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Fin'ancin'g H'igher“E‘djncation -

A Service of the Southern Regional Education Board *
592 Tenth Street. NW. — Atlania. Georgia 303185790

TUITION AND FEES IN THE SREB STATES: TRENDS AND ISSUES

increases Expected

in most SREB states. in-state students at public four-year colleges and universities
will be paying 5 to 10 percent higher tuition and fees for 1987-88 (Tahle 1). This will
add about $100 to student charges. Tuition and fee increases will be as much as
24 percent at some institutions, but in all states the averzge increase is expected to be

less than $200.
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or two-year institutions according to the types and numbers of degrees they award. About
84 percent of all college students within the region are enrolled in public colleges and
uniiversities. (Complete information on the SREB-State Data Exchange classification

system is available upon request.)

in 1986-87, tuition and fees for resident undergraduate students at public doctoral
universities were roughly $1,320. This compares to $300 at other four-year colleges and
$600 at two-year colleges (Table 3). Resident graduate students were charged about
10 percenrt more than undergraduate students.

Medical school tuition and fees, the most expensive of all the professiona! programs.
ranged from $1,427 a year in North Carolina to $6,009 in Mississippi. The regional
median tuition and fees for residenrts enrolied in professional programs were- $1.822 for
law, $2,077 for optometry, $2,199 for veterinary medicine. $3.263 for dentistry, and
$3.700 for meuwicine (Table 4).
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Tuition and fees in the SREB states remain below national averages. Undergraduate
resident iuition and fees at public four-year colleges come closest to national
averagus—88 percent (Figure 1). Since 1982-83. tuition and fees in the SREB states have
moved closer to national averages. This was not true for the preceding five years.
(Resident graduate tuition and fee levels in the SREB states are roughly 82 percent of

the national averace.)
Figure 1
Resident Undergraduate Tuition and Fees

as a Percent of U. S. Average,
Public Institutions, SREB States,

1972-1986
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SOURCE: Higbar Education Coordinating Board, State of Washington. Tuition
and Fee Rates-—-A National Comparison.

Coliege Costs and Higher Education Financing

Two principles typically guide discussions of setting tuition levels and establishing
tuition policies. First, both the society at large and participating individuals benefit
from higher education and shouid support it financiaily . Usually the question asked
is: What share of the cost of higher education should be borne by the pro.ider {the
state) and what share should be borne by the consumer (the student)?

Second, decisions about the fair share of costs to be paid should take into account
the ability to pay. Traditionally, this principle has been cited to insure that a broad
range of students have access to higher education. But in recent times, as some states
have experienced serious revenue shortfalls, the principle has also been used as a

rationale for increasing tuition and tuition revenues.




Tuition as a Cost to the Student. More and more attention is be’g paid to the com-

parison of increases in tuition and fees to overall increases in consumer prices. In
recent years, tuition and fee increases have been much greater than inflationary increases
in consumer prices. Since 1965. tuition and fee increasas at public universities have

outpaced inflation in 17 of the 21 years for which data are available (Figure 2).

Figure 2

Comparison of Trends in Tuition and Fees
in Public Universities, Consumer Price Index, and
Per Zapita Disposable Personal Income.*
United States.
1965 to 1485
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SOURCES: U. S. Bureau of Labor Statistics, Monthly Labor Review: Center for Education
Statistics, Digest of Education Statistics; and U. S. Bureau of Economic
Analysis, Survey of Current Busines. and unpublished tabulations.

Tuition and fees paid by students are only a part—-the smaller part- of the total
cost of attending coilege. Room and board charges :lone are often twice tuirion and fee
costs. There are. of course, other expenses for books and transportation. Tuition and
fees at pu!f ° . universities represent about one-third of the cost of attending college,

which is somewhat more than was the case 20 years ago (Figure 3).




Figure 3

Tuition and Fees as a Percent of Cost of College Attendance,*
United Siates.
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SOURCE: Center for Education Statistics, Dicest of Education Statistics.

Although 77 percent of college students nationwide and 84 percent in the SREB states
attend public higher education institutions, nearly 3 million students nationally and over a
half million in the SREB states attend private colleges and universities. The gap between
the tuition and fees charged by public and private universities has grown steadily over the
past 20 years. Then, private universities charged roughly four times more; today their

gharges are five times higher than at public universities (Figure 4).
Figure 4
Tuition and rFees in Public and Private Universitias,

United Siates,
1465 to 1885
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Over the same period of time in which tuition and fee increases outpace 1 inflation,
the comparisen made in Figure 2 shows that students’ ability to pay, as measured by per
capita disposable personal income (after tax income), has more than kept pace.‘k it
took virtually the same percentage (13 percent) of per capita disposable personal income
to pay tuition and fees at public institutions in 1985 as it did in 1965.

In the SREB states, the amount of disposable income required to pay tuition and fees
at pubiic doctoral institutions is 12 percent-ranging from 7 percent in Flonda ‘o

20 percent in Mississippi (Figure 5).

Figure 5

lution and Fees as a Percent of
Per Capita Disposable Personal income,
SREB States,
196S to 1985

s)Uakl!l SREBR

*h
After tax income.

SOURCES: SREB-State Data Exchange: and U. S Bureau of Economic Analysis,
Survey of Current Business.

Over the last 20 years, large sums of money have been made avaitable throuah student
financial aid programs to help students defray the cost of attending coliege By 1985,
nearly $2.000 was awarded for every full-time-equivalent (FTE) student in the couniry

(Figure 6)

*
Measuring studens’ abiiity to pay by median tamily income yields very similar conclusions,

although median family income has not exceeded inflation tc the extent that per capita disposable

personal income has. Authorities today “elieve that per capita disposable income is a better

measure of ability to pay because, among other ressons, it takes into account single individuals

{Hauptman and Hartle, 1987).
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Figure 6

Total Student Aid Per Full-Time-Equialvent Student.
Pubiic and Private Colleges,
United States,
1965 to 1985

po s 7
- T T g
B & - ¥ -
0.0 pe + I
- N s
Canstant +TT9321 pollacs *
. ;
-\(-_1 -* (
< -+ S '
) - i
T x
:_:{ $ 1 . G B —* T
e +
- o Curecent Dmallar
a.a . A e T T SENME——
1305 {=ra 1575 A 1925

SOURCE: Washington Office of the College Board, Trends_in Student Aid.

The complex array of student financial aid program~ may not distribute these funds in
the most equitable or approgriate ways, but there is no doubt that student aid programs
have significantly reduced the out-of-pocket college costs paid by many students and
their families.

Given these facts, why is there such a growing public outcry at rising tuition ar
fee levels? Some say that inflation so eroded 1he value of family savings over the ‘ust
15 to 20 years that paying for coliege costs today is more of a burden on current income
levels. However, a modest investment savings program--a-doliar-a-day--begun in 1965
would have yielded encugh funds by 1980 to pay for four years of education in a public
university (Table 5).

Even though evidence suggests that the ability to pay for higher education has kept
up with rising costs, the growing concern about rising college costs may refiect that the
bite tuition and fee expenses take out »f a famiiy's resources was more acceptea 20 years
ago. Or, perhaps there has not been sufficient time for people to adjust to the psycho-
logical shock of rising prices—-a higher education equivalent of the auto industry
‘sticker shock.” For example. it only takes a 1 percent rice in median f.mily income to
cover a 20 percent increase in coliege tuition and fees. But peooie rarely think in
those terms. They tend to find it easier to recoq.ize the threat of rising prices than

to acknowledge the likelihood that income will increase sufficiently to meet the costs

- -
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Anothsr factor seems to be a change over the past 20 years in the willingness of
individuals and families in the United States to save money for future needs The United
States' saving rate 1s one of the lowest of industrialized nations.

Furthermore, unlike most items with incraasing prices (housing, health care.
transportation, etc.), public higher education prices charged to students may be
influenced by political decisions. Tuition can rise sharply or remain stable b~sed on a
decision by a higher educatiorn board, governor, cr state legislature. Tuiticn decisions
may not systematically take into account the actual cost of educational prograins or
ability to pay.

Different .. ~ups »f potential students are affected differently by rising college
piices. For example, median income for white families is almost twice the median income
for black fam’lies. Coliege cost increases will have different impacts on these two
groups. A recent major raview of 25 reports studying the impact on students of changmng
prices concliudes that cost increases to students do tend o reduce enrollments
especially for low-income (often minority} students. In addition, it was found that
students react more to price increases than to increases in student aid intended to

offset higher costs (Leslie and Brinkman, 1987).
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The Cost of Providing Educationa;_Services. Higher education institutions are

them-elves cnnsumers. They must p irchase goods and services to provide educational
programs. Tha goods and services t.pically consumed by higher education institutions, of
course, differ from those typically consumed by families and students. The Higher
Education Price Index (HEPI) measures changes in the prices of items purchased by higher
education in a manner comparable to the way the Consumer Price Index (CP!) measures
changes in the items purchased by personal constumers. In 14 of the 21 most recent yea s
for which data are available, *he HEPI has risen more than the CPl.

Unlike that of personal vunsumers, higher education’s income (revenues) has nct kept
pace with inflation. From 1973 to 1984, revenue increases per fuli-time-equivalant (FTE)
student were less than the HEPI increases. In 1985. higher education revenues per FTE
student increased more than the HEPI for the first time since 1972 (Figure 7).

Tuition as a Source_cf Higher Education Revenue. Has the gap between per FTE student

revenue and operating costs caused higher education to lean unfairly on *uition and fees

as a source of revenue?

Figure 7

Trends in Current Fund Revenues
Per Fuli-Time-cquivalent Student in Public Institutions
and Higher Education ’rice Index,
United States,
1965 to 1985
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Three sources of operating revenue account for over $7 of every $10 public higher
education institutions receive. States provide the most funds, nearly 45 percent; tuition
and fees generate almost 15 percent; and the federal government provides about 13 percent
State funds account for the same proportion of total operating funds that they did 20 years
ago. Federal funds. howevei, account for about 1 percent less of total operating funds,
while tuition and fee revenues account for roughly 2 percent more of total operating funds.

Twenty years ago the tuition and fees paid by a student attending a public uriversity
were 25 percent of the amount of state funds provided on a per student basis; in 1985. they
were 26 percent.

It does not appear that higher education has relied too heavily on tuition revenues in
an attempt to keep up with rising operating costs, although it has come to depend o- them
more. In the *9R0s, state funds for higher education operatin | expens~s decreased as a
percent of totai higher education revenues and as a oercent ot state tax revenues
(Figure 8).

in short, over the past 20 years, the federal government has reduced it< relative
support to higher education; state governn . ents and students and their families have
maintained or increasad their relative financial support of public higher education--states
somewhat less than studsnts. Yet the rising cost of piroviding highar education has been

slightly more than the growth of revenues.

Figure 8

State Funds for Higher Education Oper iting Expenses
as a Percent of State Tax Revenues
Public institutions, Unite ' States,
1267 to 1983
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Tuition Folicies in the SREB States

More states have turned to formal tuition policies as a means tc assist them
making decisions about appropricte tuition and fee levels {n 1980. two-thirds of the
states nationwvide and three-four.hs of the SREB states determined tu‘tion in the
historical pattern--tuition was set to generate ali or most of the difference between
what the institutions believed they needed and what state government app-opriated. Now.
half of the SREB states (Arkansas, Georgia, Kentucky, Louisiana, Oklaho.na, South
Carolina. T-~~.assee, and Virginia) have established and implemented formal policies or
mechanisms to determine tuition and fees.

Three general methods are used, ali sharing the idea that tuition and fees should he
set in rolation to some other indicator. This is often called an "indexing' or

"benchmark” approz-h.

Tuition is set in relation to an external yardstick, such as the
Consumer Price Index (CP!) or per capita personal income.

* Tuition is set as a proportion of the costs of providing
educational programs.

Tuition is set in relation to a group of peer institutions.

One of the earliest index approaches to setting tuition and fees dates from 1972,
when the Tennessee Higher Euucation Commission called for tuition increases that would
not exceed the rate at which per capita personal income increased. In 1981, Tennessee
revised its approach and explicity adopted an indexing policy that set tuition for
resident undergraduate students at "30 to 35 percent of the state appropriations,”
amounting to approximately 25 percent of educational costs.

In 1976, Virginia adopted what was ca'led the "70/30 Piar." Under this plan, the
state’s goal was that 30 percent of each institutions's "education and gereral (E&G)
costs” come from tuition revenue. The initia! plan was not sensitive to differences
between in-state and out-of-state tuition and was revised for four-year institutions tc a
25/75 plan: 25 percent of educational cost for Virginians and 75 percent for non-
Virginians. A floor of 30 percent of total educational and general revenue and a cap ot
40 percent ware included. A similar plan, i which out-of-state students are to pay
100 percent of educational and general costs, has been adopted in the Virginia commumty
college system.

In 1978, the Kentucky Cc .nci! on Higher Educition adopted a 'benzhmark’ policy for
higher education institutions. Peer groups of institutions w' . established for the

state's four-year and two y ar colleges. The plan was for tuition levels to gradually

1314)




approach the madian tuition levals of the respective peer groups. The Council on Higher
Education decided in 1981 that tuition rates should also take into account the abiiity of
Kentucky residents to pay. The Council developed a policy for determining tuition that
considers both per capita personal income and peer comparisons for the major types of
colleges and universities in Kentucky. This policy has been in eftect since 1982 and was

reaffirmed in Kentucky's Strategic Plan for Higher Education (1985).

Irr 1981, Arkansas recommended that “"the resident undergraduate student's portion »f
the cost of education (tuition) at four-year institutions sould be set at a level approx-
imately equal to 25 percent of the average cost of education but not to exceed 30 percent
of the average cost of education for all iour-year institutions."

The 1982 report of the Georgia Study Committee on Public Higher Education Finance
recommended that "student tuition and inatriculation tee income . . . should account .or
25 percent of total General Operations revenue" in the budget for instruction for
resident students. This policy was implementec with the stipulation that annu-i tuition
increases not exceed 15 percert.

Also in 1982, the South C:rolina Commission on Higher Education recommerrded "that
there be established at each institution a range in the proportion (a minimum and a
maximum percentage) of total Educational and General requirements that should be
generated from student charges.”

rlorida adopted the principle of tuiticn indexing in 1976, but a formal policy was

never implemented. In 1983, the Master Plan for Floiida Postsecondary Education

reiterated the princ'ple of indexing adopted seven years earlier and a subsequent Senate
Apprornriations Committee study recommended that the legislature adopt ". . .some form ot
index‘ng policy. The specific index should be based on whether the legistature wants to
relate student fees to the amount it provides (i.e., general ravenue) or to some
indicator of economic conditicns and ability to pay (i.e., CP})."

Another peer group method was adupted in the 1987 appropriations bill in Louis:ana.
This bill stipulates that ail higher education institutions with non-resident fees below
the SREB average for each respective type of institution must raise them to the SRER
average. The Board of Regents adopted a comipanion policy that vill reduce an insti-
tution’s "continuiiiy funds" in an amount eyuivalent to the revenue lost if an institution
fails to meet this goal.

Also in 1987, the Oklahoma Board of Regenis adopted a policy that higher education
institutions should move to the middie nationally in funds for instruction and that

tuition should approach a fixed percent of these costs

it
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Recent Developments
The risirg cost of attending higher education institutions and the ensuing public

concern has prompted states to consider tuition "nrepayment’ plans. Nodeled after the ~lan

passed by the Michigan legislature in 1986, these plans do nothing to contain rising tuition

costs. Parents can purchase, with various limitations, their children’'s ccliege educat:on

at current rates. The state invests these funds to cover the estimated rise in tuition

costs by the time the children are ready to enter college. Six states, including Florida

and Tennessee, passed bills for prepayment plans during their 1987 legislative sessions

Arkansas, Georgia, Louisiana, Maryland, North Carolina, South Carolina, Texas, Virginia. and

West Virginia heve such bills pending or under study. {The Michigan plan wiil not be

implemented unless the Internal Revenue Service yives favorable tax siatus to contribution

w

made under the plan.)

Several issues must be considered and are central to the sitc_ess end viability of
prepayment plans. Both states and families should ask:
How will the Internal Revenue Service treat .ontributions to these plans?
Who will make up the difference if the state's investments do not cover
actual tuition increases--the state, the institution, or non-participating

students?

Will students be locked into a college or system of colieges that are not
appropriate for their educational goals?

Would efforts to establish prepayment plans be better spent at the nationai
leval?

If states decide to establish prepayment plans. they will have to answer the foliowing

What types of institutionis will be eligible to participate? Public and
private? Two-year and four-year?

Will insitutions be able to accurately forecast enrollmerts so that enconab
slots are available for all eligible students. not just those who have

prepaid?

V/ill enough parents participate in order to cover projected tuation
increases and the administrative costs of the plan?

And. before enrolling in prepayment plans. parents should have answrs to the foltowng

What happens to the investment if the tamily moves, or if the cndd does
not or cannot enroll in coilege?

Are room and board costs also covered?

Would other investments, such as the "dollar a-day” plan shown
in Table 5, yield similar results with a reduced risk?

§
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Another response to the risina cost of attending college has beer: a growing concern in

several SREB states about the fees students are required to pay in addition to tuition in

almost all cases, there is less monitoring and regulation of fees than there is of tuition.

Typically, required fees are set by each individual institution and the revenues support

non-academic student services, such as access to athletic avents and concerts, vehicie

regi..rat'on, health services, student activities, bus services. 'nd debt reduction for

previous campus construction.

In Oklahnma, a group of university professors has urged the attorney general and state

auditor to investigate the use of student fee revenues. And in Virginia. the State Council

on Higher Education will study the escalation of mandatory fees charged for other than

educational purposes, especially those charged for auxiliary enterprises and intercollegiate

athletics. At some Virginia public universities, students pay as much for such fees as they

do for tuition
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