grade students in
the United States aspire to a college degree.?
But in 2001, only 44 percent of high school
graduates from the bottom quintile of the in-
come distribution were enrolled in college in
the October after they graduated from high
school, as against almost 80 percent of those
in the upper quintile.* Thomas Kane reports
that even among students with similar test
scores and class ranks and from identical
schools, students from higher-income fami-
lies are significantly more likely than those
from lower-income families to attend college,
particularly four-year Colleges.5 Indeed, since
the 1970s students from lower-income fami-
lies have increasingly become clustered in
public two-year postsecondary institutions,
which often turn out to be the end of their
formal education.®

These disparities in college access lead to
widening gaps in the share of students re-
maining in college until graduation. Of
eighth graders surveyed in the National Edu-
cation Longitudinal Study (NELS) of 1988
conducted by the Department of Education,
51 percent from the highest socioeconomic
quartile reported having a bachelors degree
twelve years later, as against only 7 percent of
those from the lowest quartile.” Melanie Cor-
rigan reports that 59 percent of low-income
students who began postsecondary education
in 1998 had a degree or were still in school



three years later, as against 75 percent of
higher-income students.® Students from low-
income families are less likely than students
from high-income families to estimate accu-
rately the cost of college, more likely to take
remedial courses in college, and less likely to
understand the college application process,
in part because their parents did not attend
college themselves and in part because their
high schools, which send few students on to
four-year baccalaureate degrees, lack useful
and timely advice on college preparation.”

Higher Education, Inequality,

and Social Mobility

The traditional role of colleges and universi-
ties in promoting social mobility has attracted
the attention of both policymakers and social
science researchers. In his discussion of what
he calls “education-based meritocracy,” John
Goldthorpe explains that a merit-based
higher education system can offset the role of
social class in determining economic out-
comes. In a merit-based system, he notes,
postsecondary schooling is a filter that keeps
parents’” economic position from simply pass-
ing straight through to their children, thus si-
multaneously promoting economic efficiency,
social justice, and social mobility.!
Goldthorpe posits three requirements for
moving toward a less class-based society.
First, the link between individuals” social ori-
gins and their schooling must increasingly re-
flect only their ability. Second, the link be-
tween their schooling and their eventual
employment must be strengthened by qualifi-
cations acquired through education. And
third, the link between schooling and em-
ployment must become constant for individ-

uals of differing social origins.™

Goldthorpe notes that Michael Young, in his
important 1958 book on The Rise of Meritoc-
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racy, feared that in Britain the effect of
higher education on social equality was being
undermined by the interaction of public poli-
cies, the selectivity of colleges and universi-
ties, and evolving labor-hiring practices. He
notes that Young was concerned about the
way that “the purposes of the Education Act
of 1944 were being interpreted by post-war
governments. The Act established ‘secondary
education for all,” and was intended to give all

The high concentration in
the nation’s colleges and
universities of youth from
the top echelons of parental
income and social class is
disturbing and appears to
be increasing.

children the fullest possible opportunity to
develop their abilities, whatever form or level
they might take.”'* In Young’s view, the 1944
law was being used increasingly as a means of
social selection—in the name of “merit”—for
different grades of employment with differ-
ing levels of reward in terms both of money
and of status.

Youngs fear, in mid-twentieth-century
Britain, was that the employment process
was undermining the goal of social equality.
Today, however, the selection processes
within higher education itself also appear to
be a problem. The high concentration in the
nation’s colleges and universities of youth
from the top echelons of parental income and
social class is disturbing and appears to be in-
creasing. It exists at all levels of postsec-
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ondary schooling but is especially evident at
the nation’s best (most selective) colleges and
universities.

Two forces, operating in different directions,
appear to have caused these growing inequal-
ities. First, increasingly affluent higher-
income parents with one or two children in-
vest time, money, and influence to ensure
their children’s academic success from pre-

Contrary to its stated goals
and repeated claims,

the U.S. higher education
system fails to equalize
opportunities among students
from high- and low-income
families.

school through graduate school. And second,
children of less well-educated and less well-
to-do parents begin the “college education
game” later, with fewer choices and fewer re-
sources. For example, in 2000 parents at the
ninetieth percentile of the income distribu-
tion had available an average of $50,000 to
support each child, including his or her
schooling, as against $9,000 per child for
families in the tenth percentile.

Although resilience, luck, and persistence
pay off for a minority of low-income children,
the odds are increasingly stacked against
their success.!* Therefore, policies designed
to address these inequalities should focus not
simply on the point at which students move
from secondary to postsecondary education,
but on the long-term path from kindergarten
through college graduation.
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Contrary to its stated goals and repeated
claims, the U.S. higher education system fails
to equalize opportunities among students
from high- and low-income families. Rather,
the current process of admission to, enroll-
ment in, and graduation from colleges and
universities contributes to economic inequal-
ity as measured by income and wealth. The
system thus seems to intensify and reinforce
differences in economic status. Though col-
lege attendance rates are rising, college grad-
uation rates for U.S. students are growing
slowly, if at all, and changes in the composi-
tion of the college-eligible and college-
graduating populations appear to perpetuate
existing class differences. If so, the current
system of higher education will contribute to
growing income and wealth inequality, which
in turn will exacerbate these inequalities
across future generations.

Does this mean that higher education retards
social mobility? Not necessarily. But it seems
clear that higher education does not promote
social equality as effectively as it often claims
to do and as it is popularly perceived to do.!
We therefore suggest some policies that
would increase and equalize access to higher
education and hence improve social mobility.

In this article, we explore the broad issues
facing educators and policymakers seeking to
eliminate income- and wealth-related dispar-
ities in college attendance and graduation.
We first summarize some research findings
and present some new measures of inequality
in college access and enrollment. We then ex-
plore how elementary and secondary educa-
tion contribute to inequality in postsecondary
education, as well as how differences in the
kind of information available to youth of dif-
ferent backgrounds affect how they apply to
college, how they navigate the admission
process, and once they are admitted, how



long they continue in college and whether
they graduate. We also consider the implica-
tions for college success of the different vari-
eties of higher education, including the com-
munity college system and remediation
programs designed to ease inequalities
among enrolled students. Each is important
for assessing the overall effect of higher edu-
cation on both economic inequality and mo-
bility. Finally, we suggest policies that would
enable higher education to enhance social
mobility and advance the life chances of dis-
advantaged children.!® We concentrate on
the most recent trends in college-going, but
refer to the work of others who present evi-
dence on longer trends in earlier periods.'”

On Higher Education and Social
Mobility: What Do We Know?

One of the stated objectives of the nation’s
colleges and universities is to be a merito-
cratic filter between the economic position of
the families in which children grow up and
those children’s economic position as adults.
Higher education is expected to promote the
goal of social mobility and to make it possible
for anyone with ability and motivation to suc-
ceed. To be effective in this role, colleges and
universities must seek out ability, motivation,
and preparedness wherever it lies and then
provide high-quality educational services to
their students. The labor market will do the
rest, rewarding those who acquire the skills

that the nation’s postsecondary system has to
offer.'8

How well are college and university admis-
sion, training, and completion fostering this
meritocratic goal? If true “merit” could be
measured, answering that question would be
easy. One could simply assess the extent to
which the most meritorious youth were being
sought out, admitted, and trained. Indeed, if
merit—ability, motivation, and prepared-
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ness—were equally distributed among youth
regardless of family income or economic po-
sition, an effective higher education sector
would offer an equal chance of admission and
graduation to all—high-income and low-
income youth alike. But ability, motivation,
and preparedness are all linked to the eco-
nomic position of the children’s families.
Children from well-to-do families tend, on
average, to have more of all three traits; chil-
dren from disadvantaged families, to have
less. Genetics plays a role in the allocation of
ability and motivation, as do the choices
made by and the environment created by
families of differing incomes. As for pre-
paredness, the nation’s primary and second-
ary school systems train youth from various
economic backgrounds for postsecondary
schooling. Other articles in this volume ad-

dress these precollege patterns.?

The absence of a reliable merit marker
makes it more difficult to assess how well
higher education promotes social mobility.
One would be surprised if rates of college ad-
mission, matriculation, and graduation were
equal regardless of families’ varying eco-
nomic circumstances, and as we will show,
they are not. The question, then, becomes
whether the inequality in the provision of
higher education services is consistent with a
pattern of training being offered to those
with the most merit. Even more relevant,
perhaps, is whether the inequality in higher
attainment is

educational increasing or

decreasing.

Levels and Trends in Economic

Inequality in Higher Education

Table 1 presents an overview of some of the
findings of David Ellwood and Thomas Kane
in their review of early research on the rela-
tionship between schooling and economic
background over time. The type of schooling
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Table 1. Proportion of Students Who Enroll in Colleges and Universities within Twenty

Months of Graduating from High School

Percent

Cohort Total

Vocational/technical school Two-year college

Four-year college

High school class of 1980-82

Bottom quartile 57 12 16 29
Top quartile 80 6 19 55
Total 68 10 19 39
High school class of 1992

Bottom quartile 60 10 22 28
Top quartile 920 5 19 66
Total 75 7 23 45

Source: David Ellwood and Thomas J. Kane, “Who Is Getting a College Education: Family Background and the Growing Gaps in Enrollment,”
in Securing the Future: Investing in Children from Birth to College, edited by Sheldon Danziger and Jane Waldfogel (New York: Russell Sage
Foundation, 2000). Data are taken from the High School and Beyond study.

described in the table, college-going, says little
about total years of completed schooling or
college graduation. For students who gradu-
ated from high school during 1980-82, the
overall rate of college-going is 80 percent for
youth from the top income quartile of families,
as against 57 percent for youth from the bot-
tom quartile. Youth from the poorest families
were concentrated in vocational and technical
institutions, while those from the richest fami-
lies tended to enroll in four-year colleges.?

Between 1980-82 and 1992, the overall col-
lege enrollment rate rose 7 percentage
points. But the rate for the highest-income
youth increased 10 points, while the rate for
the lowest-income youth increased only 3
points. In terms of attendance at four-year
colleges, the gap between the highest- and
lowest-income youth widened far more dur-
ing this period. While the share of most dis-
advantaged youth enrolled in four-year col-
leges fell slightly (from 29 to 28 percent), that
for the most well-to-do youth rose substan-
tially (from 55 to 66 percent). The gap be-
tween the two groups widened from 26 per-
centage points to 38 percentage points.>!
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Inequality and the Quality

of Colleges and Universities

The patterns revealed by Ellwood and Kane
are consistent with tabulations of Anthony
Carnevale and Stephen Rose, who analyzed
detailed data from the High School and Be-
yond study and from the NELS of 1988.%
They divided all four-year colleges and uni-
versities into four tiers by quality, based on
the Barron index of college selectivity, put-
ting community colleges into a separate cate-
gory; and divided all families into four socio-
economic status categories, based on their
income and parental education and occupa-
tion.?> Their findings are summarized in
table 2.

In the 146 top-tier colleges and universities
(accounting for about 10 percent of all col-
lege students), 74 percent of the entering
class is from the highest socioeconomic quar-
tile and only 3 percent from the lowest quar-
tile. In the 253 colleges in the second tier (ac-
counting for about 18 percent of all college
students), the shares are 46 and 7 percent,
respectively. Only in community colleges is
the composition of entering students by fam-



Table 2. Socioeconomic Status of
Entering Classes, by College Selectivity

Percent

Socioeconomic status quartile?

Colleges grouped by selectivity Bottom Top
Tier 1 3 74
Tier 2 7 46
Tier 3 10 35
Tier 4 16 35
Community colleges 21 22

Source: Anthony P Carnevale and Stephen J. Rose, “Socioeco-
nomic Status, Race/Ethnicity, and Selective College Admissions,”
in America’s Untapped Resource: Low-Income Students in Higher
Education, edited by Richard D. Kahlenberg (New York: Century
Foundation Press, 2004), pp. 101-56. Data are from the National
Education Longitudinal Study of 1988.

a. Compared to 25 percent of all youth in each quartile.

ily socioeconomic status similar to the com-
position of all youth of college age.>*

Patterns of Educational Attainment

by Family Permanent Income

These family income-related gaps in higher
education attainment rely on estimates of in-
come that are somewhat difficult to interpret,
and in some cases are suspect. First, among
the national data collected, income values are
sometimes for the households in which stu-
dents reside, and hence do not necessarily
pertain to the parents of these children.?
Second, for some data sources, parental in-
come is supplied by the students themselves in
response to survey questions, and these
responses are suspect.® Third, none of these
studies allows for the “income needs” of the
families of the youth being studied. It clearly
matters whether a student from a family with
$50,000 a year of income is an only child or
has several siblings who are also competing for
family resources. Finally, and most important,
the parental or family income data are one-
year “snapshot” (or transitory) values and
hence fail to reflect the long-term (or “perma-
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nent’) economic position of = students’

families.2

Robert Haveman and Kathryn Wilson pro-
ceeded in a somewhat different way to get a
reliable picture of inequalities in higher edu-
cation attainment for a specific cohort of
youth. Using the Michigan Panel Survey of
Income Dynamics (PSID), they selected a na-
tionally representative sample of 1,210 chil-
dren who were born between 1966 and 1970
and followed them from 1968, the first year of
the PSID (or their year of birth, if later), until
1999. This cohort would be expected to grad-
uate from high school in the late 1980s and
from college in the early 1990s. The authors
measured educational outcomes—high school
graduation, college attendance, college grad-
uation, and years of schooling—at age twenty-
five. For each individual, they also calculated
permanent income relative to “needs” and the
wealth of the family in which he or she grew
up. The ratio of income to needs is the aver-
age real value of the family’s income while the
youths were aged two to fifteen, divided by
the national poverty line (for a family of that
size) and the average wealth (net worth) of
the family in 1984, when the youths ranged in

age from fourteen to eighteen.?”

Table 3 summarizes the educational attain-
ment of youth from the bottom and the top
quartiles and deciles of family “permanent”
income-to-needs ratios.?> While only about
22 percent of youth from the bottom quartile
of families attended college, 71 percent from
families in the top quartile at least entered a
college or university. The gap is nearly 50
percentage points. Among the youth from
the top quartile, 4244 percent graduated
from college, as against only 6-9 percent of
youth in the bottom quartile, a gap of more
than 35 percentage points. Transitions from
high school graduation to college attendance
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Table 3. Educational Attainment of 1966-70 Birth Cohort, by Decile and Quartile of

Family Average Income-to-Needs Ratio?

Percent

Decile Quartile

Educational attainment Bottom Top Bottom Top

Share of cohort graduating from high school 56.8 97.7 64.1 96.1
Share of cohort attending college 19.5 78.2 21.6 71.2
Share of high school graduates attending college 34.3 80.0 33.8 74.1
Share of cohort graduating from college 6.3 49.1 5.6 42.1
Share of those attending college who graduate 32.3 62.8 25.9 59.1
Years of schooling 11.2 14.6 11.8 14.2

Source: Robert Haveman and Kathryn Wilson, “Economic Inequality in College Access, Matriculation, and Graduation,” conference on “Eco-
nomic Inequality and Higher Education: Access, Persistence and Success,” Maxwell School of Syracuse University, September 23-24,
2005. Data are from the Michigan Panel Study of Income Dynamics (PSID).

a. The ratio of income to needs is the average real value of the family’s income while the youths were aged two to fifteen, divided by the na-
tional poverty line (for a family of that size) and the average wealth (net worth) of the family in 1984, when the youths ranged in age from

fourteen to eighteen.

and from college attendance to college grad-
uation are also shown. Again, substantial gaps
exist between youth from the highest and
lowest quartiles in the probability of making
these transitions. The gaps between the at-
tainment levels of youth from the top and
bottom deciles are even greater, suggesting a
continuous relationship between economic
status and educational attainment.

The pattern of extreme inequality between
youth from the top and bottom quartiles of
the family income-to-needs ratio is similar in
terms of the allocation of educational services.
Table 4 shows the distribution of all high
school graduates, college attendees, and col-
lege graduates in this cohort of youth, by
decile and quartile of family income-to-needs
ratio. Among high school graduates, nearly 30
percent are from the top income quartile,
while about 20 percent are from the bottom
quartile. At least in terms of attainment—
though not necessarily in terms of quality-
adjusted attainment—high school educational
services are distributed relatively evenly
among children from various economic back-
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grounds. The pattern for college graduates,
however, is quite different. Among all college
graduates in this cohort, more than 50 per-
cent are from families with income-to-needs
ratios in the top quarter of the nation, while
only 7 percent are from the lowest quarter of
families. Similarly, the 10 percent of families
in the lowest income-to-needs decile yield
less than 3 percent of college graduates. Put
differently, half of all higher educational ser-
vices necessary for attaining a college degree
are allocated to youth from the richest quar-
ter of the nation’s families, as against only 7
percent allocated to youth from the poorest
25 percent of families and only 3 percent to
youth from the poorest 10 percent of families.

How Large Is the Pool of Qualified
Low-Income Students?

The question of whether colleges and univer-
sities have been making enough effort to
admit and enroll qualified students is difficult
to answer. The definition of “qualified” is di-
rectly related to the selection standards that
schools themselves define and impose. Two
studies have tried to answer this question for
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Table 4. Distribution of 1966-70 Birth Cohort at Selected Levels of Educational
Attainment, by Decile and Quartile of Family Average Income-to-Needs Ratio?

Percent

Decile Quartile
Educational attainment Bottom Top Bottom Third Second Top
High school graduate 6.6 11.6 19.0 25.2 27.1 28.7
Attended college 4.2 17.1 11.8 20.6 28.3 39.2
College graduate 2.9 23.2 6.6 17.4 25.9 50.1

Source: See table 3.

a. The ratio of income to needs is the average real value of the family’s income while the youths were aged two to fifteen, divided by the na-
tional poverty line (for a family of that size) and the average wealth (net worth) of the family in 1984, when the youths ranged in age from

fifteen to eighteen.

the highest-quality and most selective U.S.
colleges and universities, and both have con-
cluded that the available pool of qualified
youth is far greater than the group of students
admitted and enrolled at these institutions.

The first of these studies, by Carnevale and
Rose, uses a simulation approach for 146 top-
tier colleges and universities (again, account-
ing for about 10 percent of all college stu-
dents). They consider an “SAT equivalent”
score above 1,000 as evidence of ability to
succeed at these first-tier schools, and then
compare the share of low-income students
who are qualified with the share of these stu-
dents who are enrolled. Among students with
scores above the cutoff, 5 percent were from
the bottom socioeconomic quarter (3 percent
of comparable students were enrolled), as
against 21 percent from the bottom half (10
percent of comparable students were en-
rolled). More than 800,000 students had an
SAT equivalent score of more than 1,000—
four-and-a-half times the total number of stu-
dent slots at the first-tier schools.?’

More Gordon Winston and
Catharine Hill have used a similar approach

recently,

to determine whether the nation’s most pres-
tigious colleges and universities (twenty-eight

of the private colleges participating in the
Consortium on Financing Higher Education)
could increase their enrollment of low-in-
come students without sacrificing academic
standards. Using an SAT equivalent score of
1,420 as the cutoff for “high ability,” they
show that 12.8 percent of all high-ability stu-
dents are from the bottom two income quin-
tiles, a total of about 4,300 students. Today
these colleges matriculate only about 2,750
such students, leading the authors to con-
clude that the colleges could enroll more
such students without decreasing selection
standards.?!

In focusing on the top-quality colleges and
universities, these studies do not address the
larger problem of lower-scoring but never-
theless qualified low-income students who
attend less selective schools. Indeed, more
than three-quarters of all college students at-
tend colleges and universities that do not im-
pose high selectivity standards.** Hence,
even if the most selective colleges and uni-
versities admitted qualified low-income
youth, there would still be a nontrivial atten-
dance gap between the rich and the poor.

Indeed, part of the gap between low-income
students’ population share and their enroll-
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ment in colleges and universities is due to low
test scores and other indicators of ability that
are indirectly related to family income. For
example, although 36 percent of low-income
students at high-income high schools were in
the top half of the test score distribution, only
24 percent of low-income students at low-
income high schools scored at this level.

Indeed, part of the gap
between low-income students’
population share and their
enrollment in colleges and
universities is due to low test
scores and other indicators of
ability that are indirectly
related to family income.

Although this evidence regarding the effec-
tiveness of higher education’s meritocratic fil-
ter is not decisive, these gaps are large. More
significant, they appear to be growing. Col-
leges and universities may aspire to weaken
the link between family socioeconomic class
and life prospects, but their efforts have been
discouraging—particularly in the case of the
four-year colleges and universities, the tradi-
tional heart of the higher education system,
producing the highest-quality educational
services. In sum, the allocation of educational
services (especially services of the highest
quality) is concentrated among youth from
families with the highest economic status,
and the concentration appears to be increas-
ing. This trend has been reinforced by the
erosion in state financial support for public
higher education over past years, as spending
on other priorities, such as medical care for
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low-income families, criminal justice, and
K-12 education has been substituted for sup-
port of public colleges and universities.*

Slow Growth in College Graduation

Rates: Some International Evidence

At a time when the links between U.S. stu-
dents’ economic origins and their attainment
of higher education are strengthening,
progress in increasing the number of U.S.
college graduates has stalled.> Indeed, for
any given cohort, there has been virtually no
change over the past two decades in the
share of youth who have been awarded a
postsecondary degree. Figure 1 compares
schooling for two cohorts observed in 2002—
one aged twenty-five to thirty-four (born
1966-75), the other aged forty-five to fifty-
four (born 1946-55)—in fourteen industrial-
ized nations. With two exceptions—reunified
Germany and the United States—the share
of adults with a postsecondary degree has in-
creased in every country. Although the older
U.S. cohort ranked second in the share of
adults with a postsecondary degree (about 40
percent), the younger cohort ranked fifth.
Four countries had gained parity with the
United States or forged ahead, with Canada
and Japan outpacing the United States by 10
percentage points. Another five countries
had closed the gap to less than 5 percentage
points. Only Italy trailed behind by more
than 15 percentage points. If U.S. colleges
and universities had been able to increase the
rate of college graduation over this period,
they would likely have been able to serve
greater shares of youth from lower-income
families, thus weakening the link between
family economic origins and postsecondary
attainment. The increased concentration of
youth from higher-income families in Amer-
ica’s colleges and universities, together with
the constant rate of college completion,
seems consistent with a trend toward zero-
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Figure 1. Percentage of the Population That Has Attained Postsecondary Education,

2002
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sum competition among institutions for a rel-
atively constant stock of the best qualified
students—who also are concentrated in the
nation’s highest-income families.

The Effect of Postsecondary
Schooling on Earnings

Higher education influences social mobility
not only because family income affects school-
ing but also because schooling affects the in-
come of adult children. Research on the link
between schooling and earnings is extensive.

In a recent review of research, Orley Ashen-
felter, Colm Harmon, and Hessel Oosterbeek
compare the findings of several types of stud-
ies of the labor market returns to education.
They find that across twenty-seven studies in
nine countries, the market-based returns to
schooling are large and robust, ranging from
6.6 to 9.3 percent. After adjusting for “publi-
cation bias” (the tilt inherent in the scholarly
publication process leading to a higher prob-
ability of acceptance for studies with statisti-
cally significant results), they find estimated
rates of return between 6.8 and 8.1 percent
for the United States.3°

Building on these overall findings, a few
studies have estimated how returns to school-

ing differ by quality and type of institution.
Thomas Kane and Cecilia Rouse find that the
returns to one credit at a two-year or four-
year college are roughly 4-6 percent for
every thirty completed credits. They find,
further, that the “sheepskin effect” of degree
completion over and above the value of the
credits completed is small but positive for
men who complete a B.A. and for women
who complete the associate’s degree.3” Re-
searchers have also estimated returns to the
quality of four-year college. One study finds
positive effects of elite colleges on earnings.®
But another finds that students who attend
more elite colleges do not earn more than
students who were accepted by comparable
colleges, but attended less elite colleges.>

Similarly, a few studies have sought to iden-
tify the lifetime returns to education for
youths from different socioeconomic back-
grounds. In general, the earnings gains for
students from high-income families exceed
those for students from low-income families.
For example, Jeff Grogger and Eric Eide in-
dicate that, controlling for other characteris-
tics, the discounted present value of income
gains over the first nine years of work for
white males with high grades in high school is
8 percent greater when family income is in
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the $70,000 annual income range than for
students from families with annual income in
the $30,000 range.*’ Similar differences exist
for students with other characteristics.

Steps in the College Process

Clearly, high-income youth are overrepre-
sented in U.S. colleges. Why they are over-
represented, however, is not well understood.
In this section we summarize what is known
about how family background affects each of
the steps in the process of applying to, secur-
ing admission to, and graduating from the na-
tion’s colleges and universities.

Preparing for College and

Applying for Admission

Students must overcome several hurdles to
succeed in postsecondary education, and the
overall process is complex. First, students
must be well-prepared in elementary and
secondary school (see the article by Cecilia
Elena Rouse and Lisa Barrow in this issue).
High schools in poor and minority neighbor-
hoods, however, tend to be of low quality and
to lack the resources, both financial and
human, to prepare students adequately for
postsecondary schooling.*! Rigorous courses
in all fields, but especially mathematics, are
rare in these high schools, as are opportuni-
ties for honors course work or advanced
placement—making it hard for students to
build a proper academic foundation for col-
lege work. One study finds that only half of
low-income high school graduates in 1992
who applied for admission to a four-year in-
stitution were “minimally qualified” to enroll,
as against more than 80 percent of students
from families with incomes of $75,000 or
more.*> Some observers claim that the na-
tion’s secondary schools give students poor
signals about the preparation needed to suc-
ceed in higher education because advocates
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and policymakers overemphasize “access” as
»43

opposed to “preparation.
Nor do poor-quality high schools support and
teach the study and work habits necessary for
postsecondary success. Although the reasons
for poor student motivation are surely com-
plex and lie in part with the families and
neighborhoods in which children are raised,
the discipline and standards set by the na-
tion’s poorest schools also contribute.

The poor quality of schools in low-income
neighborhoods also affects how much stu-
dents know about how to select colleges,
apply for admission, and gain acceptance. A
recent study highlights some of the difficul-
ties these students encounter. Thomas Kane
reports data from a Boston program showing
that inner-city, primarily minority students,
report plans to attend college similar to those
of their suburban, primarily white, counter-
parts. But only a third of the inner-city stu-
dents had taken the SAT exam by October of
their senior year, as against 97 percent of the
students.** Further, the
income and minority students and their par-

suburban low-
ents were ill-informed about the cost of at-
tending college and were often put off by the
high “sticker prices” emphasized by the
media.*® They were also unfamiliar with the
availability of needs-based financial aid.

Michael Timpane and Arthur Hauptman pro-
vide a comprehensive discussion of academic
preparation and performance and offer sug-
gestions for improving both. They recom-
mend that colleges and universities help im-
prove K-12 education (for example, through
teacher preparation and partnerships with el-
ementary and secondary schools). They also
support moves to help students make the
transition from high school to college (for ex-
ample, through increasing high school gradu-



ation standards and providing support ser-
vices and early interventions), strengthening
remediation programs, and improving the
performance of low-income students while in
college.

Finding and Getting Financial Aid
According to the College Board, financial aid
for undergraduates and graduate students to-
taled more than $122 billion in 2003-04, an 11
percent increase from the previous year, over
and above inflation. Federal guaranteed loans
account for about half of that total. Other fed-
eral support made up another 20 percent, with
Pell grants constituting about three-quarters
of that. State and institutional support made
up the remaining 30 percent. But though fi-
nancial aid itself is rising, the share targeted
on low-income students has been falling, as
needs-based assistance has been increasingly
replaced by merit-based aid.

According to most recent analyses, trends in
family income, tuition, and financial aid pol-
icy have most adversely affected those stu-
dents least able to afford postsecondary
schooling. For example, college prices (in
real terms, net of inflation) were nearly flat
during the 1970s but increased rapidly dur-
ing the 1980s and 1990s, when tuition rose
two and even three times as fast as the price
of other consumer goods.*” This trend, to-
gether with the growing inequality of family
income, has raised the cost of attending col-
lege far more for students in low-income
families than for those in well-to-do families.
In the early 1970s, paying for a child to at-
tend a public four-year college absorbed 42
percent of the income of a low-income fam-
ily; by the 2000s, it took nearly 60 percent;
for students from high-income families, the
increase in income share was from 5 percent
to 6 percent.*® Moreover, students from
lower-income families are more sensitive to
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tuition increases than students from higher-
income families.*

Although these cost increases have been par-
tially offset by increased student financial aid,
the evidence suggests that major disparities
continue to exist. In 2001 the Advisory Com-
mittee on Student Financial Assistance re-
ported that “unmet need” is substantially
higher for low-income students than for oth-
ers, whether they attend public or private,
four-year or two-year, colleges.50 Several
studies have tried to track the recent changes
in the effective price of college attendance,
taking account of changes in both financial
aid and tuition. Amy Schwartz has summa-
rized her own estimates as follows:

Evidence shows that sticker prices are rising,
but increases in financial aid have been signif-
icantly offsetting. For two-year colleges, most
of which are public institutions, the trend in
net prices has been downward and current net
prices are, on average, negative. Among four-
year colleges, the net price of public colleges
declined in the last decade with some modest
increases in the last few years offsetting a
larger decrease in the 1990s. The trend for
four-year private colleges, however, has been
unambiguously positive—net prices are signif-

icantly higher than a decade ago.>!

Moreover, financial aid has increasingly
come in the form of loans, rather than
grants.>® During the early 1980s, for exam-
ple, grants made up 55 percent of student
aid; by 2001, that figure was down to 41 per-
cent. By 2001, loans to students and parents
by the federal government totaled nearly $40
billion, more than five times the resources of
the Pell grant program that was meant to be
the primary source of assistance to low-
income students. Although the maximum
Pell grant covered about 60 percent of the
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cost of attending a four-year public institu-
tion in the early 1980s, it covered only about
40 percent by 2001.53

Michael McPherson and Morton Schapiro
have concluded that colleges and universities
are increasingly abandoning ability-to-pay
principles and using student financial aid
both to maximize net tuition revenue and to

Merit scholarships and other
forms of non-needs-based
assistance have grown over
time, resulting in more aid
to affluent students.

meet their goals for student quality. Merit
scholarships and other forms of non-needs-
based assistance have grown over time, re-
sulting in more aid to affluent students.>*

In more recent work, McPherson and
Schapiro track changes in merit and needs-
based financial aid and find that at all institu-
tions, low-income students receive more
grant aid than high-income students, across
the range of SAT scores. But at private col-
leges and universities, the gap in aid between
low- and high-income students increased as
aid for low-income students fell, relative to
that afforded high-income students. Over the
1990s, among students with the highest SAT
scores, low-income students received 4.9
times as much aid during 1992-93, but only
2.8 times as much during 1999-2000. The au-
thors suggest that this movement of grant
dollars toward higher-income families re-
flects not a greater “demand” for students
with high SAT scores, but rather an excess
supply of places at selective private colleges,
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leading to a bidding down of the price

through greater tuition discounts.®

At public colleges and universities, on the
other hand, student aid awards rose more
rapidly with need, and the “net price” facing
low-income students declined during the
1990s. But state budget difficulties since
2000 suggest this trend may be ending.
Moreover, more complicated rules about how
much interest lenders can charge on student
loans have led to new legislation reducing
subsidies to lenders, negatively affecting the
cost and targeting of federally subsidized stu-

dent loan plrograms.56

One important issue is the extent to which the
increase in merit-based assistance has in-
creased the overall level of college attendance
and completion. Susan Dynarski concludes
that programs providing a substantial increase
in merit-based student aid (thought of as
tuition reduction) have increased both college
attendance and students’ persistence in work-
ing toward a degree, especially among women,
and in particular, nonwhite women.”” Her evi-
dence, however, does not effectively account
for the possibility that colleges and universities
may have offset external increases in student
aid by increasing tuition.>

Community Colleges

Community colleges and associate’s degree
programs play an important but as yet poorly
understood role in postsecondary educa-
tion.?® 1Indeed, Dan Goldhaber and
Gretchen Kiefer show that although about
40 percent of all postsecondary students at-
tend four-year public universities, lower-
income children are twice as likely to attend
public two-year (community college or asso-
ciate’s degree) programs than are higher-
income children, almost exactly in reverse
proportion to the share of higher-income
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Figure 2. Institutional Choice, by Income Level, 1999-2000?
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children who attend private, four-year col-
leges (see figure 2).60

Community colleges serve several important
functions in postsecondary education. First,
they provide the key access point to higher
education for nonwhite and Latino stu-
dents.%! For instance, almost 60 percent of
all Latinos enrolled in higher education en-
roll first in community colleges.®® These stu-
dents are highly tuition-price sensitive and
often choose part-time instead of full-time
enrollment.®® Still, a full 30 percent of all
community college enrollees want to go on to
complete a four-year degree. Indeed, com-
munity colleges provide remedial education
for students who are not yet qualified for
four-year colleges and universities, though
researchers know surprisingly little about
this community college function. An esti-
mated 55 percent of all community college
students take courses in remedial mathemat-
ics or English.®

Community colleges also offer technical and
occupational training and certificates of com-
petency in some fields, both of which in-
crease the earnings of recipients beyond
those of high school graduates.%> By them-
selves, however, neither two-year degrees nor
certificates lead to additional higher educa-
tion and baccalaureate degrees. Moreover,
students who attend community colleges in
search of occupational degrees and certifi-
cates are more likely than students at four-
year institutions to come from disadvantaged
families, to delay enrollment and enroll part
time, to interrupt their education, and to cite
job skills as the reason for enrolling.% The
technical training role is not well understood
and is complicated by many “nontraditional
student” labor market factors. For instance,
one recent study estimates that 28 percent of
community college enrollees already hold a
bachelor’s degree and are taking courses to
gain a technical certification of competency

or for consumption purposes alone.%”
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Still, the primary social mobility role of com-
munity colleges lies in their ability to raise
college completion rates among low-income
children. Indeed, many community colleges
are linked to four-year institutions, providing
a bridge to a four-year baccalaureate degree,
though there is little systematic evidence of
such arrangements. Jane Wellman suggests
that transfer policies from two- to four-year
state colleges, the primary road from commu-

The primary social mobility
role of community colleges
lies in their ability to raise
college completion rates
among low-income children.

nity colleges to public institutions granting
higher degrees, are not always well articu-
lated by states and that the effectiveness of
state policies varies widely.®® Further devel-
opment of the National Student Clearing-
house (NSC) database would greatly enhance
our ability to gather a more complete picture
of this process.%” According to NSC data, per-
haps 30 to 35 percent of community college
students transfer to four-year colleges.™ But
Goldhaber and Kiefer suggest that increasing
these transfer rates will make capacity in re-
ceiving institutions a major policy issue.”

In summary, because community colleges are
often the initial access point to higher educa-
tion for disadvantaged students, understand-
ing their role in providing bridges to schools
of higher education is essential.

Remediation and Persistence
Being admitted to college does not assure
graduation. Indeed Vincent Tinto has noted
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that “access without support does not ensure
equality of opportunity.”” Low-income stu-
dents are more likely to be not only academi-
cally unprepared, but also psychologically
and culturally unprepared, for college. As
table 3 shows, although 22 percent of youth
from the lowest income quartile attend col-
lege, only 6 percent graduate. In contrast,
half of all students from the highest income
quartile who attend college manage to gradu-
ate within six years of matriculation. Poorly
prepared students tend to be from lower-
income backgrounds and are more likely to
require remedial courses, additional counsel-
ing, and other services, and are therefore less
likely to get a degree.73 For example, in the
California State University system, the reme-
diation rate among freshmen is 60 percent,
and only 39 percent of remedial students
graduate. The problem is similar at commu-
nity colleges, where 72 percent of students
begin expecting to earn a degree and only 23
percent finish.™

Nevertheless, remediation efforts appear to
be effective. Eric Bettinger and Bridget Long
use data from Ohio to assess the effects of re-
medial programs on students’ ultimate suc-
cess in college. They show that remediation
improves educational performance—stu-
dents who enroll in both math and reading
remediation courses are less likely to drop
out of school, more likely to complete a bach-
elor’s degree, and less likely to transfer to a
lower-level college than similar students not
enrolled in these courses. Students in each
type of remediation are almost 10 percent
less likely to drop out than similar students

not in remediation.™

Summary and Policy Options

Although overall educational attainment in
the United States has risen slightly, the gains
are concentrated among high-income chil-



dren.” While the effects of the college se-
lection process have contributed to the sub-
stantial and growing concentration of chil-
dren from higher-income families among
the student body, the erosion of public
spending for higher education has also
played a role. As a result, these institutions
have had to rely on some combination of in-
creases in private giving, increased use of
own-source funds such as endowments, re-
ductions in costs and services, and increases
in tuition and associated fees. This last de-
velopment works together with the admis-
sions and selection process to reduce ac-
cess—especially for the offspring of less
affluent families—to college and university
(and especially community college) educa-
tion. Finally, public educational assistance
has tilted away from youth from low-income
families toward the most meritorious and
highly qualified youth, and therefore toward
those from middle- and higher-income fam-
ilies. These developments come at a time
when success in the labor market and in
other aspects of social and economic life in-
creasingly requires postsecondary training.

In response to these developments, colleges
and universities, together with state govern-
ments and secondary schools, must develop
financing structures that will both maintain
quality and increase access for students from
lower-income families. The policies we sug-
gest are premised on the belief that students
from high-income families will fare well re-
gardless of ability, so that more of the re-
sources available to secure college admission
and matriculation should go to students from
lower-income families.

The United States has a uniquely mixed sys-
tem of public and private higher education.
In most other rich nations, where higher edu-
cation is more universalistic and almost to-
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tally public, the cost of higher education is
more fully subsidized, but homogeneity may
also breed mediocrity. Still, the experiences
of these countries can be instructive, as can
the U.S. experience. Our policy recommen-
dations are deliberately bold and are de-
signed to increase educational opportunities
for low- and middle-income students and
therefore to increase intergenerational social
and economic mobility. We take as given a
pool of high school graduates who want more
education, even if they are not fully and

equally well prepared for it.

Strengthen Student Preparation

Our first recommendation is to strengthen
links between K-12 and postsecondary edu-
cation and to place a greater emphasis on col-
lege preparatory coursework in the former.
Students should begin school on a more
equal footing, and universal high-quality pre-
school for all children may be a first step to-
ward that goal. Middle and secondary schools
should better prepare their students for
higher education in its many forms.

Reducing Scope through Partnering

Colleges and universities should get out of the
business of providing services and functions
for which they do not have a comparative ad-

7

vantage.”” These services include remedial
education (which at best should be left to
community colleges or contract providers),
but also dormitories, food services, and back-
office operations. Colleges should instead
focus on the core competencies in which they
specialize. This paring back would be coupled
with increased partnering with other service
providers—private or public—who specialize
in these services. Tuition charges would then
be able to reflect the real cost of providing the
core educational services, and students and
their families could arrange for these related
services in separate markets. In addition to
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reducing the costs of colleges, such a program
would probably increase the range of choice
available to the potential consumers of these
auxiliary services.

Pricing and Performance

in Public Higher Education

The vast majority of low-income students will
be educated by public universities. Although
tuition at public institutions has been rising,

One somewhat dramatic
approach would be for
institutions to simultaneously
price tuition close to real
costs and use the bulk of
additional revenue to provide
direct student aid targeted at
students from low-income
families.

it still falls well short of reflecting the real re-
source cost of the educational services pro-
vided. As a result, students who pay the full
tuition—largely students from more well-off
families—are receiving an implicit subsidy.
One somewhat dramatic approach would be
for institutions to simultaneously price tu-
ition close to real costs and use the bulk of
additional revenue to provide direct student
aid targeted at students from low-income
families. In addition to addressing the cur-
rent inequity in the allocation of educational
services, such an approach would tend to ra-
tion the limited supply of educational ser-
vices (student slots) to those who value these
services the most. Such a solution would also
require a heavy advertising plan to make sure
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that lower-income families understood that
the net price of college was far below the
sticker price, which is often the only informa-
tion they have to react to.”™

Pay for performance is another innovation for
public universities to consider. Today, state
government financial support to public insti-
tutions typically comes in the form of a lump-
sum appropriation. As an alternative arrange-
ment, the level of state government support
could be tied to the performance of institu-
tions, such as retention rates, graduation
rates, the ability to limit cost and tuition in-
creases, or increases in their share of students
from below-median-income families. Such an
arrangement would have desirable incentive
effects and would redistribute resources from
low- to high-performing schools. While a
number of states have started to set perform-
ance benchmarks for state universities, so far
they have been reluctant to tie state appropri-
ations to performance. But why not subject
postsecondary education to the same pay-for-
performance pressures as elementary and
secondary education?

Limiting Public Subsidies

to Wealthy Private Schools

At present, a substantial amount of federal
subsidies (guaranteed student loans, Pell
grants, tax subsidies) is made available to stu-
dents who attend very wealthy institutions.
These subsidies could be capped for wealthy
universities that are able to increase their
available student assistance. The savings of
this policy could be redirected to students at-
tending less well-endowed schools, both pub-
lic and private.

Substituting Public Direct Student
Assistance for Institutional Support
As four-year colleges and universities have
become increasingly selective in student re-



cruitment, students with the highest qualifi-
cations—most often those from the highest-
income families—have been the targets of re-
cruitment efforts and the recipients of
increased merit-based assistance. This trend
reflects a variety of forces, including the de-
sire to increase institutional rankings in
prominent publications, such as U.S. News
and World Report; the tastes of faculty and
other institutional stakeholders; and the pur-
suit of financial gains associated with the
rapid increases in federal merit-based assis-
tance that have been targeted on higher-
income families. These forces are at play in
both public and private higher education.

In response to this trend, state governments
(as well as the federal government) could
redirect to students the financial support they
now provide to colleges and universities, say,
in the form of higher education vouchers. The
direct student assistance could be targeted to-
ward students from lower-income families.
Such an arrangement would not only enhance
equity but also require schools to compete for
students and redirect their attention toward
the tastes and demands of their student con-
stituents and away from those of other institu-
tional stakeholders, such as faculties.
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Lessons from Abroad: Redirecting

Public Support for Higher Education
Several countries are experimenting with a
relatively new form of publicly supported
student aid, known as income-related loans.
In this system, former students repay debt
contingent on their future incomes, meaning
that their ultimate capacity to pay is given
weight, and then only up to a limited point.
In other words, loans are repaid by taxing
post-school earnings to recover only the costs
incurred, plus a small interest rate. Australia
and New Zealand, in particular, are in the
forefront of these policies. The especially
successful  Australian program is being
adopted in Asian nations as well.™

Conclusion

The U.S. system of higher education rein-
forces generational patterns of income in-
equality and is far less oriented toward social
mobility than it should be. If higher educa-
tion is to improve the chances for low- and
middle-income children to succeed, the cur-
rent system must be dramatically redirected,
and the sooner the better. Big problems, such
as those outlined above, require innovative

thinking and bold reform.
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