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PREFACE

The National Commission on‘Student Financial Assistance requested’ a
summary descriptiéi and analysis of the impact which Federal student
financial aid services have had on state programs: The major questions were:

1. What is the dimpact.of Federal student financial aid policy on

states? . \

2. What was the impact of the Federal State Student Incentive Pryvam

on state scholarship programs? ' '1
3. What position have governors; state boards of hé;ﬁer edication, and

changes in these programs)? . ;
4. What new initiatives in higher education finance have states taken?
This study resulted from close collaboration between University

ConsulZants, Inc., the Study Coordinator and four groups: the National

Governor's Association, the National Conference of State Legislatures, the

State Higher Education Executive Officers Organization (SHEEQ), and the"

College Entrance Examination Board--Washington Office. These organizations
provided data collection and analyses and each submitted an individual
report to the Commission. This overall report combines the results of those
five study efforts and sections of this report are either written expressly
or reprinted directly from sections of the four organization reports. This
is the final report of the State Impact Study coordinator to the Commission.

N

Many have contributed the work on which this report is based. Those
involved from each organization are listed on the next page. I wish to

’
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extend my thanks to each for their colleagueship, their professional
contributions and for their helpful criticisms on earlier drafts of this
_report. I wish also to thank Mary Moran, our Commission Project Officer for
_her guidance and penetrating observations preventing our diverse group from

straying from Commission needs.
Given their Eéiﬁﬁ"‘lﬁéa competerce a'ﬁa' dﬂ‘fg’éh’éé,' I must frema%n'

responsible for any failings which mey remain in this report.

George J. Nolfi, Ph.D:
State Impact Study Coordinator
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1. Student Aid Financing-- aral Outlines

a. States have responded to proposed and actual Federal reductions and
changes in Student ?%néﬁcéai Aid by these measures:
o Studies of the need for increased Federal aid at the state
Tevel.
o  Expansion of state scholarship programs.
o  Creation of new state work-study<or loan programs.
o  Consideration of academic rather than needibased state grants -
to students. - '
o  Continuatjon of existing state programs . B
b. . The State Student Incentive Grant Program by the late 1970s

persuaded an additional 20 states (all those that “had not
previously done so) to establish state need-based scholarship-
e O o
program. Thirty states increased their state grant programs by

more than the amount required for the Federal SSIG match. Fifteen
program: As much ‘as 45% of all SSIG funds go to students entering
 private colleges. The largest state aid programs are in New York,
Pennsyivania, I11inois, New Jersey and California where large
numbers of students attend private colleges with the help of that

<

aid.
2. The State Student Incentive Program

a. State Student Incentive Grant has met the original objectives:

o  S$SIG has stimulated creation of new state scholarship programs

where there were none before.
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SSIG has ' reinforced existfng grant programs and provided
Federal support for stade decisions to expand such programs.
The existing SSIG has served to- save state scholarship
programs from state budget cuts because of fﬁé' Eedéréi
matching dollars that would then be Tost. W
suffers from these I?E?EéiﬁéﬁEE;

Tne program and the amount of money a state receives does npot
grow with state w1111ngness to expand state appropriations and
serve more rec1p1ents; '

Federal dollars have begun to shrink, which conveys a negative
incentive. |

States might desire the flexibility: to déé\ééﬁé of the funds
as support. for new programs, such as state-corporate work
study experiences.

A1l Federal programs serve full-time 6F"ﬁéi?-i?ﬁé §fﬁaéﬁi§

N

whereas many older students can only take oné or two courses

e
on a part-t1me basis because of family ob11gat1ons;

Federal Policy on SSIG should consider:

0

Expanding SSIG to stimulate state increases in scholarship aid
on a 1:2 or 1:3 match.

and/or state work-study programs, once the state SCQEFarsh1p
funds are "over matched."

Permit states to use SSIG funds for 1less than half-time
student with 10W incomes, family obiigatiohs and éééﬁbﬁ?é
bypassed by Federal and statg programs, part1cu1ar1y less than

haif‘t%me aduit Studénts.
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Gongress1ona1 concern about the 1mpact of Federal policy changes on
state h1gher educat1on systems appears to be well grounded
a. State off1C1a7s comp1a1n about the confu51on and de]ay caUSéd
grant and loan programs errat1ca11y; and, denounce de]ays in
_issuing Federal needs tests for gfahés and Toans.
b. Statés cannot aTways make aécés%oﬁs to faéée taxes or aiiecaté
year of Federal decisions. All states, e$pécia11y thpSé with
" biennial. budget cycles, may endure delays qf 18 to 36 months
in adjusting state aid to accommodate shifts in Federal.
student aid pelicy. ' (
c. The easfest emergency solutions are those of creating new aid
programs without state appropriations, of which the leading
éfﬁﬁiﬁié is the state fe’ve'n'ae bond pi‘ogi‘am:s for stuaént or

Tég?éiafé, more time to fmplement, aﬁa many more mbnths to

few colleges.

The State Response

,a.

States do not appear to raise tuition and fees at public collegesin
direct response to Federal policies. New York City (1975), and
more recently Michigan; I11inois and California - states that have
a long tradition of low public university tuition to provide access
-~ appear to raise tuition mainly when there are too few dollars in

the state treasury for higher education. Early knowledge of the

; availability of Federal grant and loan funds can make such

\, 3 g




decisions easier for state policymakers rwho’ can assure rthémSéTV'é.S
that needy students will not be excluded by the higher
fees--expenses of the most needy will be taken care of by Federal
funds. . )

Despite Public perceptions to tke contrary, cuts in Federal student
afd programs have been far more modest than originally
anticipated. However, states report more applicants for grants,
loans and work opportunities. Many states have dincreased state
appropriations in one or more of these programs in response to
student pressure and the perception or expectation that Federal aid
may be further reduced. -

During \982 and 1983, many states faced severe revenie shortfalls
die to decreased sales and/or state income tax revenue. This
diminished the range of responses available to state
decision-makers: |

-

Federal policy to drive state policy. States adapt their higher
education policies for strong and not easily deflected motives -
e.g., to preserve the private sector, to pursue equal opportunity
and access or to implement a low (or high) tuitioﬁ:poiiéy. Since
1976 Federal policy has been too unstable (as survey respondents
complain) for there to have been any clear cut policy to which
states could respond even it they wanted to.

To the extent fﬁéthavé occured, state responses have taken the

following forms: "

o  BEOG/Pell Grants, along with low public college tuition, are
perceived as having amelioriated the "access" problem, putting

less pressure on states to provide other solutions tn provide

5 iy



theéir own access program. | ;

o  Federal "access" and “choice" programs do induce and sustain
(1)increases in marginal enrollments in public dinstitutions
and (2) .marginal preferences for privaté higher education.
Netting these two effects may show _g’i'th'er Federal ﬁ'rograms
costing the states more or less in {nSt%cut{onai subsidies
e.g. a state may have to pay out ‘more in capital type
subsidies if Federal aid causes more students to enroll in
public institutions than it causes to choose private

~ institutions:

o When the Federal government threatens the ending of a program
(e:g: FISL) unless the states are involved; responsiveness is
great - e.g. when the Feds demanded state administration of
GéE: *’* |

0  Surveys suggest that the continuation of SSIG is maybe a brake:

on any tendency for states to reduce their conforming grant

programs. ~

5. Sensitivity of States to Federal Policy

a.

State policy is more dependent on the state revenue situation;
legislatures tradition of support and the advocacy efforts of state
higher education constituencies than upon federal policy.

The issue of "appropriate balance" between the share of higher

sources does not seem to be the guideline for state decision making.
Where states have responded to federal policies in designing their
own student financial aid programs, and sensitivity to Federal

policy has been great, it is due to special circumstances.

6 1]



d.

Perc7ption of the Federal policy impact is divided, with few

definitive conclusions.
/

5. Effect gf Federal Programs On State Prograf Expenditires \

a.

The Federal dollars and leverage has been small over the dollar

amount appropriated by states, but considerable over state program

~ characteristics on selected matters such as the imposition of need

testing measures for grants and Toans.
It is impossible to obtain accurate data on historical trends in
state and Federal program expenditures by state, broken down by

N

and general expenditures don't include subsistence é%?ts; and E&G
revenue data since the late 1970s has changed definitions. It was
not possible to re-construct or refiné the data necessary given
secural variations with highgr education (see section C of this
chapter VII).
It is dimportant to distinguish “leverage" resulting when states
take into account the fact of Federal expenditure from "leverage"
pressuring states to change their own policy goals. There is much '
leverage in the former sense, little in the latter sense. Also
léverage" is a much Tlarger issue for Pell grant and GSL programs
than SSIG due to the sheer size of those programs. The Teveraging
situation is different according to the following categorization
states:
o States with Tlarge pre SSIG programs and large current
overmatch of fedeal SSIG share tend to have:

-a high percentage of enrollments in private colleges,
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-a policy of high public tuition;
-a high percentage of Catholics in the populations:

a. The state surveys suggest that the question of substituation effect
is 15?géﬁy conjectural. For example, if there had not been Federal
e R o . _ I R L . .
aid: would’ parents have sacrificed more? would aggregate
answers are Uhéiéar; yet many informed observers believe there have
been substituation effects but that it is unclear what they are and

particularly their extent.

Better specific data collection should permit generation of trend data
for each state of ,the percent on pbstSécondaty education cost borne by
Federal, state, local, institutional and family sources, by year, by
sector (see state data chart proposed below in text): This would permit
the monitoring of changes in wdistribution® or "balance" of the cost of
education between Federal, state, local, and self-help sources in the
future.

Correlates of State Rankings in Student Aid Expenditures

a. Tha strongest predictive correlates of a large state student aid
Jprogram are:
o  percentage of students in private sector institutions
o relatively high public tuition level, and all of the top
quartile of states in per capita student aid expenditures are
states which are in the group above the median in percentage
of students attending {ﬁdeﬁendént colléges or high public

tuition level.



ﬁnbthétmdynémic will best at work in a period of rising tuitions at
public institiitions. The question inevitably arises, how much can
the state treasury bénefit, net, if tuitions are increased and
student aid programs are increased to fully offset the tuitjon
increases for students from families up to some determined income

bracket?

9. Rationale Behind Existing "Appropriate Ba

a.

The "appropriate balance"* (not only between the Federal and state

role but between the Federal, state and private roles) vary.

States fall into certain catégories:

o  states that subsidize students via Tow tuition (e.g.
California) and/or build a range of geographically easily
accessed institutions.

o  states that don't (e.g. Vermont, New Hampshire).

0o  states which say they will provide a small amount of student

aid money to expand student access but rely on GSL and
campus-based programs, not state programs, to provide for
choice.

o  states which will pay for student subsistence, access, and
choice--these are typically the pre-SSIG states and, further,
these are states with a large private college enrollment (New
York, Pennsylvania).

Capitation Formulas for Ffunding public Kigher education work in

reverse when states experience a decline in enrollment (e.g. in

states like California). In shrinking enrollment times, not only
is money for cost of institutional expenses shrinking, but average

cost per student may be increasing.

*See Chapter VII

| Y
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Savings from subsidizing private college students vanish. If
private sector -may compete with public institution money. As soon
as you have excess places in public institutions there are rarely
substantial savings .to increased student aid for private state
enroiimegts.

Any limit increases or decreases in SSIG may be one new' factor in
these times of fiscal stringencies. However, the SSIG may be more
important as a brake on ‘cutbacks than it was an incentive for |
growth. There may be some real advantages to a shared cost model

when the states have supported its Federal enactment.

10. Notable Programs

a.

Several states set the pace not only for other states but for the
Federal government. New York established a scholarship program in
1915; a loan program in 1957, and already has family savings and
tuition tax credit programs in operation. Pennsylvania has shown
how to Tlink Federal, State and campus programs by a system of
telecommunications. MWashington has a work study-program that
includes the private sector. I11inois, New Hampshire and
Massachusetts were among the first States to use tax-exempt revenue
bonds for non-Federal loan programs.

States create new aid programs ahead of the Federal government
and/or in concert with Federal policy, and also because of Federal

either for lack of finances or sufficient political. support for

higher esducation in their state.

10
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c. Notably, adult students Tless than half-time, including those
seeking retraining due to economic shifts. and those seeking to
reduce their welfare and unemployment 9insurance dependency,  are
bypassed in state student aid programs. In a few instances (e.q.
Adult Recurrent Education Career Development Grant Proposal pending

_the Massachusetts State legislature 1975-83) programs of this type
have been proposed but not yet implemented. Federal incentives to
stimulate such programs could be effective. Numerous studies; some
by individuals associated with this study have develped the
rational for such a public investment in recurrent education.

AN EXPANDED SUMMARY OF THIS REPORT APPEARS AS CHAPTER VII:  SUMMARY:
FINDINGS AND REFLECTIONS ON STATE IMPACT AND QUESTIONS FOR FUTHER ANALYSIS

11




I.

-~ FEDERAL AND STATE STUDENT AID:

THE PAST TEN YEARS

A. Intentions, Rationale and Consequences

(1)
(2)
(3)
(4)
(5)
(6)

Federal Basic Grants as a Predictable Given
Broadening the Student Aid Eligibility Beyond Low
Income Students "Choice" and Private Institutions

The New Constituencies With a Stake in Student Aid
Programs A

Increasing Pressure From Middle Income Families
and Private Institutions

Effects of MISAA on State Persepctives

The Question of Appropriate Balance: The Federal
Challenge Since 1980



INTENTIONS, RATIONALE AND CONSEQUENCES

(1) Eederal Basic Grants as a Predictable Given

The Federal posture on student financial ‘aid -policy has been
characterized by portable direct aid to students, a guaranteed entitlement
intended to é??ﬁ?ﬁéfé financial barriers to access; and coordination of
various sources of student support should occur only in the process of aid
packaging remains a serious approach to the problem of coordination. The
mode1 giibws for a variety of ?ﬁ?f%éf?Véé; state, 5F?Véfé and institutional,

and for "fine tum‘ng'i at the aid officer level, the level closest to the

1nd1v1d§a1 student. The mode‘ assumed that educatijonal access for students
for the 7owest income families was the central Federal concern. This group

of students needed resources if they were to attend a low-tuition public

institution. They needed a uniform guarantee unconditional on . the

availability of aid from other sources for access to a degree-granting

college to be in reality a national right.

(2) Broadening the Concern to Aid Others Besides Low Income Graduate

Students: "Choice" and Private Institutions

In the 1970s, the low=income focus of Federal student é?d programs
became less and less single-minded. Subsequent statute reflected increasing
concern about other groups of students and about attendance at other types
of institutions. Between the 1972 and. 1976 amendments to the Higher
Education Act; two concerns preoccupied Washington policy makers dealing

with the implementation of the 1972 program. First was a concern that the

13



program would be fully funded at the Tlevels of eligibility initially
established. Second was a concern with abuses and higher rates of default
in Federal loan programs. Elsewhere, however; other concerns moved to the

top of the agenda. Both institutions and families grew more and more

face of an ahasaaiiy severe recession and large increases in the price of
energy. Because the revenues and expenditureés of state governments were
also affected, there was increasing resistance. to programs of matching
formulas mandated by the Federal government. Further, the énd&p? the draft
made institutions more aware of the possibility that enrollments: might not
always grow. The impact of these factors on student aid pro§>§ms was
considerable; although neither the inflation, the recession, the rise in
energy prices the shift in national security strategies or the demegraphic
threat, to enrollments were nearly as severe as like factors -in 'the late
1970s and early 1980s. Yet the pressures were severe enough that the
College Scholarship. Service (€S3) of the College Board came under great

pressure from both parents and institutions to liberalize its means test in

parents. The CSS did so, followed by the American College Testing Service
(ACT). Some private colleges reinstituted merit aid to attract more
students and many of them increased the amount of tuition increases
required by inflation to provide revenues to devote to internally generated

student aid. State governments felt more ;pressure to fund "choice" aid

programs to sustain their private institutions and less pressure to fund
. equal opportunity programs when Basic Grants came to be seen as a reliable

source of funds for this purpose:




(3) The New Constituencies With a Stake in Student Aid Programs.

A much Tlarger set of constituents sought a stake ir student aid

‘programs; aid programs became more expensive and could no longer so easily
be coordinated by the simgte method of building a packagé of aid on the
foundation of each student's Basic Grant. These developments also mééht
that suggestions of coordinating aid by the kind of formula mandate used in
the welfare: programs would not be poiiticaijy feasible. The states,
understandably, wanted to fedréralr'izé existing entitlements of this type, not
to create new ones. Y |

Viewed in this Tight, the 1976 amendments to the Higher Education Act
weré most significant in what they did not do. They did not mandate a
stiffer means test for the campus based programs. They did not restrain the
volume of aid under the GSL program, despite program abuses; rather, rates
of return to lenders were "pegged" to the cost of money for the first time
to assure continued Toan availability. The SSIG program was not
relegislated as a Federal=state formula entitlement program of the welfare
type. Growth in the dollar volume of appropriated funds,. rather than
explicit program coordination, was seen as the answer to the problem raised

by the new constituéencies.

(4) Incréasing Préssure from Middle Income Familiés and Private Institutions

The interval between the 1976 amendments and the Middle Income Student
Assistance Act of 1978 (MISAA) was marked By still greater pressures  on
Eéhaif of middle dincome families and the private iﬁstiiut?oné. The.
'pﬁéhomeheh is not easily explainable in economic terms. Real family incomes

were rising fairly rapidly. The demographic boom generally <~  ained



enroliments. One explanation of the pressures behind MISAA would be that it
was not hard times so much as dislocation of expectations that was
responsible. Much of the real growth in middle class incomes stemmed from
the earnings of second family breadwinnehs entering the labor market for the
first time. Those families with a sedond. breadwinner resented the "taxing"
of the new éafﬁ?ﬁéé under the conventional student aid means tests, as also

the “taxing" of increasing home egqyity. Those families without a second
breadwinner often found their §Eéﬁaé\fi of Tiving dropping: At the same
time, the private institutions found that Wﬁ?ié'iéiéiAénféiiﬁéhEé tended to.
stay the same or increase, there was no longer enough growth to maintain
éﬁFéiiﬁéhEé in unpopular departments. A smaller fraction of total
ééroiiménts in a particular department had been manageable in the period of
rapid growth. That particular dépariménf just did not grow as éap%diy as
the dnstitution as a whole. But now a bad match between enrollments -
and costs came to raise painful questions that were, it seemed; the
handwriting on the wall namely, what would happen if total enrol Tments
declined? MISAA was responsive to such unsettling, but not dire conditions.

The results of MISAA are well known. A much liberalized means test for
Basic Grant§} virtual elimination of any income test fof GSL and an ever
ore advantageous intérest subsidy structure (resulting From "hegging")
brought extremely rapid growth in the student aid programs and their Federal
costs. There came to be a real likelihood of federalizing the entire
student aid system through sheer generosity. But for the arrival of real

demographic declines in the 18<22 year old age cohort and rising inflation,



it would have been tempting for the states to withdraw altogether from the
field. The programs that were growing rapidly were the Federal entitlement
programs about which the states were least consulted; and the changes were
sudden. A major California study concluded that it remained in the state's

an annual basis, so unpredictable had Federal action become.
Another result of Federal generosity was increased discussion of the
the states. The possibility that states could raise tuition Tlevels at

been a worry as far back as the 1972 legislation, but now came to be
considered seriously by the states themselves, usually for the First time
e.g. the California study refined to above, and interviews with executive,
legislated and higher education policy-makers who were in office during the
Jate 1970°'s. In all probability; the private institutions really did, in a
sense; raise tuition to capture more Féderal aid. The Tlarge tuition -
increases of 1978-81 were described, and fairly, as efforts to catch up with
Nonetheless, it is hard to believe that the institutions would have chosen
this period for such increases if the abundance of Federal aid had not
allayed their anxiety about the effect of rising tuition charges on
enroliment numbers as the country passed the crest of tke demographic wave:

rd

17

OO
NY



(6) The Question of Appropriate Balance: The Federal Challenge Since 1980

Since 1980, of course, the Congress, the states and the Jnstitutions
have had to try to come to terms with. the policies of an Administration that
regards student assistance as having a much lower briorﬁfy claim on Federal
fiscal resources than the Administration aust preced1ng it. This new
outlook does not necessar11y meai attaching Tless 1m§\?tance to the pufeﬁii
of educational goals by students and dnstitutions. The present

Administration is, 1in effect, laying down a- challenge: other parties

besides the Federal government must decide who should pay and who is willing
to pay the cost of these pursuits. The challenge is to parents, students

themselves, state governments, institutions and philanthropy.

I . ) N , . : . . .
The challenge is not necéssarily wrong because responding to it is so

difficult, but it §s very difficult. For the last five years, the serious
questions about who should be willing to pay how much, and how the efforts
of the parties should be coordinatéd,‘ﬁave been muted by the fact of Federal
largesse. Not only has the discussion of such issues been muted, but also
the tell-tale statistical signs which would otherwise show us which ﬁay the
wind is bibw{hg— For examp]e, no one really knows whether the w1111ngness
of families to pay the cost differential between pub11c and pr1vate h1gher
education has dec11ned(~§}9at1y over the past decade, sl1ght1y or,
eonce%vabiy, not at aii The abundance of §tudent aid resources prbvided by
foresta111ng changes 1n: behavior which would have given us c]ues about

changes in attitude.

LN




Similarly, the eagerness of the Federal government to assume more of the
costs of higher education has made it unnecessary for the states to

demonstrate just how high a priority they attach to ‘their own role in

financing of the costs of ?EEéﬁaéﬁéé has really become to bé?éhfé and
_students, as opposed to current sacrifices on the part of Families; because
GSL subsidies were so generous it would have been foolish for stidents and
families not fg‘uge the program, however credit-adverse they might otherwise |
have been:

This masking effect extends also to efforts by colleges and universities
themselves: we do not know what resources they would have been willing and
able to devote to augmenting their own student aid resources if Federally
provided aid had not been so abdndant in the Tast five years. We can have
guesses about all. of these matters, but the evidence; at best, consists of
straws in the wind. |

Before MISAA, however, a Kind of balance among the roles of the various
parties seemed to be emerging in practice. It was not farfetched to assume

time, the Federal Basic Grant program was meeting most of the subsistence
costs of .students from families in the lowest income quartile. Low tuition
and the Basic Grants were effectively meeting the much discussed goal of
"access"--the elimination of at Teast the purely financial obstacles to

l‘\)‘
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In" this implicit scheme of things, the Federal campus-based aid prograns
were then free to address the need for assistance toward tuition expenses of
students from families in both.of the lower two quartiles of the income
distribution. Implicitly, students from the next to lowest quartile could
reasonably expect from their parents a contribution at least equal to basic
subsistence costs, whereas students from the bottom quartile could not. The

~

needed aid for tuition exceeding minimum levels.
The role of state programs was often thought of as parallel to that of
the Federal campus based programs in this respect--to permit choice of an

institution, usually private but sometimes public, charging tuition above

~

minimum Tevels:. Especially generous states might extend eligibility for

grants to students from above-median income families, and private
institutions charging very high tuitions might do so from their own
resources. But it was expected that most of the aid received by students

available also to students from below-median income families to close the
last part of the gap between ?éﬁijy resources and the cost of attendance at
expensive private institutions:

Most student aid officers in;, say; 1975 would have been reasonably
- content with -a distribution of burdens along these lines, if Federal and
state governments provided adequate funding for the various programs .to play

these roles and if GSL' lenders made appropriate amounts of credit available.

20
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The Carnegie Council on Higher Education suggested that there might be a
consensus roughly along the same 1ines. But it was a consensus that was
_ never to be. The §EF§§§§§ being experienced by families and institutions
were simply too great and MISAA resulted. ¢
Absent anything 1ike such a consensus in 1983; how can analysis best
serve the Commission? Analysis will not make it possible to discern a de
facto consensus about the balance of funding roles that could be counted on
Commission will have to make its own jﬁ&é%éﬁég about such matters, and it
will have to cdunt on the implicit fairness of its recommendations to make
them persuasive. What analysis éggi do; that may be useful to the
Commission, is to provide certain building blocks. that it can use to assess
the tendency of alternate proposals, in interaction with some important
secular trends. Some of the more important of these analytical building
blocks are discussed in Section IT A below:
v
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B: Characteristics of State Grant Programs in 1982-83
(1) Who Benefits From Staté Programs?

(2) How Much Aid is Received and What Policies Affect the Utility of
Aid?
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CHARACTERISTICS OF STATE GRANT PROGRAMS IN 1982-83

Characteristics of the state student aid programs are described in

questions that; in our judgment, are relevant to Federal policy:
0 Who benefits from state programs?
0 How much aid do students receijve and what limits the utility of
this aid to the student?

vary according to whether they serve undergraduate or graduate students and
whether or not awards are based on need. Not all of the state programs are

113 programs are covered ir some of the responses.

(1) Who Benefits From State Programs?

In this section, we describe the eligibility criteria that students
and graduate students, and the distribution of aid according to several
economic and demographic characteristics.

E1igibility Criteria

The data on eligibility requirements cover programs that serve graduate

and undergraduate students and need-based and non-need programs.




Of the 103 state programs for which information on eligibility criteria
is provided; only six require U.S. citizenship of recipients. ﬂfﬁéty-SéVéﬁ :
programs are open to permanent residents in addition to U.S. citizens, and
52 allow participation by refugees.

Regarding residence 1in the state, programs generally allow dependent
The residency requirements for independent students vary from six months to

more than 36 months. (See Table 1.)
Table 1
Distribution of Residency Requirements

for Independent Students

_ ,, - _ Total Number

] 12 24 36 or more of Programs
Number of Programs 5 74 5 3 87
Source: National Association of State Scholarship and Grant Programs, 14th

Annual Survey: 1982-83 Academic Year.

Forty of 108 prograims use some measure of academic merit to award aid.
Seven use test scores; 20 use grades or class rank; and 15 combine test scores
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percent of Applicants Who Receive Aid and Reasons for Denial

Like the data on eligibility requirements, the datz on applications
processed and reasons for denial cover graduate, undergraduate, need-based and
non-need programs.
denial for 1982-83 were estimated for 81 programs. - These programs are
expected to receive about 2.6 million applications and ﬁéké awards to 51
percent of the éﬁﬁ??ééﬁfE:” Estimates of the percent of applicants to be aided
range from 1.8 percent to 100 percent. Twenty percent of the programs cited
lack of program funds.

Undergraduate and Graduate Students

Of 105 need-based programs, 19 serve both graduates and undergraduates, 73
undergraduates only; and 13 graduates only.

Distribution of Aid Among Econc.iic_and Demographic Groups

Given the diverse state policies on eligibility and the reasons for

"refusal, how s the aid awarded among various economic and demographic

of
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groups? Table 2, reproduced from the NASSGF survey, shows the distributio
aid among many classes of recipients. The. data cover programs providing
need=based aid to undergraduate students. The reader should note that, in
some cases, the data cover only a small number of states and thus; according
to NASSGP it is impossible to determine whether the data are representative of
all undergraduate need-based programs. Nevertheless, since this is the only

data available, it is included in this summary.




About ‘38 percent of the aid in the 1982-83 academic year is estimated to
be going to families with incomes of less than $9,000 a year, 18 percent to
those with incomes of $25,000 or more, and the remainder to those in the

Government policies in a variety of areas have been concerned with
equalizing opportunities for minority group members and women. We find that
about 18 percent of state program aid is going to olack students, about nine
percent to Spanish-American students, and about 56 percent to women:

In addition; many educators have been concerned with the opportunities
available to adult students to improve their education or develop new skills
for second careers. Approximately 14 percent of the aid is going to students
“Total o all States Reporting" table 2 who are 26 years or older; many of
whom attend school part-time. Little of the state aid serves such students --
only one-fifth of one percent of the aid is ‘in support of part-time

undergraduates.
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2. How Much-Aid is Received and What Policjes Affect the Utidity of Aid?

Knowledge of the distribution of aid among broadly defined economic and
demographic classes gives some measure of how well bijﬁﬁ‘é‘béﬁ'éy objectives
regarding distribution are met. However, it is also important to examine the
benefits i:q individual students. Two aspects of the benefit question are
examined here: First, the simple question of how much ajd is received by
jndividual recipients, and second, the more subtle question of how public
policies enhance or reduce-the benefit that the student can obtain from the
funds he or she receives.

Amount of Aid Recéived

from $200 to $18;413 although the high end of the range is not at all
representative of state programs. Maximum awards above $3,000 are rare, with
nost state programs giving- maximum ‘awards over $2,000 serving graduate and
professional students. :
AVé"r‘a’g’e’ awards of all types of state programs are expected to range from
$175 to $2,000 a year. Only a small number of programs give average awards in
/excess of $2,000, and most programs that make average awards exceeding $1,000
serve graduate and professional students. A distribution of average and

maximum awards appears in Table 3.

28




Table 3

Distiribution of Average and Maximum Awards

___Number_of Programs

Maximum Average

Amount Awards _Awards
Less than $500 10 18
$500 to 3999 N 20 48
$1,000 to $1,499 15
$1,500 to $1,999 27 28
$2,000 and more -
 Total : 110 92
Source: National Association of State Scholarship and Grant Programs, 14th

Annual-Survey: —1982-83 Academic Year.

0f course, average awards per state grant recipiengrmay not be a 5668

measure of how a state is meeting the need for assistance because a state may
mke large grants to only a small proportion of needy students. State
policies vary regarding the number of needy students they aid: One measure of
need in a state is the number of Pell Grant recipients in 1981-82. Since Pell
Graats are available only to undergraduates, this is a measure of the need of
undergraduates only. A crude measure of aid relative to need is the amount of
state funds devoted to need-based undergraduate programs per Pell Grant

recipient in the state. This is pot the average amount of state aid that Pell
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recipients get, but simply the amount of funds 1in state need-based
should be emphasized that this measure only reflects aid to students in the
form of grants and does not nécéssaFiiy reflect the efforts of the state to
maintain a public university system or subsidize private colleges. &
Some states that rank high on the criterion of average award per recipient
of state ajd tend nof’to'rank as high on the criterion of funds per Pell Grant
recipient. In fact, of the 10 states with the bighést average award per state
aid recipient, only three rank among the ﬂighést 10 in funds per Pell
recipient. Table 4. shows state aid awarded, state aid recipients, Pell

recipients, average awards; and ranks according to the two criteria.

Limits on the Utility of Aid

Many states place restrictions on the use of aid. Laws oF regulations
often prohibit studehﬁs from carrying thg}/gjd‘ across state boundaries or
restrict them to either private or public institutions. Such policies may
or achieving some desired balance between public and private colleges. The
benefits of achieving Such objectives, however, are traded off against a cost
to the recipient in the form of restrictions on where the money may be used.

Dita on the réstrictions on the use of ajd cover 104 programs of all
types. In 57 of the programs, awards can be used at a wide variety of
institutions -- traditional two- and four-year private and public colleges,
nursing schools, and post-secondary business and trade schools. Fifteen
states have prograss that support students only at private colleges, 10 that
support students only at bijEﬁ‘E colleges. In all but one of these states,
however; there are other programs that serve students in the other sector:

Only 11 states have major programs that provide portable aid, i.e., aid
that can be used in another state. ;’

.
/
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II.

RESULTS OF SSIG PROGRAM ANALYSIS: A SPECIAL CASE

The SSI6 Progran.
SSIG & Incentives for Increased State Spending

SSIG & Maintenance of Current State Efforts

The Effects of Eliminating SSIG

Sumary of CB Studfes on the SSIG Program

What Can an SSIG Matching Formula Try to Accomplish?
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(A) The SSIG Program

]

/

In 1972 Congress added to the Higher Education Act a new program of State
Student Incentive Grants (SSiG) for states "to assist them in providing grants
to eligible éfﬁdénféf attending institutions of higher education."!  As
gﬁEéFbFéfed in Office of Education regulations, SSIG had two purposes: to
encourage the creation of state student grant programs and to encourage
increased state expenditures on such programs. The original legislation
specified that beneficiaries of the SSIG program were to be undergraduates
with substantial financial need. The program was a ?édérai=state partnershiﬁ,
With the Federal goverrment providing dollar=for-dollar matching fo states up
to the 1imit of annual Federal appropriations.

In 1979, as background for the pending reauthorization of the Higher
Education Act in 1980, Janet Hansen of the College Board prepared an extensive
analysis of $SiG.2 This study noted that since its creation, the program
Federal grant programs; and its success as an incentive to states. The report
attempted to assess these three issues and consider options for thé pragram's
future.

This 1979 study is summarized in anothér paper prepared by the College
Board for the Commission.3 Its most important conclusions were that after
five years of bperation:

the SSIG program can be credited with providing

over $200 million in Federal funds to assist

students with demonstrated financial need to =
attend postsecondary institutions. It has led.

to the extension of state grant programs to all
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states and to some expansion of state spending.

incentive for most states to expand their grant

programs; though such expansion is now its only

explicit goal, nor has it contributed significantly

to coordination among Federal and state grant ,
programs. While some proposals have been put .
forward to link Federai _and state efforts in a

more systematic way, this objective cannot be

realized as long as the various grant programs
of both levels of government are characterized
by such different designs and purposes.4
Four years have passed since those conclusions were reached and many
things have changed. The program itself was changed in the 1980 Education
Amendments, though in the end only in comparatively minor ways. More

significantly, serious economic problems have become a fact of life for the

Federal government and for most States as well. The days of rapidly rising
expenditures on student financjal assistance have ended; and Federal spending
has levelled off or declined, though college costs continue to increase..
States find thefiselves being asked to pick up the slack, but fewer and fewer
are in a position to do so. ,
Under these circumstances, it is worth taking another look at/fﬁé SSIG
program, to see whether changing conditions suggest any different conclusions
about it. In particular; this section will attempt to answer the following
questions: '\ . i
0 ?Q§§¢55§ happened to state expenditures on student grants since

¢ Do any states have Federal incentives to increase their funding,
given declining appropriations in SSIG?

o How important is Fédéféiffﬁﬁaiﬁgjﬁﬁ maintaining state
appropriations in times of economic distress?
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o Have states continued to use all of their SSIG allotments or
have some returned portions to the Federal government rather
than appropriate adequate matching money?

o Have "overmatched" states kept up their outlays on Student
grants, even though they could cut back without Tosing Federal
funds, or have they cut back on their own efforts?

o If Federal SSIG expenditures were eliminated, how many students
might be affected? .

o If SSIG were reduced or abolished, what would the impact be
on state grant programs?

(B) SSIG And Incentives for Increased State Spending

State spending on student grants has continued to grow in the early
1980s. Though exactly comparable statistics are not available, it appears
that need-based grants to undergraduates, which constitute the bulk of state
grant efforts, reached $976 million in 1982-83, comparéd to 375 million in

1977-78. Nationwide, expenditures on Siuch grants wéré up 9.6 pércént between
1981-82 and 1982-83.%* For reasons similar to those cited in the College

increase to the presence of Federal incentives.
- /

In assessing the effectiveness of SSIG incentives, the 1979 report divided

the 50 states and the District of Columbia inte "pre-SSIG" and “post-SSIG"

groups (see Table 1). The 28 pre-SSIG states are those that had student grant

programs before the Federal government set up an incentive for their

creation. The remaining 23 states established their state grant programs
post=SSIG and at 1least in part as a responsé to Federal encouragement.
Throughout the @arly years of the SSIG program, the bulk of Federal
appropriations went to the pre-SSIG states because of the prografi's

enrollmént-based allotmént provisions and because pre=SSIG states enroll most

34




, »‘:‘

Table 1: Pre- SSIG and Post-SSIG States -

Pre-SSIG States

- T
California Iowa Missouri Sotth Carolina
Colorado . Kansds New Jersey \ ‘Tennessee
Connecticut Maine New York . Texas _
Delaware Maryland Chio Vermont
Florida Massachusetts Oregon Washington
I111inois Michigan Pennsylvania West Virginia
Indiana Minnesota Rhode Island Wisconsin

PoSE-SSIG States

Alabama Georgid Mentana North Bakota
Alaska -Hawaii Nebraska Oklahoma
Arizona Idaho Nevada . o South Dakota
Arkansas Kentucky New Hampshire Utah
District of Louisiana New Mexico Virginia
Columbia Missigsippi North Caro]1na Wyoming

-

SOURCE: Janet S. Hansen, The State Student Incentive Grant Program: _An
Assessment of the Record and Options for the Future (New York:
College Entrance Examination Board, 1979), pp. 15 and 16.
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of the nation's students. 1In 1977-78,for example, the pre-SSIC -ates
. received 84 percent of all SSIG funds. A similar situation éiﬁi‘éié today: in

The significance of this division of Federal funds between pre= and
post=SSIG states is that funds going to the former have little incentive
effect because of "overmatching." Though SSIG s ostensibly a one-to-one
Federal-state matching program, the Federal share is limited by the amount of
annual appropriations. With total state spending near a billion dollars, and

With the Federal share of these expenditures never exceeding $77 million; it

than one-to<one. Any stateé in which Federal dollars represent less than 50
percent of the total effort is said to be overmatched.

The 1979 report noted that the pre-SSIG states were all significantly
overmatched and could have spent much 1€ss than they actuaiiy did and still
received all of their SSIG allotments each year. Nevertheless, pre-SSIG
states had increased their spending on grants enormously between 1971-72 and
1977-78, accounting for $438 million of the $461 million increase in all state
spending during that period. Clearly, their decisions to expand their
programs were influenced by considerations other than the Federal incentive
prograii. o . ;

It remains true today that the pre-SSIG states; while continuing to
receive the bulk of Federal appropriations, remain for the most part
significantly overmatched. Table 2 shows estimates of Federal dollars as a

declined in 14 of these states, suggesting that state spending has grown

36



Table 2: Federal SSIG Dollars as a Percentage of Total State Student Grants

Estimates for 1978-79 and 1982-83

Pre-SSI1G States 1978-79 1982-83
California 14 i2
Colorado 8 12
Connecticut 10 11
Delaware 32 23
Florida 21 16
[11%nois 3 3 ;
Indiana 6 5 ‘
lowa 5 5
Kansas 16 16
Maine 21 38
Maryland 22 : 22
Massachusetts : 14 - ’ ' 13
Michigan 9 9 .
Minnesoca 3 5
Missouri 14 ' 17
New Jersey 5 3
New York 2 2
Ohio 9 . 9
Oregon 12 10
Pennsylvania 4 4
Rhode Island 10 6
South Carolina 8 6
Tennessee 24 12
Texas 22 10
Vermont 4 3
Washington 27 26
West Virginia 14 - 13
Wi~consin 6 7
Pust=SSIG States 1978-79 1982-83
Alabama 33 50
Alaska 50 50
P,izona 50 50
Arkansas 50 20
District of Cnlumbia 50 48
Georgia 35 : 28
Hawaii 50 41
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Idaho
Kentucky
Louisiana
Mississippi
Montana
Nebraska
Nevada
New Hampshire
New Mexico
" North Dakota
Ok Tahoma
Utah
Virginia
Wyoming

5Q
14
47
49
50
50
50
44
37
38
27
i
48
50
38

SOURCES: Natjonal Association of State Scholarship and Grant Programs, 10th

Annual Survey and ]4th Annual Survey.

-
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faster than Federal: Minor changes may be explained by the fact that graduate
students became eligible for SSIG in 1980, and so state programs for them
began to count in establishing the ratio between Fedeyé; and state spending.
But need-based graduate student grant programs ar/é//Ve’ry small relative to
spending on undergraduates, so changes in the overmatching ratio of more than
a few percentage points probably represent real increases in state effcrt.

Maine is an interesting ’case, demonstrating that in overmatched states

SSIG did not prevent a significant decrease in state effort. (The next

situation in the future. Maine's grant program, which had reached nearly $1.2

billion in 1980-81, has fallen to $550 million in 1982-83, just enough to
qualify for its full share of Federal matching. The state grant director
reports that both the governor and state legislature are "very negative to the
grant program:*S In this inctance; the SSIG program has acted more as a
brake, keeping Spending from falling So low that Federal matghing dollars
would be Tost; instead of as an incentive to program expansion.

In fact, an erratic record of increases and decreases from year to year in
both pre- and post-SSIG states suggests thai state decisions about

appropriation levels for student grants are more influenced by internal

concerns than by the Federal Table 3, reprinted from the most recent

m.
survey of the National Association of State Scholarship and Grant Programs,
shows the annual percentage gains or Jlosses in need-based scholarship and:

grant programs for undergraduates from 1977-78 to 1982-83. Even states like
Indiana, which shows a 50 bé'{-ééﬁf:‘ increase 1in §Féﬁ’t"é‘éfi'ﬁ'fy'69é'r‘ the five
-year period, have had years when 7t'her:'e’ were decreases in program funds.
Colorado, though significantly oVérm‘atchéd, saw its grant program decline by

23 percent over the period.
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Despite ups and downs in the post-SSIG states, it is in these states that
the 1979 College Board.report concluded that the real impact of the SSIG
program might be found. These were the states that established student grant
programs at least partially in response to the Federal program and were not
for the most part overmatched in the 1970s, as Table 2 demonstrates: “The
present review of the situation in post-SSIG states reveals that there have
been more incentives for them than for the pre-SSIG states in recent years, .
but that these incentives may be diminishing. Moreover, not all states have

responded to the incentives that have existed.

The 1979 report noted EH&E by 1977-78 the post-SSIG states were
by the Federal government as SSIG matching. Thus, $13 m1111on annually in new
state assistance had been made available Gé} the creation of new state
programs. In 1982-83 post-SSIG state; expect to spend about $47 nn111on on.
need- Bé§é& grants, most 6?\7% going to undergraduates. They expect to get
about $14 million of this iﬁ\Fe&éFii matching money from SSIG. Thus, states
are putting about $20 ﬁ?i%?aﬁ more annually from non-Federal sources into

their state grant programs than they were in 1977-78.

Some of this is certainly due to SSIG. Thirteen of the post-SSIG §Eéfé§
are still essentially evenly matched in their grant programs. (Even matching
means here that Federal funds account for between 46 apd 50 percent of the
state program, as reported on Table 2.) “For these States, increases in the
Federal appropriation provide them with incentives to increase .their own state

spending. As Table 4 shows, Federal appropriations increased until 1979-80,
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when they reached $76.75 million. Since that time, howevér, funds from -
’w’asﬁ%ﬁgtoﬁ have either remained level or declined. Until they reached th/é\,
p01nt of matching their share of $76.75 m11]1on, the evenly matched states

continued to have an incentive to increase their spending en student grants.

Table 4: Annual Federal SSIG Appropriations

o To Be Spent in ~ Amount

Fiscal Year Academic Year - (in Millions)
1974 ' 1974-75 | $19.00
1975 1975-76 $20.00
1976 | 1976-77 $44.00
1977 1977-78 $60.00
1978 : 1978-79 ' $63.75
1979 1979-80  $76.75
1980 1980-81 $76.75
1981 1981-82. $76.75
1982 | 1982-83 $73.68
1983 1983-84 $60.00

SOURCE: U.S. Department of Education:
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Table 5: Annual Increases/Decreases in States Spending on
Comprehensive Undergraduate Nead-Based Grants

‘Number of States With

Changes Between - Increases Increases Increases Decreases
wfnYears 10% + 5=10% 0-5%

1977-78 to 1978-79 25 13 7 6
1978-79 to 1979-80 29 37 6 5
197980 to 1980-81 18 5 9 19
1980-81 to 1981-82 19 3 9 20
1981-82 to 1982-83 <19 7 12 13

SOURCE: _ National Association of State Scholarship and Grant Programs, 14th
Annual Survey, p. 153. : ‘
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This point is only just being reached in a number of the post-SSIG states.
Many of them have not responded fully to the Federal incentive in the pasf and
actually returned part of their SSIG allotments to Washington rather than
appropriate sufficient state funds to match them. In 1979-80, nine post=SSIG
states spent less than their full Federal share. This number has been
decreasing, however, until in 1982-83 the Department of Education anticipates
that only one state (Alabama) will return SSIG dollars: This suggests that,
while it took a long time, the Federal incentive has ¥inally pulled virtually
all of the state programs up to at least a level where all Federal dollars are
being matched by the states to which they are originally distributed: The
corollary of this accomplishment, however, is that these states no longer have
any %ncént%ve to do more, since Federal appropriations are not increasing.
| The/six post-SSIG states that were already overmatched in 1978-79 and the
séven others that became overmatched by 1982-83 had of course already lost any
Federal incentive to increase their programs. In most of these states; growth
continued for reasons other than the presence of SSIG matching money-

Three of the post=SSIG states (Alabama; Utah, and Wyoming) have gone from
overmatching to even matching over the period 1978-79 to 1982-83. Alabama

relies on something called "alternative matching" for 1its state matching

share. Under alternative matching, the Department of Education permits a °
state to collect student aid funds from institutions, match them with Federal



one time or another or for a part of their SSIG program, but Alabama is now
employing the mechanism to withdraw state funds completely and still qualify
for its share of Federal dollars.
that whatever incentive effects have existed in the post-SSIG states have been
bought at a price. Of the 1981-82 Federal appropriation of $77 million; $62
were already overmatched in 1978-79.

In summary, then, many states havé continued to increase their
expenditures on student grants, but for reasons mostly: apart from the
existence of a Federal incentive program. Few states had any reai doilar

that did have responded, bringing up their state e“fort to the point where
they too will have no further reason to do more unless SSIG' appropriations are
increased. SSIG has not in the past kept overmatched states from cutting
their efforts on occasion, though the next section will show that this is
‘changing because of new rules enacted in 1980. As the 1979 report concluded,
SSIG has created a climate favoring the expansion of student grant programs,
even when such expansion was not strictly necessary to capture Federal:
to commit themselves to larger programs than they otherwise would have. But
with declining Federal appropriations, it gives neither overmatched nor evenly
matched states tangible benefits, since expansion of their own grant programs

[

will not increase their share of Federal funds.
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(C) SSIG And Maintenance of Current State Efforts

Though SSIG has never been a particularly effective incentive to States to

ugij, it appears that it is becoming

increase their student grant expendit

increasingly ifportant in insuring that

urrent levels are maintained. This
is true because of the coincidence of two\ events: the addition of a new
maintenance-of-effort requirement for S$SIG the Education Amendments of
1980, and the emergencé of serious fiscal problems in many states. Given the

1980 Tegislative change, it might be argued that

SIG now has a third purpose
== the maintenance of current state spending on student grants -- in addition

to its original goals of eéncouraging the- creation  and expansion of state
programs. Assessing the program in light of this new goal leads to different
section, when only SSIG's effectiveness in increasing state spending levels
was considered. |

The 1980 Education Amendments added a new provision stating that to
qualify for Federal SSIG matching, a state program must provide "for State
expenditures under such program of an amount ‘not Tessd than the average annual
aggregate expenditures for the preceding three fiscal years or the average

e L L

suggested that it might have caused problems for a few states who did suffer
annual decreases in program activity from time to time. But the requirement

will be much more significant in the 1980s, when states are under severe
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fiscal pressure and budget cuts -are becoming more common. In this climate,
SSIG may p]ay an 1mportant role in discouraging states from reduc1ng their

Table 5 shows a noticeable slowing in the annual growth rate of state
graﬁt programs after 1979-86 Iﬁéiééé?ﬁéiy the EFéﬁd is to small annual
large annual increments that characterized state programs earlier in the
1970s. With 37 of 50 states covered in a recent survey expected to show more
expenditures than revenues in their government accounts for Fiscal Year 1982
without corrective action,® it seems reasonable to expect pressures to cut
student grant programs to mount in the years ahead unless ecoromic condiffpns
improve dramatically.

Under these circumstances, SSIG could be a significant prod to states to
keep their grant programs at Teast level funded, since failure to do so
threatens receipt of all the Federal matching money. Ironically, though,
Washington is requiring states to keep up their spending at the same time that
Federal appropriations are on the wane (see Table 4).

In fact, the reduction in Federal matching money threatens to put some
states in a "catch-22" situation in 1983-84. These states have laws
authorizing state appropriations to match Federal dollars, rather than more
open-ended language simply authorizing expenditures on student grants. Thus,
when Federal appropriations fall, state appropriations will decrease in a

similar fashjon. When thisx:appens, thaugh, these states w?ii no iOngér méét

FéderaT dollars on a one-for-one basis: The Bépéitméht of Education is
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Considering Tlegislative and regulatory solutions to this problem: The
situation is symptomatic, however, of SSIG. AS the 1979 College Board study
reported, the program has experienced several attempts fé. impose Federal
requirements without a concomittant willingness in Washington té match the

(D) The Effects Of Eliminating SSIG

For the past several years, the Reagan Administration has proposed
elimination of the SSIG program. Thes 1984 budget includes no funds for .the
program, offering instead additional dollars  for revamped Pell Grant and
expanded Work=Study programs. |

While this scheme might not result in a reduction Wn overall Federal

support of sdtudent aid programs, it will have a major impact on states,

_especially coming when state budgets are already severely strained: The
extent of the problems states would face is detailed in responses to the most
recent survey of the National Association of State .Scholarship and Grant
Programs (NASSGP) .9

NASSGP asked state grant program directors how their states would respond
to elimination of the SSIG program. Of 39 respondents, five said their
state-Tevel grant programs would disappear altogether. Another 25 said there.
would be no replacement of lost Federal funds by their states. Only five said
they thought some or all of the lost funds might be made up from state
sources: Four respondents said they didn't know what the outcome would be in
‘their states. |

What would the effect of these changes be on students? The impact on SSIG
recipients, who numbered over 278,000 of the 1.2 million recipients of state
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need-based grants in 1981-82;'0 would vary from state to state. Most of the
grant directors responding to the NASSGP survey felt that their states would
drop students from their programs rather than reduce average awards if total
available funds were reduced. A few, however, said they would make
across-the-board reductions rather than eliminate recipients outright. This
variability, coupled with incomplete survey responses, makes it difficult to
estimate how many students nationwide would find their awards smaller or
abolition of the Federal SSIG program would remove at least $60 million (the.
most recent Federal appropriation) in Federal matching dollars from state
grant programs, with little likelihood that any significant amcunt of this
money could be replaced from other sourcés. With néédébased grants for
undergraduates now averaging slightly over $700 nationwide, this suggests that
nearly 85,000 students would be.affected if all states chose to cut the number
of awards they make, and more if some states reduced all grants

proportionately.

(E) Summary of Selected Studies on the SSIG Program

The 1979 study noted that, since its creation as a dollar-for=dollar
craracterized by disagreements about its purposes, its relation to other

Federal grant programs; and its success as an incentive to states. The report
attempted Lo assess these three issues and consider options for the program's
}

future:
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In writing implementing regulations for the program, the Office of
Education (OE) had the task of defining objectives for an undertaking whose
Tegislative authorization was fairly general and vaque. éE established two
explicit goals for the prégram: (1) to encourage the creation of state

student grant progranms, and (2) to encourage increased state expenditures on
such programs. ihpiiéit goals were (1) to dincrease the Federal assistance
available to needy undergraduates, and (2) to foster better linkages between
state and Federal grant programs.

The program was probably successful in meeting the First objective of
encouraging the: creation of state grant programs. In 1972-73 ("pre-SSIG*),
only 28 states funded and operated need-based grant programs. By 1977-78,

\
i

* | From Summary of College Board Studies of the SSIG

Program, Hansen,-d., College Board, Washington, D.C.

49

N3]
h':-"\‘




all 50 states and the District of Columbia had such programs: Even though the
number of state student grant programs was growing prior to the inception of
SSIG, it seems unlikely that all of the jurisdictions without state grants
would have added them in the five years after 1972 without the spur of tﬁé
SSIG program.

It is more difficult to give SSIG credit for the large expansion of state
student aid efforts that took place in the i970s.  To examine the quéestion of
SSIG's eﬁ:‘écﬁve’ﬁééi, as an incentive to states, the College Board study
divided states into two groups: the 28 "pre-SSIG" states with programs in
existence in 1972-73 or before and the 23 "post-SSIG" states with programs
created after that year.

Overall, state programs grew enormously, from $274 million in 1971-72 to
$735 million (including $59 million in Federal SSIG funds) in 1977-78. Of
spent only $23 million. States with pre-SSIG prografs spant the remaining
3438 million. o |

The pre-SSIG states received the 1ion's share of Federal SSIG_funds under
of the nation's students. They also, however, spent ;sign%f‘écantiy morée each
year on student grants than was required for them to receive their full
Federal allotment. In other words, 1in this ostensibly one-to-one
Federal-state matching activity, they were “overmatched." In fact, states
that were . :nificantly overmatched accounted for $417 million of the $438
million increase in pre-SSIG student grant spending between 1971-72 and

1977-78. Since these states could have spent much less than they did and
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still received all of their SSIG allotments, their decisions to expand their’

programs apparently were influenced by considerations other than the Federal
incentive program.

The real jmpact of the SSIG program might therefore have been expected
partially in response to the Federal program and which were not for the most
part overmatched in the 1970s. Indeed, by 1977-78 the post-SSIG states were
distributing $23 million to students, only $10 million of which was provided
by the Federal government as SSIG matching. Thus $13 million in new state
assistance was available:

Nevertheless, the post-SSIG state programs received only a small
most of the Federal funds (nearly $50 of $59 million in that year) did not
go to states where they might have had a significant effect on state

seemed susceptible to Federal influence.- Further, even some of the
post-SSIG states were reaching the point of overmatching by the late 1970s,
meaning that future incentives to enlarge their grant programs would require
increased Federal éppfbpfiéfidné for SSIG. Finally, not all the post-SSIG
states responded even initiéiiy to Federal incentives. Through fiscal year
1977, nine states had never fully utilized their SSIG allotments; and in

fiscal year 1977, 14 states used less than their full share.
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Three structural features limited SSIG's effectiveness as an incentive
for more state spending. These included the program's "closed-ended"
matching provision (with matching 1ifited to available appropriations), its
fixed base year; and its enrollment-dependent allocation formula that:
treated all states alike despite large differences in their grant efforts.

Despite these limitations, however, it wuuld be unfair to conclude that
SSIG was completely ineffective as an incentive. It apparently created a
climate favoring the expansion of student grant programs, even when Such
expansion was not strictly necessary to capture Federal matching money. In
addition, the extra funds provided by the program may have persuaded- some.
states, including overmatched ones, to finace aid programs larger than their
own resources would have alluwed. Despite these positive effects, though,
the SSIG program gave overmatched states few tangible benefits; since
expansion of their own grant programs did not increase their share of
Federal furnds.

In terms of what might be called the program's implicit goals, SSIG also
had a mixed record. Lookei at just as a student aid program, by the late
1970s it added $77 million annually to the amount of financial assistance
the Federal government made available for undergraduates with demonstrated
financial need. Since few states were able to ~ive awards to all eligible
students, the Federal allocations did aid additional needy students by
supplementing state appropriations.

The program did not, however, do much Ea'?aéfef better linkages between
state and Federal programs. The mich larger BEOG (now Pell) grant program

provided more impetus for coordination because :of dits size, and SSIG



contained no requirements or incentives encouraging states to coordinate
with Federal efforts. Moreover; the possibilities for coordination were
limited in aﬁy'évéﬁf by major differences that existed between Federal and
state programs. |

As they approached the 1980 reauthorization of the Higher Education Act;
policy makers seemed to have three options with regard to fhe $SIG program.
They could have phased it out, on the grounds that the program had met its

original purposes insofar as possible. They could have continued the
program in its existing form or perhaps madé “tinkering" changes; for
example, to ease administrative problems or .to require states to put up new
money as matching funds through some kind of change in the base year
requirement. Or they could have changed the program in major ways by
creating new goals for it.

In considering these options, a nuiber of policy issues had to be
addressed. Phasing out the program raised questions of the extent to which:
‘the Faderal gqovernment had a moral commitmént to keep faith with the
" states. State officials often fear that they will be Teft holding the bag
when Federal interests shift, and some states had hesitated to enact
qualifying state student grant programs because of ﬁhcefta%ﬁty about whether
the Federal commitment to SSIGS would continué and at what level. Changing
the program to introduce new state requirements ran afoul both of a
government dictating rules when it-provided such a small percentage of the
funds. Attempting to enhance the incentive feature of the program -- an

“jciency issue -- conflicted with the goal of treating all states in the



program equally. Concentrating funds on post=SSIG states, for example,
where they might encourage the greatest amount of additional state spending
would penalize -the pre-SSIG states who were willing to aid sfudénts early-on
“without any impetus from the Federal government. Finally, attempts to
impose new rules would have run headlong into the historic problem of
meshing uniform national standards and 50 state programs of very diverse
purposes and design.

The difficulty of finding equitable ways to increase the fincen ve
effects of the SSIG progrea was demonstrated in 1980, when the Carter
how much state money is available for Federal matching. The idea was to give
all states a tangible incentive to increase their own spending on student
grants, something not many had ‘under the existing program. The
Administration proposed to do this by changing the base yeér against which
current state spending was compared from a fixed year (for each state; two
years prior to first participating in SSIG) to a rolling base year. After
full phase=in, in each pro’gr-"am year only increases in state spending over
the previous year would be eligible for matching.

The proposal would have affected dindividual states in quite varied
ways. States with large programs (the pre-SSIG states) would have had to
make relatively small 9increases to qualify for their full share of Federal
fuinds, whilae those with small programs (for the most part, the post-SSIG
states) would have had to increase their expenditures more rapidly. If all
states had responded to the new incentives, the impact of Federal dollars

would have been increased while at the same gime the disparities between Tow



and high-spending states might have been reduced. Experience with the
willing or able to expand their programs fast ehbﬁgﬁ to capture their full
share of Federal funds under the new rules: The Administration's plan;
with larger programs (which already got the lion's share of Federal S$5IG
appropriations) and an increase in the existing disparities among state
programs.

In the spring of 1981, sensing that state grant programs were in a
period of rapid change due on the one hand to threatened cutbacks in Federal
student aid funding and on the other to state fiscal problems, the College
Board sent a brief questionnaire to states. to supplement data normally
gathered by the National Association of State Scholarship and Grant- Programs
every fall. Results indicated that the outlook for state grant programs
varied significantly among states. Some state programs continued to grow:
Ovcrall, however, the rapid increases of the 1970s aﬁhEEfed to be over. In
1981-82 it seemed that there would be a cramatic levelling off of state
grant outlays. Of 42 questionnaire respondents, only 17 expected to see
program increases. Sixteen expected level funding ('at best") and 7

These figures were startling when contrasted to the

(7]

expected decreases.
experience of the previous five years, when increases in state grant

programs from year to year were much more clearly the order of the day.
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(F) What Can an SSIG Matching Formula Try to Accomplish?

The preceding section indicated some--and only some--of the diverging
adjustments that states with quite legitimately differing policies might be
inclined to make as they enter a period in which coordination of Federal and
state programs will predictably be high on state, if not Federal; agendas. The
Federal government can help the effort at coordination most by making its
policies stable and predictable at least a year or two ahead.

The Federal government cannot impose a coordination scheme on all the
states without both challenging the legitimacy of differring state emphases
and erecting the kind of overwhelming incentives and penalties familiar in the
welfare and employment insurance systems. Theé main instrument that is left,
process is the state Student Incentive Grant (SSIG) program. This has always
been a small program, and if it 75 not to grow to & size that would make it
the vehicle of imposing a welfare-1ike conformity, it probably cannot grow by
more than a factor of four or five.

What state behavior can the matching rules of the SSIG program
constructively promote, within roughly this constraint on its sizé? In the
past, the principal incentive it has provided is for states with no student
aid programs at all to establish very modest ones. For states with large
programs, whether access or choice oriented or both, the matching conditions
incentive to accelerate motion in an already desired direction and at worst an
annoyance. Could the program do better?

If it is accepted as a premise that the program is never likely to be

funded at a level such that the incentive is meaningful, then the hope of
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attaining Federal objectives miust be set aside even if wholly legitimate. It
was simply a mistake to think, as many did some years ags, that SSIG matching
funds could constitite sufficient inducements for a reluctant state to shift
its emphasis from “access* to ‘"choice" or to provide for interstate
portability of state grants where support for institutions located in the
state itself was a major reason for having a state grant program at all. It
would probably be the same kind of mistake to lay down as a condition for SSIG
matching that a state's means test must be in conformity with Federal
standards: State allotments would simply not be large enough to induce such
behavior against a state's own inclinations:

There are; perhaps; only three kinds of objectives that make sense on the
premise of modest appropriations and modest state allotments. First, SSIG can
continue to provide an incentive for every state to maintain at least a small
program, thereby providing familiarity with student aid programs as an’
instrument of state policy. Second, SSIG mateching can serve as an incentive
for the procedural coordination of  Federal and state aid--as opposed to
substantive coordination. An agenda of items for procedural coordination
would be the grant calendar; verification of non-confidential information and
paperwork simplificatien for students and institutions. There is a clear
Federal dnterest in procedural coordination, even if Federal and state
governments agree to differ on substantive questions, for the reason that the
Federal government provides both the first component of student aid packages
(Pe11 Grants) and also the last components (awards from the campus-based
programs and GSL Toans). What the states provides comes in between; and the
effectiveness of the final components of Federal aid depends importantly on

orderly administration of the state programs.
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experiment with program variants they have not yet tried. SSIG program
regulations might say that a state must experiment with at least one of a
number of suggested innovations it has not tried before to obtain Ffull
matching: The Tist might include merit aid, aid for suimer school enrollment,
special cost allowances for handicapped students, aid to graduate students;
Toan forgiveness grants to freshmen, or very selective portability. Aiding
propr1etary school students would have been an appropriaté item for such a
list, instead of requiring it of -all states in the way attempted some years
ago:. The point here is that states might willingly and usefully try modest
innovations with the modest incentive of SSIG matching where an attempt at
coercing the states into conformity on some major item of policy would be
clearly inappropriate.

Of course, the premise that the SSIG program will remain small can be
rejected. If one takes the opposite premise that Federal SSIG matching could
someday: be in amounts large enough for the states to accept maaer Federal
mandaies, then one can think again about the des1rab111ty of requ1,1ng such

things as portability. Imposing such c:nditions on Federa? matching is
inevitably heavy-handed to some sxtent. :5.x it can be made less so by a
graduated matching formula. For example, . lar:For~¢ullar matching could be
5?66?aea'?6f the first part of a state's allrwumt. wi> no condition imposed
except an easily manageable maintenance-of=eff. *. requirecent. If a major aim
of Federal policy toward the states were :iugly -0 \§%Créase total state
funding for student aid, a second part of each stats‘s allo™fe-t could be made
available’ for -matching increases in states' funiing at; say, a ratio of one

=
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Federal dollar for three additional state dollars, and without further
conditions. A final portion of the state's allotment could be reserved for
raising the Federal matching rate to one-for-one if the state's program
provided coordination with Pell Grants or portability.

It is essential in any such scheme both to rank the priorities of Federal
particular Federal objectives: The highest matching rate and largest
sub-allotment must be provided for the Federal objective that states are most
1ikely to resist. If in the case of a particular Federal objective this means

states to adopt other program features of higher Federal priority; then the
$SIG matching formula is just not a very practical way of attaining the
particular Federal objective:

Analysed and implemented in this way, SSIG matching provisions can be a
flexible though necessarily limited instrument of Federal policy if the SSIG
program is large enough. The approach is certainly heavy-handed from some
constitutional perspectives, but it is worth bearing in mind that charges of

inadequate incentives. A .izasured set of Jncentives, based on an adequate
. | .
analysis of their likely recsotion at vhe state level can in principle avoid

mutiny.
The largest practir-1 d3#Ficulty with the kind of matching scheme Jjust
described--assuming Federal ayrcpriations that are Isrge enough to exert

leverage--is that the tradi*ionai no'icies -f the states zre so varied that a

o
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matching rate that provides a minimally effective incentive to one state
provides an unnecessarily generous one to another. What will induce a
reluctant state to accent, say, portability is quite unmecessary to influence
the decision of another state that has Tong embraced the portability

principle. In terms of Federal leverage--not in terms of the end use of
high level of funding for such a scheme is desired, not only for incentive

effects, but aiso as a form of revenue sharing, the results are likely to be

disappointing:
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II1.

RESULTS OF SURVEYS OF STATE IMPACT OF FEDERAL STUDENT FINANCIAL
AID PROGRAMS

A.  The Legislature's Perspectives
B: The Governor's 0ffice Perspective

C. The State Higher Education Executive Officer's Perspective
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(A) THE LEGISLATURE'S PERSPECTIVE

Based on a survey of state legislature leaders, nearly one-half of the

state Tegislative leaders in higher education beljeve Federa] student aid

programs had an impact or what the states have been doing; yet almost as
many of those interviewed believe that the states spent about the same as
they would have otherwise on §Eﬁ&éﬁf assistance.

Thirty-four percent of the ;éébdn&éhfé said the Federal programs caused
their states to spend more on student aid, 14 percent said the Federal
programs caused them to spend less, and 46 percent noted that the Federal

programs caused them to spend about the same as they would have otherwise.

TABLE 1: Responses to the Question:
"From your experience, would you say that the various Federal
student aid programs caused your state to spend more, less or
about the same as it would have otherwise for student aid?"

About the

o - More . Less Same Don't Know
A1l Respondents  ~ - e N
- (N =74) 34% 14% 46% ‘ 6%
Legislators o . o .
: ?N =56)  30% 14% 46% 9%
Designated Staff o o o

(N = 18) 44% 11% 44% 0%

Those 1égislators who perceived an impact from Federal aid described it as a
cycle in which incréased Federal aid led to increased numbers of enrolled
students and increased costs for institutions, which necessitated increased

tuition for students and, théréforé, the need for dincreased student aid.
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This cycle continues to operate, particularly in 11ght of éurrent spending
restraints on the Federal government and the states. {

Most of the states had Toan and/or grant programs of their own.
Legislators from 10 states (Colorado, Florida, Indiana, Maryland, Minnesota,
New York, Pennsylvania, South Dakota, Texas and Vermont) claimed their
states had a special commitment to helping students finance their .
postsecondary education and, therefore, had been providing aid to students
in higher education prior to enactment of the major Federal programs:
Legislators from Florida, New Jersey, North Carolina, Oregon and Texas

‘acknowledged that their student aid programs. saapiemehté&"by design the
Federal fprograms. Legislators from Arizona, Idaho and Missouri said that
becaise af the conservative nature of their states, student aid programs
were gen2rally unpopular; with one éay%ng they were viewed as "giveaways:."
The atzicides of the few legislators who believed Federal programs caused

their states -to spend less was examplifi-a by one who commented: "If
someone else is wii}:ng to spend it; why should we?"

Tab]e 2, do not exhibit any discernible patterns of similar characteristics

based on region; size or "professionalism" of the 1é§i$1dture, with one

excep.on: respondents from seven of the 13 western states indicated that
Fede a” < tudent aid programs caused their szates :o spend more. One state
(Norch Carolina) appears on beth the iore ani less i-st.  In most of the
states we talked to more than cing respondent 2nt iinetimes their pergeptions

1iffered.
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TABEE 2: VSIAIE57HHERE4RESEQNDENISfSAlDmlHAT FEDERAL STUDENT

(Grouped‘by reg1on)

More_ (N =20)

Less (N = 10)

East Maine Delaware
Massachusetts Vermont
New Hampshire
New Jersey
Pennsylvania

South Alabama Florida
Kentucky Louisiana
North Carolina North Carolina
Tennessee Texas

MidWest Michigan Wisconsin
Minnesota
Missouri
Ok Tahoma

West california - Ariz"}a
CoTorado Nevagda
Hawaii Oregon
Montana
Oregon
Utah )

Wash1ngton
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ﬁé§f‘ legislative Tleaders in ﬁ:iéﬁéf .édﬁéatiéﬁ believe that Fédéf‘éi
student aid programs have not affected state ¢Jending Sﬁ specific higher
education items: institutional support; student in private colleges and
universities, and two-year institutions.

Despite the evidence of an impact of Federal assistance programs on
overall state spending in higher education, the results are different when
our respondents were asked about spending for more specific Jtems.

Fifty-five percent said rheir states would have spent the same for
institutional support, 22 percent would have spent more; and nine percent
would have spent less. 'he rescor-ents said that state sperding on studerts
in private colleges was i-sacted siightly moré by inc Fecerai programs.
Forty-séven percent respor:-i that their ctates would .ve spent about the
same, 27 percent wou'd ave spant more and Seven perceat would have spent
i1ess. For over a third (34%) of our respondents, Federal assistance
programs encouraged state spending {n two-ysar dinstitutions, only one
percent said t discouraged such spending, while 57 percent said it had no
effect on state spending.

Those legislators who noted an impact on spending for students
attending private colleges and universities suggested ‘that the states,
uniess restrained by constitutional prohibitions, ware forced to do things
for students in private colleges because of what they had done for students
in public colléqes. On the other hand, one respondent claimed the Federal
programs réduced the pressure on his state to provide support for students
in private colleges: In addition, there was no evidence that the Federal

programs have had any impact on tuitjon tax credit proposals.
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Those states that have spent more in these specific categor1es (see
Tab]e 4) do not exhvbwr any discernible similar character1st1cs based on
state size or profess1ona11sm of the 1eg1s]ature; Inspection of regional
groupings reveal that respondents from seven of the 12 southern states
indicated that Federal student aid programs caused them to spend more for
private education, while respondents from eight of the 13 westéern states

‘noted that the Federal prograns caused them to spend more on two-year

institutions.

TABLE 3: THE IMPACT OF FEDERAL STUDENT«/W) PROGRAMS
ON STATE SPENDING FOR SPECIFIC ITEMS OF HIGHER

EDUCATIGN.
About the. Don't
More Less Same Know
Institutional Support  22% . 9% 55% 14%

Students in Private

Colleges 27% 7% 47% 19%
o-Year Institutions 34% 1% 57% 8%
N =74
\
)
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TABLE 4:

STATES WHERE RESPONDENTS SAID THAT FEDERAL STUDENT

AID PROGRAMS CAUSED THEIR STATES TO SPEND MORE ON
SPECIFIC ITEMS IN HIGHER EDUCATON.
(Grouped by Region)

3
De laware
Mary]and

EAST

Kentucky
Louisiana
Mississippi
Texas

C*

Maryland
Massachusetts
Pennsylvania

Alabama
Arkansas
Florida
Georgia
Kentucky
Tennessee

D*

Connecticut
Maryland
Pennsylvania
Vernont

Alabama
Arkansas
Florida ,
North Carolina

MIDNEST I]]1no1s
Kansas_ -
ovth Dakota

Alaska
Arizona
Hawaii
Montana

I1149nois
Iowa .

Michigan
Missouri
Ok Tahoma

Alaska
California
Colorado

- - D D D D D - D D D A T % D D D D D D D D D D D D D D D D D D D D D D D D D D D e D D D e D D =D e e e

I11inois

Towa

Kansas .
North Carolina
South Dakota

- T T D D D "= T e T D D D D D D D D D D R D D D D D e D e D D D G T D D D D D D D D D e e . .

Arizona
Ealifornia
Idaho
Montana
Nevada
Oregon
Utah
Washington

* B='more spending for institutional support (see Question 5)

C- more spending for students in private colleges (See

Question 6)

D= more spending on two-year instititions SpeC1f1ca11y (Sexn

Question 8)
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Examination of Tables 2 and 4 further reveals that respondents from
nine states (Alabama, Arkansas; California; Kentucky, Méryian’,
Massachusetts; Montana, Pennsylvania and Texas) said that their states épeht
more on higher education in at least three of the four categories because of
Federal student aid programs.

o  Current fiscal conditions are forcing the states to reassess and alter
their thinking and spending on student aid.

Since most states are facing revenue shortfalls which will require
either massive tax increases or large spending cutbacks or both, our
respondents indicated that their states are being forced to re-evaluate
their thinking on student aid. Maryland has ébﬁb?ﬁiéd a task force to
conduct a thorough review of <tudent aid policies. Florida's study
under consideraticrn by the legislature. Idaho has appointed a Task Force on
Higher Education to develop a legislative package for next year's session.
“he Task Ferce includes :embers from commerce and industry in an attempt to
inciuds tha private secto~ perspective in its deliberations.

In other states, the prospect of reduced state revenues and; perhaps;
reduced Federal student aid funds, has Ted to a search for alternative
methods of financing student afd. A number of states have established
revenue bond authorities to generate money for student Toans: In some of
the states there are trigger mechanisms--the bords would be issued only if
there are major changes in the Guaranteed Student Loan Pfogram. Proposals
Fof state work-study programs are also proiiferating, with appeals made to
the private sector to help finance them. Parallel to the national

government's proposals in math and sciencé cducation, some legislatures are



considering loan forgiveness nrovisions as incentives to attract math and
science majors into teaching ose subjects after Ehéy\éééadéié;

Aitﬁéﬁgﬁ a number of our respondents suggested thai enactment of tax
increases in their states might zjow ievel funding of ﬁ?ghéf education
programs, in many states spending cutbacks will be the reality. Colorado
anticipates a two percent across-the-board spending reduction. Idaho.
departments are being asked to submit budgets at 85 percent of last year's
spending Tevels. Due to declining oil revenues, Alasks is re-evaluating its
five percent loan program with various forgiveness provisions. A tightening
up of the program is éxcected, and there is a proposal to raise the interest
rate from five to eight or nine pércent.

AS the current Tegislative sessions continue, the uncé}tainty of the
availability of state revenues overshadows all substantive policy
decisions. any of our respondents simply did not know what their states
would be doing this year in higher education policy.

0 Present fiscal conditions alsc make it difficult to préd'fc/t state
reactions to changes in Federal student aid programs.

Responding to the two questions dealing with potential changes in the
$SIG bFégfaﬁ; a majority of the legislators claimed their states would leave
spending about the same. Reducing the Federal appropriation would be more
of an incentive to increased state Funding than substantially increasing the
matching requirement, but only slightly (15% to 12%).

According to our respondents, 20 percent said their states would
increase their spending on student assistance, 14 percent would decrease

¥



spending; and 47 percent would Teave spending the §émé; if the Federal
government required the states to share the cost of all its grant and loan
programs for students.

Those Tegislators and designated staff who responded to the general
question about alterations in the Federal program (only 24 of 74 did so)
remarked that some of their states would jncrease funding if the Federal
goverarent used the stick of increased matching requirements. In addition,
Tegislators in Kansas, Massachusetts, Oregon, Pennsylvania and Washington
believed their states would inérease spending to close funding gaps for
students caused by possible reductions in Federal student assistance.

Table 5 indicates that legislators in five states, (Florida, Kentucky,
Massachusetts, Montana, and Texas) believe their states would increase
funding under all the circumstances presented. One respondent from these
states noted that since the Federal government seems intent on pulling back,
it has put a Tot of pressure on the statés ‘5 fulfill the expectations of
students who want to go %o coliege. In contrast, Table 6 presents the
states whosz legislators said funding would decreéase under the altérnatives
presented. There do not appear to be -any discernible patterns here. Three
states (Idaho, Indiana, and Washington) appear on both tables. Since dn
most states we talked to more than one legislator, perceptions on what their
states might do sometimes differed.

o  Recommendations froi ouf_suEVéy respondents about thé Federal student
ajd programs inciude: stabilize the programs, keep the middle class
student eligible, and collect those defaulted loans;

Most of ﬁﬁe iegisiators we talked to wer: not dissatisfied with the
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current programs. They evinced concern that the myriad of changes in recent
years in eligibility requirements, rules, and regulations, have made 7t
increasingly difficult for students, institutions of higher education, and
the states to plan and determine their needs. According to the legislators,
establishing stability in the programs would be the most desired action the
Federal government could take.

Another concern of the legislators was their perception that the
studént from the middle class home has been éi%m%nétéd from eligibilty for
the Federal aid prograis: They view the proposed self=help provisions and

extended needs tests as exacerbating this problem. One legislator feared
that Federal policy is generally pointed in the direction of makinrg higher -

education elitist: Others noted that increased tuition, even at the public

concern about maintaining access to higher education for all students.

Finally; legislators were concerned with the collection problems on
defaulted loans, with one legislator calling the administration of the
Federal programs an "abomination:" Other legislators worcied that the bad
publicity attendant to the collection problems have made it 4ifficult to

sel] student aid programs to skeptics in their states.
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Florida
Hawaii
Kentucky
Massachusetts
Montana

New Jersey
Rhode Island

Texas

States that would

remained the -

substantially.

AND TOTAL SHARING OF COSTS.

same

Florida
Hawa i
Indiana
Kentucky
Massachusetts
Montana

Ok 1ahoma

Washington

West Virginia

increase SSIG spending if Federal

(See Question 13)
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Connecticut
Florida.
1daho

Indiana

Towa

Kentucky
Massachusetts
Montana

North €arolina
0k Tahoma
Tennescee
Vermont

Washington

requirements

appropriations

increased
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reduced but matching requirements remained th: same. (See Question 14)

"

*C = States that would increase spending if states were forced to share the
cost of all grant and Toan programs with the Federal government. (See

Question 15)
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TABLE 6: STATES THAT WOULD DECREASE THEIR SPENDING FOR

SSIG AND TOTAL SHARING OF COSTS.

A* B* C*
Al abama CoTorado Alabama
Arizona " Kansas Arkansas
De laware Louisiana Arizona
Idaho South Carolina Indiana
Indiana ﬁéiﬁé
Louisiana A Maryland

North Ca

Printout cancelled by operator
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*A

*B

PENDING _FOR $S1G

TABLE 5: STATES THAT WOULD

AND TOTAL SHARING OF COSTS.

A% - p* C*
[ o .. Y
Florida Florida Connecticut ‘
Hawaii Hawaii_ . Florida
Kentucky Indiana_ Idaho
Massachusetts Kentucky Indiana
Montana Massachusetts Iowa
New Jersey Montana Kentucky
Rhode Island Ok 1ahoma Massachusetts
Texas Texas ‘ Montana
Washington North Carolina
West Virginia Ok Tahoma
Tennessee
Texas
Vermont
Washington
N=8 N=10 ‘N=1%4

States that would dincrease SSIG spending if Federal appropriations
remainéd _the same_ but matching requirements were increased
substantially. (See Question 13)

States +*hat would increase SSIG spending if Federal appropriations were
reduced but matching requirements remained the same. (See Question 14)

< States that would increase spending if states were forced to share the

cost of all grant and loan programs with the Federal government. {Sze
Question 15)
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TABLE 6: STATES THAT WOULD DECREASE THEIR SPENDING FOR

A*

Alabama

Arizona

De laware

Idaho

Indiana

Louisiana

North Carolina

North Dakota

South Dakota

SSIG _AND TOTAL SHARING OF COSTS.

B
Colorado
N
Kansas

lLouisiana

South Carolina
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C*
Alabama
Arkansas
Arizona
Indiana -
Maine
ﬁaryiand
.suth Carolina

Washingfon



Table 6 continued

*A

*B

States that would decrease SSIG spending if Federal appropriations

remained the same but the matching requirements were increased
substantially (See Question 13)

States that would decrease SSIG spending if ngeral appropriations were

reduced but the matching requ1remﬁnts remaine.’ the same.

S--tes that would decrease spending if the states were forced to share

..c costs of all grant and loan programs with 'the Federal government.
"See Question 15)



PEGIQNAL DEFINITIONS

MIDWEST

WEST

Connecticut, Delaware, I .ine, Maryland, Massachusetts, New

Hampshire; New. dJersey, MNe. York, Pennsylvania, Rhode Island,
Vermont,; West Virginia

Alabama, Arkansas, Florida, Georgia, Kentucky, Louisiana,
Mississippi, North Carolina, South Carolina, Tennessee, Texas,
Virginia .

I114n0is; Indfana, Iowa, Kensas; Michigan; Minnesota, Missouri,

Nebraska*; North Dakota; B6hio, Oklahoma, S6UEE Dakota, Wisconsin

Alaska, Arizona, California, Colorado, Hawaii, Idaho, Montana,,

Nevada, New Mexico*, Oregon, Utah, Washington, Wyoming*.

. *States with ro respdndents to the survey
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(B) THE GOVERNOR'S GFFICE PERSPECTIVE

This is the report of & survey conducted by the Natjonal Governors'
Assgiizcion (NGA} fur the 1 al Commission on Student Financial
Assistance. This work is part of the process of developing an NGA report on
the interacticn of Federal and state higher education policies  The choice

of using & 50 state survey of governors' offices as distinct from using

other methodologies was basically made by the Commission based upon a desire
to have parallel interviews in state highar educa:ic. executive offices,

A technical elements section describes t%z survey methodology and

discusses the usefulness of the results for policy formulation. Readers are
cautioned not to use raw survey results without first understanding the
caveats in the technical elements. A copy of the édf?éy instrument is
attached. Juestions are not repeated in the text; only referenced by

question ,er.

Effect of Faderal Student Aic on State Higher Zducation Spending

{(Questicris 1 & 2). 4hen asked abou :he effect of Federal student aid =n

state student aid spending respondents said the Federal aid caused:

Mcre state spending 12

Less state spending 7

About the same state spending 3
Don't Know 1

TOTAL 43



In the cases where more spending was said to result from Federal

assistance, the m-tching provision ¢ the State Student Incentive Grants

(SSIG) were most often cited as the cause. Other causes cited were the
demonstration efirct of the Federal programs in callth attention to needs
for student as-istancé and cutbacks in previous Feceral «crudent assistance
efforts.

In the cases whare less state spending was said to resuit from Federal
aid, the most commonly citéd effect was displacement, altho.gh the term was
not used. The effect dascribed was ona where a Sta.e méght have acted to
méet ceértain néads had the ?edéréi‘government not acted to meet those same
needs.

n the majority of cases, respondents did not see an, effect of the
Federal spending on state spending. Their Tlogic was typically that th

of the Federal decisiohimaking process and its results.

Federal Impact on Form of Stute Assistaace. Respu.ients were asked

whether Federal programs Had caused théir staté to cmphasize qrants, loanss
OF any other form of state assistance and to volunteér reasons for any such
effects. Some respondents did nct answer the quéstion and séveral gave

muftfpie respanses. The results are:

Grants 7
Loans 20
No Effact 13

Those indicating that the Federal effect had been to encourage grants

most often cited the SSIG program which clearly caused and causes some
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states to make exp.aditurss for grants that they would not otherwise make.
Those indicating loans -ypicaliy cited the Guaranteed Student Loan (GSL)
program which states typically participate in administering. Those citing
no effect were tipically “n staces that are not particularly active in
student assistance programs: Sfficals of three states voluiteered that
through work-scudy ; >grams.

Federal Impact on Institutional Support: The v  :ion on Federal impact

en state insctitutional support found officials ~ : states wiiling to

speculate on the subject: Of these about 60 percent (2Z) indicated that

there had been 1ittle or no effect. Eleven felt that the Federal effect had

support was reduced because of Federal student aid: Sowme of those
indicating that Federal student aid caused more state institutionai support

-easoned -through ithe following 1-gic: (1) Federal student aid has improved
- \L - [

access which has created higher enrallment in public institutions, (2) siate

costs for institutional suppert increase with enroliment; therefore (3)

is having little or no effect on state suppo-t of private higter educational
institutions by 63 percent (24) of those exprassing a view on this subject
{(33). OF thuze reporting an effect; most (12) saw the effect as being more

state aid rzther than less (2).

Federal Impact on Tuition Tax Credits (Question 7). Most states do not

have tuition tax credits, so it is not surprising that 35 out of the 38
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tuitior tax credit policies reported no effect.

Federal Effect on Policies Toward Two-Year institu:icns  ostions 8 &

9). Overwhelming majorities of respondents zgreed that Feders student aid
policies had hud no effect on state support of two-year nstitutions
relative to four-year institutions (34 of 42) and on forming iew two-year
institutions (36 of 42). Six respondents in each casé indicated that
Federal aid had encouraged twc-year institutions, geé iérally baseéd upon
reasoning that Federal student aid increased effective demand for the

services of such institutions.

Other Federal Effects (Questfon 10). The o:har effects of Federal aid
most volunteered by respondents were: |
1. Increased accéss tc higher » lucaticn;
2. Increased enrollmént résulting from access and
3. Etfects of unstable Fédéral student aid policies.

Student Aid in_this Legislative S5 ion  (Questions 11 & 12). Ths

responses indicate that the legisi..sre has, or has had, hefore it,
proposals to. increasé or decrsase student aid substantially in 28 of 43
responding stites and that a governor's proposal was involved in 18 of the
28 cases where proposals were under consideration. These numbers should
not be considéréd a significant indication of trends as respondents varied
in waether or not thgy thought various proposals were Serious enough to
méntion and in their implicit definitions u: Significance w4én dealing with
budget changes. '

In six of the states proposals relating to math and scierice edu.ation

were under consideration. These are typically either assistance for summer
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programs for existing teachiis or loans which are forgiven if the borrower
teaches mach or science for a stipulated period of time. Significant

appropriations unaffected by the Federal policy change. This is 2 logical
response for a state that is already in «n "overmatch" situaiion. In seven
of the 37, the respondent speculated that state spending would increase<-a
Togical outcame for any state following a policy of doing what is required
to obtain the Federal funds and no more. One respondent indicated a
decrease in state spendin;, suggesting that at some point the match couid
become so expensive that a state would drop out of the prcgram.

Confronted with a hypcthesis of reduced rederal SSIG funding with no
change in match nearly 80 percent (30) of the raspondents (38) indicated
that state funding wouid remain about the same. This cugges’s 1in most
$* &> s.. a Federal cut would, 9in effect, be passed through to the
swudents. Officials of six states indicated there would be an increase in
state snanding; though not necéssarily enough to offset 100 percent of the
Federal reduction. Officia’s of two states indicated they would reduce
their state funding undér this circumstance. |

Twenty=nine of those interviewed agreed to speculate on what their
states would do if confronted by a matching requirement in all Federal

student assistance programs. Nineteen, or about two-thirds, indicatea that



Federal policy change would be to redirect some state support from existing
state programs into matching the Federal funds. Six respondents indicated
this Federal policy change would result in increasing state student
assistance spending and four indicated state spending would be reduced.

When asked to specify Federal policy changes that would cause states to
spend niore on student aid, 36 pewsbns tcok a stab at the question.
Officials of eight states indicated there were no such Federal poiicy
changes. Trwse eight states are among those witr the most significand
fiscal prg@]ems in the nation. Most of the remaining responderts indicated
that come attempt would be made to increase state spending to Jffset some of
the impact of the Federal cut. The officials héiﬁg interviewed are persons
specializing in higher —-education wh: would know reasonably well whether
attemsts would be made to s311 governors and legislatures on compensating
for Federal program cuts in student aid. However, they are act in a good
position to speculate on the outr:® ¢ Such attempts, 56 many simply

indicated there would be some pre . offset the iapacts of Federal

Gad

cuts. Nfficials of a few stites, merally those wit® lasser iiscal
problems, indicated specific Federal program changes that would prebably
result in increased state funding by their srtate. Included were dropping
tie SSIG program, tight means tests for GSLs and state matching requirements
on all pfbgfams;

If thera were mnore siate spending on student aid,” it would not
necessarily equate to more state spending o~ higher education. Of 33
respondents willing to Speculaté on this, # stly two-thirds said higher
student aid would mean a reduction in funding for other higher education

proagrams.
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Suggesiigns on Federal Studsnt Aid (Question 18). Thirty-three of the

43 respondent: :ccinted the ooportunity to volunteer suggestions on Federal
student aid T . sight ¢ these comments concerned only one
subject--stabiiity 1 ... 4l ovoiicy it <eems clear that having Federal
student aid policy conti-ucusly "dp in the air' has caused difficulty for
state officials as well i students.

Many of tﬁé‘ other ~omments were generally supgortive of current Federal
programs déSﬁ;QﬁéH to improve access to higher education by lower income
Students. Other volunteered comments did not follow any particular
pattern. The respondent from a state with particularly high 1iving costs
believes that Federal student aid programs should reflect cost of living
differentiais. Another respondent objected to tying Federal student aid to
Selective Service registration. Another suggested that the Fe-zral
qovernment concentrate on its base student aid programs first and deal with
speciaiized programs only as a supplement to the base. - Another suggested
emphasizing loan programs at the Federal level. Yet another wanted better
coordination at the Federal Jleve! of student loan programs o' va“ious
agencies (e.g., HHS, VA, Department of Education) that provide . iant
assistance. One suggr-ted that the unemnloyment insurance rules create a
disincentive for work-study programs.

Suggestions were mixed on Federal emphasis on merit versus need. Some
wanted more consideration of merit; others suggested the Federal programs
should concentrate on need. Several state officials suggested that the

those persons who accept and hold jobs targeted as having national value

(e.g., math and science teaching, rural medical care).
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(#) THE STATE HICHER EDUCATION EXECUTIVE OFFICER'S* PERSPECTIVE

The Effect and impact of Federal Policies

— ‘

:A. (1) To what extent have the Fedaral student financial aid programs
affected your State's student assistance programs and policies? (2) How
has this impact manifested itself? (3) Identify the changes in the state
programs; the time period within which they occurred, and the nature of the
relationship to the applicable Federal policy:

The states fall into two major groups in response to the impact issue.

The larger group of states indicated that overall; there has been no
sign1f1cant 1mpact of Federal programs and policies on the states' programs
and policiss, although many of these states did indicate that the SSIG
program had an impact (in many cases, it was the only impact cited). In
states where there had been no existing state grant program, SSIG was
credited as the incentiva for estabiizhing one. Many states which did have
existing state grant programs indicated that Federal participation ha-
Facilitated an expansion of the program: Most noted the importance of GSL:

A smaller ygroup of =states indicated that the Federal student aid
programs had been the foundation on ithich state programs were structured.

IB. (1) Have redeva? stidewt financial aid policies and programs in
general served to Tleverace the appiopiéatéoh of additicnal state

postsecondary support, or has it had a different effect? (2) Has any

*The State Higher Education Execucive Officer /SHEEO) is generally the
Chanceilor of Higher Education or executive director of the stite's

highar education cooriinating boezvrd.
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particular program (SSIG; Pell; etc.) generated more or less leveragind of
state support? (3) Jifferentiate between state student’aid funds and other
Mnst states felt that Federal policies have not, in general, served to
leverage additional state support, although many states which fel that
there had been either no leverage or minima® '~--rage did indicate trat SSIG

The states which di< perceive a leveraging impact saw it arisinj out of
the SSIG and GS' '+~ ams.

IC. (1) D-.' = specifically with SSIG, what would be the impact on
your state if the rederal contribution were to be eliminated or reduced?
2) Indicate the impact in térms of thé state student grant program in
particular and Studént access in general. (3) Are there changes in SSIG
which might make th; program more efficient? (4) Should SSIG be expandedi
to allow the --ates more discretion in the use of the funds (e.g., for work
programs instead of soley for grants)?

Approximately seven states indicated that there is a possibility that

.

the state grant program would be eliminated if the Federal contrib. ion w -
eliminated.

Four states responded that eliminating or reducing the Federal
contribution would Gave a very significant effect.

Another seven states dndicated that elimination or reduction of the
Federal contribution would havé a significant impact, but not a devastating
one.

Nine states indicated no impact or a minimal effect if the Federal

contribution wére to be eliminated or reduced.
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Of the twelve statas which responded to the qUest50h in terws of
access/choice;, half indic..*’ ~'e impact would be on access; not choice
while the remaining six indi.ated choice might be affected, but not access.

Only a few states (in each of the above--groups) were able to indicate

whether or not the state would likely reduzs the -vLabsp of grants or the
size of the awards; these categories split e.enly. “ost states could not
predict which way the state would res<t in that respect.
A number of states fror ecch of the categories ranging from
"elimination" to "no impact" indicated that the state would still come up
with a package for students with the greatest need: Many states indicated
that middle class students would be hardest hit, with a number of states
indicating that Students at independent schools would feel the most impact;
this response came primarily from states whose programs are largely geared
to students at independent inctitutions.

Moét states indicated \that they wouid not repiace the Federal
contrébUtion.

Almost «ithout eXcepticn, the respondenfs said that the SSIG program is
efficient and well run. Many feel it is the most efficient Federal
;r:@;aa; A number stated that it is a good model for the ideal

Overall; the éiétééy@éﬁig*ﬁpbséé discretionary use of S$SIG funds, but
many stressed that a%@g;gi%ah should be flexible and permissive, not
mandatory o: inflexible. Most stactes favor keeping the program the way it
is (but don't object to there being discretion for states who so desirci. A
few states favor the idea and would in fact use the money in work-study
programs. Two states  favor chaliching SSIG and using the funds for college

work study. .
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ID. (1) Have Federal student financial assistance policies affected
the distribution of students attending independent versus public
institutions in the state? (2) Have these policijes affected the

distribution of students within the public institutions (2-year; d4-year;
etc.)? (3) Have the Federal policies affected the aggregate number of
student< attending postsecondarv institutions in the state? (4) Have any
changes been weighed towards one or more particular categories of students?
(5) To what extent has the gfaﬁg taken action to efjther reduce or
capitalize upon such changes? \

Virtually no state was able _%a respond to this question using
quantitative data; there appar .atly %g\ﬁoﬁé; Some states are in the process
of studying the matter but ne results are in yet. The respondents answered

this guestion based on thei- own sense of the matter. Thélrr’riéjér"‘?fty of
states indicated that there 's no féiéf%éhéhip between Federal policies and
programs and shifts in student demographic variables.. Many states have
experienced 7increased errollments at pﬁbiic institutions, with a larger
increase at two-year schools. In fact, tﬁe increased enroliment at two-year
schools was the most common variable améng the states. This s seen as .
being reflective of unemploymént and the economy. Other than the several
states which are responding to an increased aéﬁéﬁ& for technical/science
programs,. none gave any response which indicates that action is being taken
to reduce ‘v capitalize upon changes. {

Private enrclliment .leveis have remained %tabie in many states, increased
in a few and decreased in some. Some reépon&énfé observed that there r;ié;? be
a tie between grant money reductions and private school enroliment decreases:

i
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Some states indicated that communiity college enrollment increases are in
part due to a ‘"new kind" of student; i:.e:, the adult student. Some
resp: 4ants also fael that the Jow cost of these schools enables some people
who might: otherwise not have had access to attend at the postsecondary Tevel.

Change; again seem to be weighed toward the middle class student; it is
this student who may be more 1ikely to spend his or her first two years at a
community college and then move to a four-year school or attend a four-yair
public rather than private institution.

Some states attribute enrollment increases to students who are seeking
an education in techniczl, engineering or science areas: Several states are
attempting to nd ¢o thi: by strengthening these programs. One or two
states have entertained the possibility of "loan forgiveness" programs i=
these areas.

IE. (1) To what extent have Fedaral student financial assistance
policies and programs affected state policies towards postsacondary
edication other than student Financial aid? Incladed in this would be
tuition and fee levels, enrollment caps, aid to independent colleges and
institutional expansion/program review decisiors. .

The majority of respondents (approximatély 20) indicated that Federal
orograms and policies nave no direct impact on policies other than financial
aid. Of the 18 respundents who discussed tuition increases as being
affected by exteri,l policies, one half indicated that the state's own
budget and policies are the kay he other half said that Federal
policies have had some eoffect . 51 increases, in that Federal

funding made t "easi:r to Jjustify" these increases. On2 of these states
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which indicated that Federal policies directly affected a tuition increase
indicated that this was the case only with the state's medical school.

Only one state noted that fees have been kept Tower as a result of
Federal funding. |

Only .a few states have enrollment caps. One that does indicated that
this is just now occurring and would have haﬁpénéd soonér without Federal
funds. Several others states that have caps have thém only at the
5?6?é§§%6héf/ school Tlevel or in science/technical programs, this s not

necessarily seen as being tied to Federal fund1ng

IF: (1) 1Is Federal student aid policy bétter or less well understood
" in the context of 1%5 impact upon the state than other Federa] activities?
(2)  1f there is a difference, describe your perception of the reasons.

The state higher education executive officer spiit‘ on this one.
Generally, smaller states and those with Tless complex state government
systems feel that student aid policies are better understood. This seems to
be a function of active student aid officers' organizations and of good
communications between congressional delegations and institutions and
gévefn%hg/eoafaénat%hg boards. Larger, rore complex states generally
_indicated that student aid is less well ‘understood, often pointing to

medicare/medicaid as a program which is better understood!

GROUP II. STATE RESPONSE TO FEDERAL ﬁbLié;ﬁé

IIA. (1) 1Is analysis of the impact of Fedéral programs centralized in
your state? (2) Which agency .or office (or offices) handles siich
analyses? (4) Is legislative and execitive analysis coordinated? (5) How

and by whom?



\

\ -
\

“ There :as a fair1§\even split on this question. Generally, if a state's
analysis is centralized, that analysis is done by the SHEEO office. In
states where repondents indicated that analysis is "decentralized® or "“not
~centralized," any analysis which is done is most often performed by the
SHEEO office, although in several states where the énaiysés is decentralized
it is b’é’ﬁ?aﬁﬁiéd by the entity most affected, e.g,. the state guarantee
agency deals with GSL matters; the inskitution deals with campus:baséd
program matters, etc. R

Legislative and executive analysis is often not coordinated; to the
extent that it is, this is accomplished by the SHEEO or the governo.'s
office.

A fairly common response, especially in smaller statés, was “"everyone
does a'Tot of talking and communicating with one another" even if there is
no formalized analysis process. |

IIB. (1) How, if at all, has your state responded to the major 'ciian'g'és
in Federal student aid policy, such as thé eligibility changes in Peil and
GSL?

Approximately 10 states indicate that there was no response or no major
impact as a result of eligibility changes in Pell and GSL. About as many
indicate that response was of a lobbying nature. A similar number discussed
operational or proposéd staté GSL or bond issues for state Tloans. Five
responded that their state supported the changes or, even if they didn't
agree in principle, changed state requirements to be consistent. A few
states mentioned development of state work-study programs as a response, and
one state is developing a state need=based program. About four States were

unclear as to response.
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Overall; more states were concerned with GSL than Pell in this respect.
Of the states which have of are proposing new loan programs, more view it as
a response to Federal -actions.

¢ state response?
Most of the states feel that there is not sufficient lead time given.

Of those which think there is enough time, ‘ﬁéﬁy credit not the Federal
government but an intervening agency (e.g., the state's Washington 6???§é;
NASFAA, SHEEQ) with getting the ?ﬁ?d?ﬁéf?éﬁ to them in time. Pell changes
and Social Security éhéﬁé%}—wéfé often cited as recent examples of cases
where time wéé insufficient.

Analysis is ad hoc in most states.

Most feel that information s insufficient, although fewer than those
Who think lead time is insufficient. Again, other entities are credited
with providing sufficient information where it is felt to exist.

Several states blame their own infrastructure for perceived inefficiency.

IID. (1) What s the relationship between your state's economic
condition during the ﬁé??ég covered, state support for postsecondary

education and Federal student aid policies? (2) Have the Fe&é?éi bé??é?éé
tended to be countercyclical or have they exacerbated economic swings? (3)
Have state efforts been countercyclical or consistent with economic
conditions? < |
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Many states with poor economies feel that at a time when they are being
hit with fiscal problems, the Federal government is pulling back when it
should be giving more support. .Most feel that Federal policies exacerbate
economic swings while state efforts are consistent: Many, however,

IIE. (1) What is the appropriate balance between state and Federal
jnvolvement in postsecondary support? What role should the state play in
the relationship between the Federal government and the institutions in the
distribution and use of student financial aid funds? (2) What, if
anything, should be done to revise the relationship between Federal student
aid policies and states? (3) Include here programmatic suggestions as well

There were almost as many different responses as respondents. Overall,
many feel that the Federal gowernmeént is and Should be the primary Source of
aid, with the state supplementing that assistance.

., States split in the role in distribution of funds. Many see a value in
state oversight, some ser a waste of money with the state in the middle.
Generally; ?éspondénts felt that the state should help when it can and not

intrude if not necessary.
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UNDERSTANDING THE CONTEXT OF STATE RESPONSES
TO FEDERAL STUDENT AID POLICIES

pe

A. Factors Which Will Affect State Responses

(1) Inflation

(2) The Deiiographic Environment

(3) Public Sector Tuitions ]

(4) Program, Coriplexity vs. Simplicity

(5) The Incidence of Austerity P

{6) Impact of Federal Assistance Reductions

(7) Fiscal Conditions, Long Run

B. A State Budget Policy Perspective on Financing H*gher Education
(1) Corsensus on Some Basic Points
(2) What Education Costs
(3) Who Pays the Cost of Education?

(4) Private-and Public Providers

C. Analytic Models of State Responses to Federal Policy
(1) The Rational Model
(2) The Behavioral Model
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Factors Which Will Affect State Responses

(1)
(2)
(3)
(4)
(5)
(6)
(7)

Inflation

The Deriographic Environiient
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FACTORS WHICH WILL AFFECT STATE RESPONSES

(1) Inflation

higher single-digit inflation--is behind us. Although market interest rates
have come down, however ' there are obvious signs of hedging’ against the
recurrence of rapid inflation, indicating that no one can be certain that
the consensus is right. What is much more certain than the end of inflation
is that pclicy makers and ordinary citizens will be more on guard against

its recurrence. This means that real interest rates, and especially Tong

‘term rates, will continue to be somewhat. higher than they otherwise would

bé: This in turn means that it will be less advantageous to be in thé;
position of borrowing or paying off debts and more advantageous to save and
to lend. And if high rates of inflation do return, there will be enormous
pressures for indexation of practically all obligations for the future
payment of money. A major lesson of the 19763; well=Tearned by practically

everybody, is that indexation offers the only way. that private parties can

protect themselves contractually against inflation and that public policies

™~ .
can achieve the results they were intended to have.

If this is a reasonable assessment of the outlook, then an obvious
NDSL Toan program will impose much greater real burdens on borrowers than in
the 1970s. That may be as it should be, but one should be alert for the
implications of so pronounced a shift. When the interest payable by

was 10 percent, the real cost of borrowing was obviously a negative three
percent: Allowing for the deductibility of interest payments in the income -
tax system, it was probably a negative four percent for an average . borrower. '
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In contrast, the present nine percent interest rate in a world of real
inflation of, say four percent, represents a real positive interest rate of
five percent, or perhaps three percent allewing for deductibility: This
swing is between seven and éight percentage points. In this new kind of
environment, it will make sense, as it has not. 1n the recent past; to regard
student borrowing as a genuine form of self-help and to worry about whether
students are piling up tqo much indebtedness, since their loans w111 not be
"forgiven® by inflation in the same way. e

Just as 1nf1at1on cuts two ways in terms of economic advantage, so does
disinflation... The revenues of state governments will not grow as rap1d1y;
either nominally or in real terms, (because of bracket creep). State debt
Wwill not be "forgiven.® On the other hand, institutions will not experience
So rapid an erosion of the real value of their fixed income endowment funds
or of their NDSL revolving funds.' The ramificaéions\iof a shift to a
relatively disinfiaﬁionafy environment will be ?eitﬁ?naéQer_area‘of higher
education finances and économ%cs,dbut the three most important %mpiﬁcat%ons

/7

would seem to be these: /

0 If the balance between loans and other ‘sources of student finance

remains nominally the same (as measured,__say,,»by_~then—average-———’—*
proportion of Toan aid in aid packages) it will in fact be shifting
markediy in the directien of a greater student share. If that is
desired; f1he, if it is not, thé roié of parenfai contributions,

o  Programs that encourage saving in anticipation of ebllégehexpeﬁsés‘;
will be much more attractive. OF course; saving will be much more
attractive even without specific programmatic encouragement, but
artificial '%ﬁééﬁtivésAfﬁéghe make saving a much more important
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resource than it has been in recent memory. If the full
potentialof saving for college is to be realized, however, means
test treatment of savings should be reaxamined. Perhaps savings
should be "taxed" at a preferential low rate (by the means tests,

whatever happens in the Federal jncome tax).

o In desigiing the structure of loan programs more attention should -
be given than in the recent past to the view that regards
educational expenses as an investment to be amortized??? over the
productive 1ife of the investment--that is; over the span of the
student's working career. The size of student grants and subsidies
in the late seventies and the inflationary advantage to student
borrowers has recently made such a calculus largely beside the
point. In particular, the unpredictability of inflation has made

_the calculations involved in designing an 7income-contingent loan
plan utterly unreliable, because even a two percentage - point
difference in the long run inflation assumption can spell the
difference between an extravagantly money<losing and  an

extravagantly mbnéyimak%ng scheme of this kind. If inflatfon has

really ended=-or even if it only kept in narrow bounds==then such
plans deserve to be considered seriously again.

(2) The Demographic Environment

During the 1970s, the total number 'of persons of traditional
college-going age was increasing in the nation as a whole and in almost
every state. The total number of persons nationwide in the 18 to 22 éééd

bracket is now- declining and it §s recognized; that this presents
S—

plant and'to faculty are generally inflexible.
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What fs .perhaps not fully realized is that the demographic decline
introduces much greater complexity into the kind of analysis that should be

involved in financing state stﬂdéht aid p?agréﬁs; In the early 197U§; it

.one student from the public sector to the private would be bound to save the

stété monéy Thé cost e? new fac%i%téés and staff to serve the "éw%ng“

grant or subsidy that shifted his enrollment. Usually it would have been a

great deal more. That is no Ténger so obvious, and the advantage or

disadvantage to'thé state has to be calculated with 4 fairly sharp pencil.

This is partly because in almost no state will there need to bé:additional
physical piant to accommodate the "swing" student if he attends a public
institution. Faculty; possibly; buildings almost never.

But fs also a complicated calculation for two other reasons. One is

that the demograph1c outlook is qu1te different in each state. The state§

will be more different from each other in the period of demograph1c decline
than they Wéfe in the befied of gbeth; A geed deal may depend on whethér
the main indastffes of the particular state have been, are, or will be in

decline also, encourag1ng the m1grat1on of families with members whe will be

~of traditional - college age:. .Second, many state grant programs are

designedly iﬁjfiﬁﬁ,ééﬁéitiiégbiﬁgféﬁs;ggTﬁaf is; the size of the grant to

the individual student increases dollar-for-dollar (or according to Some

6thef fat%o) w%th the tu{tien He must pay a partécuiaf institution. Th%s

the 1970s, that it relaxed somewhat the discipline on pr1vate institutions

_ in setting their prices. For some proportion of their students, an increase

98



. 2
in tuition expenses could be passed wholly or partly through the state. Biit
in the 1980s su;h a pass-through is even more troublesome., The private
institutions will be competing for the ‘shrinking number of 18 to 20 year
olds. Sometimes this will result in downward discipline on the tuitions
they charge. Somé colleges will hésitate to raise tuitions because they
will not want to lose students to cheaper institutions.

But this will not be a consistent (and reassur1ng) pattern. This is
because more. and more institutions will be pract1c1ng4 a form of what
economists term pr1ce discrimination for the same competitive reasons. They
will be ra1s1ng their nominal tu1t1on ("full tuition") to create an increase
in funds for their own studen; aid programs to recruit students who might
otherwise choseé a competitivé institution. Other things being equal (in
particular, applicable means tesfs), fewer and fewer students will actually
pay th1s full tuition charge from their own or the1r parents pockets But
tu1t1on =sensitive state grant formulas are character1st1cal]y tied to these
nominal 't'u"ii:'i'o'n Tevels, This ijiéahs tﬁat bai‘t of what é state 'pa'y's under
s;ate 5 rules, but to other students not of its choos1ng--?or example,
out=of=state students. |

This is not necessariiy a ?f%ghteh%hﬁ tﬁéhg; Maﬁy private ?ﬁsfﬁfuéibﬁé
many have a]ready gone about as far as they can go, 1.g., a further real
tuition increase could cost them as mgny enrollments of full=tuftion paying
students as they could gain by offering more %ﬁfé?ﬁ;iiy generated student

aid. Further, it is surely of some value for a state to support the
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autonomous efforts of its private institutfons to survive. But it becomes a
h1gh1y tr1cky pol1cy jssue for each state to resolve in lwght of the W1de1y
varying roles for private sector 1nst1tut1ans envisioned by the d1fferenp

states.

(3) Rising Public Sector Tuitions

Average constant-dollar tuition chafges at public institutions prébably~
reached an historical low poirt in the early 1970s as a result of the open
access philgsophy, the rapid growth of public community colleges and lagging

inflation adjustments in tuition levels. ' jave plainly s a trend of

rising nominal tuition levels since that time, and the increases may well

already be real. The end of rap1d inflation should mean th/}? catch- up
1ncreases are now 11kely really to catch up The pressures on state budgets
from the taxpayers' revolt, the recent recession or both are most severe in
some of the states which ave made the largest commitment to low tuition in
the past--e.g., Michigan and California. ;

If considerably higher public sector tuition levels are the trend--and
they seem to be-<thén there will be major chandés in the contéxt in which
Federal and state student aid policies are framed. 1In the early 1970s, the
emphasis of Federal -studént aid policy, as expréssed by the Basic Grant
prograi, was on providing students from low inccme families with funds’
toward meeting subsistence costs; counting on the states to assure that
tuition charges would be Tow enough not to present an insurmountable
obstacle to obtaining a postsecondary education. At least half of the grant
o? a student with maximum eiégébjiity of $1,40é was, in effect, earmarked

(
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for subsistence costs at any institution costing Tess than $2,200 to

attend. Although state Equal éﬁﬁaffﬁﬁ?fy;Pfééféﬁ (EOP) programs continued
to be funded and served a variety of special needs; by the mid-1970s state

governments could generally rely on a combination of low public tuition and

concentrate marginal resources on programs that would enhance “"choice."

Now, in a world of higher public sector tuitions, new dynamics are at
work. On the one hand, student aid from state sources may be needed - to
offset the higher tuitions even for those Tow income students who choose
public institutions: If the real value of Basic Grants (now Pell Grants)
continues to decline, state grants may have to allow for their subsistence

gaps or urintended generosity in “coverage" are not to become conspicuous
and embarrassing. Gaps are likely to occur where subsistence costs are
ineligible for state support; or where family contributions (perhaps -
certain level, as a kind of “deductible.” Unintended generosity is likely
to arise where a state program is given ‘the same general kind of structure
as the Pell Grant program under a formula providing that an expected family
contribution (perhaﬁs including a self=help contrqutfoh) is to be deducted

from a maximum cost-of-attendance allowance. It .is not enough to assure
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adequate coordination in such a case merely to have. rules that make it
impossible for thé~total of Federal and state grants to exceed cost of
attendance or some ?Faéfi'_aﬁ of cost. Wherever a single increment in
expected family contribution Will be deducted from both a Federal .
entitlement maximum and a state entitlement maximum, the sum of the
student's entitlements may decline at each higher income bracket more than
either the Federal or state means tests tells us that ability to pay

?ﬁé?ééééé; The only way to be sure that this miscarriage of intent dqes not h
occur s to calcu]ate the student's Pell Grant entitlement and to treat 1t,
for the purpose of‘ the state calculation of eligiblity, exactly Tike an
additional family contribution. But this, in turn, means that the Federal
program has to be highly predictable. Otherwise, the cost to the state of
any given program, parsimonious or generous, will be largely conjectural.
In a period when state constitutional requirements for balanced budgets are
going to make state budgeting a much more agonizing affair, introducing a
gtgat deal of guess work in budget estimates for state student aid may ’
—appear simply unacceptable. The practical éhb%é§ may well be between having
a Federal Pell Grant Program that is brédictabié some years into the future

or having state programs vulnerable to charges of poor coordination.

(4) Program Complexity vs. Simplicity

Aga1n and aga1n in the 1970s, Federal student aid programs were marred
by pub11c cr1t1c1sm and occasional sc;ﬁdal. Students and institutions (or
their agents) kept finding new ways to exploit tfe Federal programs; ranging
from fhé legal use of loopholes " through failures to make required

. disclosures to outright misrepresentation,
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There is no need to assume that these developments ’réﬁec’tga some kind
of moral decay. The eligibility criteria for the programs, the formulas that
determined benefits, and the. delivery systems for conferring the benefits
had just become too ’c’afﬁﬁﬁeaféa. Complexity operated to ﬁﬁdé?ﬁj‘ﬁé program
integrity in three ways. “F'1‘F§E; 4t _made it.impossible as a practical matter
to anticipate the Toopholes which would result from all the possible combina-
tions of all the possible program regulations. Second, the asg'g'ism'fy of
checking on the truth; orderliness and legality of all the actions that made

the system work by direct 661761;@ also became : increasingly difficult as
there .came to be more things to check. Without an enforcement apparatus it
~would be impossible to check on even a sample of transactions large emough
to deter cheating. Third, complexity alters the moral perspective of
students. If they understand the system--the temptation for themselves to
cheat is much less than if a chaotic system conveys the idea that everyone
is getting all he can.

Therefore, there are great advantages to simplifying the aid system as a
way of bolstering its integrity, and the logic of this will be as sound in
the 1980s as in the 1970s. But there are two basic ways to achieve

policing of their representations is impossible, then the means test-can-be
revised to disregard assets. A whole category of cheating is eliminated at
one stroke, but the program becomes more expensive, other things being

equal. The second way to achieve simplicity is Jjust the opposite. For
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%Lample, if there is abuse of a deduction allowed "iﬁ a means test, the.
deduction can just be eliminated. The program will cost less.

It is not by any means certain that program simplification will, be
attempted on any large scale in the 1980s. The impulse will be there,
however, and at least some simplifications at the margin will recommend
themselves, fof reasons of program integrity among others. Will the
tendency be in the d%ieet%ah/e% simplifications that cost more; or ones that

costs:” What happened in the 1970s was .that the generosity of the system
removed much of the incentive for student aid officers to do the kind of
policing they could best do. When Funds are scarce, funds misused are funds
getting money to really needy students is what they perceive to be their
most professionally and morally urgent task. If funds are so plentiful that
policing the system does not seem to matter much in the prosecution of this
task, then policing becomes something that is important in itself but that
can nonetheiess be set aside if more urgent matters arise. Sad to say,
scarcity of aid tends to support the integrity of student aid pfogfamé;

1

(5) The Incidence of Austerity . - ]

The analytic building blocks offered in the foregoing give.us ﬁéﬁé clues

about the kind of student aid system that would respond to %ﬁé changed
. : : S A

policy environment of the 19805. There are clear pressures toward a leaner,

i

104



possibly simpler, systen featuring greater coordination between Federal nd
state programs and moreé cost-of-education sensitive formulas (as opposed to
family resource-sensitive ones). A Tlarger fraction of both state and
Federal aid 1is quite Tikely to go to students attending ~public

institutions. One can expect a good deal of friction to accompany these
developments. | | '

‘What, then, is the bottom 1ine? Who will bear the brunt of austerity
and--almost equally important--just how will they bear it? The first point
to keep in mind in assessing these: questions is that the impact of a
reductiongin a subsidy. on an activity is much Tike the imposition of ‘a tax
on it. And who really bears the brunt of a new tax on an industrial
‘activity depends on whether those engaged in it can pass on the burden of
the tax to those who are their supplicrs (through paying less for raw
“raterials and labor, say) and also on whether they can pass it on to those
who buy the product. That depends on how willing suppliers are to do
without the market the activity represents for them and on how willing
customers are to do without the product.

Where the product is highef~education, it is likely that some part of
the burden of austerity in student aid will borne by faculty. Faculty

salaries are the largest part of controllable costs in institutional

Private institutions are likely to bear part of the costs since their

student customers will still be able to decigé to attend cheaper public

institutions insteac}\,__although .closely coordinated state student aid and

tuition policies will tend to lessen this effect. But some part of the real

- v I e
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familes. It s as hard to imagine as it is undesireable that higher
education as a whole will simply price itself out of its market.
How will this greater burden be felt? It will perhaps be felt in part

in more demanding family contribution estimates coming out of the authorized

means tests. Pressures for greater coordination among programs and the
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attractiveness of simplification will Bend n that direction. But there is
a fundamental difficulty in telling parents that they are richer than they
were thought to be a few years previously even when their. real incomes
remain the same. | | :

~ The burden of less generous student aid could fall on students

themselves;, or indirectly on their parents, through larger “self-help"
requirements. As we have seen, a winding down of inflation means that

student loans will become a much more serious form of self-help as real
inierest rates and repayment burdens rise. But there has also been’'a strong
tendency in recent years for private institutions to establish self-help

applicable to all students: The self-help expectation now includes the

money a student could be expected to save from summer employment: Then
presumed earnings from term-time work were added, then presumed borrowings
especially at high cost ébiiéée;

In a way; this is straight-forward enough. "Self-help" rightly suggests
choices. It further suggests the educational and social value of actually
experiencing the autonomy of self-support. Yet it is worth bearing in mind



that the first large increases in self-help expectations occurred when
private iédiieges' found, 1in the mid-1970s, that Iiberalizations in the
expected Famiiy“cpnjribution generated by the CSS means test resulted in too
many students needing too’much aid--more than the institutions Couidvngé.
 An increased self-help expectation was a way around this result. The
increase in  the 'séiﬁrheip expectation could offset some or all of the
decrease '?n barehtai\ contr1but1on. That is to say, - the self—help
contribution took over some of the role of be1ng the a1d-rat1on1ng mechanism
in the system that the family contribution schedule was before- the
1iberalization. Accordingly, there was not, and has not been, a “serious
effort to estimate just how much students coald or should really be eiéq;tea
to earn or borrow. For if the self-help expectation should be too higg\ﬁh
some cases, the resources of the paréntg, now less heavily taxed by the
family contribution schedule, could come in to make up ' the
difference. Obviously this is wore onerous on very Tow income families
whose expected contribution is zero or close to zero under either the more
demanding or the liberalized means test. And it tends to make more of the
grant aid available 5§éééfééaiiy. for cést:e#:attehdaﬁee:sehs%tivé awards

(6) Impact of Federal Assi

The Federal government has begun to réﬁ:eepAits role in supporting

\

aetév%tieé o# étate and ioeai geVefnments{ Es'%matéd:?edérai‘grant outiays

budget projections envision growth 3r §i&nt§ as slower than the rate of
inflation. ‘It is generally believed that real (1nf1at1on -adjusted) Federal

grants to state and Tocal ‘government will decline in the Future;

ey
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The governors, in the 1983 NGA W1nter Meeting February 27 -March 1,

j d:cated major concerns over the impact of Federal deficits on states and‘

'adopted a resolution nd1cat1ng that non-defense d1scret1onary spend1ng

(wh1ch includes many grant programs) should grow slower than the rate of
inflation from FY 1984 to FY 1988. The governors iﬁaﬁéaféa that
“means-tested and other critical entitlement prbgrams" (a ‘category that
1nc1udes Guaranteed Student Loans) should have "almost full fun&1ng."

This stress on maintaining Federal funding for means-tested programs is
Consistent with the views of the governors on appropriate state and Federal

roles, as discussed below. ¢

support some general statements on how states, with exceptiéns, are hand11ng
both absolute reductions in Federal grant programs and the continued erosion
of grant purchasing power resulting from freezes of various kinds. It fis
clear that- states are acténg to mitigate the adverse impacts of Federal
funding changes. Some of these actions are nearly automat1c " Stricter
eligibiiity standards in some programs can throw rec1p1ents into state
general assistance programs, for example. Other mitigation has taken place
in state funding for sonie reﬁﬁ%veiyx Tow cost activities. Still other
mitigation has taken place through state use of the increased flexibility
accorded state off1c1als in the block grant prbgrams R

However, state attempts to mitigate damages from ?ederaii program
reduct1ons have fallen short of what would be requ1red for state governments
to ETOV1de the same funding formerly pr0V1dEd by the Federal government.

Thus& any changes in Federal student assistance pol1cy W11y ?1nd the states

in a c1rcum°tance where they are under suk-tantial pressures to deal with
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past and new additional cuts in programs outside higher education. This

situation affects higher education funding by adding to the general

. "tightness® of state fiscal conditions.

The current state fiscal situacion was recently characterized in a joint

‘publication of the National GdVéFﬁbFé'A:Aéééé?éfﬁdﬁ and the National

Conference of State Legislatures (NCSL) as "extremely bleak." Indicators of
problems abound: balances are low and sometimes negative; states which
almost never borrow §ﬁé?£ term are borrowing; total state employment is
dééfééé?ﬁé; revenues are down from estimates and estimates are down from

earlier estimates; many states have frozen hiring, cancelled equipment
purchases or taken similar actions. " Five legislatures met in special

" sessfon in late 1982 to enact tax increases. Twelve states have already

acted this year to increase broad=based taxes and 14 have raised less
significant taxes, made temporary tax increases permanent, or spéedéd'up tax
collection. Indications are that another 14 will increase taxes this year.

" The basic cause of this situation is the récéssion, but there will be a
hangover even after the receséiOn is behind us. State officials will try to
restore their balances and many; burned by the;i§éi-éé experience, may try
to siphon off some current revenues for “rainy day" funds. Deferred
maintenance will take its toll as will legitimate claims of employees for
“catch up" pay increases to make up for per1ods when' pay was frozen. “

The result is that, in the short term, state officials are préoccupied

by f1sca1 problems and are busy cons1der1ng what to cut. As a result, they

.are unlikely to initiate new programs or replace Federal funding for major

Federal programs such as student assistance in their current fiscal

circumstances.
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(7) Fiscal Conditions; Long Run

Absent recession, state tax systems generally provide approximately the
revenues' ‘required ‘to' continue existing state services, including maichin,g".
inflation in the large percentage of state budgets sent.to Tocal governments
for ?aédé; schools and other purpases. HoWéVér, this génerai conciusien is

be willing to do more than continue existing services and, if so, what they

. will choose to finance. Trends since the early 1970s suggest that the state

government share of gross national product (excluding state activftiés

financed with Federal funds) has been dropping. Trends also indicate that

state governments are picking up a higher share of state-local costs,

particularly evident 1in the financing of elementary and secondary
education. If continued,:these patterns would suggest no massive expéns%o;\
of state governments into new programs with replacement of local tax sources
jn financing local government enjoying a high priority.

One 1nd1cat1on of what state off1c1als will do in the future is what
they are saying today about. their attitudes on éxpans1on of state godernment

spéhd1ng and tax1ng While there are except1ons, and no one has a precise

Tess Supportivé of éxpandédrgoVérnment roles and spending than in at léast a
,/ - '

aeeade— -fhés wouid suggegt that theré are i{mité on the—iikéi%hood that

adaustments of the Federal governmeﬁt.
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B.

A State Budget Policy Perspective on Financing Higher Education:

(1)
(2)

(3)

(4)

waaf'saaaagiaﬁ Costs
Who Pays the Cost of Education?

Private and Public Providers
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(B) A STATE BUDGET POLICY PERSPECTIYEeﬂNAEiNANEiNG HIGHER EBUCATION

(1) Consensus on Sofie Basic Points

There are several prem1ses regard1ng h1ghen~educat1on that are so w1de1y
accepted that they can be taken as g1ven for the purposes of th1s paperr
They are: o

[Public Interest in Higher Education - It is generally believed that
there are some'; ’benef%ts te' sae%ety %ﬁ ﬁ?av?aiﬁg -Hi‘éﬁéi‘ éa’u’eafiaﬁ beyond -
earnings. These benefits include haV1ng a strong scientific commun1ty to
lead to economic progress _aﬁa technology for defense, having an éaﬁéafea;
citizenry as the best security that democracy will work, and producing

(, Progress in health care, the arts and culture, understanding of business and
government processes; etc.

Education and Secial Meb111ty - There has long been attachment to the
concept of "equal opportunity" although the phrase means different Eb?ﬁ§§ to
different people. The basic thought is that mﬂeﬁaaqé,— regardless of the
circumstances of their birth, should have.equal opportunities to become
President of the United States, or to achieve varfous other éCondmit and/or
social aspirations. Education is seeén as one of the pr1mary ladders by

‘wh1ch youth climb from where they began to the he1ghts they seek.
Faith in the Marketp]aee of ideasr- A]thougﬁ there are except1ons, there

appears to be a general acceptance of ‘the concept that society should not,

through governments, attempt to contro] be11efs in academic settings. For
many; protection of this principle fequ1res that ‘a considerable distance be
maintained between governments and those who aéé?aé WHaE W?li be taught and

researched in academic settings. Some 1nd1V1duaTs part1cu1ar1y cancerned
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about this independence believe it can only be assured by .the maintenance of

-a strong private sector within higher education.

governments have always assumed primary responsibility for providing
education to serve as a ladder for economic and social mobility. Any young
American can normally attend public 'higher education institutionsl within
reasonable commuting distance. While public higher education is not free,
it is not expensive. In 1981, tuition and required fees at public two-year
institutions ($387) represented Jess than the minimum wage for three weeks
of work. The Federal role in providing this basic educational service has
bebn qujfe Timited. The Federal government has provided comparatively small
amounts to fund a changing set of special prioritites (e.g., reading,
bilingual édﬁééi§6ﬁ5 h%gﬁer education for health professions, and now math
and science) and relatively large amounts targeted at the disadvantaged
(e.g:; ESEA Title I and successor programs Pell Grants and GSL).

in higher education: (1) how much will be spent on higher education, (2}

where will the funds come from and (3) what will be the relative role of
private and public institutions? '

1 <
v

3
s
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(2) What Education Costs

Broadly speaking, the national costs of higher education are a function
of (1) the number of students and (2) the  services provided to ?ﬁééé
students, ?ﬁéi&diﬁé (a) the mix of services provided to students (e.g., how
fiuch medical training relative to theater), (b) the "t;"chnoiogy" used to
provide services in each aﬁéa (e.g., types of faculty training, equipment,

course loads, class sizes, etc.) considered appropriate and (c) the prices

paid to factor inputs such as faculty salaries.
- ,,IP
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In the world before state and Federal assistance to students and
é??ééfe?néfiiutions, the ‘decisfon about the factors driving the cost of
ﬁ?éﬁéi education w@re madé in a marketpiaEe with few EBﬁéEFéﬁﬁEé; The
they were respected in the marketplace. Now, however; state and Federal
off1c1als are paying a significant percéntage of the costs of the h1gher

education system as a ngae. To a s1gn1f1cant degree the determination of

~_
what education will cost in a pub11c institution is a function of what state
T
officials are willing to spend and what those ofF1c1als will *let the
institutions charge students. g ~ '

From a Federal perspgctive, one important question is how total costs of
higher education will chaffected by Federal policy: The effect of Federal
grant support of institutions is; for example, cost increasing. That is;
when the Federal government prov%des institutional support, the intended
result is higher institutional spending than ¥ould otherwise be the case.
_Unlike grants to institutions,/?ederai studént aid s not déi{béfatéiy
administered to increase costs and outputs of educational 1nst1tutions.
Obvious 1y, hbwever, Fedéral spending on student aid does make Some reai
resourcé injections into higher education. On the Federal side, -these real
reésources can be measured as the sum of grants, tax expenditures and the
subsidy element of the loan programs. From a state/local perspective, the
maxinuﬁr—Feagkal contribution of resources is the above minus the added
state/local costs (e.g., administration) which appear to be directly caused

by the Federal involvement.
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A key question fs what effect Federal resources hiave when channelled
through various vehicies into the higher educational ‘system. In broad
terms, the possibilities are: |
o  Federal resources increase total system costs' and, it fis

hoped, system outpuﬁs; '
o  Federal resources do not increase total system costs but alter
who pays thase costs by:
- substituting for resources that otherwise would be
provided by §§éfé government,
- substituting far -resources ‘that otherwise would be
provided by students, including those who pay their
" bills; or '

substituting for resources that otherwise would come

from private sector sources other than students

(e.g., donations).

(3) Who Pays the Cost of Education?

edication costs. The significant choices are:-
o  students; either on a current basis or through Toans;
o state and local (mostly state) governments; and
o . the Federal government. o
As used in this discussion, the "student® refers to the student and all his
or her non-governmental financial backers. Other potential payors (nrivate
contributions, éndow}‘ﬁéhf income, privately sponsored - scholarships) are
probably not large enough to be significant for public higher educatioh

- institutions.
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It fs possible to stand back from the hurly-burly of state and Federal
decision-making to. take an academ1c approach to the quest1on of who pays.
One view affect1ng state deC151on making is that of the econom1st for whon
the applicable logic is reasonably clear, Most higher education has sofe
benef1ts that: are captured by the student--h1gher earning power in the

Ifuture, enJoyment in go1ng to school, future ab1hty to be effectwe in
social 1ife, athletics or whatever. There are also benefits to society,
although experts do. not agree on how to quantify them and then there are
costs: the costs of providing the egueat%oﬁ; the costs of maintaining the
student's health and providing room and board, and the costs of student
opportunities foregone, including Tlost wages and working experience;
Conceptually, what the student should pay should be related to the benefits
which the student is expected to receive. If the student gets 80 percent of
the benefits, then perhaps the student should pay 80 percent of the cost.

This; however, is by no means the only view expressed on this point in
state capitols. Another view holds that the key value to be sought is
access to higher educational opportunity.” In this view, the appropriate
’po'i%e’y is  the one which imposes the least possible <cost on student.

- — i a—— JE

Imposing costs on students, over and -above the opportunities foregone, is
EéFééiVéa to discourage consumption of higher é&ﬁgﬁf?éﬁ, although the
magnitude of the effect is disputed.

The decisions made by state officials have ?iﬁﬁafféﬁf implications for
‘the costs of Federal policies. Current Féaéi‘éi higher education policy -
provides almost no guaranteed support for suppliers .’(éaijéa'ﬁb’ﬁil’
institutidns) but considerable support for the customers (students). jﬁé

—
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116




maximm cost of such a policy is set by what percentage of total cost is
charged to the students. 1In the case of private institutions, this..
percentage inherently approaches 100 percent, but for state institutions it
does not. State decisions on tuition levels will have impacts on the costs

of Federal student aid programs. .

(4) private and Public Providers

t

While the impact of public policies on private ﬁigﬁéf education is
debated, the primary arguments concern the magnitude and desirability of
effects, not the direction of impact. The growth of public institutions has
affected growth of private ones. Had states not put the resources they did
into their own institutions, all eaucation would be private: The result
Woilld be more students in private institutions than there are todays but
less students in total in higher education today because of higher costs and

less geographic access. Séébﬁd,(iﬁ particular instances, the expansion of
state-supported higher education has demonstrably damaged the ability of
private 'iﬁgt{tﬁtiaﬁg to provide ‘the quality of education they had been

‘accustomed to providing to the share of the market they once served.
It can be argued that these results are undermining the foundations of

_ﬁ?‘ﬁéfé higher éatjééfiaﬁ é‘ﬁa that they eventually will aé§fF6:V all but the
very strongest.of the private jnstitutions, that a strong private sector is
essential for. one reason or another, and thus that the policies should be
‘niﬁéﬁééﬂ or fﬁé?f déiéfé??éﬁé effects mitigated in some fashion. Conversely,
it can be argued that the vital question is access and excellence and that
i states provide these in higher education, no consequence in the private -

sector can be too severe.

i17
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While the philosophical questions in the private-public debate are
difficult to resolve, the specific options for action to enhance the role of
the private sector are easily understood. If enhancing the private role s
the desired outcome, public policies must increase the attractiveness of

private institutions relative to public ones. This could be done by making
private institutions more attractive, public institutions less attractivé or
both: Public institutions can be made less attractive by deliberately

reducing their quality (not really an option) or increasing the costs of

them public money directly or reducing the effective student cost of
attendance by public scholarship and loen programs.

/
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C. Analytic Models of State Responses to Federal Policy
(1) The Rational Model
(2) The Behavieral Model

-
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(C) ANALYTIC MODELS OF STATE RESPONSES TO FEDERAL POLICY

There are two basic ways to consider state responses to Federal

student aid policies. The first is analytic; the second, behavioral.

(1) Rational Model

analyses because all the analyst has to do is ask what he or she would do
if a state officials ’

For this type of analysis, the relevant factor is "the state® which
gets viewed anthropromorphically as having a mind of its own: This is a

very misleading view, as will be noted in the discussion of EEHAVidréi

* approaches.

Before we introduce a Federal policy change, the "state” will have
set its policies on how much of that spending will be financed by
students, and how issues of private and public higher education should be
handled. * This means there WiTTbe a “solution in place" regarding
appropriation levels; tuftion levels, aid to privates and state student
aid spending and policies. This solution will presumably reflect

circumstances unigue to each state, including the weaith of students and

~institutions, the preferences of the voters, the fiscal capacity of the

state and whatever else is relevant to the decisions invelved:
It is possible, but unlikely, that a Federal policy change will

change the state's view of the optimality of its solution. For example,

a f ~ Federal
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decision to expand institutional aid will not automatically produce state
concurrence that the cost of education should go up, nor would a décision to

benefits in the state. The resources thus freed could be used for any
number of popular steps as either tax cuts, new spending or both.

From an analytic perspective; the Pell Grants defray a significant
percentage of student costs mF: relatively small proportion of the
students: Because the ceiling of Pell Grants has the 'effect of providing
major assistance to students in high tuition private institutions, increases
in tuition at state institution. would be offset for participating students
by higher Pell Grants. However; it would appear that not all of any tuition

increase would be offset. If the effective Pell Grant ceiling for public
students is one-half of educational cost then only one-half of the tuition
existence of Pell Grants to encourage higher tuition -at state institutions.
The extent of the impact would depend upon the percentage of total tuition

paid by Pell Grant holders and how. comfortable state decision makers would

be in either absorbing the other half of the tuitfon costs increase or:

assuming the student could absorb jt. When these factors are considered,
the overall impact of the existence of Pell Grants on the tuition decision

would appear to be minor.
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Analytically, the availability of GSL would also appear to cushion the
blow of tuition increases on the student and parents. However, the
penetration ¢f public sector student populations at the undergraduate level
with student Toans is not high. Not surprisingly, the greatest GSL market
penetration is in graduate schools and private institutions. In addition,
the GSL subsidy is nowhere near 100 percent of tuition. From a student
,erspective; how much subsidy is involved depends tupon alternative interest
rates and sources of funds other than borrowing. But in terms of state
tuition policy, GSLs defray only a portion of increased student costs from
tuition increases and then only for loans to a relatively small proportion
of the students. "

' Smaller "campus based" .programs also reach a small percentage of the

decisions. : B
Thus, “analytically one would expect the presence of the Federal programs
to lend some weight to arguments for increasing state tuition. However,
because of incomplete market penetration of the Federai programs, tuition
receiving assistance (e.g., part time students) and a iéfﬁé"ﬁﬁﬁbéi of the
middle income persons who are the subject of considerable concern when
tuition policies are set. |

.

(2) The Behavioral Model

The previous - discussion describes a thedretical approach to potential
reactions of state policy makers to Federal student assistance policy, but

these are not necessarily the factors actually taken into account by state




decision makers: This section explores the differences.

 The three basic policy choices listed above (how much is spent for
education, who pays it, and what happens with public support of the private
mt%tut%aﬁsi represent three of asauf?o;ﬁﬁajai decisions that tend to be
decided as part of“a 'state's budget process for the same reasons that most
major Federal policy decisions involving money get decided in the Federal
budget process. "

Power relationships vary from state-to state and over time in the same
legislature and governof cau; and sometimes 'do, effectively leave in the
hands of the higher education community lead by a higher education
coordinating board or equivalent. Those decisions include: the logic for
prograis (within a higher education bottom 1ine) and d%scohtinu%ng'qid ones,
etc. The higher education community; particularly if it can put up a common
front, may have Bffective control over these matters even if it lacks any

Howevers: elected officials.cannot give to higher education officials the
. power to decide the total state funds going into higher education any more

than they could let the comparable decision for welfare be made by welfare
officials. Thus; the dccision on the overall size of ‘the public higher
‘educatfon pot is made centrally. The private-public balance decision tends
to be made centrally also as private institutions find it difficult to
believe that a single éééi&?ﬁéi?ﬁé' board can carry out dﬁii"iaiéE of

overseeing a total private-public set of institutions and at the same time

<



have éié;f responsibility for the health of the public institutions alone.
The .stronger private institutions tend to have mahy substantial friends in
high places (including éidﬁiﬁi‘-;‘h legislatures) who are not fnclined to

~ Finally, the tuition decision is typically made * (of , contolled
I‘iﬁdiréétiy) in the 1é§1‘éiat::ure as well. F.irst,; _tu'iti?n is considered a
matter of extreme political slén‘s"iti?vity. Second, 1f universities were
alloved to ‘set vuition at any level they wanted the decision on how mich to

spend would effectively be taken out of the .hands of elected officials.
University officials colfld consider their appropriation as a cotribution,

set total spending and spehd whatever they believe to be necesssry—by

_ setting tuition to match the diff&rence between their desired total spending

and revenués from other sources. |

For * Federal educatior assistance to have any effect on state,
legislatures and governors directly (as .d{s;/«i:{nct from having an effect
through advisors 1'45’Uch"as state higher education coordinating” agencies), it
would be necessary for those oficials ito. know what Federal policy is.
Interviews by both NGA .'an'd NCSL §ug'g"e€t' that there is very little knowledge
in governors' offices and the legislature about specific Federal programs
such as Pell Grants. This fact is itself relevant as pubiéc‘ofﬁc%ais
acquire krowledge that they think they need to make their decisions. Their
lack of specific knowledge of Federal student aid programs suggest that
these officials do not feel they ﬁéé‘d to know about Federal programs. to make
their state decisions. This evidence is consistent with two hypotheses:
(1) these decision rakers rely on the recommendations of others (e.g., State
higher education coordinating boards) and these others have this knowledge

b




or (2) the knowledge is viewed as irrelevant. We reject the other "bb’ééiBié
inference (that the knowledge is relevant and the officials are not capable
of acquiring or retaining it) because of the ability of the same types of
officials to recite Federal program information in great detail where it is
key to state decisions ac |15 the case with Medicaid and ﬁ?§ﬁﬁéy;bfééiéﬁé;
State higher education agencies and budget offices did their work on
state FY 1984 higher education budgets in the summer and fall of 1982. For
them to take Federal policies into account in preparing the buddet for EY
1984 (School Year 1983-84) they would have to be able to predict Federal
policies applicable to that year. This would not have Eaen an easy task in
mid-1982 ‘as\the Congress was then debating major student aid issues
affecting FY 1983 and the President had not yet ?@fﬁﬁiaféé his.
recommendations for FY 1984. State officals constantly complain about
uncertdinty in Federal programs. Their complaint typécaiiy' i§ that they.
undecided. The' NGA questions to governors' office edication advisers
included an open-ended opportunity to make suggestions for iproving Federal
student aid. Reducing uncertainty was one of the major points made by

persons volunteering suggestions. o ,

As legislatures consider FY 1984 budget§ in early 1983, there is a limit
to what they could know about Federal policies 1ikely to be in sffect for
the fall of 1983 and subsequent years. They could know that the-student aid
decision was a cliffhianger during 1982. They could know that there is a
special commission on student aid that has not yet made recommendat ions.
They could know that the President has made proposals which would have
massive effects on Federal student aid. They could know that some Members

~
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of Congress are likely to resist these changes. They could ‘know that

Congress is under considerable pressure to cut spending. Finally; they
could kmow that sometimes the President wins with Congress and somet{@es he
does not. Given such a political climate, state legislators are not 1ikely
tc base their FY 1984 higher education decisions on Federal student aid

policy.

Thus, with present policies unknown and policies for the relevant future

unknown and unpredictable, it would not be surprising to find in general

that state officials do not give major weight to Federal policies in
deciding state policies. This conclusion is also suggested by the way «in
which state higher education decisions are made. In states, the budget
prétéss has a iogié of its own which affects how these decisions are made.
The state budgeting process is normallv incremental. That is, with

exceptions: particularly for new governors, it is not normal for state

officials to start their budget.consideration from a blank slate or from

levels which 4« budget director or comparable person might want to
recommend. Instead; the consideration of the futuré starts with the
present. States have.-counterparts to the Federal concepts of baseline or
current services. Conceptually, this is what the state would spend if it
continued present ﬁeiicies/adjusting aniy’for workload (é.g.; changes in
_hﬂmgé? of welfare recipients) and for changes in uncantrollable prices.

| The details of the process vary, but typically budgets will be

-

considered around some sort of a baseline or norm which varies with the -

fiscal conditions of the state and the predilections of the persons to whom
the budget ‘submissions are made. In a normal year, budget consideration in

" the executive branch would typically éxamine a current séervice level, oné or



_executive s Tooking at proposals for additions to and cuts from the current
‘budget base, not at the whole budget. Ambitious attempts to change this

approach (e.g., zero base budgeting) have quickly reverted to it.

It is hard for Federal officials who deal with Federal grant programs to

understand the difference in volatility between state (and local) bidgeting
and Federal budgeting: In ‘Federal programs in fialds such as higher
education, the Federal presence,is overlaid on a basic system of service
maintained and paid for by state and local -governments. 'In such a system,
ending support for professional education; completely eliminating a public

services Jjobs program while starting a whol

new manpower program, :etc.

This policy volatility would probably not BérféTéFéEéa'By the public i it

affected them directly. However, what the™public sees are schools,

universities, roads and other public services maintained by :a relatively

stable flow of state and local funding. To understand state budgeting,
Federal officials might imagine a Federal budget composed -entirely of the
same kinds of functions. This would be 1ike having a budget of the

National Park Service, the Geological Survey, the Weather Service; the FAA

and the Bureau of Prisons; perhaps also including stable grant programs such -

as Community Development Block Grants and Social Service Block Grants.

The budget process in state legislatures is often more incrementally
oriented than even that _of the executive. Power on the key committees that
control money is normally held by relatively senior members who are looking
. at the pattern of current spending as the reflection of decisions they made

in their last session. Their instinct in making good use of the review time
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they have available is to focus on changes in that pattern,- particularly any
proposa]i to spend more money or make cuts. 7

A strong focus on the dincrements tends to concentrate attention on
change and comparative change rather than the base. If the overall approach
is to maintain current service levels without tax 1ncrease, th1;s 'app'roé’eh
will tend to.be reflected in detail (including in h‘zgher educat1on) For
example, when states go through funding reductions, h1r1ng freezes and
cutbacks 1in purchases, the austerity tends te be spread around all agenmes
In a more normal year, the overall focus of _typn_cal state qugets is
current services, state-controlled price increases (state émpioyée pay,
higher education pay, increase in éiementaty and zecondary support; welfare
'payment levels) roughly at the rate of 1nflat1on plus workload adJustments
such as those now being made ‘to put more money 1nt<_) the correctwns
function. When a governor and legislature find it appropriate to propose
- significant new. tax 'fnereéses; they will normally ensure that the base of
support will be broad because rnew purchasing power will affect school
teachérs, staté*empioyees, the unévers{ty system, etc; 'fh%s is not to say
small differences in incréments repeatea year-after-year do not u]tﬂnate]y
result in major policy- change, but that the entire state process has the
elements of stability characteristic of Federa] review. of the Park Service
which is very different from Federal review of education programs.

Thus, from a behayioral perspective, one would expect to fifid that state
higher education funding decisions are little touched by Federal student aid
decisions. Instead, one would expect to find a pattern of consisteficy

i

- . 128



between decisfons affecting higher education func'ng and decisions affecting .
other state funding. On a national basis the pztterns probably relate to
state fiscal condition, which in turn relates to business cycles--not
Federal student aid policies: | |

- The pattern one would expect from behavioral aﬁaiygﬁs of how dé?isﬁons;
are made corresponds closely to tﬁéévtéﬁéffé& by state officfals in the ﬁéA '

survey described elsewhere in this report: Strong Federal® inducements

(e.g., participation in GSL and SSIG) have triggered the direct state

responses sought by Federal policy, but are not perceived as having a strong

impact on state institutional funding or tuition decisions.
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V.
Rationale Behind the De Facto "Balance® in the Distribution
! of

bad
-v

Education Costs Between Federal and State Government and Student/Parents
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A. Views on Appropriate State and Federal Roles

- Over the past two years, governors and state legislators have paid
“cansiderable attention to the appropriate iéiés'?éi the Federal government and

state and local governments. Several governors have made proposals of

their own on this subject and the governors eéﬁéétﬂiéiy have addressed it in
their discussions with the President and his staff - on "New Federalism'-
proposals. The governors (and state legislators) have taken positions that
can be summarized by distinguishing between basic state and local services and
ma jor brbéréﬁé involving income redistribution.

The ‘governors have shown considerable w%iiingnéss,_éSSum%ng satisfactory
transitioh arrangements, to accept state and Tlocal financial responsibility
for what might be called basfﬁ}SéerCéé. These services were provided by
state and local governments before the Federal government became involved with
them. They have never been explicitly listed by the governors, but have been
illustrated (e.g., education, transportation). They presumably consist of
water supply and sewage (excepting federally mandated sewage treatment plant
~construction), parks and recreation, mental health and institutional support
for higher education.

On the other hand, governors and state legislators have consistently
means-tested assistance--specifically food stamps, Medicaid and Aid to

Families with Dependent Children (welfare). Other means-tested programs
' N =3

(e.g., subsidized housing, Pell Grants, Guaranteed Student Loans and certa



discussions but have éhérgfteristics akin to welfare and Medicaid. The

1mportance of a Federal role 1in prov1d1ng access in h?ghér education fs,

this report.
One key reason why state eieéted officials recogpize their own 1limits -in

accepting responsibility for means- ~tested programs is that their cost fs

determined by national c1rcumstances beyond the control of those off1c1a1s. A

recession str1kes and the number of persons who pass means ‘tests in M1ch1gan
/ J ¢

grows rapidly. Farm pr1ces ‘drop and Nebraska revenues drop and the number of

persons who pass means tests rises s1mu1taneous1y This concern extends to

the states now having the h1ghest fiscal capacity and lower conCEntrat1ons of

target populations. The oil producing states have recently seen o11 drilling
drop by 50 percent; oil shale goes from boom to bust; and copper m1nes close.
The state with the currently highest fiscal capacity (Alaska) expects the bulk
of its oil resources, almost its sole state reVenue:source, to be exhausted in
a decade. :
Not only are ‘state tax revenues and costs of means-tested prograhs subject
" to natfonal economic phenomena and nat1ona1 policy in the short run, but the
need for means-tested programs is also a funct1on of longer term trends. A
significant part of the poverty population in the Southeast results from
persons made surplus by the mechanization of agr%cuiture, Much of the poverty
in the Southwest can be tied to migration. New refugees aré part of the
~poverty population in several states. No governor can be quite sure where
growth in poverty populations will occur. Pérhaps in the Midwest as basic
industries lose out? Perhaps in the Southwest if it outruns its water

supply? Because of uncertainties over which states might gain and lose from
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< _
using natfonal taxes to support means-tested programs, governors from-states
that currentiy pay more national taxes than they get in spending have been
comfortable in supporting extension of Federal financial ?‘espaﬁsib'ﬁfty for
these programs.

Accepting state responsibilty for major means-tested programs subjects
uncontrollable changes 1in the future. In addition; it would create
substantial inequities in the present. The greitést needs for means-tested
expenditures tend to coincide with the least capacity of state and local
governments to raise money. Mississippi, for example, leads the nation in the
~ percentage of persons in poverty (1979 income) with a 24.5 percent poverty
rate versus 12.5 percent nationally and trails the nation in state and local
fiscal capacity. As measured by the Adv%sofg?éomm%ss%on on intg%gevernméntai
Relations' igpieséﬁtat%ve tax system, Mésséé%%ppé's fiscal capacity is 69
percent of the national average.

This, the reluctance of State elected officials to assure responsibility
for means-tested entitlement ¥>qgrams is based upon disparities between state :
capacity to handle such prograiis and conicern over the impact of uncontrollable
national phenomena on state costs. This concern is an important background
factor to consider in relation to proposals that would assume state acceptance
~of responsibility for-the current clientele of Pell Grants, Guaranteed Student .

Loans or even SSIG.
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VI.

Noteworthy Programs of Student Financial Assistance
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VI. Noteworthy Programs of Student Financial Assistance

D. Selected Noteworthy Programs of Student Financial Assistance
f’ *
(1) state SchoTarship Programs
(2) State Work-Study Programs
(3) State Loan Programs
(4) State Tax Incentive Programs
(5) Other State Innovations ‘,
(6) What Exemplary Programs Reveal And the Impact of Federal Student
Aid Policy ’ o
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'VI. Noteworthy Programs of State Financial-Assistance

Nbféwokfhy programs of state financial assistance are student or
collegiate aid programs authorized by state officials and worthy of
consideration by other states. = | ) R

Federal legislators on occasion have discovered a state ﬁf&é?éﬁ‘ﬁé?k?ﬁg
so well that it has been éiébéféé to national status by an Act of Congress.
‘ For example, the Federal State Student Incentive Grant (SSIG) program was _
ééféﬁi?éﬁe& to encourage more éfifés to ?6116W the lead of those which had
already déVéiébe& state scholarship i?déiéﬁg; Also, the Guaranteed Student
Loan program was in 1965 ﬁbdéiéd on the New York State subsidized loan prbgrém
(1957) wh1fh in turn, was designed to resemble the Massachusetts Higher
'Education Uoan Plan the year before. A

Aithﬁugh many good ideas and constructive programs are invented at the
Federal g§vernment and flow out to the states, so also do states function as
' the “iabbratbries of democracy.® States, for -example, have  established
student college work-study programs with private corporations- whereas the’
Federal college work-study s restricted to | campus * and non=profit
organizations. Also, the concept of tuition tax credits or parent savings
program for college has “already been enacted in New York State and proven
e??gct€Vé at thg}staté level prior to paésage at the Federal level.

TheréFOré; an exemplary program may provide ideas either for other
states or for Federal decision-makers. | / | |

The following discussion will not exhaust the list of worthwhile
~ programs but will focus on the major developments already enacted. Most of
the examples will be fﬁb@évé‘?aﬂ'ﬁé widespread é?éaﬁéfé students either with

money, information or-déifVérfng systems, or other attractive features.
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1. State Scholarship Erqggams

New York established Regents Scholarships in 1913 to assist talented and
worthy ya&é&\té attend college. The New York programs of state scholarsh1p
assistance reached the $75 million level in 1972<73 (tw1ce the amount of any
other state). Named the Tuition Assistance Plan, New York State appropriated
$296 million in 1982-83 and served 342,000 undergraduate students. Although
the average award of grant money was $867, the size of grants ranged from $200
to $2160’ Students attend1ng vocational education programs are also el1g1ble |

The New York program requ1res a relatively s1mp1e test of need based on
family wh1ch s verified by submission of the Federal income tax form. The
calculat1ons ignore assets such as farm land, other real estate, stocks and
bonds. |

New York students can use the funds only at institutions within New York
State. This has caused nearby states whose grants are "portable® across state
.1inés to retaliate by denying use of their state grants in New York. However,
New Yorkers have numeérous coiiegeé and appropriate so much money two and three
fimés.that of other large states--so that no change in portability is likely
in the near future. |

Governors and legislators in New York obviously place a high priarity on
student aid. They listen to the recommendations of prominent businessmen,
educators -and foundation executives who state the ‘case are formulated ‘the
basic outline of 'th-é: financial recommendations. New York drew ufion the
expertise of leaders suéh as Henry Heald, M. George Bundy, Francis keppei‘énd.
Nils Wessel, each of whom chaired a distinguished higher education study
commission. Involving prestigious leaders in a periodic ‘raview of higher
education nééas and state solutions 15 central to the expansion of the program

and an exemplary feature of the program.
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. Recommendations are active;>\ promoted not only by the college and

ffffff N\

un1ver51ty' presidents but also by the college trustees, many of them well

known and powerful industrialists, 'rbankers, farmers, clergymen and

philanthropists. Their support of the nec'<sohy state appropr1at1ons rema1ns
a critical component of the New York program.'r a
South Carolina finances the most generqn’

$13 million appropriation in 1982-83 allowed 7

state scholarship awards. A

\500 students to receive an
average of $1,731, the highest average award in thé nation and more than the
average Pell Grant award. = |

Pennsylvania with.an $89 million program, served, 122,750 students with

an average .award of $725. What is exemplary is that the Pennsylvania Higher
Education Assistance Autﬁority has the computer capacity to calculate
s1mu]taneously the Pell Grant eligibility and the Pennsylvania grant and

prepares for the collége aid offices the appropr1até Tetters aff1rm1ng or .

denyvng e11g1b11ty. PHEAA operates the most advanced computerized f1nanc1a1
aid service in the nation. PHEAA places computer terminals and printers in

manv of the larger colleges and universities for financial aid processing and
_ - — 7,1 — - - - - — - - - -
communication. These capacities make PHEAA the most service-oriented provider
R _ - . o R ~, . .
of state aid in the nation. ’

Vermont with a $6. 5 million program; carefully links state grants and -
Federal eligibility to the cost of education at private or public
universities. The Vermont Student Assistance Corporation also has one of the
most thorough student dinformation systems. One of 'seven VSAC counselors
(financed by a Federal Talent Search Grant) visits each high school -and
provides many pamphlets not only on ‘ﬁﬁﬁiié 56ﬁ616i§h§b§ but pf%vété

- scholarships as well.
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Most staté degFéﬁE are based on Finanéial need. Some states aigo

senior. Massachusetts is one of several states mth honors scholarsmps

Note: Many states with small state scholarship programs provide -alternative

support for more than 95 percent of the students in public colleges by

charging relatively low tuition. In effect, low tuitions may constitute. a
Y

public subsidy in Tlieu of scholarships for virtually all in attendance.

2. State Work=Study Programs

The Federal work-study program assists many college studerts in working their
way through college at part-time jobs at non-profit organizations. at the
college or university--in the campus library, laboratories, cafeteria and
elsewhere. Students receive at least minimum wage. Sometimes  the “job
resembles or relatés to their subséquent careér, through this is not a program
requ1rement

The state of Wash1ngton enacted a work-study program for college

students with a 1982-83 appropriation of $4.8 miilion. The funds may be used -

for:
| state/emp loyer
1. campus jobs . \& 80/20%
2. non-profit. organ1zat1on 65/35%
3. profit-making business ) 65/35%

~ (off~campus)
The Wash1ngten state program 1ne]udes net only the financially needy but

middle income students. The average stipend is for $1,400 for 12-15 hours
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N
week (19 hours maximum). A high priority is placed on matching the students’
career goals and educational program with the employer's heegs -- e.g., for a
future engineer or accountant. Another goal is to decrease reliance on
student borrowing for the 4,000 participants. )

handicapped persons who need assistance on a part-time basis:,

Washington and Colorado require that ééﬁﬁéﬁéé%ﬁdﬁ for the work be pegged
at the prevailing wages of full-time employees, at 100 percent or (Colorado)
85 percent or more--unless they are given less than full responsibility.
Colorado has a 20 hour per wéek'i?ﬁﬁt_aﬁ& award size is between $1,100-$1,600
for most students. :

Work and "working one's way through college" has a 1ong- tradition -bfﬁ
support. Five states established such programs.béforéfiééé but another dozen
states are considering sfmiiar legislation, . .

Pennsylvania provides a $700,000 summer work program and lists . job

oppbrtUnitiés on a computerized matching service with individuals who choose
to work in a particular area. 2

Meanwhile, the Reagan Administration has proposed increasing the Federal
college work-study program. It is possible that the Federal government could
stimulate expansion of state work=study programs and of private sector
h, ﬁrograms- with relatively modest administrative Funds;‘ seed money for "job
placement.! |

3. State Loan Programs

[

New York in the late 1950s early 1960s established a public service
corporation to promote and guarantee student loans from banks. This was the

first state to provide for state assumption of interest payments on the loan

w . ,
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while the student remained in school. The New York model provided the
framework for the Federal Insured Student -Loan program and the Guaranteed
Student Loan program, a decentralized state program.that has grown in size
while holding default rates to a comparably Tow level.

New VYork also operates a state supplemental Tloan program for

health/medical profession students with eligibility for: sums well above the ™
. 1

Federal- HEAL program. At a cost of $486,000 a year, 210 students borrow up to
$2,500 (in addition to GSL) with the state paying a special allowance to the

banks equivalent to the Federal program: New York. bills the students

quarterly for interest payments.

Alaska since the early 1970s has operated a state student loan revolving
fund. State funds were appropriated to allow borrowing of up tc'$6,000 a year

- begins one year after studies have been completed. If a borrower remains in
Aiaska{ as much as 50 4pércent of the loan principal and %ntérési 'ﬁay be
forgiven. Hundreds. of students migrate to Alsaka to establish residence only
to find the cost of Tiving 40 percent higher than that of the "Lower 48."

Still, the Alaska program remains the most generous of state education Toan
programs fueled by the sasstagt%ai 6i1 and mineral wealth of -that territory.

As ‘of 1983, the 5 percent rate was under review and eligibility may be
tightened further: , | |
After the 1981 Federal budget appeared, associations of colleges in

several states proposed the use of -tax-exempt revenue bonds to expand student
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loan programs: For a whilé it appeared that many students would lose
.éi§gibéi%ty for Federal loans and that many colleges would subsequently lose

11linois was the first state to enact a statute providing for a new state

L |

bonds: The bond proceeds would then be assigned to colleges which would make

the loan funds available to students who n2eded more than the Federal program
allowed. Maryland, Massachusetts, Iowa and Florida were among the states wﬁo

Jin short order passed similar 1é§?§1ét76ﬁ; Two years. later Northwestern

Followed- that lead.

e e mm e — = = = 2 a3 xR - B-—-  emf--- - a--

 New Hampshire adep

simply amended the charter of a Health and Higher Education< Authority which
was already familiar with the workings of the investment market. The New
Hampshire statute also authorized a campus to estabiish an Education Loan
Corporation if it could obtain a relatively high credit rating from the Wall
Street agencies-- Moody's or Standard and Poor. As a result, Dartmouth
College in 1982 became the first college to sell ten million dollars of
tax-exempt bonds to make education loans With the help of the New Hampshire
Authority. o

Massachusetts in late 1982 held the first statewide sale of tax-exempt

bonds for nine colleges at once. A new College Student Loan Authority issyed
$20 million of tax-exempt bonds to provide for loans of up to 75 percent of
_the costs of education. Payment could extend for as long as 15 years. The
_ bond prices enabled the loans to be made at 12 1/2 percent interest. |

©
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Kentucky was the first state to authorize the same state agency
.édﬁ§niéféring state scholarships and Federal loans to handle any of the
expressed the intent to use an existing higher education assistance agency to
sell tax-exempt bonds if necessary.

- These programs have grown relatively slowly for these reasons.

1. Tax-exempt bonds for student loans carry no provision For in-school

interest subsidy and go into repayment almost immediately.

LA L e —--

Therefore, they are really parent or family loans unless a college

can absorb payments for the students for a while: -

“credit worthy" in the eyes of investors. Many Schools have limited
endowmént or have incurred other debts, usually for buildings, and
investors. States generally do not place their "full faith and
credit" behind the bonds but simply aaﬁvéy an exemption from state
and Federal taxes for the bondholder. Many public universities
provisions requiring a Separate appropriation.

Setting up authorities and arranging to market bonds requires the
extensive involvement of investment specialists; bankers, financial advisors,
attorneys and accountants. Paperwork-and expenses for each bond issue are
substantial, althoigh usually financed out of the proceeds of the bond issue.

‘A careful review of state and alternative loan programs by Arthur Hauptman
for the College Board led to "proceed with caution” conclusions. Neither all

states nor all colleges will be able to sell enough tax-exempt bonds to keep




L

students, families and higher education afloat. Only 15 colleges actually

participated 1in their non-Federal guaranteed program in the time period

1981-83.
Furthermoré, the Federal tax-exemption is itself a Federal subsidy:
Institutions and individuals, often wealthy, who. purchase the bonds do not

)

" have to pay taxes on the income from the bonds as they mature. The cost to
the Federal government and U.S. Treasiry is direct and petéﬁt}fiiy
substantial. The I11iriois prograi and most of the other State loan programs
policy-makers can benefit, however, from some of the exemplary Features of
several of the programs:

o  the availability of loan money for up to $7,000 per student or 75
percent lof the cost of education; :

) the loan repayment terms of up to 15 years, five years longer than
the ordinary Federal loans (éiéébf for loans sold to and consolidated
by Sallie Mae;

0  the use of thorough credit checks on families or parents borrowing on
behalf of children in college; and

o  the pledaing of some local college or university credit to maintain
loan collection activity.

4. State Tax Incentive Programs

New York enacted a Parents and Students Savings Plan (PASS) to allow
families to establish a tax-sheltered savings account to pay for future

postsecondary education. Parents may set aside up to $750 each year in a PASS

Fund or account for each of their children. PASS provides for two types of
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account and deduction of the interest earned on the account each year. .The
purpose is to stimulate serious saving activity by parents 10 or more years
ahead of enrollment of the beneficiary in college:. Taxes are only paid after

the student leaves school.and then by the student, who usually has a much
lower incémé; | |

During 1982, New York officials estimated that more than 15,000 persons
used the plan. It stimilated savings (of assistance to the economy) and
_encourages development of a long-term plan for higher education by parents and
Families. ' | | |

New York also offers a Tuition Deduction Plan of up to $1,000 a year or

one-hz1f of tuition paid Tless TDP éWéF&éé ‘whichever figure is Tless. 7he
students must éiféh& a college in New York -State on a full-time Béé?é; One
cannot claim both a PASS and Tuition Deduction for the same year, however
The program is another stimulus to atterding a college within New York State
b and Eéﬁé?&iﬁéhéi’&éﬁ'ﬁé enrollment at a private college if the family -has some
taxable income. | ,

The PASS program is more like the IRA than the Education Savings Accodnt
proposed in January 1983. ESA would allow deduction of only the interest on
these accounts and only to parents up to $40,000 of annual income, phas%ﬁg
down deductions as_the income approached $60,000.

' The PASS and TDP program have worked in New York State. Although they do
- reduce tax revenues for the state and.to an extent for the Federal government,

these programs stimulate either savings or an investment in more education
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than otherwise would be affordable. Other states may consider several of

these features. .Also Federal officials may find some of the ingredients to be

exemplary and adoptable.

s 5. Other State Innovations
1. Interstate Cooperation

Most states charge higher tuition for out-of-state students. Some States

deliberately waive tuition or make exceptions-in the spirit of reciprocity and
‘cooperation: S,

- . AL Minnesota and Wisconsin have several metropolitan areas where a

"common market" agreement provides for the same tuitions for students

attending a public college or university whether in Minneapolis-St.

‘ h Paul or the Wisconsin schools or in Duluth or Superior.

: B. Illinois and lowa agreed to an "Ilowa" higher education chiaborat§Vé
including §5bnéorship;6f a graduate center in the Quad Cities region
on: the Mississippi River.

C.. The New Engtand Board of Higher Education provides,” through a
= six-state compact, for in-state tuitién to be paid for nvaribus
health; oceanographic and other .specialists studying in a member
state. '
D. Méﬁy'éféfé§:"bﬁiéﬁéée" or contract for student seats in other state
‘ | medical, dental, and.Vétérinary‘schoois.

2. Loan CBiigctions )

Sevén states have enacted laws which enable guaranteed student loan
agencies to attach the state income tax rebates of student loan defaulters.
Néw Jersey, Iowa and Utah were among the first states (tate 1970s) to emact




made available to the entire nation: Government scholarships and 1loan

programs - were invented and refined first at the state level. States serve as

a laboratory For testing new concepts.
2. States vary widely in their willingness to 4invent or to expand
student financial aid programs: New York ﬁfev%de; a mich higher Tevel of

support and more types of ﬁiéﬁféﬁélfhéﬁ most other stafbs. Many states, due .
to a lack of resources or strong commitment, do not adopt programs even though

work-study or scholarship programs and may introduce greater flexibility;
e.g., higher wages or.use of private business or an emphasis on work b]éééﬁéﬁt~'

-

provide either the favorable terms or the interstate portability of the
guaranteed student loan program. In fact, only the more well-to-do families
and/or colleges may be able to use these plans in these States which adopt the
plan. However, to make the Federal programs work better; states may agree to

find new ways to lse state revenue departments to help collect loans from

student defaulters.
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5. A few states will expand student aid or develop new programs no
matter what the Federal government does. Many others have responded to
Federal incentives and designed compatible, supplementary; or matching
programs. Others will provide for students only that aid which the revenue

situation and ideology of state leaders permit.
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SUMMARY : .

FINDINGS AND REFLECTIONS ON STATE IMPACT AND QUESTIONS
FOR FURTHER ANALYSIS
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A. §tudént Aid ?ihahc%ng ‘General Dutline of the Federal State Interact1on

a'

NDSL, GSL -and scho]arsh1p programs.

The proportion of mincrity students  in higher education will
increase dramat%caiiy (te‘éézééi) in sévefai states Sy 1990 due to
The State Student Incentive Grant- Program By the late 1970s
persuaded an additional 20 states (all those that had not
previously done so) to establish state need-based scholarship

program. Thirty states increased their state grant programs by
more ﬁﬁéﬁ the amount required for the Federal SSIG match. Fifteen -
states depend on Federal funds for as much as 45-50% of the state |
program. As uch as 45% of all SSIG funds go to Students enterdng
private colleges. The largest state aid programs are in New York,
ﬁehhsyivahia, iiiiheis; New JéfSey and California where iargé
numbers of students actend private colleges with the help of .that
aid. N

States have responded to proposed and actual Federal reductions and

" changes in Student Financial Aid by these measures:

6 - Studies of the need for increased Federal aid at the state
Tevel. |

o  Expansion of state scholarship programs:

o  Creation of new state work-study or loan programs.

6  Consideration of academic rather than need-based state grants
to students:

0 Continuation of existing state programs

yt!
GO
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2. The Federal-State Student Incentive Program

a. State Student Incentive Grant has met the original objectives:

o  SSIG has stimulated creation of new state scholarship programs
where there were none before.
o SSIG has reinforced existing grant programs and provided "

Federal support for state decisions to expand such programs.

T o The existing SSIG has served to save state scholarship
~ programs from state budget cuts because of the vFédé[ai
matching dollars that would then be Tost.
b. SSIG suffers from these limitations:

The program and the amount of money a state receives does not

(¥
[e]

grow with state willingness to expand state appropriations and
serve more recipients.

o Federal dollars have begun to shrink, which conveys a negative
incentive.

o States might desire the flexibility to use some of the funds
as sunport for new programs, sich as state-corporate work
Stidy -marieices,

o All Fe-sv»: programs serve full-time or half-time stidents
whereas :ony ~lde* students can only take one or two courses
on a part i 7@ tasi. hecause of family obligations. ”

c. Federai Policy «. u3iG shot.1d consider:

R N

o  Expanding SLi% zc stimulate state increases in schelarship aid

on a 1°2 or 1:3 =aizh.

0 AfidW%ﬁ@ stees to use 5SIG funds to develop academic werit
and/or state work-study programs, once the state scholarship
funds are “over matched." '
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o Permit states to use a port%on\of the SSIG funds for less than
half-time student with low incomes, family obligations and
economic need:

o Permit SSIG funds to be used to create new programs to serve
clientele now bypassed by Federal and state programs,
particularly less than half time adult students

3. Federal-State Concerns

Congressional EBﬁEéFﬁ.éBBUE the impact of Federal policy changes bﬁ‘
state higher education systems appears to be well grounded:

a. State officials complain about the confusion and delay caused by a
pattern of annual proposals to Congress to change the grant and
loan programs erratically, and denounce delays in issuing Federal
needs tests for grants and loans.

b. States cannot always make decisions WE@ raise taxes or allocate
additional funds for higher education within the same fiscal year
of Federal decisions. All states,- especially those with biennial

\ budget cycles, may endure delays of 18 to 36 months in éajﬁf‘iﬁg
state aid to accommodate shifts in Federal student aid policy:

c. The easiast emergency solutions are those of HE?‘ééE‘TﬁQ new aid
Jrograms without state appropriations, of Wﬁi‘éﬁ the iéé&i’ﬁé example
is the $¢ate revenue bond programs -for student or family education
Toans. Even thésa\éoiutions take time to legislate, more time to
fujplement, and many ‘more wonths. to prepare a bond issue and new

loan drogram ¢n serve ;éiat¥véiy_féw colleges.
4. Th. Stat: “esponse
Siacks Cn not .opaar to raise tuition and fees at public colleges
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§
in direct response to Federal policies. New York City (1975), and
more recently Michigan, I1linois and California = states that have
a long tradition of low public university tuition to provide access
== appear to raise tuition mainly when there are too few dollars in
the state treasury for higher education: Early knowledge of the
availabilify of Federal grant and loan funds can make such -
decisions easier for state policymakers who can assure themselves
that needy students will rot be exclided by the higher
funds.
Despite Public perceptions to the contrary; cuts in Federal student
aid programs ' have been far m- - : . than originally
anticipated. However; states repor: ,2 *zants fors grants,
loans and work opportunities. HM:: - qave increased state
appropriations in one or more of tnese progvams in response to
student pressure and the perception or expectation that Federal aid:
may be further reduced. |
due to decreased sales and/or state income tax revenue. This

diminished the range of responses available to state

decision-makers.

Surveys revealed that, in general, states are not reliant upon

Federal policy to drive state policy. States adapt their higher
education policies for strong and not easily deflected motives -
e.g., to preserve the private sector, to pursue equal opportunity
1976 Federal policy has been too unstable (as survey respondents
édﬁib?ﬁﬁ) for there to have been any clear cut policy to which



7

states could respond even if they wanted to.

To the extent they have occured, state responses have taken the

o

following foris:

BEOG/Pel1l Grants; along with low public college tuition, are

pressure on states to provide other solutions to provide their
oWwn access program.

Federal “ac&sjf" and “"choice" programs do induce and Sustain -
(1)increases in marginal enrollments in public institutions
and (2) marginal preferences for’ private higher “education.
Netting these two effects may show efther Federal programs
costing the states more or less in institutional subsidies
e.g. a state may have. to pay out more in capital type
public institutions than it causes to -choose private
institutions. | '

SSIG was initally a strong incentive for the past SSIG states
to create programs of need based student aid to match
available Federal dollars.

When the Federal government threatens the ending of a program
(e.g. FISL) unless the states are involved, responsivensss is
great - e.g. when the Feds demanded staté administration of
GSL. 7

Strveys confirm that the continuation of SSIG is a strong
brake on any teﬁdeﬁcx;fof states to reduce their conformﬁng

grant programs.

Jomadt |
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5. Sensitivity of States to Federal Policy

a.

State policyy is moré:,\"! dependent on the state revenue situation,
state political trgﬁds, the priorities of a governor, the
legislatures tradétépﬁ of support and the advocacy efforts of state
higher education can§t%tuénc%és than upon federal policy. o
State poiic§-¥fég5fé%ng student financial aid has generally been
?armuiéted' %ndépéngéntiy of Federal actions, with internal state
factors Be%ﬁiiaaminant.; Federal programs and policy have provided
a "floor" of access which has, however, made possible more flexible

state and institutiona] actions. For example a large difference

exists between pre-SSIG and post-SSIG states in terms of their
eve {ate scholarship programs.
The number of State legislative higher education policy analysts or
close observers of Federal aid policy on student assistance is
quite Tlimited. Many legislators and most governors must rely
heavily on the state higher education staff and briefing from
Washington-based organizations. Governors spend time on many other
Federal programs -- highways, health, energy; "etc =-- higher

education issues have had their own separate governance Structures
that have assured the ‘state leading pressure in education. Higher
education is usually a large component of state budgets.

The issue of “appropriate balance" between the share of higher
education Cost by Federal, state, local; institutional and family
sources does not seem to be the guideline for state decision
making. Again, decisions-at the state and institutional level are

affected by a variety of specific local factors and result in a

particular pattern of "balance". Rather than ébééi‘?ﬁ'ﬁé or
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policies have provided -general boundaries to the range of possible
{and actual) existing patterns of balance or distribution of Jkst.
The available data suggests that very Ilittle of state student
financial gss%stance policy and the expenditures that flow from it
-all is directly determined by Federal policies. There are two main
reasons for this conclusion. |

o  States that have large state scholarship programs appear to

have created them more for internal state reasons such as:

preservation of the private higher education sectors or

because they have decided on a state policy to have a high
tuition policy in the public institution, or because there
exists in the state's economic or political ethos a major
commitment to postsecondary education.

0 Federal p. .cy has been too erratic and unpredictable for
states to plan or regularly build on it. States c¥ten don't

understand "what feds are up to" and by the time states can
respond the Federal government has changed its posture (e.g.
Minnesota's efforts 1980-83). ”

Where states have responded to federal policies in designing their

own ctudent financial aid programs; and sensitivity to Federal

policy has bezn graat, it °s due to special circumstances:

5 I a siall state a $500,000 Federal mateh is, in fact, a real
incentive tc develop a new state scholarship prograi:

o  Pell Granis to students at community colleges and GSL for
studan:s at high cost institutions, combined with Tow tuition

commuter nstitutions has effectively expanded access. In
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California, for example, the legislature expressed little
concern about whether low income Students have adequaté funds
to cover 1iving expenses since the combination of available
Tow cost community colleges and the availability of Pell
Grants to community college students have insured that
students 1iving at ,home—v?ith parents would have enough funds.

States are clearly sensitive to a threat of withdrawal of
Federal funds. For example, when the Federal policy to the

states phased out the Federal insured loans (FISL), unless. the

- states set up guarantee agéﬁé?é§; all =tates got into line by

1980 even those that had previously refused to accept the

concept of loans under state administration.

States have spent more money to respond to Federal policy, but

driven mostly by state timetabies and revenues.

6

Since Federal aid (and state tuition policies generated) has a
sustained net marginal enrollment in public institutions, the
increased basic institutional support for publicly supported

institutions. Federal aid that erables more -students to go to

public institutions also enables more students who would have

gone " to public institutions tc go to jprivaté institutions.
Therefore the net effect of such shifts is different in each
state. e\\\\_____ . _

Steep cuts in Federal aid brograms could lead even more
students to go to public 9institutions dinstead of private
institutions. A larger enrollment in public institutions can
reguire even greater state subsidies for basic puhlic
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institution support. Therefore it is in the interest of many

states to keep Federal aid at a high Tevel and keep as many

students in the private sector as possible in periods of

constrathed state budgets.
Adjustments to changes in Federal policy cannot be made,

- rapidly at the state level very rapidly a log of 18 to 36

fonths is a realistic time frame for expected state responses.

State revenues depend on range factors as does the
ava:1ability of resource of any given purpose. Revenues in
mmny states depend on the health of Jlocal and regional
industries--automobiles or tractor prodUCt{oh, agr;iuituié;
timber and houzing, evén o%l. It must not be assumed that
cederal incentives or cutbacks will stimulate new state
eppropriatisns withcut a state revenue capacity and priority

for higher education.

Perception of tha Federal policy impact is divided with few

definitive conclusions.

[«

Nearly one-half of the state legislative leaders in higher
education believe Federal student aid programs had an fmpact

those interviewed believe that the states spent about the same
as they would have otherwise on Student assistance.’
Federal student aid programs have not affec‘sd state spending
on specific higher education items: institutfonal support;~
students in private ccllegs and universities, and two-year
institutions.
+ 159 >
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o Current' fiscal conditions are forcing the states to reassess
ard alter their thinking and spending decisions on fﬁé/iévéi
of student aid. | "
o Present state fiscal conditions zlso make it difficult to
predict state reactions to changes in Federal student aid
brograris:

about the Federal student aid programs include: stabilize the
programs, keep the middle class student eligible, and collect
those de Ited educational loans:

Effect of Federal Programs On State Program Expenditures~—"

a.

The Federal dollars and Tleverage has been small over the dollar

amount appropriated by states, but considerable over state program
characteristics on selected matters such as the. imposition of
needtesting measures for grants and loans.

On 'issues such as a state policy to expand ajd to the private
education sector,- it temds tu be internal state factors, not
Federal policy,> which are ,détermihative.\ The best documented
Federal leverage is evident in the creation.lof new‘ﬁtate programs
established in the post-SSIG states. -

In overmatched SSIG states, it is clear that a <irong ce+stituency
for state student grant programs exists outside the state
government. .

In a post-SSIG state which is now overmatched, it is Tikely that
SSI1G éféétéd a cehst‘itutéhcy which then sought further expansion of

the state investment. “
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Why should a post SSIG state undermatch? Some state ?7?9s ; and;
they do riot see a niet benefit to the state treasury in the long run
to match SSIG, (as opposed to other approaches to higher education
access policy) and there are few strong internal State pressures to
spend state money on scholarships:

It is impossible to obtain accurate data on historical trends in
state and Federal program expenditures by state, broken down by
Federal, state-local, and family self-help share. State education
" and general expenditures don't include subsistence costs; and E&G

not possible to re-construct or refine the data necessary given

secural variations with higher education (formats for future data
gathering are presented in section C of this chapter).
It is dimportant tc distinguish "leverage" resulting when states
take into account the fact of Federal expenditure from "leverage®
pressuring :states to change their own policy goals. There is much
leverages#h the former sense, 1ittle in the latter sense. ATso
ileverage® is a much larger issue for Pell grant and GSL programs
than SSIG due to the sheer size of those programs. The leveragins
situation is different according to the following 7277 of states:
States with large pre SSIG programs tend to have

-a high percentage s?‘ﬁa;aiiaeﬁfg ih private colleges,

-a policy of high ﬁ’u’Bl’l'TE tuition,
Tﬁ'és’é factors provide very strong motives for a iaf'ge state student
aid program accompanied by a strong biﬁa’té sector.

Other states that overmatch, whether pre SSIG or post SSIG
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There must be a Eéﬁgf?fﬁéhéy for student aid in these states beyond
the state government. The nature of such constituencies is
discussed elsewhere in this report.

States that undermatch SSIG: . .
These states apparently have decided that either a shift of burdens
from families to government§ is undesirable or that it is too risky

to rely on continued SSIG funding.:

7. Substitution Impact of Federal Aid Funds for_ State Expenditures

a.

The state surveys suggest that the question of éubéfiiuétién effect
is largely conjectural. For example, if there had not been Federal
aid: would parents have sacrificed more?  would aggregate
enro’iment be less? would states have providcd more aid? The
answers are unclear, yet many informed observers believe there have
been substituation effects but that it is unclear what they are and
particularly their extent.  Hence, substitution impact 1s
impossible to estimate precisely. There are too many questions:
o Would enrollment (public and/or private) have just been lower
without Federal programs?
o  Would parents and students have been willing to sacrifice more
for college? '
o  Would factors of produc:ion havé been paid 1ess? E.G. faculty?
o  ‘Would the states have provided more aid? Y
Better specific data collection should permit générat%on of trend
data for each state of the percent on postsecondary education cost

borne by Federai; state, local, institutional and family sources,

by year, by sector ‘see scate data chart proposed below in text).
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and se'f-4elp sources in the future.

8. Correlates of State Rankings in Student Aid Experiditures

a: The strongest predictive correlates of a large state student aid
program are:

0 percentage of students in private sector institutions or
.0 relative by high public tuition level, and (all of the top
| quartile of states in per capita student aid expenditures are
stages which are in the group above the median in percentage
of students attending indepeﬁdent colleges or high public
tuition level)
o a variable such as percentage of Catholics in the population.*
b. The prospensity of a state to go far above what is needed for SSIG,
matching apﬁears to be a function or at least correlation of peg‘
' capita income within the state. At the time the federal SSIG -

policy was made, ew York, Caiifornia, Conmecticut;Ffor—example,

rank high and they remain high SSIG overmatch states.

* It may be that states 1in which a large proportion of
elementary-secondary schoo1 costs for education at the

elementary-secondary education levels are borna by’ parents are more
o S
likely to have substantial state student aid programs. This may reflect

the awareness that the U.S. Supreme Court does allow student aid at the

postsecondary level for graduates of private sectarian
L

elementary-secondary schools.

j—y
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c. Except for per capita income most data on state fiscal capacity do
not provide strong correlates useful in predicting large student
aid programs. |

d. State officials are rarely aware ‘of their rank vis a vis other

states in any variables (and hence this is only rarely a factor.
The higher education need is presented and if policymakers have
some money to expand state aid, internal state reasons rather than

the relative rank to other states determine whether a program is
enacted or expanded.

9. A Caveat - Different Incentives for States in the 1980's

The vast majority of Federal aid for-higher education student assistaﬁdé
- does not go through the states. The conscious Federal p'o;ﬁc;y is to aid the-.
brand of students, rather than directly support institustions and certainly
not to build up state programs -- a relatively minor goal and small fraction
of the Federal higher education budget. Viewed in that context, the
‘consequent impact has been small. For example, SSIG is a tiny fraction of
either the Pell Grant or GSL prograi.

On the other hand, -massive Federal programs intended to providé a
"flaor" of access through a guaranteed b'asié;_,:éh‘t*'rt'i*émént and through the
availability of other funds based on néé&?ﬁ;‘é\'lé clearly made it possible for
states and institutions to lessen their concerii regarding direct student
assistant issues and has given impetus to other state and institutional
priorities and options. In that sense, -the Federal policy has been highly
éf‘féctﬁié in its 'inl‘:éndsd purposé of reducing financial barriers to post

!

secondary education: \ :
Anti deficiency requirements of state constitutions in the past have

meant that states have historically quickly moved back into
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“current-services" surplus when ecoriomic recovery takes hold. AIl the
“gloomy talk about the states' fiscal prospects ignores this experience: Why
Wwon't it happen the same way again? It may, or the structural economic
problems in many states may be no great as to make difficult cystical
recovery. ;
Another dynamic will be at work in a period of rising tuitions at public

institutions. The questfon inevitably arises, how much can the state
treasury benefit, net, if tuitions are increased and student aid programs
are increased to fully offset the tuftion increases for students from
families up to some determir-d income bracket? This is a calculation quite
Tike the one private colleges go through when they estimate how much of the
" paying the increase on beh¥Jf of aided students through additional student
" aid. In both cases the net benefit-to the state or the institition--is only-
what is left, if aided students are to be "held hariless®.

means test and the elements of cost of attendance involved are the
same--namely; the “omed the institutions use for student aid pruposes in
general. Where a state attempts the same kind of calculation to find out
how much it will gain if the eligibilities of its students under .Federal

t must allow 7in the calculation for every

-dyl

programs are fully used,
difference between the applicable Federal aid state means test and eligible
cost rules. If not, it cannot be guaranteed that the state will be better
off and no student worse off, except very approximately. Only those Pell

Grant eligibles for whom the calculation of the grant maximum minus family
contribution yields a figure in excess of the allowed percentage of cost
stand to have part of an increase in: tuition paid on their behalf by the

- 3( : .

/
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Pell Grant program, and only the allowed percentage of the increase. Who
they are and where they are can be hard to determine without elaborate
coordination mechanisms. And it is, of course, rot much help in dealing
with an firate constituent to tell him that benefits have been only .
appréximateiy held harmiéss, or only for most students.

One can speak here of a dynamic having almost a 1ife of its own, because
the budget préééUfé.bn both Federal and state é&Véihﬁéﬁfé that first demands
program coordination to make sure that the combined éf?ééfézé? Federal and
effects as tuitions are increased.

The very fact of dincreased coordination and the predictability it
requires then makes it very tempting to fine-tune tuition ircreases to
"capture" for the benefit of the state any Federal student eligibility that
weuja ‘otherwise go unused. Ever since 1972 there has been occasional
concern about the possibility that the states would capture Federal. aid
enititlements through increases ih tutiton. But the fact was that Federal
and state programs were simply too ill-coordinateéd for anyone to make the
critical hold-harmless calculation. Coordination by “stacking," with other

-

aid added to the Basic Grant entitlement; does not provide a formula for a
giarantee of support, ‘et alone support that would precisely hold students
haimless against a rise in tuition. To have such a formula, each student's
basic grant must be treated as equivalent to a. family contribution ‘and the
same means test and expense allowance schediles must be followed by the
state proyrom. In the 1970's, a few people argued that state government
were attempting to "capture" basic grant entitlements by imposing tuition
increases; but if the states were, they were doing it in an exceedingly

clumsy way. There was certainly no conviacing evidence that tuition
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increases of the i.ie 19705 ware intenced primarily as a “"capturing"
‘maneuver. | ~

With the dincertives ¢- Twdz-3l and  state §ov@rnménts for close
coordination of student aid pragrams becoming stronger, however; capturing
Federal aid becomes more feasible .ad represents a kind of dividend. If a
state coordinates 1its programs closely with the Federal programs to

rationalize the components of the system as .a whole, there is both a good
-:ence of saving ﬁéﬁéy through the Fé%?dﬁéi?iéf?éﬁ jtself and a further
opportunity to save money (the "dividend”) by fine tuning tuition and aid
increases to capture Federal funds. Only one tﬁing now impedes this kind of
evaluation: the unpredictability of Federal funding for student aid. If it
becomes more predictable, we may ‘see an important shift in the balance of
tuition-sensitive Federal and state aid in the direction of greater
concentration of aid funds éﬁbﬁ§‘$£ﬁdéﬁfé~éfféﬁ&?ﬁ§ bﬁBi%é institutions: At
the same time; a larger proportion of all aid might well become more
varying more with differences in costs of attendance than with differences
in family incomes and asset positions. :

B/ Policy And Programs Options From A State Péfébéé?f;'iié

1. Rationale Behind Existing "Appropriate Balance® in the States

a. The question may not be important for states since, for example, if
it views as an appropriate halance may v ry without reference to a

nai.ional pattern.  States can have different but equally

different state legislatures decide is appropriate in their state

unless the Federal government is. prepared to say many states are
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"wrong" in the “balance"* they have selected.

b. The “appropriate balance"* (not only between the Federal 2nd state

; States fall into certain categories:
o  states that subsidize students via Tow tuition (e.g.
California) and/or build a raﬁge of geographically easily
. accessed institutions. | | ‘
0 states that don't (e.g. Vermont, New Hampshire) 7
o - states which say they will provide a small amount of student
aid money to expand student access but.rely on GSL and
éampus:baSEd prdgrams, not state programs to provide for
chofce. 7
o states which will pay for student subsistence, access, and
choice--these are typically the pre-SSIG states and, further,
these are state: with a large private college enrollment (New
York, Pennsylvania) | |

* The terdi "balance" or “appropriate balance" are those chosen by the
Commission on Student Financial Assistance to describe the distribution
of the burden of the cost of postsecondary education between families;
students, state and local governments, federal governments, institutions
entail. Federal policy could -argue to a minimum balance Tlevel; which
the state if they choose could exceed. Some states have. adopted
policies that tuition should be a certain percentage of total cost.

While K-12 education, postsecondary education is trans-state phenomenon




c. If the states are accepted to have legitimate reasons for their

very different policy goals, then there cannot be a natfon-wide

formula for what is an "appropriate balance": What is appropriate

depends on whether the state has a goal of doing more for “access"

or “"choice" or subsistence than the Federal govérnment's goals

wiilg/gntail.

‘2. Effects of Demographic Variables

~a. There are three ways in which demographic variables help explain

(o}

program very attractive. Under these demographic conditions,

~ financing student attendarce in exifting private colleges can

enable a state to avoid building additional public
institutidns, yet still provide educational opportunity.. .

Statésigbich have an expanding public sector-highef education
capacity and also has a rapidly growing state student aid
program (e.g. Florida, Georgia, South Carolina and California).
State  situation (e.g. Texas, Masachusetts, Arizona,
Cafifornia) where there has been first ; shiftfng industrial

,,,,,,

htals; etc:) where people are well paid, “together with a

low tech sector: that is where there is a wide

distribution in terms of incomes and occupations; and a

second belief in the advantages of more education in terms of

benefits to both the state and to individuals. States which

are more homogeneous in terms of employment may see Tess
( :

benefit from student aid expenditures.
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Capltatlon formulas for funding publ1c higher educat1on work in

reverse when states exper1ence a decline fn enrollment (e. g. ln

sti .es l1ke California). In Shrlnk1ng enrollment times; not enly
is money for cost of lnstltut\lonal expense's shrinking, but average

cost per student may bé increasing. | :; A

0 Sav1ngs from subs1d1z1ng pr1vate college students van1ﬁh | If
public sector enrollment is fall1ng, the sub51dy of students
in the pr1vate sector may compete with publ1 {nstitution
money. - o
As soon as you have excess plaees in publ1c institutions tngpe
are rarely substantial saV1ngs to increased student‘a1d for
pr1vate state enrollments. .

o Any limits, increases or decreases on SSIG may be one new
factor 1in these times of fiscal §trln§ené1‘e§; However; tﬁé",
SS1G may be more important as a brake on cutbacks than it Was
as an incentive for growth. There may be some real advanta es
‘to a shared cost model when the states have supported fts’
Federal enac..:nt. Also, the Department of Eduéetlon is only
one source of Federal higher education assistance. The Social
Security payments to college students are being phased out.
Department a? Defense higner education programs -- academics,
ROTC, reservists, National Guard - as well as VA benefits are
very substantial. #NSF and HEAL grants and loéne also account
for an impressive share of support to certain students and
universities. | |

The end of 18-22 cohort growth, espeéially if the growth has been

esoeolélly rapid, can bring an abrupt halt to the state's savings

7
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from shifting a marginal enrollment to the private sector through
Student aid. - Over capacity in the public sector appears suddenly

and creates new pressires. e

d. States with a bi-modal technological base (e.g. = Texas,

Massachusetts, Florida) with high and 1low technology industry
sectors pévcéiVe a st-onger finvestment rationale for Support of
higher education. They have the means and the will to do more than
other indications would sugg.st they would do. ‘
liberal equity and access rationale are also the states which have
created other anti poverty programs that give higher éducatioh.
Stiff fiscal competition when the going gets rough.

"g. Two-income households help states fiscally to the extent they rely
on income and payroll taxes to finance higher education.

3. The Problem of Intermittent and Part-time Enrollment

A special problem s presented the states by ‘the eligibility of
part-time and independent students for aid under the Federal progranms .
Should the states feel constrained to follow the Federal lead in this
matter? Should the.Federal-government exert pressure (e.g.; through the
SSIG program) to persuade the states to do so? Not fcllowing the Federal
Jead here results, at the very least, in a.glaring failure of coordination.

Stepping back in the coordination problem,. we can see that it results r
from a pattern of coiiége attendance that is simply different from the one.
addressed by the major student aid programs, Federal or state. These
programs‘Késsumed as typical a student whose academic obligations were
incompatible with full-time employment for at least as long as the four

,
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consecutive yeurs traditionally devoted to gaining a bachelor's degree. The
student's resour:2s and budget (usually meager) were estimated on chis
assumption and the role of student aid was to fill the gap between them.

But that ic not the way many students go tb college at alll Some have
always relied primarily on their own earnings to put them through:

support. Some have done so because of ébéé?éi; ‘often disadvantageous,
personal .circumstances such as i11 health. But more typically, those who
enroll part time or intermittenily do so because such an enroliment pattern
permits them to solve for themselves; and advantageously; the problems
student afd programs address: how to meet the cost in time and Mo-:j of
obtaining an education. They often do so beczsue they assess -

opportunity costs in obtaining higher education differently than the young,
fuli-time four-year student is expected to do. They do not want to give up

the standard of 1iving, let alone the family arrangements, that part=*ime or
intermittent énrdjimént permits them tg sustain. u
This kind ‘of enrollment pattern presents a dilmsna. It seems hard to
deny such students aitbgéthér the benefits ot.er student receive for no
other reason than the self-reliance they demonstrate (although it somehow
.does not seem to most people unfair to deny people other aid, e.g., food
stamps, if thay are sucéé;sfuiiy self-reliant): At the same time, it is
extremely difficult to determine the eligibility of such students on the

basis of verifiable criteria and clearly equitable formulas: Private and
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sensitive 1iving arrangemwsnts are often too rei vant: just why did the
stadent l:ave home and how completely .has he/she really left? What can the
spouse of a successful business executive reascnably expect that spouse to
contribute to educational expenses? What standard of 1iving should be
protected from the family contribution “tax" on the earnings cf someone
employed full time and attending college part time?

kind of extra unemploymeni insuranc: in a flexible enroliment pattern. Wren
good jobs are hard to get, a pe-icc sf full-time enrollment ~can bring an
independent student a very useful incume supplement. A rule of Ehuhb whose
validity is supported by tha crperience of the GI Bill is that the greater
the fraction of aid eligibility represeiiting subsistence expenses, thé more
likely the use of aid as an income supplement becomes.

A possible way for che state to Jook at all of these problems would be
‘this: A meshing of Federil and state student aid programs through .adequite
coordinating mechanisms 15 surely desirable. But thos: part=time and
independent students who choose such pitterns of enrollment rot because they
- advantageous ; terns, but out of hardhsip, are oniy too likely to need
halp from the basic income maintenance programs of our soriety. These are

predominantly Federally controlled-unemployment insuranc:, welfare and

foodstamps.  Involvemgnt -with these Federally mandste programs will
ordinarily bring intr:sion enough into the lives of people who seek the'-
benefits. It might be better for ine states to avoid duplicative intrusion
by leaving the support of these students to the Federal student aid
programs, which could then” be coordinated at the Federal level with the
basic income maintenance progrgn. If one believes the states are in a
bettéer position to help such students and préfer a more modést federal rolé,

L T




s,

a case for states ~esponsibility to aid 1&ss than half timé srudents can be

made.

C.

f
Formats for Future Data Gathering to Permit Precise Analysis of the
Changes Over Time in the Bistribution of the Cost of Education Between
historical Jata dots not permit the precise analysis of actual changes
in "balance" of distribition of costs of postsecondary education between
the several sources of funds this cata is not uniformly detailed over

. charts could be filled out each year and tine self help contribution

derived (Ncte this variable is a aejendent variable calculated so that
tne sum of lines 5-24 in the chart equals line i~ T7&s ascounting
balance sheets) then in the future : precise anziv€is of 7n° impact of

federa? programs on "balance" could be performed.
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4.

2

Notabi=z Programs

a.

Several states so* the pace not only for other states but for the
Federal government. New York established a scholarship program in
1915, a Toan program in 1957; and already has famiiy savings and
tuition tax credit programs in operation. Pennsylvania has shown
how to Tlink Federal, State and campus afegfaﬁé Qy‘a system of
téiecommunicatiqns; Jdshington has a ‘work-study program that

includes the private sector. I1linnis, New Hampshire and

bonds for ron-Federal loan programs.
States create new aid programs ahead of the Federal government
and/or in concert with Federal policy, and also because of Federal

cutbacks. However, many states lag behind the innovator states

githar for lack of finances ov sufficient’ polii.cal support for

higher education in thair state. .
Notably; adult studenie 1less than half-time. including those
seeking retraining due to economic <hifts and those seeking ic
reduce their welfare and unemployment instrance depen“ency, are
bypassed in state student aid prograiis In a few instances (e.g.
Adiilt Recirrent Edication Career Developiient Grant Proposal being

considered by the Massachusetts Righer Education Assistance
H

_ Corporation and which has been pending in the Massachusetts State

legislature 1975-33*) programs of this type have been proposed but

*See bibljography appendix for further information
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5. Private Sector Initiatives

not yet implemented. - Federal incentives to stimulate such programs
could be effective. Numerous studies, some by individuals
associated wfth this study have developed thke rational for such a

public investment in recurrent education.

a.

~

Two sources of support for colleges have become more important in

f~

the 1980s.
o  Parental or family support, in-the form of savings for
education.

- — -

o  Corporate sipport; in the form of contributions or work
experience or ‘artnership programs with universities.
Corporatizas have helped and can help by:
o  HMaking gifts of funds for higher education institutions e:g.
for scholarship and/or loar programs. |
Mat~ ©  ~loyer gifts to the college of their choice/
Pa . College” education for their employess through

A

O

(o}

tuit.. reimbursement scheme:.

) Participating in state work study ard cooperative education
programs as employers.

0 On occasion companies have éaéﬁféd _5? co-sponsored higher

education programs in science, engineering, computer’
education, management, or the humanities.

Many states would r pand their programs 'éf ‘meet new goals with

additional ccrpora* support.

r
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6. Additional Future Policy Considerations

a

States generally have these higher education finance policy options:

Q

keep public college and university tuition low. This koeps
acceqs o98n but ignores the “ability to pay" of many midd’e
income Families:

Raise ‘tuition but establish sufyvicient state §éﬁaiar§ﬁiﬁ, Toan
Assist families whose children want to attend private college
through a state grant §;ogfam, payment for degree cc:leted,
savings fhc_eh’_t?ve's and other aid (New York).

" permitting expanded state higher education grant programs on the

basis of need. The other options include:

0

Establish academic merit scholarships to recognize talent and
encourage excelierice. | |
Raise tuition but establish sufficient state scholarship, Toan
and work opportunities for studen’ s. |

ticough a state grant program, payment for degrees completed,
savings incentives and other aid (New York).

Financing work-study programs not only with non-profit but
and college majors of participating students:

Promote Federal loan programs and augment them with state
dollars; e.g. higher loan Timits for medical students (New

York) or pay the interest on auxiliary loans.
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0 Stimulate corporate giving for colleges and financial aid

programs and corporate tuition plans for employers.
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VIIL. AaYtional Observations

- General Discussion: Inferences from Available ’rnformation
(1) Why State Programs Differ
(2) Changes in Guaranteed Studént Loans
(3) Changes in Pell Grants
(4) Tutition Tax Credits
(5) Education Tiving: seedunts

B. StudentAid in State Me:sages and Budgets
C. State “ux Treatment of Education Cost
B. Education Tax Expenditures of Individual States
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The effect of federal financial aid has been to increase rthe access
of lower income persons to higher education provided by private and
state-supported institutions. Federal policy changes will neither be
reinforced nor negated by state decisions on funding of educational
insitutions or tuition--their impact will be felt by the students
themsalves. - o |

The Federal State Student Incentive Grants (SSiG) have had mixed
effects. They stimulated, and continue to sg{mulate, state programs in

some states that would otherwise not have| state studept assistance

programs over and above those provided by staté public nigher sducational .
institutiors. In other states, the Federal program encourages states to
do what t.2y already would be doing without Federal invoiyemént‘and, in
some mai ~ cases, what they were doing before the Federal program bégani
At a min wum, changes in this beéFéﬁ are likely &6 be reflected, more or
Tess Idé?ié? for dollar, in state scholarship ; sistance (depending of
course on the matching Formulal.

{

Termination or major restriction of Federj: student assistance

programs would have a major doleterirus éfféé{ on private higher
i

educational insgitutions, in. terms of their viibiiiéy, quality, and

accessibility to low income students. Deterioration in these dimensions

would increase pressures on states for action to overcome these problems,

‘but the pattern of state action would be uneven natidnally, and would not

be enough to offset the Federal impacts. |

i
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By a small margin, state legislative 1éadérs in a higher education
indicate that Federal student financial aid programs have influenced their
state's policies in higher education, but rot all agres on the direction of
_that influence. This conclusion s based on a telephone survey of 74

legislators in 47 states, almost all of whom chair their legislature's
committees responsible for higher education policymaking. Almost one-half
of the respondents (48%) claimed the Federal student aid programs affected
their state's deciscns to spend more or Jless on student financial
assistance. Almost as many respondents (46%) noted that the Federal
otherwise for student aid. Thus, it is difficult to determine the impact of
further changes in Federal student ajd programs. :

Mdéﬁ of the discussion by state legislators of current spending on
'éfudgﬁé assistance is domirated by,ﬁﬁé current bleak fiscal conditions of
the states. The evidence from Eh?7§ﬁ;vey suggest that *the availability of
fewer dollars is forcin. states f%:ébﬁé?déi alterations in their thinking

A L S
about student aid. In some states the strategy is to give higher priority

Féaéfé1 aid because of a relative lack of need. In almost all of the
states; current legislativs éééé?bhé are focusing an Qéyé to rajse revenue,
cut spending, or both. '

Besﬁ?fé t. that state spending on higher education has . been
affected By Fen <1 + 1ent assistance programs, when asked about state
spending on soecific facets of nigher educat%on;:ﬁnstétutépnéi support;
students in private colleges and two-: »ar ﬁnét?tut?ons--thefimbaét;is Tess

o
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well perceived by the iegééiatofs; The survey also revealed that the
members most responsible for higher education have 1ittle specific knowledge
of Federal student aid programs and their effect on the states. The result
‘iS that many legislators are heavily dependent on State Higher Edut.:at‘?on
Commissions and the Office of the Governor for policy diréction on student
financial aid. ‘

© Lack of stability from year to year was the major complaint of the
survey respondents when discussing the Federal student assistance programs.
"Leave them alone for a while" was the legislators most preferred

recommendation.

In the past; it would appear that state higher education financial
bolicies have had Tlittle sensitivity to the characteristics of Federal
student assistance targeted at the needy potential student. The causes of
this low lack of sensitivity (e.g., tendencies by state decision makers to
maintain a constant student share of instructional costs, rapidly changing
and uncertain Federal policy) are unlikely to change in the future, so the
impact of these programs on major state financing decisions should continue

* to be slight.

‘Federal policies have had an impact on state student aid programs. By
of their own or through allocations of the resources of individual state
higher educational institutions: The Federal government incentives for
states to begin student aid programs through the SSIG program have had some

marginal influence on state spending: (These are deétailed’ "in Summary of

College Board Studies on the SSIG Program.”)
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In FVY 1981, the last year for which Census data is available, state
higher educational institutions (excluding auxiliary enterprises such as
student housing) spent $27.6 billion on higher education. In the same year,
‘the Federal government spent $6.8 billion on higher education. The Federal

total excludes substantial research purchased from higher educational

institutions and includes funds spent outside higher education (e.g., for

student expenses other than tuition and fees). Of the state spending,

approximately $6.1 billion was financed by~tuition and fees, suggesting that
tu%tfon and fees finance about 22 ‘per;ent of state higher education
spending. These numbers stigjest that the Federal impact on higher education
has been substantial, with as much money involved as all tuition payments by
all students.

It would be ridiculous to suggest that spending of this magnitude has
different. States spend most of their money subsidizing higher education
providers, the public institutions, so they can provide their product at low
price to all students: The Federal government spent much of its direct
higher education dinstructional subsidy money subsidizing consumers,
éépééi{aﬁy a targeted group of low i‘ﬁébﬁié students.

The two sets of policies overlap only in those cases where the Federa]
government subsidizes providers, which it now does only to a limited degree
and for very special reasons, and when the state governments subsidize
consumers which states, with Federal encouragement; now do, although mést of

them much less than the Federal government does. Otherwise, the two

_
. policies are basically complementary. The Federa]/,gcqernment has been
committed to providing substantial student assistafice to those attending
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institution, both the student and the Federal treasury benefit from the
state-provided subsidy. Substantial Federal support of needy students has
also made it easier for states to pursue their policies. State and
institutional student assistance funds are used to provide even deeper
subsidies to needy students by supplementing Federal funds. States support

some students who would not mzet Fédéril}nééd critéria or could have such
S ) R S
small assistance amounts that they might not be able to attend state or
private institutions without state aid.

In broad terms, the major Federal policy issue is whe:he% to continue
what has become an established Federal role in student assistance. One
option is to pull back from this role by some device or devices that cut
eligibility, require larger contributions from students and their parents or
otherwise cut Federal costs. If the Federal government were to withdraw
from current student assistance patterns; state governments (including the
higher educational institutions) could be éxpécted to’attempt to fill the
most obvious void by redirecting currént Student assistance funding.
However, this would not ‘solve the resulting problems as no amount of
withdrawal of $6.8 billion of Federal spending. Substantial Federal
cutbacks in student assistance would also put pressurés on states to
increase: their student assistance funding, just as Federal withdrawals from

S

other -areas have dncreased pressures for spending in them. However,
patterns of state spending do not change easily or quickly.

Given the incremental tendencies of state resource allocation, it would
not be realistic to expect state student aid funding to increase at a rate

of over, say, 15 percent a year even in the best of times. At a time when



employeé wages are being frozen and othér programs being cut back (the
current situation), increases of this magnitude are extremely unlikely:
Even a 15 percent increase in a billion dollar base does not provide a lot
of replacement for $6-7 billion in Federal funds: In addition, it should be
remembered that many persons involved in education programs have different
ideas of educationally sffective policies. Strong claims are being made
that success or failure of education of the disadvantaged is determined

between age 3 and grade 3. This argument, if accepted discourages state

pattern of concentrating resources on lower grades.

This report concludes that changes :iﬁ. Federal student aid have had; and
will have, 1ittle if any, effect on state policies in support of higher
education and the apportionment of higher éaﬁaéf?ﬁﬁ costs between students
and taxpayers. It also concludes that there has been some. effect 1in the

area of state scholarship programs, stimulated through the SSIG program;

These conclusions suggest one cther. Federal student aid spending of

the magnitudes involved should have had more major effects somewhere in
higher education other than the effects on states described above. It would
appear that those effects were largely felt where Federal policy-makers

“intended that they be felt: (1) in the access of needy students to higher

education and (2) in helping to maintain the viability 6f private higher
educational institutions and encouraging them to maintain a mix that

included significant numbers of needy students.
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While it is true that Federal withdrawal from, or substantia]
restriction of, current patterns of student assistance would have a
sigh1f1cant effect throughout h1gher education, it would seem that the
effects would be concentrated pr1mar11y upon d1sadvantaged students and
pr1vate 1nst1tut1ons. Obviously Federal cutbacks adversely afféct1ng either
of these groups would create pressures for state action. These pressures
could in turn create some compensating actions, CQnstra1ned by state fiscal
conditions, decision makers' commitments to hold down state “taxes and
pressﬁfés from ' other quarters. However, experience with other Federal
policy changes, the aversion of state officials to adopting large numbers of
means-tested entitlement programs and the nature of the éfééé resources
allocation process all suggest that states might do their best to mitigate
damages to private institutions and the disadvantaged but would not avoid
major damages vis-a-viz the expectations created by current policies.

These observations on the downside of Federal policy change
--restrictions, cutbacks, reduced funding--also apply on the upside.
Federal officials can, from past history, have some considerable confidence
that the state officials will not négété the impact of expanded student
assistance by Sharp]y altered state behavior: The state track féééia is
though many experts believe that it should, and that state scholarship
programs have expanded alongside Federal efforts.

The State Student Incentive Grant DProgram had two original purposes
encouraging the creation and the expansion of state student grant programs.
By 1979 the first purpose had been met: all states had created programs of
need-based grants for undergraduates: SSIG was less successful in inducing
increased state spending, in large part because Federal expenditures fell

short of matching many states' efforts: This conclusion remains true today.
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In ?ééf;iﬂééiﬁﬁ?ﬁé Fé&é?éi.éﬁbfébfﬁéfﬁbhé threaten to erode SSIG's ?hfigéhéé
on the eXpansion of state programs altogether:

In 1980, however, Congress added a new maintenance of effort requirement
to SSIG and-thus might be said to have given the program a new purposé, In
a time of extreme budgetary pressures on state governments, encouraging the
continuation of current spending on student grants might be an important new

‘effect of SSIG. Threats to eliminate the program are worrisome to states,

given the fiscal climate. Mcét state grant directors expect that they woild
be unable to replace lost Federal funds from other Sources and that they
would have to cut either the number or the size of student awards.

(1) WHY STATE PROGRAMS DIFFER

The states have had quite different purposes in mind as they have framed
~ their student aid program in the past. Some have wanted "access" or equal
opportunjty programs. Some have wanted primarily "choice" programs. Others
have wanted both. Some states have seen a large student aid role for
themselves, others have seen only a small one. The building blocks of

analysis presented here do not say anything about the wisdom of these

choices. For one thing, the jimportance of maintaining a large private
sector is properly more central a concern for some states than for others:
So is maintaining a Tow tuition policy far public institutions more

jmportant for some states than for others. But supposing that these

alert to in the environment of the 1980s, lest the changes outlined here
distort state policy if not offset by program adjustments?

For states that have emphasized equal opportunity objectives and wish to
continue to do so, the conce~n must be the possibility that resources for a

guaranteed floor of cash support for really low income students will be
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drained away | developments in the direction of more relaxed means tests,
greater cost-or-attendance sensitivity in aid awards, efforts tg capture
Federal aid and, especially, self-help requirements. Two devices that would
offset this tendency and maintain a focus on }he poorest Ltudents would be
"to scale grant amounts upward from a minimum grant at the zero family
contribution level or to disregard some pért of a national self-help
expectation--i.e., not treating this amount as equivalent to an additional
family contribution. These devices are compatible with the greater
simp1ification and coordination with Federal programs .
For states who have wanted primarily "choice" oriented programs, most of
the trends described earlier in this paper would seem to be going in their
direction. What is 1likely to be troublesome for them is any resulting

to ‘their emphasis on "choice." 1In particular, higher tuitions at public
institutions and less generous Pell Grant awards to students from very low
income families could make them think again about whether they: wish to firii
up access guérantees--po§§ib1y by doing exactly what it was suggested that
states which have traditionally chosen "access" “programs might wish to do.
 An alternative might be to have a two-part program. The first part could
‘guarantéé that the sum of expected family contribution, Pell Grant,
réaSonaéie self-help through earnings and a state grant would equal standard
subsistence expenses: The second part of the program could then treat the
whole of this subsistence allowance as equivalent to family contribution for
the purposes of a choice-oriented Formula.

The . preceding are essentially political problems. The difficalt
technical problems for the choice-oriented states will be to avoid a
situation in which state dollars do not end up paying for too much of each
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tuition jncrease at private colleges, thereby underwriting the institutional
budgets of these institutions, including “"internally generated" student aid
going " to students ineligible for the state's own programs, e.g.;
out-of-state students. -A way to avoid ‘this s for the state to fix a
maximum eligible cost well below aVéraéé actual cost of attendance at
private institutions in the state. §éi%-ﬁéip and loan sélf-help in
particutar could then be relied upon to meet remaining costs==including the
cost of marginal tuition increases. Th{s,approaéh, of course, - would make
students and their families support restraint in setting private sector
tuitions. The difficulty with this approach, of course, is the
attractiveness to both institutions and the Federal government of building

in a major self-help expectation before grant aid, not after as suggested
here. ﬁiafniy‘{t is unfair to ask for a reasonable amount of self Heip

twice.

substantial "access" and -"choice" components will be the states with the
largest stake in close coordination with the Federal programs. Perhaps such
coordination is iipossible as 4 practical matter becéase of the
unpredictability of the Federal programs or disagreement with Federal
policies on means-test mechanics, allowable costs of attendance and
Sé??-ﬁé?ﬁ expectations. If so one answer might be a formula treating each
student's Pell Grant as an addition to family contribution as’ estimated by
the state's own procedure; disregarding any Federal self-help expectation;
and then limiting the state share of needs unmet by Federal QFéﬁE and family
contributions to some fraction--say, two thirds==of costs as allowed by the

state. The remaining third would constitute a self-help contribution coming
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neither before nor after grant aid. Under such a scheme it would be
possible--though not cheap--to assure that low tuition public 9nstitution
students would seldom have to borrow to meet®their self-help share and that

pf%vaté institution students generally would, but not éxcessively.

N
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What s the probable impact” of Federal policy options likely to be
considered by the Commission on state policy. These are discussed‘_in
this section for zach of the major Federal proposals.

(1) Changes 1n Guaranteed Student Loans

From the perspective of Federal officials worried over the budget,
the student loan subsidy program is a substantial current outlay. From a
state perspective, however, true Toans at a fairly high interest rate by
historical standards are involved. These Tloans .are not perceived as
equivalent to grants by state officials, students or parents. This means
that a loan is not really as good as Tow tuition in encouraging access:
Perhaps more important, state officials are unlikely to be able to use
- the availability of loans in defending tuition increases to most students
‘or their parents. . “

As a result, enhancing the loan program by such actions as removing
the income cap, lowering the interest rate and/or establishing
contingency forgiveness for certain public interest post-graduation
employment would not Seem 1ikely to affect state policies regarding
taition significantly.

NGA does not have longitudinal data on the sources of support of
public higher educational institutions by which one could analyze, by
state, the percentage of total public higher education costs that are
paid by tuition and fees. Such information would be "best evidence" of

the historical impact, if any, of Federal student aid decisions. The
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driven in a high tuition direction by Federal policies.

The GSL really performs two functions: (1) Towering the .effective
interest cost for those who borrow and (2) providing access to crecit;'it for
some persons who would not get it -otherwise at any price. If the Federal

government were to drop GSLs, some states would probably try to achieve the

access  objective and part of the subsidy objective  with
revenue-bond-financed state loans. Without substantial state subsidy, such

.Féiéﬁié,’ and administrative and borrowing costs: Interest while in school
probably- could ﬁi-if‘ be subsidized, but some measure of access could be
~maintained by such & program. The Federal outlay éé\fi/ﬁgs; would be offset in
part by increased Federal tax expenditures associated with the additional
use of féi-é%&éﬁﬁf financing. The Wééifﬁ?‘éi‘ private institutions might also
seek to Fﬂ"l'a' Toan ﬁi‘dgil;aﬁi gap caused by Federal withdrawal from guaranteed

A natural consequence of restrictions on the GSL program would be some
fall-off in enrollments relative to what would be the case if the GSL
program continued unchanged. This would be Tikely to exacerbate strains-
on the higher education system resulting from enrcllment fall-offs, but
would be indistinguishable in effect from théVOthef causes of fall-off. The
fali-offs would probably affect thie private sector disproportionately.

Higher education interests can be expected to react to such fall-offs by
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seeking real increases in support per student which would be necessary to
maintain current programs and personnel in the face of enroliment reductions.
The differential dimpact of GSL restrictions on various types
ofinstitutions will obviously depend upon what the restrictions are.
basis for eligibility, Tlowering family income 1imits and eliminating
eligibility for certain classes of students would appear Tikely to affect
the higher cost institutions most adversely. These would be particularly
the privates, but aiso:hthe larger state institutions 'ith graduate and
professional programs.

(2) Changes in Pell Grants

Pell Grants serve a relatively swall segiient of the Kigher education
student body, the students with. the clearest financial need. The
disadvantaged students to attend the higher quality state and private
institutions, and allow these institutions to try to reach these students at
a reasonable; though substantial, cost.

Pell Grants represent one of the strongest redistributive Federal
policies. Each grant moves a substantjal amount of money to a highly
targeted group of individuals. The education fihahtédlby the grant offers
the prospect of allowing the student to have much more earning power than he
or she would have without it:

There are a number of state scholarship programs which resemble Pell

Grants i being based upon need and providing significant amounts of
assistance per student. Some of these were in existence before Pell Grants
and some came .into existence after BEOGs (predecessors of Pell Grants).
Comparative statistics on the state and Federal programs in FY 1983 are
shown below: 4

Pell Grants  State Need Grants
Number of Awards (tq;usands) 2,500 20, 1,253
Amount of Awards (millfons) 2,419 976
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The National Association of State Scholarship and Grant Programs, the
state 6fficiais' adminisfériqg schoiarshib programs, provides an annual
survey detailing the Ché?écté?%éfi?é of these programs. Because there are
multiple programs in some states, the survey covered 108 programs for the
Pell program also and 24 subtract the Pell Grant from the state determined
need for éésistancé’to‘génératé:a net need to be met by the state. Twelve
programs do this without looking at the Pell Grant application. " In roughly

two-thirds of the programs, responsibilities for overawards are handled by

the institutions. '

The pattern of these state programs is very uneven. Some States have
only the programs they need to take advantage of Federal SSIG funding while
other states substantially overmatch the Federal funds. In the aggregate;
the state programs are underfunded in the sense that substantial Aumbers of
applicants are turned away for lack of funds: |

The data suggest a diverse pattern of present practice and = thus
reactions to changes 1in the Pell Grants that would vary by state and by
institutions within states and with SSIG policy. Some states appear to be

in the student assistance business at the state level only through the
incentive of SSIG: In those states, elimination of SSIG would. likely
eliminate these programs in some states and at best reduce total grants by
the amount of the Federal component in others. These states would; of
course, be the ones least likely to try to replace ahy’iasses from ‘the Pell
_ Grants.

In other states, the forces at work with a reduction %ﬁ Pell Grants
would be reasonably clear. Those favoring these programs would probably
seek to achjeve funding that would replace all of the Pell Grants, thereby
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maintaining the same student aid pattern as before. State officials would

probably be considering these requests along with other major requests to
Féﬁ?ééé lost Federal assistance in such major fields as mass transit
operating costs and low income energy assfstahCé. The result might be . some
increased allocation of state student assistance funds and a substantial
redirection of existing state funding. That redirec:ion would probably
result in (1) Tower total grants than the combination of Pell and state
grants had been before for the most needy students, (2) more concentration
of éfété‘?Uhdé on thermosﬁ needy person and/or (3) some other rationing of
the available grant fuﬁﬁs{ e.g. on Academic potential.

resulting gap at the expense of the size of total awards to students with
awards and a ratjoning of awards, presumably toward thé most needy students.:

(3) Tuition Tax Credits

The purpose of tuition tax credit proposals would be to reduce the
effective cost of higher education by allowing those paying a studént's cost
to reflect some of these costs in Tower taxes. Proposals for the credit
vary in terms of what costs would be recognized; how they would be

recognized (e.g., partial credit or full) and what: maximums would be

“involved.

Assuming that the credits would be related to the amount paid, they
would tend to reduce the cost (in percentage terms) of attending high cost
institutions more than low cost onés. Other things being equal (which they
are not), this should benefit the privates more than the state residential
institutions and the state residentfal dinstitutions more than those

jnstitutions normaiiy atténdéd by persons who live at home. 6véraii,
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that C»thiihibt‘fbh cheaper..

The impact on state spending and tuitfon policy would depend upon how
the credits were structureéd. ‘Théé?'éfi'ééﬂy,' a credit or dédﬁéf?ﬁi’ﬁfy of
some college costs ,would reduce the impact of higher tuition on voters and
thus make it easier to raise tuition: In practice, state officials and
voters may not consider &édﬁéfi‘Bi‘lﬁ,{j or credits. For example, state income
and sales-tax payments are deductible, but this fact is rarely discussed in
the context of decisjons on state tax increases.

The Administration's budget includes a proposal for education savings
accounts. Parents could contribute $1,000 per child per year to these
accounts with lesser contributions permitted-for parents with adjusted gross
income above $40,000. Unlike IRAs, the contribution would not be tax

deductible but dinterest and dividends would not be included in adjusted:

‘gross income f;evéntuaﬁy uséd to defray costs of tuition, roq,rynr_,apd board

o~

for the student.

If successful in generating substantial savings for higher education,
the proposal would have a modest effect in ﬁncréas%ng the ability of parents
to pay-students' education costs. Other things being equal, it should mean
less funding would be required in state and Federal student aid programs.
However, if reaction to this incentive is comparable to reaction to the much
stronger incentive of the IRA, participation ﬁouid be highest among the most
affluent eligible persons. Those who weré just barely meeting costs of food
1ikely to participate. Such a pattern would suggest that the same arguments
that have persuaded state .officials to hold down the share of education
costs paid by students would continue to be influential in the future.

-~
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B. STUDENT AID IN STATE MESSAGES AND BUDGETS

assistance could not be adequately understood without reference to state

budgets and governors' messages--the policy documents common to all states.

Documentation of Policy Decision-Making ProcedSes in State Goke
Compared to the federal government, it is very diffictlt to underéfpnd the
mo’tivations underlying policies in a state. In the Federal government, the
positions of interest groups -are normally formally -documented in printea
form, such as published translcﬁb'ts"o% hearings. In state governments this
is not true. Hearings are often not recorded and ti’-éﬁ§éh‘bf§ are
practically never published. 1In the federal government, staff work is
normally made available to the pusﬁé} épaﬁéafeg-fégéafeﬁ is published and

adequately catalogued: The work of staff agencies--such as the 0ffice o

(Office=-is often published. The general press and specialized newsletters

follow positions of the players as policy is made. '

The normal processes of state govérnmént do not produce this degrée of
documentation and, when documentation exists, it is nc easy feat to collect
it from 50 states. There are very few uniform policy-oriented documents
among states. Of these, some important ‘ofes are state budgets;
state-of-the-state, inaugural and budget messages of the 'g'bvei‘hoi"s.[\_,?'
and enacted legislation (which has little relevance to federal student aid
policy because in any given year there is little legislation enacted on |

student ajd other than appropriations bills).
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‘@g;gggggggg; This report is based upon a review of the goverhéfé'
inaugural messages in those states which had inaugurations this yéar,
state-of-the-state messages, budget messages and actual state budget

—/da;c'umént;.' In total, 45 states are covered. Those not covered are

(pri‘marﬂy states where the f%é’isiativsé session does not begin until April
and one state (Kentucky) which will%not be acting on -either budgets or
legislation this year. Each of the messages and/or budget documents were
examined to determine the treatment of higher education. While the
recommendations of the governors do not control the decisions of the

.legislature, the governors' recommendations shape ultimate Tegislative
action as both the goverrors' and the legislatures tend to respond to the

same economic and poiiticai forces in eacﬁ'of the states.

Relative Emphasis on Student Aid. Higher education was not high on the

agendas of the governors this year, as measured by the attention paid to it
in major messages. Zhe current economic situation and its effects on state
revenues preoceﬁﬁiediiﬁst,o? the governors. Policy initiatives tended to

fall into thres fields: (1) economic development, (2) crime and (3)

| elementary and secondary education:

!

Higher education tended to be discussed in the messages primarily in
terms of the contributions it could make to improving elementary and
secondary education and economic development. For elementary and secondary
education, the contributions of higher ' education most often cited were
improved teacher preparation, retraining of teachers in science and
mathematics and increased requirements for admission, particularly in math
and science. For economic development, the contributions E?éﬁé? education

- could make improved technical assistance to business; research in high tech
areas (plus agriculture or acquaculture in a few states) and generally

2UY
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maintaining programs that would attract new high tech employment.

Student assistance in higher education was mentioned in a few of the
messages, generally in connection with programs to improve the teaching of
of student Toans with forgiveness for teaching in that field or grants to
enable elementary and secondary teachers to improve their capabilities in

. TIF 3
these fields. '

Spending Recommendations for Student Aid: The typical governor's budget
message covers every major ‘item of éi;fé expenditure. Thus, ftaté student
assistance was mentioned in many of the budget Tessages. However, this
mention was typically in the context of some decision-rule being applied to
higher education as a whole.

The decision-rules most often applied were ones that were consistent
with decision-r:ies being applied throughout the state's budget, not just to
higher education or student aid. The decision-rules varied primarily with
the fiscal position of the state. The most frequently encountered

decision-rules were variants on attempting to maintain existing programs.

"Examples (in order of increasing funding) are:

(1) Maintain the absolute dollar level spending of the prior year;
(2) Maintain the program level of the prior year with' adjustments
for changing demand for loans and grants;
(3) Increase by some uniform percentage (3-5 percent normally) and.
(4) Maintain the program level of the prior year with 5d3u$tménts
iy

1

for demand and price levels (particularly tuition).
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- In several states, governors recommended that their current medical
scholarship programs be converted to loans because the unmet demands of
medical personnal are not as pressing as they once were:

There were a few exceptions to the general patterns described above.
The governor of South Dakota indicated dissatisfaction with the distribution
of affordability of higher education (poor get aid, rich can afford it,
middle level groups fall through the cracks) and indicated he would be
submitting legislation for a new student loan program. The Aldska governo

referred to a "college loan program that's nearly grown out of control."”

The budget document shows the program growing rapidly, but contains no

proposals to limit growth. Alaska, with substantial oil revenues, provides
up to $6,000 a year per student ($7,000 for graduate study) for
student Tloans for Alaska students attending scheol in or out of the state:
Much of the loans are forgiven if the students return to Alaska:

Towa's governor focused on “"the gap between tuition costs of our private
colleges and universities and the Regents (state) universities." He judged
the adequacy of the state tuition grant program by the degree to which it
closed that gap and proposed that the maximum tuition grant award be
increased. As a result, he expected the grant to shift from closing 57
percent of the "gap" in FY 1983 to 64 percent of the "gap" in FY 1985.

Impact of Federal Policies on State Policies. In the messages and

explicit ties between the policy recommendations and Federal policy. There
was one reference to Federal policy changes having affected past state
policies; though only small amounts are involved. On page I-370 of. the four

inches of Wisconsin's budget, the following appears:
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The Board requests $9,774,000 GPR (presumably general fund) .... in
1983-84 -and in 1984-85 to restore GPR base funding for: the granc
‘program. GPR base funding was eliminated in 1982-83 becaiuse of
significant 1increases in federal special allowance revenue:
Projections for the 1983-85 biennium indicate sufficient special
allowances are no longer avaiiable to funy WHEG (Wiscensin Higher
Educaton Grants). The program provides average grant awards of

$320 to an estimated 31,800 students annually.

sources of student aid that are generally not provided in state budgets.
According to.the budget, FY 1982 financial aid (including leans) in I1lineis

(public and private) was divided among sources as follows:

State 20.8 percent
Federal ~ 19.3
Other* 38.7

Institutioral 21.1

* Includes guaranteed loans.
The state provided roughly twice as much of its assistance to students in
public institutions as privaté. The Fedéral assistance (excluding loans)
provided slightly more financing for public than private education, while
institutional sapboft was concentrated in the private sector: Slightly more
_"other" éﬁﬁ?Eféﬁéé was provided to the public sector than to the bi?Véfev

The I11inois budget also indicates trends in financial assistance. In FY

1982 the "average financial aid received per student at  'ng Il1linois
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institutions" was $3,131 din private institutions, $1,962 in public
N 1 .
universities, and $449 in the community colleges.

Implications of this Review. This review totally supports the finding

that Federal student aid policies appear to have no impact on ’staté“
institutiqnai support programs and tuition policy. Somewhat 1és§)gu§baif is
provided for the conclusion that Federal programs (particuiériy $SIG) had
had an impact on state student aid grant policies. However, the findings
are not inconsistent. With SSIG policy perceived as either stable or
unpredictible, no change in state policy would, in the FY 1984 budgets, be
associated with a change in Federal policy. This is not inconsistent with a
finding tﬁat the ihitiatfon of SSIG or its terminat%ons would change state

policy.
C. STATE TAX TREATMENT OF EDUCATION COSTS

This section is part of the work done by the research staff of the

National Governors' Association (NGA) for the National Commission on Student

‘Financial Assistance. It was suggested by NGA on the grounds that the full

without understanding state tax expenditures as well as state direct

expenditures on Student assistance and institutional support.

The Concept of Tax Expenditure. Analyses of the Federal budget have

subsidies to particular activities through either the spending system or the
tax system. The concept is now So widely recognized that the President's

budget includes a compilation of tax expenditures and the Congressional
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Budget Office does an annual analysis of them. The concept is less widely
recognized at the state level in terms of compilations; but there is a wide
variety of tax expenditures to be found in state personal income taxes.
Methodology.» The methodology for this paper was quite simple. State
ﬁnéomé4iax;forms for 1982 income (typically the returns due on April 15,

1983) were collected along with dinstruction booklets and explanatory

material and supplemental forms for each state with a personal income tax.

These materials were thén‘ﬂgvi§Wéd and all special credits, dédhéfidﬁ§§3ﬁd
exemptions related to the educational status of the taxpayer and/or
taxpayer's dependents were extracted. The resulting state-by-state 1isting

appears as Abpendix A.

Federal Tax Treatment of Educational Expenses. Because state income tax

forms and concepts of taxable income and deductions are typically modeled on
the Federal system, understanding Federal tax treatment of education fis
essential to understanding state tax treatment of the same-subjéct.

Federal law allows as a deduction certain expenses of earning income;
such as special tools and union dues. Education is treated as a candidate
for one of these deductions. Thus, the test for deductibility of education

smployment. A typical education deduction is expenses of a teacher who must
take a few courses or lose certification. Generally, education for a change
or upgrading of employment (e.g., a teacher going to law school) s not
deductible. Education costs associated with non-employed full-time students
are normally not deductible. Thus, with exceptions, education costs are
treated 1ike other consumption expenditures.

Federal law does recognize contributions, such as contributfons to
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churches or colleges, as deductible from gross income in figuring the income
subject to tax. The value of deductibility varies with the situation of the

taxpayer. Those who do not itemize (typically.lower income taxpayers -who

.contibutions with a minor exception enacted in 1982 For those who itemize,
the value of the déé?éi%bn depends upon the marginal rate (bracket) of the
taxpayer. For example, a deduction of $1000 is worth $50 for Someone in the
top (50 percent) bracket; $25 for someone in the 25 percent bracket, ete.

Tax credits differ from deductjons in that the reduction in tax is
identical regardless of the taxpayer's tax bracket. There are no Federal

tax credits for education.

State Patterns. Most states with income taxes follow the Federal

practice on treatment of educational expensés without eéxception. However,

State Tax Credits. Credits against income tax 1iability are provided in

~

the state tax systems of Idaho, Indiana, Michigan and North Dakota. These
credits are: provided for donations to higher education. institutions. In
in the other three states it would appear to be available for contributions
to private and public institutions: ' The credit also appiies to public
libraries and public broadcasting in Michigan and non-profit private high
schools in North Dakota. Typically, the credit is available only for
contributions to institutions in the state offering it. The terms of the

credit proVisions are Shown below:

207 215



Percent Donation Ceiling Max. Ind./Joint

Idaho 50 20 percent $50/100
Indiana 50 100 - 100/200
Mich igan 56 20 100/200
North Dakota 50 40 6 250/250

Vermont has no special provision for parents but allows students to

claim a credit of $10 on their return.

Personal Exemptions. In New Jersey a dependent under age 22 attending

college full time results in an additional exemption to be added to -the
number of dependent exemptions. Each of these exemptions offsets $1{666 in
adjusted g%oss income in calculating taxable income. The same exemption
(also $1,000) is applicable in New York, but only for students attending

educational institutions in New York.

Dediictions. North Carolina taxpayers det a deduction of $660 ~for each
dependent who is a full time higher education student. |

In New Mexico a special deduction is provided for persons who (a) do not
itemize on their federal return and (b) contribute to .the "New Mexico

Education Assistance Foundation."

Special Education Fund. New York allows taxpayers to contribute up to

Subsequent interest and dividends kept in the fund are not taxable. The

fund is to be uséd to meet higher education expenses.
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D. EDUCATION TAX EXPENDITURES OF INDIVIDUAL STATES

Thic attachment identifies the operation of education tax expenditures

expéhdfturéé.

Idaho: Idaho allows individual taxpayers a tax credit for contributions
made to non=profit private and state higher educational institutions. The
credit allowed is one-half of the contribution with a ceiling of 20 percent
of the taxpayer's Idaho tax liability and & ceiling of $50 on individual and

$100 on joint returns.

would receive in tax advantages:
Federal Income Tax $50.00

Idaho Income Tax

Deductibility (approx.) ‘. 3.7 .
Credit 53.00
TOTAL TAX SAVINGS ' 103.75
i Total Contribution 100.00

After Tax Cost of Contribution -3.75

Incentives for lower bracket taxpayers would be considerably lower because
the charitable deduction is 16Wéf>)?or these taxpayers. Non-itemizing
taxpayers would still benefit from the credit but not from deductibility

From either state or Federal taxes.
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Indiana: There is a similar credit program in Indiana: The maximum
credit is double that of Idaho's- (3100 for individual, $200 on joint
returns) and the credit is 50 percent of contributions. The credit cannot
exceed tax owed. .

Mi‘cﬁig;én-i Michigan's tax expenditure includes Tlibraries and b,’ubﬁc
_broadcasting as well as Michigan colleges and universities. The ceilings
are 50 percent of the donation, $100 on individual returns {($200 joint) and
20 percent of tax liability.

 An interesting contrast is provided by Minnesota which allows deduction
of- tuition, transportation and non-religious textbook éxp’eh'sé'.~ However,
this deduction is available only for education through the 12th grade. The
}deduction is limited to $500 for dependéents through the sixth grade and $700
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in grades 7-12.

New Jersey: Thé New Jersey approach is to provide extra tax benéfits to
persons with dependents under age 22 attending college full time. In
addition to being counted as a regular dependent; the dependent is counted
again (1ike the Federal double exemption for blindness) for the exemption

amount of $1,000.

New Mexico: New Mexico confines its provision of a special deduction to
people who do not itemize on thair federal returns. Contributions to the
New Mexico Education Assistance Foundation are deductible in calculating New

Mexico taxable income.

New York: New York has two tax expenditures to reduce the after-tax

cost of h?gher education.

Taxpayers are permitted to deduct $1,000 per dependent attending a

higher educational institution within the state.

Under New York's PASS Fund Deductions. a parent may ‘invest in a separate
account up to $750 per child per year to defray later higher education
expenses: The amount contributed each year is subtracted from income, Jjust
as contributions to an IRA are adjusted out of income in federal returns.

addition, the interest and dividends on funds in the account are not tax

—
31

deductible. There are provisions for tax recapture if the funds are not

used for higher education.
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North Carolina: In North Carolina, taxpayers can take a deduction of

$660 for each dependent who is a full-time higher education student.

North Dakota: North Dakota provides its tax credits for donations to

non-profit high schools and non-profit private colleges in North Dakota.
The credit is for 5C percent of the contribution with maximums of $250 and
40 percent of the tax liability.

Yermont: A full-time student filing a return in Vermont can claim a

credit of $10, but no more than tax owed. This credit is only available on

the student's return, not the parent's return.
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APPENDIX ONE “THE MIX OF GRANT LOAN AND WORK AID" BY:MARTIN KRAMER

_ [The following is excerpted from an essay ébbéiring in
Meeting Student Aid Needs in a Period of Retrenchment, NEW DIRECTIONS
FOR HIGHER EDUCATION #40, ‘Jossey-Bass; San Francisco, 1982]

It is also a misleading perspective of MSAA years to see the present

effort to find more aid resources as primarily a problem of finding new
sources for student loans, While the search for new loan sources is |
certainly relevant and urgent, meeting the need for grants and
scholarships tends to have higher priority where the institution has some
choice in the use of funds.

There are two arguments for this position, and they apply morée or
less equally to allocating funds of the institution to either loan or job ¥
creation programs. First, the studencs, who agé really poor must have
some grant afd as a practical matter. Going to college at all, certainly
if it is a private college, will often depend on their feCéﬁvihQ
substantial grant assistance. This is because the amount they will be
able to earn and be willing to borrow ordinarily not be enough to meet
their college costs, even with very attractive work and ioanéprogramé.

Second, opportunities to work and borrow are made available by the’
general economy to all its participants, but gifts are not. Many kinds
of credit available to families can be made to substitute for student
loans. Even in a terrible economy, there are usually jobs for people to
do although they may sometimes be terrible” jobs. It is appropriaté for

an affluent student aid system to provide more certain and more desirable




jobs and ‘loans to students than the general economy would otherwise
ﬁFbViaé. But in a retrenched student aid system, the first claim or
reduced resources must be to provide grants and scho]arsh1ps A student
and his fafiily may be asked to find a job or a loan from noninstitutional
sources, but not usually a scholarship.

Suppose a college is able to increase its funding for student aid by
$500;,000: Consider what is entailed by allocating these funds to a
WbrEQSEudy program. The college may benefit from the work the student
dees, although it must be work of marginal value, if funds to hire peop]e
to do it are not already included in the institution's budget. The work
may also provide valuable experience to the student employed. But in
taking a work-study Jjob, students give up time they might use to earn
money in an unsubsidized job with either the institution or another
employer. If a studen* receives his award of the new money as a grant,
he can have the grant and his unsubsidized earnings as well. If he gets
such a' job, he is clearly better off. Even if he does not get Such a
job. he is no worse off recefving the money as a grant than as a
work-study stipend. Much the same is. true of the: choice between
providing loans or grants. If the student can get credit not subsidized
by his college, he is better off receiving college funds as a grant.
Even if he could not get such credit, he is at jeast as well off.

In general, a college or a university maximizes the impact of added
student ajd funds and stretches réSou;;é optimésticaiiy by giving grants
priority over creating jobs and supplying loan capital, unless the use of
funds in providing jobs and loans is very highly leveraged=-that is,
produces several times as many wage or credit dollars as the institution

invests. Each institution must decide for itself what its leveraging



factor should be, taking into account the value of student work and the
future repayment of loans. A factor anywhere between three and 10 could
be realistic in all the given circumstances--the relative scarcity of
educational program from job and loan programs. One hesitates _to make.
this point because it may lead people to neglect development of new job
and loan programs that could, in fact; be leveraged to a degree that
would make them the best use of additonal aid dollars in many cases. But
a widespread bias in favor of job and loan programs needs to be
counteracted by a reminder of the importance of grants and leveraging.

1
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APPENDIX 'TWO
Tabular Data 0On Student Aid By State

(1) Total Dollars--State Needs-Based Comprhensive Grants and Scholarships
(Undergraduate)

(2) Percent Changes in State Needs-Based Comprehensive Undergrad Grants and
Scholarships ‘

3) GSL Loan Volume (Commitments), FY73, FY79, and FY87

(4) Federal Obligations for Pell and Campus-Based Aid, FY72

(5) Federal Expenditures for Pell and Campus-Based Aid, FY78

(6) Federal Expenditures for Pell and Campus-Based Aid, FY81




TOTHL LQLLFIAS -~ - oSTATL
Giehn "8 AND

weggdls)

/974

- 73

'L NELL - 2AZZ2D LmMTEsrz
St LPARSHIPS. (UNDERCERD)

LMz ZN

15 ‘A s

r

1374-73

1978 - 77

1977 -89

1970 =77

aud /GTT-78 KO 1973 -273

179/ - p2

M.oA

4737

e,

/50

2.737 |
- 774‘,

240 |

3/ | 2

ARIZONA

T

/596

/, %43

7637 | <

ARKANSAS

N.A

__$09

1179

o, 0%6

CALIFORNIA

7937/

78 L9Y

78,91

¢5, 540

COLORADO

9771

9 755

6,36%

9390

_ 7277
§,792

-

NNEETICUT /, 705 6,80/ | 760% ) 4,690 7.789
JELAWARE WA $4a S0 4% Y453
[STRICT OF - - = = = - = o ,
_COLUMBIA M A i LY | 1073 | 757

LORIDA |

L
|

/1, ELT .

;EORGIA

3.547

IAWATT

DAHO

LLINOIS

NDIANA

1WA

KANSAS

3,733

KENTUCKY
QUISTANA
MAINE

ARYLAND

sSACHUSETTS

;;:;G-—.T,ﬂﬂ

an

- ERIC



D (8 0 Hhowsands)

1977-78

J974 - 73

}978-79

/979 -80

| /971 -

73

_MINNZSOTA

/7,892

| 22, /56

/19,400

J48,0/9

MISSISSIPPI

] ot

7, 06%

2,576

/327

MISSOURI

¢.330

(.49¢5 |

7194

5,94/

MONTANA

330

35/

~ 39x | 3

370

NENMSW?

409

765

/07%

5119

_NEVADA

773

/7L

29/

| /50

NEW HAMPSHIRE

372

Y50

A5

594

NEW JERSEY || &£ 3.

2 |lde 475

36 4Y7

4/, 273

39 77%

NEW IMEXTCO

EEr

553

He |

e — —

| YORK

120,600

&31;466

952, 200

245 507

< ﬁ:’é, - ?0

o

MORTH CAROLINAY |

2,579

- j} ?3,{;

3,509

3,494

3, 299

NORTH DAKOTA || wmA 327 | w9e | - c7L |

3379

585

EEXEIIN

25, 935

2% /00

27,49

/, %6

2255 |

2,047

OREGON

L6721
3| ¢3¢ |

7690

¢, 560

PENNSYLVANIA

AT

75100 |

79,279

29, (

RHODE [SEAND

| 3 305

3. 791

Yoz |

OUTH CAROLINA

9727 .

10,930

/,0679

SOUTH DAKOTA || ~A.

255

_2ar

427

TENNESSEE

3, .7

EAKIAN

6, 4TS 5 7

BISMIN |

19,741

/J ?3/

77 123

L= e

7 SN

7 ¢



-

1973 - 73

/778-79

/973-80 | 1980 -3/

vl

/9 &/

a1
o=

N B

3;36?

3,59 | 2729

3,733

-

yy4

4 044

4,50/

57304

EST VIRGINIA

425

4,796

3,022 | 2.9z

4 300

WISCONSIN

492

| 22.9/5

L/, ¢3/ | R/, 397

20, ¥27

WYQMING

N.A.

/95

257 Sl

%9

N g

E

Nnwal Srveys of

| Fgures
oA

inelzd &

7 | . -

22




CClHIFR AU MNP Y ~\

SLLEered

[0 <Y R s <5 "7CI‘7U

QAL T o2

572529?2:5

-

QLT AT DT 17O

1977-78

/1777-30

1779-30
R
/1230 -3/

/780 -5/
e
/777-22

o
/943 <23

/971 -72

/974 -
4
/982 -

\LABAMA

I5%. 7

/0.0

-32.9

-i40

LASKA

4 1

1 630.0

TT30.0

_ 54

RIZONA

3.9

e

N

=0

iRKANSAS

37

749.3

- 393 5
~2/.7 | 39.%

ALIFORNIA

49,4

. oL
.2

-
L)\\

4

OLORADO

‘331 ?

NECTICUT

ELAWARE — 9.7 - 20 | 2.0 27 || wa

STRICT OF
COLUMBIA

LORIDA

ZORGIA

o
L
O

WAII

N
R
Q}‘
)

r8er
Ma

YAHO

U
«©.

.LINOIS

lm’\ Ly N

IDTANA

| \?‘Q‘
~0 |1

[OKA-

/7.5

O | &
~)

o

ANSAS

N L\ ‘{S

MAINE

“ARYLAND

SACHUSETTS |

h O AN




PERCENT

z%nu;ss

[1177-57
a2
y/277-79

197779
%

/979~ 70

/979 7¢

/570=71

72

/930 =5/
Re I
/78 = F&

1977-7F
s
/9 £ -43

MINNESOTA

| 23.9%

~17.0

Y. 0

MISSISSIPPI

1868

—wrs |

MISSOURI

2¢O

MONTANA

/177

-49.9

NEBRASKA

J5.5

/-4

NEVADA

¢9.2

EW HAMPSHIRE

4.9

| 0:2

EW JERSEY |

/3.7

75.3

ZW MEXICO

/6. ¢

377

‘W YORK

y.3

JRTH CAROLINA

17. £

JRTH DAKOTA

;T/;b

WA

__OHIO

JKLAHOMA

B Y. ‘/\

77: 4

TH CAROLINA ||

UTH DAKOTA || /2.3 | —/¢. 6 | =932 7 | o g2.¢ || #.A

| 23




PERCENT [HANGES

[1177-57
a2
y/277-79

197779
o
/979 - 70

72

/570=71

/979-7¢ | /1980 =37/
' R
/78 = F&

1977-7F
s
/9 £ -43

MINNESOTA || 23.8 - /7.0 4. 0 5.7 | /9.3 V.8 3%5.

MISSISSIPPI

1868

- 44.3

17 2

MISSOURI

2¢O

S0.5

MONTANA

/177

-49.9

NEBRASKA

J5.5

/-4

NEVADA

¢9.2

EW HAMPSHIRE

4.9

| 0:2

EW JERSEY |

/3.7

5.9

ZW MEXICO

/6. ¢

‘W YORK

y.3

JRTH CAROLINA

17. £

JRTH DAKOTA

;T/;b

WA

__OHIO

JKLAHOMA

77: 4

TH CAROLINA ||

UTH DAKOTA || /2.3 | =/¢.¢ | =93.2 N g2. 6 N.A

| 23




TN Rl 2 T

,4(fﬂ,{h&;ahd§§

g

fCAEmIC

JeAM2
1972 - 73

ACATEM 1C
SEA(_
19778 - 19

L ABAMA

B st

ALASKA

186

ARIZONA

| AT

A\RKANSAS

3,552

/0,294

/64, 308

ALIFORNIA

111,739

:0LORADO

22,029

=7

_ 16,32 ]

INECTICUT 36,130 - /44300 | 158,129 i
ELAWARE 954 | et | 5,799 |

cowmmia || zses | 2ra9 | 0,963 | -~
LORIDA 21,340 | 74300 | w508 | _

ZORGIA

. 50.36¢

\WAI T

17,939

JAHO

| /8,574 |

LINOIS 182,85 | 16Sseo] | 3243257
DIANA 22,308 | sas | s sE | f
10WA | 19,250 52,53 o LR =

INSAS

97,6777

INTUCKY

63,738

JISTANA 9.757 B csos | | sriae i,,
ATE el | _sss7 ] 4932 |

‘RYLAND

97.14% | -

ACHUSETTS | |

/65,577

302 689 |

161:790




Gst

ALA!.E(T‘ C [ ALAD%N\L A( 10C M- Q,
\.JE,P‘. 9EA\t z,.;t
. 1972-7% 197%-79 ;qan S

1INNESOTA

B30 407 |

| 93,214

197,36l

IISSISSIPPI

7,030 |

# 27,702

IISSOURT NIECES 25548 | | jog 340 ]
ONTANA 4300 | | s2¢ b, 460 -
EBRASKA nev2 | Erne | 59060 _
EVADA ¢z | 2930 | 18,291

W HAMPSHIRE

33,210 |

JJERSEY |} 97,636 [ | /3468% | 951,728 |
4 MEXICO /0,028 | 7032 | | 17600 e N
LYORK ] 174,065 ssq783 | | qusaus ol
arearoind ] S203 | | asn | ] g3 -
(TH DAKOTA || /0,99% |l 18,999 25,354 | -
OHIO 79,043 /08,880 | | d%0; 206! . -
LAHOMA 5,70 73,799 | 22,3064 I
REGON 9,839 ) 16,079 B vS, 368 ) o
NNSYLVANIA 88144 | 310,792 506,53 | -
GDE ISLAND 8,139 - /8,573 ] | 40978 | )
H CAROLINA 1,859 ) 4,490 | 4,940 I
TH_DAKOTA 7,501 22.081 | 44.309 |
INESSEE /6,292 . 25AE 0,219 N
_XAs AL | e%.997 | /31,750 o
ITAH 5793 | g2.850 | 33798 | N
”i 234 '

3 059

21 385




A(jﬁaﬁ;;_ AtATEM ¢ Aciﬁéﬁﬂti — -
yeas en jen 2
- 1972 -73 1478 -9 19%1-§2

VIRGINIA

5/5,556

Bizse7

64,407

WASHINGTON

26,90 2

| 65,993

EST VIRGINIA

/6,296

36,0699

WISCONSIN .

£ 72§

159,809

| $3556

sriER

,iqllfié

107A L

B 198 523

0,160,413

Other ihe

Aid Ful

6) ;7 REA I C | E,,,,,,

Samaac

Ha V:;’Z#

B _ _ -
F — B — 4




J

— e ~ T v e

('Thua,qnix o{ ds Mare)
JF@fAcad?mvyprr /9'71 '/ ﬁ 73)

D2~ X l"u) -

SEo(

/' DSeh

73'*2;1 1

ALABAMA

32,440

| # 529

/9 631

\LASKA

/92

_13¢

577

\RIZONA

2099 o

2 /6%

\RKANSAS

1,721

217

744/

ALIFORNIA

2]. 333

76,142

OLORADO

/0, 236

NECTICUT

2

783

1 73y

ELAWARE

- 519

STRICT OF
COLUMBIA

LS¢g

"iw,ﬁwg%;g;gz,ggg,; ,
7 7757,' 157 |

LORIDA

50921 743

2ol

20,247
/6,145

23904

JAHO

2

=

LINOIS

\(S\

32,3330

61

IDIANA

/P 239

IOWA

/2, 99¢

ENTUCKY

13,409

JISIANA

/¢ 729

JAINE

‘RYLAND

3,58
Z429 1. 6%6

ACHUSETTS |

¥ :Q AN

—
—
—
—

~ERIC™

Aruitoxt provided by Eic:

27457

22 221




( Thovsards oF Jdlfars) 7

(For Academic Yesr 157214 7230

SEOG

C WS

Tota)

INNESOTA

4,910

1SSISSIPPI

1,569,

ISSOURI

- 2490|

172612

1,290 4274

2 479]|

tse]

IVADA

_9¢7

| HAMPSHIRE |

3,210

| JERSEY

61061 52671 /5385 o
' MEXICO < havol t725®l ezl 448/ _

~YORK

o4l

TH CAROLINA

| 21,425

3,725)

35 989

L6 11,698

0. 730

INSYLVANIA | |

- éﬁ&iugf‘ijr?

93| 3% 739

OF ISLAND

CAROLINA

¢l /7, 590] 3947
) 9 645|

H DAKOTA

A5

| it40) |

/,200| 1,

£l zgmeal

$437

613

2,486




o Wt

(Fon Acacjpm

v - oW

-~y - -

—

(Ti'lo oS an d: a'( Ao ”A"S)

c Vear

7 4

’771 /?73)

I-\\r\-..’g_:/

- CW S

NDSLY

/TRGINIA

—— ’g:l 5-21

4, 718

/1795

{ASHINGTON

A 94

| 6.979

_13,979]

iST VIRGINIA

51 3,392

2,502

7. 920

IISCONSIN

5778

7639

|19 443

IYOMING

e

608

1, 615

T4 Pelf

Crant Fr

ogram d

Fed ot

ol YDSL of/ig aﬁmsindu«{eﬁ,{e derad ¢ apital coltributson| only.
— |
%30 ——— — —




Lot

CThovzands of dstiavs)

(For Acodom e Yone 199

v

-1979)

- el ZE0G | TS [Tl b T )

24

(A1

-1?1
4

| £7087
! 543

13 7 96

30.620]

o #1232

132, 53]

235997

_avsay]

_17.203

33 #45]

NECTICUT

12,957

TLAWARE

3.157]

| 25350

)

STRICT OF
"OLUMBIA

11, 956

17.67%|

£7 5573

32,003

?5j4§1
43,322

3.9

6,102 |

AHO

LINOIS

_3772

116.330]

DIANA

29 964

50,131

I0WA

20,iS¥|

1S

i‘;

17490 2

29,310

INTUCKY

24 coq

P
_ =%

IISTANA_

34 /49|

,é A ’5 ] » 2 £
_ 2oyl

IAINE

Y

?; Q: L

ARYLAND

23 9/3

4 104

ACHUSETTS

43 774

o — o

9370

237




(1 bhoov2andzs g+ dallarl)

(For Academc Yogr 1978-177%)

‘ Pe ] SE06 | CwWs | #Dsial T ]

NNESOTA 22 997 7495|9938 g,iés’gérgqg ,,

ssisstppt || 35 aaa | 24z¢| 7233 g0 | #3210

SSOURI 3p 239 466 9 %09 5 %371 50 200 N
NTANA Soea|l  713| 2200 26| g0a0|

BRASKA (pes#y  J6oe | 2 RR| agan| 18 u4|

VADA

1, 958

74P

HAMPSHIRE

”,_5}24 7

N e
L‘l‘

JERSEY

/10 487

MEXICO

/1, 579

'YORK

226,254

7,353

5 ERRALING

H DAKOTA

6.471¢

A s

23 6% 1

17973
7773

NSYLVANIA | |

7202

DE ISLAND

9.62%

H DAKOTA

26, 308

VESSEE |

39l aj0r] e
i 00 15
478 I

"XAS E;ﬂgﬂggwﬁ 22,878 9416] 122,967
57327 1 605] 11,753)




" (Thevsands of Jdottar:) o
— - _ T Fie Leadom ¢ Year 19758=17179)

Pell |'Sccslcous | wpa | Tt

IRGINIA- 5&5‘2;2250 '?’,Zi_i 7272&,% 7 {_Aog { il

ssaveroN || asver| 7900 | 9939)  759a| 40.900]

ST VIRGINIA bsgel 20t | 390 |  20i0] 17433

— 0N U 29568 03| pozy| pew| s6949)

(ouine _L6r7] 351 ) 4t 24| 3172

fedovyl Lirﬁ"zlllL%*f’ b

777J — — ;"l - —
¥




redevad E¥nd, fures tor reic Urws anga C
' ﬂCGdﬁmré L{QO-—*’\ /987-8 2

44%&%@55“*3&*‘”‘*”'"*

aqﬁfnws LDasesa A1, i‘Ej

Cws.

NDSL

Ly}

TOTAL

peaa | [149,200 [P 5977 0,858 [ Eosa\ [%6s,756
LASKA 1,29% 342 87| e | 2,903 B

RIZONA

27471

5592

9,495

23,390

g2

l,494

\LIFORNIA

1605%9

_de,a37°

Lfii§;3*47

JLORADO

23823

6,200

\~),
2,632

IECTICUT

17,652

| 6,909

2,403

LAWARE

], 264G

TRICT OF
OLUMBIA

4,2%0

ORIDA

16,740

112,718

ORGIA

163

bl k23

WATI

ERg

7.2P4?

AHO

/,723

-INOIS

2t,000

/39 I4‘1

JIANA

7.975"

70, 113

[OWA

44,247

5318

33,848

5849

_Shieg |

ISIANA

55653

AINE

95,134

RYLAND

49,431

ACHUSETTS

)26, §34

_IN

126,037




AcADEM IC JEAR 198) -8 ?

Wﬁmuflib ~thaug

g o SB

.

Pl | sco6 | cws | NDSk | TOTAL,
ANNESOTA | |04y, 354 89,321 %2076 |Y3454  [#71,259
AISSISSIPPL | 37,719 | 4,524 | ssul | 1,785 | 52,689 -
11SSOURT 44,378 | 6.27¢ | /0,543 | 423 (S#13 | 7
ONTANA 1,353 L 2,380 |  sa9 5722
[EBRASKA 17,228 24326 | 3,582 | 183 74,919 I
£VADA 2513 | w4 | di7 | 253 | auan o
W_HAMPSHIRE 8,565 3,302 4,03 ). 431 17,906 )
W JERSEY 6,i36 | Se41 | /2,239 | 3863 | §5 2u9
W MEXICO 14,422 | 2,595 $079 nin o |o23207 |

W YORK

300,604

RTH CAROLINA| |

$4,499 - |

XTH DAKOTA 9.3506 2,188 2,459 49 14,609
OHIO - 92,/60 13.9i3 20,577 $.592 | 135552
L AHOMA 23,750 | 3,950 6,589 | L33 36,922 I

6,48

121,467 | <

119,181

13,518

23,164

H CAROLINA

34436

- 4%,701 |

TH DAKOTA

14,360

/8.790

NNESSEE

49,109

Lg,$39

| 140,552

#54 L3

9,937

b;174

1039




TeUvCin i 35’*5

(in

’??109: o o {>

1791 7T L

S

Poll

Cws

v1a€INIA

941, 503

0,893

NASHINGTON |

30,6306

10479

ZST VIRGINIA

15137

4,556

VISCONSIN

43,400

1985

2,495

{YOMING

594

Dors ok inelud

B;SEQVSC

*é\ilf 535

term

’Pfﬁdd’m\. : chPdmwkﬁjJPpL{oﬁmaklu qu.nlnu.wc
f~ &Lﬂhvu#\%n‘u/ 1971f-32 . e
Y| Loctoted Cedunnt| Capitad [Contoibut oms omv#

“E KC

Aruitoxt provided by Eic:




APPENDIX THREE
BIBLIOGRAPHY

0N
Ny
(O




BIBLIOGRAPHY

—

Individual State Studies of Student Financial Assistance--
Alabama |
Alabama Commission on Higher Education and Institute of Higher Education

ﬁéseaftﬁ and SéF97Eé§; EASiﬂ&ygﬁfgééiéﬁiiéimpééiéétéhdéiymEdu¢ation

Thomas G. Owirgs. University of Alabama, Summer 1977.

Arizona Board of Regents. Report of the Ad Hoc Committee on Student Financial
Aid. Adopted November 13; 1982. ‘
Arizona Commission for Postsecondary Education. Financial Aid for Students at

Arizona's Postsecondary Educational Institutions, 1972-81, by Rose

- Erbachloe. - Department of Higher and Adult Education, College of
Educat1on, Arizona State University.

California

california Higher Education. “Finally, Tuition?" by Ray Giles, January 1983.

California Postsecondary Education Commission: Background "’7éE§46ﬁ4$tﬂdéﬁt

Charges, Student Financial Aid, and Access to Postsecondary_ Educat:on.

Supplement to the Commission's Report to the Governor and Legislature in
Response to Aééembiy Concurrent Resolutjon 81. April 1982.

IS California College-GoqgggRatesgand~COmmun4tJLCo]lege Transfers,
1980 Update. January 1982. '

3-2

244




in_California Public Higher Education: December 1982

Student Charges, Student Financial
Postsecondary Education: A Report to the Gove

rnor_and the Legislature i
Response to Assembly Conctrrent Resolution 81- April 1982 W{
Chronicie of iigher Edvcation. "Panc] DSUBES Private Services' Eiafis that \

Large Amounts of Aid Go Unused,” by Janet Hook. Rebort of the California|
Student Aid Commission.

n

Student Financial Aid Policy Study Group. A Report to the California \
Legislature. March 1980.

Connecticut

Board of ligher Education. Policy Paper: Student Financial Aid. March 1982.

Status Report on Student Financial Aid.

October 1982.
Florida

Consultant's Report. Student Financial Aid in Florida: A Study Conducted

~

Pursuant to_Item 248D, Chapter 83-215, Laws of Florida.
Education Commission

January 1983.
Gordon B. Van de

Florida Department of Education, November 1, 1982.
Georgia

Board of Regents; University of System of Georgia. The Eighties and Beyond, A

Com tment to Excellence; A Report of a. Statewide Needs Assessment for
Public Higher Education.

February 1983.

3-3



Study Committee on Public Higher Education Finance. Formula for Excellence:

tem in the '80s: September 1982.

Financing Georgia's University

117inois

I1linois State Scholarship Commission. Illinois Student Financial Aid, FY

1982. 1I1linois Board of Higher Education, September 1982.
Iowa ‘
Federal Funds Task Force. Report for Postsecondary Education in Iowa: Impact

Kansas
Associated Independent Colleges of Kansas. Improving Financial Aid
Programming for Kansas Independent Colleges; by Robert N. Kelly and Joe B.

Henry: Summary of Activities and recommendations and technical
supplement. April 1980.
Maryland \ .
State Board for Higher Education: Student Financial Support in Maryland

ary. December 15; 1982.

. Tuition and Mandatory Charges at Maryland Public Institutions of
Higher Education. June 30, 1982.
. Tuitjon Guidelines. January 1983.

Independent Colleges and Universities of Massachusetts. MaSsachusetts

Higher Education in the Eighties. 1981-82.

Massachusetts Board of Regents. Massachusetts Student Financial Assistance,

Determination of Need, Family Contribution and Other Aid Resources. April

12, 1982.




Nolfi, George. "Proposed Massachusetts Adult Career Development Grant
Program: Ratfonale, Legislative History and Program Design." Uﬁivé?§ity
Consultants, Boston, Massachusetts, and Washington, D.C., 1982. (Includes
copies of proposed 1égi$1éfi6n‘ﬁﬁ?éﬁ has been considered by Massachusetts
LegisTlature for several years).

Michigan

Chronicle of Higher Education. "Michigan Colleges Say Budget Cuts Will Cause

Financial Chaos." February 1983.

New Hampshire

New Hampshire College and University Council. An Analysis of Financial Aid
Funding for Postsccondary Education in New Hampshire, Present Support

Levels, Impact of Federal Changes, State Level Alternatives, by Eric Brown

and Tyson Miller. July 1982.

ew Jersey
New Jersey Department of Higher Education. Data Brief Series. 1982-83.

New Jersey Department of Higher Education, Ad Hoc Committee on ‘Academic

Progress and Financial Aid Administration. Report of Findings and

comendations. July 1982.

New Mexico

Board of Educational Finance. Requlations for the New Méexico College Work

Program. 1982.

North Dakota -

North Dakota State Board for Higher Education, Task Force on Student Financial

Assistance. Student Financial Assistance in North Dakota, by Clark J.

-

Wold. May i982; v

24 :




’

Pensylvania

Pennsylvania Higher Education Assistance Agency. The Impact of State Student
Incentive Grant Program Funds on the Implementation, Maintenance and
Growth of.State-Supported Student Grant Prodrams, by Jerry S. Davis.
April 1982.

South Dakota

South Carolina Commission on Higher Education. Tuition and Required Fees at

* South Carolina Public Senior Colleges and Universities.  Current Use and

Suggested Alternatives; by Charles A. Brooks, dJr., and Carol D. Waldo.
March 1982.

Virginia

‘State Council of Higher Education for Virginia. Financial Aid in Virginia: A

Report to the General Assembly of Virginia.

. - . Student Aid in Virginia: Proposals for Znsuring Continued Access

to Higher Education. November 2, 1982.

. A study of Institutional Default Rates and Program Management

Procedures for the National Direct Student. Loan Program in Virginia.

November 1980.

o

College Board Washington Office. Student Aid and Tuition in Washington

State: A Case Study of Federal-State Interaction, by Seth P. Brunner and

Lawrence E. Cladjeuz. September 1979..

Council of Postsecondary Education. Recent Trends and Potential Changes. in

Federal Student Financial Aid Programs and Their Impact on Washington

Higher Education, by Shirly A. Ort and Denis J. Curry. : February 18, 1982.

Tuition and Fees Amounts for 1983-=85: Determination of “Approved

Educatjonal Costs." November 1982.

Policy Framework for Student Charges and Student Financial Aid, by

Norm Fischer and Shirley Ort. June 24, 1982.

Ead

254




A System of Establishing Tuition and Fees as a Proportion of
Eaueatiqy Costs. May 1976.

General Studies --

Financing Higher Education
- Applied Systems Institute, Inc. Changes in College Participation Rates and
Student Financial Assistance, 1969, 1974, 1981. Prepared for the Nationa!

Commission on Student Financial Assistance. January 28, 1983.
. Institutional Dependency on Student Aid. Prepared fcr Jim

Maxwell, U.S. D2partment’ of Education. January 24, 1983.

Center for Research and Development in Higher Eduction. Impl® itions of
Federal Progrms on Statewide Master Planning for Higher Education.

Testimony before House Special Subcommittee on Education. February 19,
Ny ' :

1970.

Chronicle of Higher Education. "College Tuition Rates Expected to Continue
X

Rising, But At Slower Pace," by Jack Magarrell. January 26, 1983.
"Increased Federal Aid Has Not Attracted More Low-Income Students,
Report Says," by Janet Hook.
" private Universities Found Maintaining Their Competitive
Position," by Jack Magarrell.

"State Funds for Undérgraduate Student Aid." December 8, 1982.

College Board. Federal Support of Higher Education and Implications for the

3-7



. "State Need-Based College Scholarship and Grant Programs: A Study
of Their Development, 1969-84, by Robert H. Fenske and Joseph D. Boyd.

Education Commission of the States. 1982 Annuai Reports from the States.

August 3, 1982.

and activities in the states, 1970-1982.

o . State Descriptive ProFiles.

. Summary of State Student Financial Assistance Programs. December

1977.
National Center for Higher Education Management Systems at WICHE. Statewide

Measures Inventory. by James N. McLaughlin, Paul Wing, Katherine A,

Allman, June 1974.

National Conference of State Legislatures. State Responses to Federal

Policies on Student Financial Assistance: A Survey of State Legislators,

by Howard J. Silver. March 1, 1983

National Institute of Indépendent Collegés and Universities. Projections of

the Impact of the Budget Cuts in the Pell Grant and Guaranteed Student

Loan Prodrams Throudh Académic Year 1985-86. 1981.

Proposals
Boston Globe. "Reagan Sends Congress Plans to Limit Student Aid Programs," by

_ S . R
Benjamin Taylor. March 18; 1983,

Chronicle of Higher Education. “California Budget Proposes Fees at 2=Year

Colleges." January 19, 1983.

"Families Saving for College May Get Tax Breaks, " by Janet Hook.
January 26, 1983. _ <

"Reagan Seeks Major Student-Aid Changes, More Funds for Science in

1984 !73u'dgjet:,"i by éhefyi N. Fields. February 9, 1983.

3-8
ZRYS



Nolfi, George. *Proposal for National Adult Recurrent Educational Entitlement
Voucher ;Program." Testimony. presented before the Postsecondary Education
Subcommittee, House Education and Labor Committee, Washington; DiC:
September 25, 1975.% Demographic Studies and Interstate Comparisons -- -

thange. "Cost Differences: The Amazing Disparity Among Institutions of
Higher Education in Educational Costs Per Student," by Howard R. Bowen.
January/February 1981: b

Chronicle of Higher Education. "Drop in Students' Borrowing Tied to Tighter

Standards;" by Janet Hook: November 24; 1982,
" “Guaranteed Student Loans, by State: The Changes from 1980-81 to
1981-82," November 24, 1983
... "State Budget Officers Report $8 - Biliion Shortfall in Revenues,"
by Jack Magarrell. dJanuary 12, 1983.

de Neufville, Judith Innes. Socjal Indicators and Public Policy. New York:

American Elsevier Publishing Company, Inc., 1975.
Education Commision of the States. State Postsecondary Education Profiles
Handbook, - 1981 Edition. December 1981.

Carreau; Joel. JThe Nine Nations of North America. New York: :}von Books,

<

1981.

Institute for Research on Educational Finance and Goverance. The Impact of

‘Intergovernmental Grants on Educational Spending. by Mun C. Tsang and

Henry M. Levin. Stanford University, July 1982.
~ National Conference of State Legislatures. State Budget Actions in 1982.
July 1982,

State Fiscal Conditijons Entering 1983. January 1983.

U.S. Department of Education, National Center for Education Statistics. Fall

Enrollment in Colleges and Universities 1980. by Marilyn McCoy and D.

Kent Halstead. December 1982.
3-9



U.S. Department of Health, Education and Welfare, National Center for
Educatfon Statistics. Selected Characteristics of Stident Aid Recipients,

National Institute of Education. Tax Wealth in Fifty States. by
D. Kent Halstead. 1977.

Wilcox, Leslie, et. al. Social Indicators and Societal Monitoring: An

Annotated Bibliography. San Francisco: Jossey-Bass, Inc., 1972.

*Miscellaneous --

American Council on Education. Higher Education and National Affairs

newcletter. September 18, 1981.
Association of Independent Colleges and Schools. Congressional Testimony
before the Subcommittee on Postsecondary Education of the House Committee

on Education and Labor. March 10, 1983.

Boston_Campus Calendar. "Paying Your Way Through College," by Elizabeth d.
Gerber. December 1982. |

Chronicle of Higher Education. "Financial Payoff of a College Educatjon Comes

Faster for Women, U.S. Study Finds."
. "For Student Aid; Delay and Uncertainty Are Just a5 Damaging as

Budget Cuts," by Lawrence E. Gladieux. November 24, 1982.

"Funds for Higher-Education Programs for Fiscal Years 1982 and
1983."

"Senate Panel Adds $100 Milljon to College Work-Study Program," by
Janet Hook. -

"A Shift to the Supply Side for Higher-Education 'Policy," by J.
Wade Gilley.

"Student Aid frog)étatés Expected to Jump 10 Pct. This Year." by

Janet Hook. December 8, 1982.3;

4

DO
il
~



College Board. The College Cost Book 1981-82
A New Look at Community College Access,

Education Commission of the States:
by William Hyde. October 1982.
National Association of Idependent Colleges and Universities. Basic Federal

Tax Issues in Higher Fducation. February 1978.

R . Openings, Closings, Mergers and Accreditation Status of
Independent €olleges and Universities, by Virginia Fadil. November 1977.

The Projected Impact of the House and Senate Social Security
n_Employer Contributions at Independent Colleges and
7777 1977.

A Survey of Public Policy Priorities at Independent Two=Year

Colleges, by Peter Pelham and Virginia Fadil. September 1977.
Capital to Capitai. "83 Focus on

Natfonal Conference of State Legislatures.
Budget Priorities.” December 13, 1982.
State Indexation: A Guide Through the

National Governors' Association.

Maze. September 1982.

235

3-11




APPENDIX FOUR
SOME PROMINENT DEMOGRAPHIC TRENDS BY STATE




Alabama
Alaska
Arizona
Arkansas

California

éoiofado

Connecticut -

b;E;
Delaware.
Florida

Georgia

Hawaii

I11ino7is

Indiana
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MOST PROMINENT DEMCGRAPHIC TRENDS BY STATE
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28.4%

33.7%

23.5%
42.9%

28.8%

32.2%

34.3%
75.2%

8.2%

LA
of all public school students are minority:

of all public school students are minority.

high percentage of youth in population Towest

death rate; maile majority:
of all public Sehbbl students are minority.
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lowest birth rate.
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of all public shool students are m1nor1ty

oddest median age (34.7 yrs). highest cancer

death rate.

of all public school students are minority:
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highest of any state. male majority, fewest

alcoholics; highest 1ife expectancy (73.6
years):

of all public school students are 1nor1ty.

Towest in mountain states most millionaires
per capita. .
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largest number of elected officials.
of all public school students are minority.
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North Carolina

North Dakota
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South Carolina
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OVERVIEW

of the cohort graduating from high school. This decline will last until
1998. It is caused by the decline = births following the Baby Boom years.
The Baby Boom sharply increased birth rates from 1946-1964; it was followed by
a slump in births that lasted from 1964-1978. We are currently seeing an
largely to the smaller size of the family, new occupational opportunities for
women, and new patterns of 1iving singly.

Differential fertility means that not all families have the same number of
children. The birth rate decline was primarily a white and middle=class
phenomenon, while a proportionate fincrease in minority births and children
raised by single-parent families and multiple-earner families suggests that
more of these youth will be unprepared for college dﬁring the decade. Blacks
~and women are now proportionately represented among college populations, while
Hispanics are not, and may form a growth group in higher education.

Higher education analysts have systematically qignored the rapidly
increasing percentage of minorities in American public schools, now 46 percent
in Texas, 43 percent in California, and 32 percent in New York.

Regional differences will increase during the decade. Some Sun Belt
states are already encountering major increases in the number of elementary

school children, teacher shortages, nead for new school construction etc.,
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while Frost Belt states do not show much of an increase, and will not for séfe
years. This srend suggest that by the end of the decade; higher education in
the Sun Belt w11 have already expanded, while Frost Belt states will continue
to constrict their higher education enroliments.

during the decade. Higher education will have to get used to a smaller

_contingent of white, middle-class students from suburban backgrounds in their

entering classes, and will have to provide new programs in order to attract

minorities, older adults, and programs offered in conjunction with industry,

the military, and other users of educational services.
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- Minority Student Er 31Iment of
25 Largest City School Stytems: 1978, 1968

1978 Student Percent 1968 Student Percent
. Enrollment Minority Enrollment Minority
New York City 998,947 71.3 1,063,787 54.2
Los Angeles 556,236 70.3 653,549 42.6
Chicago 494,888 78.5 _582;2%4 61.5
Philadelphia = 244,723 69.0 282,617 61.0
Dade County Miami 556,236 70.3 653,549 42.6
Cetroit 220,657 85.8 296,097 61.2
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THE "ECHO: OF THE BABY BOOM FINALLY REACHES THE SCHOOLS:

LOWEST 'ENROLLMENT POINT  NEXT PEAK
AGE 5-9 (GRADES K-4) 15.4 MILLION IN 1983 19.7 MILLION, 1994
10-13 (GRADES 5-8 12.6 MILLION IN 1986  15.1 MILLION. 2000
14-17 (GRADES 9-12) 12.8 MILLION IN 1390 16 MILLION IN 2000

FOR ALL GRADES ‘ 43.4 MILLION IN 1984 51.1 MILLION IN 2000

SOME OTHER FACTS:

1

BIRTH RATES, ALTHOUGH ADVANCING, ARE STILL LOW - AT THE PEAK OF THE BABY
BOOM, 38 MILLIOX WOMEN OF CHILD-BEARING AGE PRODUCED OVER 4 MILLION
BABIES. TODAY, A30UT 52 MIL.LION WOMEN ARE PRODUCING ABOUT 4 MILLION BABIES
A YEAR.

'THESE NATIONAL TRTANS W'l BE MUCH MORE VISIBLE X THE SUM BELT. THEY WILL

COME MUCH LATER "0 THE “ROST BELT STATES. TN FACT, SOME STTES ACTUALLY
INCREASED PUBLIC *c4JOL ENROLLMENTS IN THE 1970°s: 5R1ZONA, NEVADA, IDAHO,
WYOMING, UTAH, F_9%iDA, COLORADO .
MUCH OF THE INCR™“%i WAS OUT-MIGRATION FROM TH. FROST BELT STATES.
THE COUNTRY I BECOMING MUCH MORE ©iSSIMILAR BY REGION, FOR_ EXAMPLE,
COLLEGES IN THE SUN BELT STATES #iLL EXPERIENCE ALMOST NG DECLINE IN

ENROLLMENT, WHILE FROST BELT COLLEGES WILL DECLINE 30-50° PERCENT IN
ENROLLMENTS BY 1995. ’
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APPENDIX FIVE -~
INTERSTATE COMPARISON AND STATE DATA AND CHARACTERISTICS
DEMOGRAPHY, PROGRAMS AND EDUCATIONAL SECTOR
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Federal student aid policy has béen primarily student-centered and
need-based through the 1970s. The Erémehdous infiux funds dinto the
states; either directly through state budgets or <rdirectly to students
- resideing~there, has had a major impact on state postsecondary-education
policies. Indeed;, there are likely to be spillovers on other eucation
programs, as well as public sector services.

Any #e’dgia’i policy affects sttes in a unique manner, given the
individual tate's characteristics. Yet some states have common
characteristics that allow them to be grouped for analysis. | The
following post-secondary tuition policy. These %nciude fiscal or

budgetary characteristis, governance, and histrical behavior.

Note: A large percentage of these characteristics are found in David
Brenemdr's work.
FISCAL OR BUDGETARY CHARACTERISTCS.

C.)

TAX_CAPACITY

-,

\

The ability of a state to generate tax réVénuES\dépéﬁdS on underlying
strength of its economy. Tnis determines the dollar value of dts tax
base. The stat2 can choose how exteﬁ?%vejy to tax. A measure of tax
capacity deve]&ped by the Advisory Commission on Intergovernmental
Relations indicte what revenues a stase can potentially raise, relative

to others.
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PERSONAL INCOME PER CAPITA

The income of residents in the state indicses their relative ability to

pay for public services of all types. Nt iw particularly important to

post-secondary education, since the family ultimately supposrts some portion
of the sutdent's costs: It may also be informative to know Sométhing about
how this income 1is distributed: If there is a large proportion of poor

families, the need for student aid programs may be greater.

ECONOMIC GROWTH

The growth of a state's economy and population will impact postsecondary
eduction in may ways. It will create both new demands, as well as supply of,
on existing facilities could occur, although most states have unused
capacity. The conomic growth will generate higher tax bases in certain
sectors cf tie conomy. The types of education curriculum could also be

impacted if this growth alters the composition of the economy.

SHORT-RUN CONDITION

‘The current fiscal condition of state budgets is the worst in recent
history. Many states are having problems avoiding a deficit. During most of
the 1970s states were able to maintain operating balances of more than 5% the

minimum necessary for fiscal health. This allowed them to expand and



resturcture elementary/secondary programs, as well as post-secondary. Current
deficit problems are réquiring stateés to cut back on programs. they qéherwise
would not. It is - ‘'so 1ikely to throw states off their long*run trend Iine in
terms of spending patterns ard priorities. This is a difficult variable to
eeep track of; howeve-, since states are constantly changing tax' and
expenditures decisions to cope. NCLS s the most current source for

statistics of this type.

BUDGET ALLOCATION TO HIGHER EDUYCATIGN

.

The percent of a state's budget allocated to a particular public service
gives some idea .of its relative priority. This could be measured by the
percent of state expenditures only,or the percent of state and local
expenditures: This will differ depending on the governance structure in

post-secondary finance and, therefore, the relative importance of the Tlocal

gcvernment's involvement. Which s more appropriately depends on the policy

focus.
GOVERNANCE

The level of centralization of decision-making can be measured in fizcal
terms and/or indicated by actual govenance strutire. The Tlevel of
centralizationw 11 acfect the ease of policy dcisions, as well as their

uniformity throughout the state. A major distinction in state governing hoard.

wn
1
$
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PUBLIC/PRIVATE MIX

The governance and coordination of policy Q?TT be very different in states
with primarily ‘public institutions versus those whith a high proportion of
private institution and enrollments. In some sense, the Federal policies have
aided states in maintaining both their public and private institutions. The
policy choices in the 80's will be difficult if Federal aid continues to slow

an/or the sturcture is changed. The ability and willingness of states to

and private sectors will differentiate the-states on the Future tuition and

student aid policies

behavior. If states have been traditionally high spenders on education; they
are likely to continue in that direction until major sectoral changes take

place:

EDUCATION EXPENDITURES PER CAPITA OR PER $1,000 PERSONAL INCOME

While this variable is indicative of public sector spending in education, -
it is the result of both the costs of providing education services, as well as
the relative tastes or demand for education services. One should be Eéﬂf?ﬁdé

about interpretation of this ranking.
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'RCPORTION TUTITION FEES/TOTAL REVENUES

The state's relative reliancé on student and family for financing of
post-secondary is indicative of the staté's overall policy. Some States have
implemented policies that reduce financial barriers to entry to a low majority
of the student population. This is perhaps relfected in low tuition levels,
Tow proportion of tuitien plus fee revenues to total revenues; and Tow -
out-of-pocket expenses,; or high lévels of need-based student aid. Again, whén
interpreting these statistics, one must keep in mind that the costs in terms
of input to education, as well as other sources of revenue (e.g., Federal)

will affect these measures.
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