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Foreword

It has been my privilege to serve as Chairman of the National Commission on the Cost of Higher Education. In
the words of the Honorable Howard R. McKeon, Chairman of the House Subcommittee on Post Secondary
Education, Training, and Life-Long Learning, the Commission was charged with the task of presenting "a clear
understanding of what is truly happening with respect to the cost of a college education and what steps can or
should be taken to ensure a quality post secondary education remains affordable." The Commission has worked
hard to achieve these ends.

Despite our brief six month tenure, the Commission reached broad agreement on major themes and issues. In
short, we believe that it is time for straight talk about college expenses. Key to this discussion is the distinction
between cost and price. By cost we mean the expense an institution of higher education incurs to deliver
education to a student; by price we mean the portion of those costs students and families are asked to pay.
Confusion abounds about cost and price and the general subsidy that goes to all students regardless of what type
of institution they attend. The distinction between these terms must be recognized and become common place in
all attempts to understand higher education finance and to keep higher education affordable. From the
Commission's perspective, rising costs are just as troubling a policy issue as rising prices.

Although the major responsibility for controlling costs and prices is a shared responsibility among institutions
of higher education, government at all levels, families and students, and other patrons, the major onus rests with
the higher education community. The Commission, though, was deeply concerned that most institutions of
higher education have permitted a veil of obscurity to settle over their financial operations and many have yet to
take seriously basic strategies for reducing costs. Furthermore, the Commission was also concerned with the
possibility that continued inattention to issues of cost and price threatens to create a gulf of ill will between
institutions of higher education and the public they serve. Such a development would be dangerous for higher
education and the larger society. Unless academic institutions attend to these problems now, policy makers at
both the state and federal levels could impose unilateral solutions that are likely to be heavy handed and
regulatory. The Commission, though, believes that a heavy handed, regulatory approach will not work and would
be destructive of academic quality in higher education.

Finally, this Commission has tried to speak directly to students and their families. Their concern about rising
college prices is real. We understand the anxiety involved when families face the prospect of paying for a college
education. We do not dismiss it. In no way do we minimize it. On the contrary, all the recommendations in this
document were developed with one goal in mind: to keep open the door of higher education by maintaining
access at prices students and families can afford.

The Commission calls upon everyone to take up their share of the work involved in implementing the
recommendations of this report. We believe that the institutions of higher education should take the lead in this
process. We believe, further, that this will lead to increased public confidence and support of our nation's
institutions of higher education.

William E. Troutt
Commission Chairman

President, Belmont University
Nashville, Tennessee

February, 1998



Introduction

This volume brings together two items: the final report of the National Commission on the Cost of Higher
Education and the supplementary research material produced for the Commission's deliberations. The report
contains the Commission's analysis of college costs and prices; its assessment of the major reasons advanced for
increases in college costs and prices; and its convictions and recommendations on how to keep higher education
affordable. The supplementary collection is organized using the eleven issues that Congress charged the
Commission with investigating.

This volume is produced with the cooperation of the American Council on Education (ACE), Oryx Press, and
the American Institutes for Research (AIR). The Commission approached ACE about making the Commission's
report and research available in a volume that could be used by those interested in the issues which the
Commission investigated. The result is this volume, published for the Commission by ACE in collaboration with
Oryx Press. AIR served as the Commission's researcher contractor. Special thanks to the following whose
assistance has led to the production of this volume: James Murray (ACE), Susan Slesinger (Oryx Press), and
David Rhodes (AIR).

Bruno V. Manno
Executive Director

National Commission on the Cost of Higher Education



Letter of Transmittal

January 21, 1998

The Honorable William Jefferson Clinton
President of the United States

The Honorable Albert Gore
President
United States Senate

The Honorable Newt Gingrich
Speaker
United States House of Representatives

Gentlemen:

Public Law 105-18 (Title IV, Cost of Higher Education Review, 1997) established the National Commission on
the Cost of Higher Education as an independent advisory body and called for a comprehensive review of college
costs and prices.

The legislation created an 11-member Commission three each to be appointed by the Speaker of the House
of Representatives and the Majority Leader of the U.S. Senate; two each to be appointed by the Minority Leader
of the House and the Minority Leader of the Senate; and one to be appointed by the Secretary of Education.

Noting that public concern about college affordability was at a 30-year high and that tuition increases at four-
year public institutions had outpaced growth in median household income and the cost of consumer goods since
1980, the statute directed the Commission to submit a report to the President and Congress by February 1998. We
are pleased to submit this final report.

Our Congressional charter asked that we examine eleven specific factors related to costs. These included:
1. The increase in tuition compared with other commodities and services.
2. Innovative methods of reducing or stabilizing tuition.
3. Trends in college and university administrative costs, including administrative staffing, ratio of adminis-

trative staff to instructors, ratio of administrative staff to students, remuneration of administrative staff,
and remuneration of college and university presidents and chancellors.

4. Trends in faculty workload and remuneration (including the use of adjunct faculty); faculty-to-student
ratios; number of hours spent in the classroom by faculty; and tenure practices, and the impact of such
trends on tuition.

5. Trends in the construction and renovation of academic and other collegiate facilities, the modernization
of facilities to access and utilize new technologies, and the impact of such trends on tuition.

6. The extent to which increases in institutional financial aid and tuition discounting have effected tuition
increases, including the demographics of students receiving such aid, the extent to which such aid is
provided to students with limited need in order to attract such students to particular institutions or
major fields of study, and the extent to which Federal financial aid, including loan aid, has been used to
offset such increases.
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7. The extent to which Federal, state and local laws, regulations or other mandates contribute to increas-
ing tuition, and recommendations on reducing those mandates.

8. The establishment of a mechanism for a more timely and widespread distribution of data on tuition
trends and other costs of operating colleges and universities.

9. The extent to which student financial aid programs have contributed to changes in tuition.
10. Trends in state fiscal policies that have affected college costs.
11. The adequacy of existing Federal and state financial aid programs in meeting the costs of attending

colleges and universities.

Despite our brief tenure, we had little difficulty reaching broad agreement on major themes and directions. We
believe that it is time for straight talk about college expenses and that the distinction between cost and price must
be recognized and respected. By "cost" we mean the expense an institution of higher education incurs to deliver
education to a student; by "price" we mean the portion of those costs students and families are asked to pay.
Against that backdrop, the conclusions in this document speak for themselves:

The United States has a world-class system of higher education, and a college degree has become a key
requirement for economic success in today's world.
This Commission is convinced that American higher education remains an extraordinary value.
Institutions, families and students, and other patrons share responsibility for maintaining quality and reducing
costs.

Tuition price controls will not work and would be destructive of academic quality in higher education.
Nevertheless, the Commission is also deeply concerned that most academic institutions have permitted a veil
of obscurity to settle over their financial operations and many have yet to take seriously basic strategies for
reducing their costs.
Unless academic institutions attend to these problems now, policymakers at both the state and Federal levels
could impose unilateral solutions that are likely to be heavy-handed and regulatory.

To deal with these concerns, this report presents a five-part action agenda. The Commission's recommenda-
tions, several dozen in all, emphasize shared responsibility to

(1) strengthen institutional cost control; (2) improve market information and public accountability; (3)
deregulate higher education; (4) rethink accreditation; and (5) enhance and simplify Federal student aid.

We have been straightforward in our discussions with each other and in our recommendations about what
needs to be done. We are unanimous in supporting the broad themes and recommendations in this document.

We want to thank each of you for your confidence that we could complete this challenging assignment. Your
support helped us complete the task on schedule.

Finally, we want to acknowledge the work of our staff, under the able leadership of its executive director, Bruno
Manno, which unfailingly served us well.

William E. Troutt Barry Munitz
Commission Chairman Commission Vice Chairman
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Straight Talk About College Costs and Prices

The phenomenon of rising college tuition evokes a public reaction that is sometimes compared to the "sticker
shock" of buying a new car. Although this reference to automobile prices may irritate some within the higher
education community, it serves to remind all of us that higher education is a product, a service and a life-long
investment bought and paid for, like others.

Rising college tuitions are real. In the 20 years between 1976 and 1996, the average tuition at public universities
increased from $642 to $3,151 and the average tuition at private universities increased from $2,881 to $15,581.
Tuitions at public two-year colleges, the least expensive of all types of institutions, increased from an average of
$245 to $1,245 during this period.'

Public anxiety about college prices has risen along with increases in tuition. It is now on the order of anxiety
about how to pay for health care or housing, or cover the expenses of taking care of an elderly relative.' Financing
a college education is a serious and troublesome matter to the American people.

Each member of this Commission understands this anxiety. We treat it seriously. We do not take lightly the
public concern generated by increases in tuition. Worry about college prices, the difficulty of planning for them,
and the amount of debt they entail dominated a discussion group of parents convened by the Commission in
Nashville in November 1997. Members of the Commission are equally convinced that if this public concern
continues, and if colleges and universities do not take steps to reduce their costs, policymakers at the Federal and
state levels will intervene and take up the task for them.

What concerns this Commission is the possibility that continued inattention to issues of cost and price
threatens to create a gulf of ill will between institutions of higher education and the public they serve. We believe
that such a development would be dangerous for higher education and the larger society.

In the end, academic institutions must be affordable and more accountable. The Commission is worried that
many academic institutions have not seriously confronted the basic issues involved with reducing their costs
and that most of them have also permitted a veil of obscurity to settle over their basic financial operations.

This report addresses these issues. It provides straight talk about college costs and about college prices. While
this Commission's ultimate goal is ensuring the affordability of higher education, achieving that goal requires an
understanding of what it costs colleges and universities to educate students, the prices academic institutions
charge students to attend, and the relationship between the two. Moreover, the role of financial aid is considered
since many students do not pay the full price they are charged for their education. This report, therefore, is divided
into three main sections: the first provides a review of significant facts about higher education and the current
situation with regard to higher education costs and prices. The second outlines our review and assessment of the
major reasons advanced for increases in college costs and prices. The third presents our convictions about the
college cost and price crisis and our recommendations to keep higher education affordable.

FACTS ABOUT HIGHER EDUCATION, ITS COST, AND ITS PRICE

The diversity of American higher education is unequaled in the world and is, without question, one of this nation's
great strengths. Approximately 3,700 not-for-profit colleges and universities which vary in terms of size, geogra-
phy, sector, selectivity, and mission comprise the academic spectrum: flagship state universities expanding the
boundaries of human knowledge; four-year public institutions providing access at very low prices; private
universities, many of them among the most prestigious in the world; liberal arts colleges proud of their tradition of

1 13
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encouraging intellectual development in small, intimate settings; and two-year community colleges offering
everything from high school and transfer programs to retirement planning and technical training.

Although there are more private colleges and universities than public ones, more than three quarters (78
percent) of all studentsand 81 percent of all undergraduatesare enrolled in public two- and four-year
institutions. In recent years, the number of part-time students has increased substantially. Indeed, the student
profile has changed radically in recent decades profoundly affecting the way colleges look at and do their jobs. In
addition to the traditional 18-to-22 year-old full-time students, higher education enrollments now include large
numbers of older, married individuals, many of them parents, with limited means, demanding personal schedules,
and a tendency to move in and out of the student population on a part-time basis. Current students are the most
racially and ethnically diverse group ever served by any nation's system of higher education. A high percentage of
these students, including many undergraduates, are financially independent of their parents. In fact, the
percentage of undergraduates enrolled part-time increased from 28 percent of all enrollments (two- and four-
year) in 1980 to 42 percent in 1994, with the greatest concentration of part-time students in two-year institutions.
(See Table 1.)

Milani
Number of Institutions and Enrollment

by Status and Age, by Type of Institution

Public Private Total

Four-year Two-year Four-year Two-year

Number of Insitutions' 608 1,047 1,636 415 3,706

Total Enrollments
(thousands)2 5,825 5,308 2,924 221 14,278

Full-Time (thousands) 4,065 1,885 2,041 146 8,138
Part-time (thousands) 1,760 3,423 883 75 6,141

Percent Undergraduate 80% 100% 72% 100% 86%
Enrollment

Source: Digest of Education Statistics, 1996. Tables 237, 192, 194, and 174.
11995.96 Academic year
2Fall 1994

The diversity within American higher education is also reflected in the prices institutions charge students to
attend. The average undergraduate tuition ranged from $1,245 in public two-year colleges in the Fall of 1996 to
$15,581 in private universities.' Tuition, however, generally does not cover the full cost of the students'
education. This means that all studentsboth those in public and private institutionsreceive a subsidy.

Posted tuition does not include other education-related costs borne by students such as books, special
laboratory fees, and living expenses (room and board if living on campus, or rent or related housing costs if the
student lives off campus). Furthermore, for a large percentage of students and families, the price actually paid to
attend college bears little resemblance to the tuition charged and other education-related expenses. This occurs
because many students receive some form of financial aid (See Table 2.) In 1995-96, for example, 80 percent of
full-time undergraduates at private four-year institutions (and 70 percent of part-time students) received aid. For
public four-year institutions, 66 and 48 percent respectively received aid, and for two-year institutions, 63 and 36
percent.
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Finally, since financial aid awards are often based on financial need, students from lower income families tend
to pay less to attend the same institution than students from higher income families. In 1995-96, full-time
undergraduates who were financially dependent on their parents and whose family incomes were less than
$40,000 paid, on average, $5,412 to attend a public university (this estimate subtracts all financial aid awards from
tuition and other education-related expenses). Undergraduates whose family incomes exceeded $80,000 paid
almost twice as much, $10,376. Indeed, while much of the public attention focuses on increases in tuition, tuition
is but one element of the price of attending college.

Egraiarm
Percentage of Undergraduates Receiving Financial Aid, by Type of Institution: 1995-96

Public Private

Four-year
( %)

Two-year
( %)

Four-year
(%)

Two-year

(%)

Full-Time Students
Percent receiving any financial aid49
Percent receiving grants
Percent obtaining loans
Percent participating in work-study

66
44
45
8

63
72
16

6

80
63
57

26

82

56
6

Part-Time Students
Percent receiving any fiancial aid
Percent receiving grants
Percent obtaining loans
Percent participating in work-study

48
34
30
4

36
31

8

1

70
47
29
4

49
34
30
0

Source: National Postsecondary Student Aid Study, 1996.'
Student Aid Study, 1996.
Note: Percents for specific types of financial aid do not sum to the percent receiving any financial aid because students often receive more than one form of aid.

DEFINING TERMS AND THE SCOPE OF OUR REVIEW

Understanding the Commission's review of costs and prices requires defining terms such as cost, price, and general
subsidy. Defining these terms is not just a technical sidenote, of interest only to policy analysts; a major semantic
challenge exists in our national discussion of college costs. The term "cost" is used interchangeably to mean at
least four different things: it can mean the production cost, or the cost of delivering education to a single student.
It can also mean the "sticker" price, or the posted nominal price students are asked to pay in tuition and fees. It is
also used to describe the cost to the student to attend collegeincluding not just tuition and fees, but room, board,
books, supplies, and transportation. Finally, it can mean the net price paid by the student after financial aid awards
are subtracted from the full cost to the student.
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Despite their obvious differences, these concepts are often discussed as if they were the same thing. This
Commission believes the confusion arising from the careless use of these termsas well as inattention within
higher education to the relationships between cost and priceto be so serious that we have devoted considerable
time and attention to distinguishing among them.

It is important to make a clear distinction between expenditures that institutions incur in order to provide
education (costs) and expenses that students and families face (prices). Furthermore, there is another factor not
considered in most conversations on these issues: what students pay is not the total cost of education. There is a
general subsidy that goes to all students, regardless of the institution they attend or whether they receive any
financial aid. Therefore, the Commission makes a major effort to define its terms carefully, and to use the terms
"cost," "price," and "subsidy" consistently. (See Figure 1.)

FIGURE 1

Definitions of Cost, Price, and General Subsidy

Costs: What institutions spend to provide education and related educational services to students

> Cost per student: The average amount spent annually to provide education and related services to
each full-time equivalent student

Price: What students and their families are charged and what they pay

> Sticker price: The tuition and fees that institutions charge

> Total price of attendance: The tuition and fees that institutions charge students as well as other
expenses related to obtaining a higher education. These expenses could include housing (room and
board if the student lives on campus, or rent or related housing costs if the student does not live on
campus), books, transportation, etc. (This term typically is referred to by other higher education
analysts as the "cost of attendance.")

> Net price: What students pay after financial aid is subtracted from the total price of attendance.
Financial aid comes in different forms: grants are scholarships or "gifts" to the student that do not have
to be repaid; loans are borrowed money that must be paid back, typically after the student leaves school;
work study entails working to receive financial assistance. Because of the very different nature of grants
vs. loans and work study, the Commission uses two different concepts of net price:

The first measure subtracts only grants from the total price of attendance. This concept provides a
measure of affordability, or the amount of money a student actually pays to attend college.

The second measure subtracts all financial aid awardedgrants, loans, and work studyfrom the
total price of attendance, to measure the amount of money a student needs in order to enter the
college or university. This concept provides a measure of access, because, even though loans must be
repaid, they allow a student to attend college, just like car loans allow many to buy a car who other-
wise may not be able to afford one.

General Subsidy: The difference between the cost to the institution of providing an education ("cost per
student") and the tuition and fees charged to students ("sticker price"). Students who attend institutions of
higher education, regardless of whether they attend public or private colleges or universities, or whether they
receive financial aid, typically receive a general subsidy. This general subsidy does not include subsidies some
students receive from scholarships and other types of financial aid.

16
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The Commission has also found that the traditional disregard of capital assets in discussions of educational
expenditures is a major barrier to understanding the true costs of higher education. For this reason, the Commission
has included capital expenditures and assets in its estimates of the cost of education per student, and urges all colleges
and universities to include its capital expenditures when estimating the cost of educating students.

The Commission also struggled with ways to classify and present the approximately 3,700 not-for-profit
colleges and universities so as best to capture their diversity and character. In discussions of price, certainly the
most important distinction to be made is that between private and public institutions. Because the nation's public
colleges and universities receive considerable, but varying, support from the states in which they are located,
tuitions at public institutions are typically much lower than those at private institutions. And, tuitions at public
two-year colleges tend to be even lower than those at four-year institutions.

For the sake of simplicity, and given available data and their limitations, our analysis presents findings for three
groups of institutions: public four-year colleges and universities; private four-year colleges and universities; and
public two-year colleges (often referred to as community colleges). Moreover, our analysis is limited to one
category of studentsfull-time undergraduates who are financially dependent on their parents and who attend
schools in the not-for-profit sector.

Of course, the Commission understands the limitations in its work. There are many ways to group institutions
of higher education and the categories chosen do not reflect all institutions: it does not consider proprietary (i.e.,
profit-making) institutions. It also knows that it is not only full-time dependent undergraduates who experience
difficulty covering their expenses. The Commission is concerned about students experiencing financial difficulty,
whatever their status and wherever they go to school. However, given available data and their limitations, the
Commission feels most confident drawing conclusions about full-time undergraduates in the not-for-profit sector
using these institutional categories.

TRENDS IN COSTS, PRICES, AND SUBSIDIES

Although most public discussion of the affordability of higher education focuses on tuition charges and increases,
tuition (i.e., "sticker price") is but one component of the college cost/price picture. As noted, the total price
(tuition plus other educational expenses), net price, and instructional cost per studentand the complex
interrelationships among these conceptsshould all be included in discussions of why the price of attending
college may be increasing. Below we present what we have learned about costs, prices, and generalized subsidy for
our three types of institutions and how they have changed over time. (See Figure 2.)

Public four-year colleges and universities. Between 1987 and 1996,4 the instructional cost per student
increased from $7,922, on average, to $12,416, an increase of 57 percent. During this same period, the sticker
price increased considerably faster, 132 percent, from an average of $1,688 to $3,918. The general subsidy, which
averaged $6,234 in 1987, increased 36 percent, to approximately $8,500 in 1996. Thus, the sticker price, or
tuition, increased much faster than either instructional costs or the subsidy. During part of this periodbetween
fiscal years 1990-91 and 1992-93state appropriations in 16 states declined and tuitions in many of these states
increased much higher than in previous years. In most of these states, appropriations began to increase again in
1994. Thus, declines in state appropriations to higher education during a small portion of this period cannot
totally account for the rate at which public four-year tuitions rose between 1987 and 1996. In public four-year
colleges and universities, the percentage of total student costs covered by the general subsidy declined from 79
percent to 68 percent.

Private four-year colleges and universities. In these institutions, the cost per student increased between 1987
and 1996 from an average of $10,911 to $18,387. This represents a 69 percent increase. Tuition, or sticker price,
increased by 99 percentlower in percentage terms than for the public four-year colleges, but higher in real-
money terms because of the higher base, from $6,665 to $13,250. Even in the private sector, the percentage of per-
student costs covered by the general subsidy declined by 11 percentage points, from 39 percent in 1987 to 28
percent in 1996. The Commission does not understand the sources of subsidies in private institutions as well as it
does subsidies in public institutions; endowment income cannot be a complete explanation since it only represents
a significant contribution to a relatively small number of colleges and universities.

Public two-year colleges. For these institutions, total costs per student increased by 52 percent between 1987 and
1996, from an average of $5,197 to $7,916. Sticker prices increased 85 percent, from $710 to $1,316. Similar to the
situation for public four-year colleges and universities, subsidies to public two-year colleges declined for part of this
period. Among all three institutional types, the decrease in the general subsidy was lowest for public two-year
colleges; here the percentage of total costs covered by the general subsidy declined only from 86 to 83 percent.
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FIGURE 2

Cost, Tuition, and General Subsidy: 1987 to 1996

Public Four-Year Colleges and Universities

$14,000

112,093

$12,416

$10,08

$9,323
$10,030

$7,922

58,000 $8,498.9

8

w") $7,108

$6,974

$6,234

$4,000

12.000 $5,918

$0

$1.6115 21% 24 %
$3.111

31% 32% Percent of cost

covered by Wain,

1987 1990 1993 1996

Year

0 Sticker price (tuition only) OCeneral Subsidy

Private Four-Year Colleges and Universities

$20,000

$17,500

-

-

$18,387

$15,195

$5,137
$15,000 $13,233

$3,323
$12,500 - $10,911

$3,708

9 $10,000 -
"e $4,246

C) $7,500

72 % $11,872 78% 513.250 72%

$5,000 61%
09,523

$6,665 Percent of Cost

$2,500 covered by 106401

$0

1987 1990 1993 1996

Year
O Slicker price (tuition only) OCrereralsubsily

Public 1 \so-Year Colleges and Universities

$UDO
$7,916

$7,000

$6,366
$6,021

$6,000
$5,197

15,000

16,600

8
$4,000

15221

01
$5,154

$3,000 14,487

$2,000 Percent of Cosi covered

by tuitian

$1,000

$710
1496

$101 14% $1,145
18% 11,116 17%

$0

1987 1990 1993 1996

Year

°Sticker price (lotion only) °General Subsidy

18



STRAIGHT TALK ABOUT COLLEGE COSTS AND PRICES

7

In all three institutional categories, tuition (or sticker price) increased faster than cost per student between
1987 and 1996. It may be tempting to conclude that institutions acted irresponsibly, by charging students and
their families higher tuition but not spending the additional revenue to improve or maintain the quality of the
education provided. However, tuition is not the sole source of institutional revenue, and if other revenues
declined, institutions may have been forced to increase their tuition revenue. We know that state appropriations
to public higher education declined during part of this period and tuitions in many state institutions escalated
even faster at that time. At best we can conclude that tuition appears to have increased faster than institutional
costs in all types of colleges and universities. We believe that institutions themselves should explain to the public
why this occurs.

TRENDS IN COLLEGE AFFORDABILITY

The above discussion sheds light on the relationship between trends in higher education costs and sticker prices;
however, it says little about the affordability of higher education for those who pay for it. If tuition had doubled
over the past decade but incomes tripled during that same time, the general public may not be nearly as concerned
about the affordability of higher education. However, the fact is that by two common measures of income
median household income and per capita disposable incomecollege tuition increased faster than income.

Before turning to a comparison of tuition and income, it is important to reiterate that a discussion of college
affordability must account for the fact that many students do not pay the total price to attend college. Not only
does total price not reflect the full cost of higher education, because of the subsidies described above, many
students do not pay the total price of attendance, because they receive financial aid. A discussion of college
affordability, therefore, must examine the prices that students actually pay for their education (i.e., after financial
aid), which we refer to in this report as the net price.

Income and net price. Two calculations of net price are presented here since they represent two fairly different
concepts. The first calculation only subtracts grants from the total price. The result represents a measure of
affordability, the actual amount a student has to pay. The second calculation subtracts all financial aid (grants,
loans, and work-study) from the total price. The Commission believes that this measure represents access to higher
education, because, even though the loans must be repaid eventually and the student must work to receive work-
study money, without this aid, the student might not be able to get in the door of any institutiqn.

Between 1987 and 1996, median family income rose 37 percent and disposable per-capita income rose 52
percent. During this same period, both measures of net price rose considerably faster. (See Table 3.) Specifically,
the price of attendance minus grants rose 114 percent at public four-year institutions, 81 percent at private four-
year institutions, and 159 percent at public two-year institutions. Total price minus all financial aid (grants, loans,
and work-study) demonstrates a similar pattern: this measure of net price increased 95 percent at four-year
institutions, 64 percent at private four-year institutions, and 169 percent at public two-year institutions.

',MAAM
Changes in Total Price of Attendance and Net Prices, 1987 to 1996

Public Private Public
Four-year Four-year Two-year

1987 1996 1987 1996 1987 1996

Total per-student price $5,146 $10,759 $10,896 $20,003 $2,808 $6,761

Percent change (109%) (84%) (141%)

Total price minus grants $4,385 $9,365 $8,307 $15,069 $2,345 $6,067

Percent change (114%) (81%) (159%)

Total price minus all aid $3,715 $7,262 $6,823 $11,205 $2,125 $5,717

Percent change (95%) (64%) (169%)

Source: National Postsecondary Student Aid Study, 1996.
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It is important to note, however, that changes in net price appear to have moderated between 1993 and 1996.
Indeed, for students attending public four-year institutions, our measure of affordability (total price minus grants)
increased only 10 percent for this time period and our measure of access (total price minus all aid) actually did not
increase. Private four-year institutions followed a similar pattern, with total price minus grants only increasing by
4 percent between 1993 and 1996 and total price minus all aid declining slightly, by approximately 7 percent.
These changes should be interpreted cautiously; sticker price did not increase as fast relative to median family
income or disposable per capita income across this time period as it did in earlier time periods, but increases
nonetheless occurred. The apparent moderation in net price can more likely be attributed to increased availability
of financial aid, particularly loans.

Over the total time period examined, 1987 to 1996, total student aid from all sources increased by 128 percent.
Although three-quarters of all aid comes from Federal sources, the largest rate of increase in aid during this period
came from institutional sources, which went up by 178 percent.' Within the Federal programs, the lion's share of
the increase was in loan volume under the guaranteed student-loan programsthe Federal Family Education
Loan and Federal Direct Student Loan (FFEL/FDSL). The number of recipients obtaining loans under these
programs increased by 87 percent between 1987 and 1996.6 Because a greater number of students received aid,
Federal aid per recipient was less than the increase in aid spending. Average Pell grant awards, for example,
increased 21 percent, and the FFEL/FDSL awards by 41 percent.'

REFERENCES

' U.S. Department of Education, Digest of Education Statistics 1996, Table 309.
2 James Harvey and John Immerwahr, Goodwill and Growing Worry: Public Perceptions of Higher Education. (Washington: American Council

on Education, 1994.)
3 Appendix G, Exhibit 1 -la.
4 These years are examined because our basic financial aid data come from the National Postsecondary Student Aid Study, which was

conducted in 1987, 1990, 1993, and 1997.
5 Appendix G, Exhibit 6-1.
6 Appendix G, Exhibit 6-3.
7 Appendix G, Exhibit 6-3.
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"Cost and Price Drivers" in Higher Education

What lies behind increases in tuition? Several of the issues that Congress asked the Commission to address point
to potential explanations for rising college costs with the assumption that rising costs result in rising prices. The
"cost drivers" that the Commission reviewed can be grouped into six categories: (1) financial aid, (2) people, (3)
facilities, (4) technology, (5) regulations, and (6) expectations.

Financial Aid. The Commission reviewed a number of studies on the connection between student financial aid
in public and private non-profit institutions of higher education and costs and prices, and it commissioned two
analyses of its own. (Figure 3 describes the major programs of Federal student aidgrants and work-study, loans,
and newly-enacted tax incentives.)

The Commission finds no evidence to suggest any relationship between the availability of Federal grants and
the costs or prices in these institutions. Less than one student in four receives a Federal grant, which pays for less
than 10 percent of the total price of attendance in either sector. And, although the methodology of financial need
analysis is tuition-sensitive, the maximum Pell grant award is capped at $3,000.

The Commission has found no conclusive evidence that loans have contributed to rising costs and prices. One
commissioned paper suggests that Federal loan availability has helped contribute to rising prices.

Another paper suggests that the capital available through loans has allowed colleges to increase their
chargesand allowed independent colleges in particular to maintain enrollmentin ways that would not have
been possible otherwise.

The Commission knows of other studies which come to conclusions opposite to these. This question should be
studied in greater detail and with much greater attention to empirical facts.

The members of the Commission are, however, unanimously concerned about sharp increases in student
borrowing. What is unclear is whether these increases have occurred because (1) higher loan limits and the new
{tun-subsidized" program permit more borrowing; (2) more families are choosing to finance college expenses
through loans rather than from savings or current income; or (3) the price of attending higher education has
increased. The Commission's judgment is that all three factors are probably involved.

Finally, the Commission looked at the relationship between institutional financial aid and increases in student
prices. In this instance, there is slightly stronger evidence that increases in institutional aid have been one of the
cost and price drivers, as institutional aid grew by 178 percent between 1987 and 1996. Since most of the revenue
for institutional aid comes from tuition dollars, it seems reasonable to conclude that tuitions could have increased
slightly less had institutions not been putting these revenues into institutional aid. At the same time, however,
had institutions not generated revenue to pay for institutional aid, student borrowing would have had to increase
to maintain access, or access would have had to diminish.

FIGURE 3

The Complex Picture of Student Financial Aid
The major Federal programs providing financial assistance to students can be thought of in three categories: grants, loans and tax
incentives of various kinds. Most of these are directed to low- and middle-income students with financial need.

Grants and Work Study
The Pell Grant Program provides awards of between $400 and $3,000 for low-income students, most of whom are from families with
annual incomes below $20,000. This program is funded at $7.34 billion in Fiscal Year 1998.

The Supplemental Educational Opportunity Grant Program provides additional grant aid to students from extremely low-income
families. This program is funded at $614 million in Fiscal Year 1998.

NEST COPY WV BLE
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FIGURE 3 (continued)

The Federal Work Study Program helps to pay for jobs on- and off-campus as part of need-based financial aid packages. Unlike
the Pell and supplemental grant programs, which are available only to undergraduate students, Federal Work Study aid also assists
graduate and professional students. This program is funded at $830 million in Fiscal Year 1998.

Loan Programs
A variety of loan programs, many with interest subsidized and deferred, exist to help cover college tuition and other expenses for
undergraduate, graduate, and professional students. The Perkins Loan Program (formerly the National Defense Loan Program)
provides low-interest loans to low-income students. Perkins Loan funds, which are a combination of Federal and institutional capital
contributions, are administered on campus. Additional loan capital is generated as collections on prior loans are deposited into the
institution's revolving fund.

Stafford Loans are available to students from all income levels. Students who demonstrate financial need are eligible for interest
subsidies; students who do not demonstrate need, while not eligible for interest subsidies, may defer loan and interest payments while
in school and under certain other circumstances. PLUS Loans provide assistance to parents of students of dependent undergraduate
students in an amount up to the cost of college attendance less other financial aid. Both the Stafford and Plus loan programs are
available through financial institutions (Federal Financial Education Loan Program) or directly through the Federal Government
(William D. Ford Direct Loan Program). Roughly two-thirds of $30 billion in current annual loan volume is provided through the
former, the remaining loan capital is provided by the latter.

Tax Incentives
The budget agreement hammered out by Congressional and White House negotiators in August 1997 provided about $40 billion over
five years in tax breaks to help students pay for higher education. They include:

Hope Scholarships, aimed at making two years of college universally available, provide a dollar for dollar nonrefundable tax
credit for 100 percent of the first $1,000 of tuition and fees and 50 percent of the second $1,000. Available for college enrollment
after January 1, 1998, the credit phases out for joint filers with incomes between $80,000 and $100,000, and for single filers between
$40,000 and $50,000.

College juniors, seniors and graduate students may receive a nonrefundable 20 percent tax credit on the first $5,000 of tuition
and fees through 2002 (and the first $10,000, thereafter). To encourage lifelong learning, the credit is also available to working
Americans. The credit, effective after July 1, 1998, is phased out at the same income levels as the Hope Scholarship. Unlike the Hope
Scholarship, the Lifetime Learning Credit is calculated on a per family, rather than a per student, basis.

Education and Retirement Savings ACcounts allow penalty-free IRA withdrawals for undergraduate and graduate programs and
postsecondary vocational programs. In addition, eligible taxpayers can deposit $500 annually into an education IRA which will
accumulate earnings tax-free, with no taxes due until withdrawal for approved purposes.

Other Major Provisions: Workers can exclude $5,250 of employer provided education benefits from taxable incomes; eligible
taxpayers can deduct up to $2,500 per year of interest paid on education loans and exclude from taxable income loan amounts
forgiven for participating in community service jobs; and taxpayers are exempt from taxation on some earnings on pre-paid tuition
plans.

People. Three groups of people are associated with higher education costs: students, administrators, and
faculty. Changes in the composition ofor policies regardingthese groups can contribute to rising costs.

Students. Changes in the students who now attend our nation's colleges and universities have the potential for
increasing institutional costs. In recent years, college campuses have found themselves populated with more part-
time and older students. Between 1980 and 1994, the percentage of undergraduates enrolled part-time, for
example, increased from 28 percent to 42 percent of all students enrolled.

"Nontraditional" students bring with them some nontraditional needs, such as child care, re-entry counseling,
and tutoring, to name but a few possibilities. Since tuition structures typically do not reflect differing student
needs and use of services, the cost of educating part-time and older students could be increasing costs.
Furthermore, standard practices of estimating the educational costs per full-time-equivalent student (e.g., three
part-time students are considered equivalent to one full-time student) probably do not capture the real costs of
educating part-time students.

The need to offer remedial courses to students could also contribute to rising costs. Approximately 78 percent
of all colleges and universities that enroll freshmen offered some type of remedial course (typically reading,
writing, or mathematics) in the fall of 1995. Although it is difficult to provide national estimates of the costs, data
for individual institutions exists. For example, in 1993-94, California spent $9.3 million to provide remedial
courses for students on the 22 campuses of the California State University system, representing just under one
percent of the system's total budget.

A Florida legislative report said that, with nearly 70 percent of community college freshmen requiring remedial
education courses, Florida community colleges are spending $53 million a year providing this type of instruction.

Increasing accessibility for students with disabilities is also a potential cost driver. While no one argues the
necessity of providing access and related services, the cost is relatively new and it is real. Estimates of the cost of
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complying with the Americans with Disabilities Act (ADA) range from an average of $694,000 for public two-
year institutions to $12,867,000 for public research institutions.

Administrators. The need to employ more administrators to cover both expanded services and larger numbers
of Federal, state, and local regulations combined with higher administrative salaries is thought to drive up
administrative costs.

This contention may be true for the first half of the 1980s, when administrative expenditures increased as a
share of total educational and general (E&G) expenditures, but, between 1987 and 1994, administrative
expenditures either remained the same or fell, as a percentage of total E&G expenditures. Another way of looking
at rising administrative costs is that administrative expenditures per full-time-equivalent (FTE) student increased
over 22 percent between 1979 and 1986, but less than 1 percent between 1986 and 1993, after adjusting for
inflation. The expenditures for student services costs increased 16 percent during each of the two time periods in
question.

Faculty. Many believe that the labor structure and tenure system of college faculty drive up college costs. It is
true that higher education is a labor-intensive industry and that changes in policies that affect the number of
faculty required to teach courses as well as the types of faculty hired (part-time vs. full-time, tenured vs. non-
tenured) have an impact on an institution's cost of providing education.

There is little evidence to suggest, however, that changes in faculty hiring practices or workload have driven up
college costs in the past decade. In fact, there has been movement in the opposite direction. In an effort to control
costs, institutions have hired more part-time and non-tenured faculty and increased the number of hours faculty
spend in the classroom: the proportion of part-time faculty and staff employed by colleges and universities
increased from 33 percent of all instructional faculty and staff in 1987 to 42 percent in 1992. In the same period,
the percentage of instructional faculty and staff with tenure declined from 58 to 54 percent. And, the reported
number of student contact hours at all institutions increased from 300 in 1987 to 337 in 1992.

Facilities. Growth in higher education enrollments over the past 30 years has meant that colleges and
universities have had to construct new classrooms, laboratories, and dormitories to accommodate students.
Serving students with special needs has also meant that higher education institutions have had to redesign
classrooms, dormitories, and other public spaces.

Looking to the future with regard to campus facilities' needs does not provide a rosy picture. A 1997 study
completed by the Association of Higher Education Facilities Officers, the National Association of College and
University Business Officers, and Sallie Mae estimates deferred maintenance costs for all campus facilities to be
approximately $26 billion.

Facilities could thus become a major cost driver in the next decade.
Technology. The percentages of courses using technology in a variety of capacities has risen significantly just

since 1994.
Institutions must provide equipment for faculty and students as well as the infrastructure to accommodate it.

Given the age of many campus buildings and the state of the infrastructure to support this equipment, this expense
is substantial.

To cover the costs of technology, some campuses have instituted mandatory computer/instructional technol-
ogy fees, thus passing on some of the costs to students. These fees ranged from an average of $55 per student in
community colleges to $140 in public universities.

It appears that increasing costs for technology almost certainly translate into higher prices charged to students.
Although technology holds promise for making educational operations more efficient and less costly, there is

no evidence to date to indicate that the use of technology in higher education has resulted in cost savings to
colleges and universities.

Regulations. The number and types of regulations with which colleges and universities are asked to comply
have grown rapidly in recent years. Complying with these regulations costs money. The Federal government
regulates colleges and universities through a maze of mandates covering personnel, students, laboratory animals,
buildings, and the environment. Stanford University, for example, estimates that the university incurs approxi-
mately $20 million a year (or 7.5 cents of every tuition dollar) in costs related to complying with a range of
regulations.

The cost of accreditation has also increased in recent years. There has been significant growth in the number of
accrediting bodies, particularly specialized ones. Currently, accrediting activities are undertaken by approxi-
mately 60 specialized agencies overseeing more than 100 different types of academic programs. Institutions report
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that the self-study procedures involved with these accrediting efforts overlap and duplicate one another and
absorb large amounts of faculty and administrator time.

Expectations. Less concrete than the other cost and price drivers are changing expectations about quality.
Prospective students visiting college campuses today expect to see gyms with state-of-the-art exercise equipment.
Students also expect a complete range of course offerings, dormitories that are wired for computers as well as
stereo equipment, and specialized counselors who can advise on personal as well as career and job placement
matters. The changing student population has also brought changing expectations to campus. Parents look for
child care on campus; older students returning to college anticipate counseling relevant to their interests; and
part-time students who work during the day expect courses (and administrative services) to be available on
evenings and weekends. These changing expectations cost money.

The expectations of faculty and administrators have also been changing. The curriculum has become more
specialized and institutions now support entire disciplines that did not exist a generation or two ago. Many faculty
also prefer to teach only certain courses, or to restrict their undergraduate teaching to upper-division courses.
And, in many institutions, faculty also expect the university to provide space, equipment, and time for their
research.

Many of these expectationsfrom parents and students and administrators and faculty membersare per-
fectly reasonable standing alone. But in combination, the accumulated effect of these expectations is continual
institutional pressure to increase spending.

THE OPAQUE RELATIONSHIP BETWEEN COSTS AND PRICES

A number of different factors contribute to increasing higher education costs. However, linking specific cost
increases to price increases is a tricky matter: Quite simply, the available data on higher education expenditures
and revenues make it difficult to ascertain direct relationships among cost drivers and increases in the price of
higher education.

Institutions of higher education, even to most people in the academy, are financially opaque. Academic
institutions have made little effort, either on campus or off, to make themselves more transparent, to explain their
finances. As a result, there is no readily available information about college costs and pricesnor is there a
common national reporting standard for either. (National does not mean Federal; it means a standard that is
understood and commonly accepted in the profession.) Indeed, differences in financial reporting standards that
have evolved in the current environment of quasi-self-regulation contribute to confusion about how to measure
costs in a straightforward way. Colleges report on financial standards using one methodology; report expenditures
using another; and conform to government cost-recovery principles with yet a third.

What the Commission can assert, however, is a basic fact about academic finance: Virtually no activity, other
than self-supporting auxiliary enterprises such as dormitories and cafeterias, generates enough revenue to pay for
itself. Everything is "subsidized" to a greater or lesser extent, either through tax revenues, endowment income, or
private giving.

In addition, there are wide disparities in expenditure levels between and among different instructional levels
and disciplines. For example, courses in the "hard" sciences typically are more expensive to offer than courses in
the humanities or social sciences. Yet most institutions do not charge higher tuition for higher cost programs, and
lab fees (when assessed) barely begin to cover the costs. Or, to take another example, it is clear that on most
campuses undergraduate instruction usually, but not always, costs less to provide than graduate education. But
differences in tuition and fee levels for undergraduate and graduate courses of study generally do not reflect the
true cost differential.

The truth is that institutions prefer not to look too hard at these matters, both because a broad-based
curriculum is a desirable thing in and of itself and because of a desire to base decisions on quality and not on costs.

This Commission, therefore, finds itself in the discomfiting position of acknowledging that the nation's
academic institutions, justly renowned for their ability to analyze practically every other major economic activity
in the United States, have not devoted similar analytic attention to their own internal financial structures.
Blessed, until recently, with sufficient resources that allowed questions about costs or internal cross-subsidies to be
avoided, academic institutions now find themselves confronting hard questions about whether their spending
patterns match their priorities and about how to communicate the choices they have made to the public.
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Convictions and Recommendations

Based on its review of college affordability, this Commission has arrived at five key convictions about the college
cost and price crisis:

Conviction 1: The concern about rising college prices is real. The Commission has observed the anxiety in
parents' faces as they talk about the price of sending their children to college. People consider a college degree as
essential to their children's future, as something of great value because it promises their children a better life. And,
they also worry that access and opportunity are slipping away. These are genuine public fears to which academic
institutions must respond.

Although concerns and perceptions about price are not entirely wrong, they are not always based on sound
factual information. Moreover, as we have noted, institutions of higher education are not always fiscally
transparent. Academic leaders must address these issues.

Here, however, academic institutions face a genuine challenge. It is quite clear from parents this Commission
talked with, that many members of the general public have little interest in complicated explanations of higher
education finance. As important as these matters are for institutional leaders, parents are interested simply in
what they will have to pay when their children go to collegeindeed if they can afford to send them at all. In
responding to public concerns about prices, academic leaders must provide information that is comprehensive,
comprehensible, accessible, and persuasive.

Conviction 2: The public and its leaders are concerned about where higher education places its priorities.
We have relearned something most academic leaders always knew: higher education costs are driven by people
and by how these people spend their time.

But, because academic institutions do not account differently for time spent directly in the classroom and time
spent on other scholarly activities, it is almost impossible to explain to the public how individuals employed in
higher education use their time. Consequently, the public and public officials find it hard to be confident that
academic leaders allocate resources effectively and well. Questions about costs and their allocation to research,
service, and teaching are hard to discuss in simple, straightforward waysand the connection between these
activities and student learning is difficult to draw. In responding to this growing concern, academic leaders have
been hampered by poor information and sometimes inclined to take issue with those who asked for better data.
Academic institutions need much better definitions and measures of how faculty members, administrators, and
students use their time.

The skepticism underlying this concern about where higher education places its priorities is a major conse-
quence of higher education's inability to explain its cost and price structure convincingly to the public. Some cost
data are unavailable; much of the information that is provided is hard to understand. College finances are far too
opaque. Higher education has a major responsibility to make its cost and price structures much more "transpar-
ent," i.e., easily understandable to the public and its representatives.

Conviction 3: Confusion about cost and price abounds and the distinction between the two must be
recognized and respected. Issues of cost, price, subsidy, and net price have been difficult for the members of this
Commission to master. They are equally, if not more confusing to members of the public. These are complex
topics, and higher education must strive continuously to clarify and communicate them clearly and candidly.
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Beyond that, American families are confused and poorly informednot only about costs and prices, but also
about the entire matter of how to access higher education and its complicatedsystem of financial aid.

The Commission believes that the message about prices (what students and families actually pay) is more
encouraging than much of the public dialogue acknowledges, even if it is not entirely comforting. Moreover, the
increase in the price students are asked to pay has begun to moderate in recentyears. Academic institutions must
continue their efforts to control costsand hence pricesor risk the unpalatable alternative of government
intervention.

Conviction 4: Rising costs are just as troubling a policy issue as rising prices. This Commission is concerned
because institutional costs (not just prices) are also rising. Unless cost increases are reduced, prices in the long run
cannot be contained without undermining quality or limiting access.

Some of the factors behind these cost increases can be understood and explained. As noted previously, tuition
tends to go up as public subsidies go down. Administrative costs have increased as a share of total expenditures.
The expense of building or renovating facilities and of acquiring and implementing modern technologies has the
potential of becoming a significant cost driver. The cost of providing institutional aid (or discounting tuition
sticker prices) for needy students increased by nearly 180 percent in the ten years between 1987-88 and 1996-97.
Federal, state, and local laws, regulations, and mandates have undoubtedly added to academic costs.

Some policymakers worry that Federal financial aid might have encouraged tuition increases. This Commission
is confident that Federal grants have not had such an effect, at either public or private institutions. The
Commission believes no conclusive evidence exists with respect to Federal loans and believes this issue deserves
serious and in-depth additional study.

Aside from such general observations, the Commission does not have solid information to help identify specific
factors driving cost and price increases. The simple truth is that no single factor can be identified to explain how
and why college costs rise. The Commission suspects that part of the underlying dynamic is the search for
academic prestige and the academic reward systems governing higher education. This institutional emphasis on
academic status is reinforced by a system of regional and specialized accreditation that often encourages increased
expenditures by practically every institution.

The complexity of the interrelationships among these and other factors convinces the Commission that
policymakers should avoid simple, one-size-fits-all solutions to the challenge of controlling or reducing college
costs. Costs are increasing for a variety of reasons. The response to these mixed and subtle causes, must be
similarly mixed and sophisticated.

Conviction 5: The United States has a world-class system of higher education. The United States has a
diverse system, one that provides more opportunities to acquire a high-quality education, for citizens of all ages
and backgrounds, than any other society. American higher education is a public and a private good. American
academic institutions represent an investment in the nation's future, one that yields dividends every day, for both
individuals and society. It is little wonder that the world has beaten a path to the door of the American university.

Nonetheless, Academic leaders cannot take the continued pre-eminence of their institutions for granted.
Although it requires a long time to build an outstanding nationwide system of higher education, such a system can
deteriorate very rapidly. In the Commission's judgment, one of the few things capable of precipitating such a
decline in the United States would be an erosion of public trust so serious that it undermined ongoing financial
support for the nation's academic enterprise. Continued inattention to the imperative to make academic
institutions more financially transparent threatens just such an erosion.

RECOMMENDATIONS: AN ACTION AGENDA

The Commission believes its analysis of some of the national data about higher education finance has broken new
ground, especially in clarifying the connections between and among cost, price, subsidy, and affordability.
Nevertheless, the best national data are insufficient to provide the kind of clear information on these trends that
policymakers and the general public need. For example, the terms of analysis used by different parties are not
always consistently defined: institutional costs and student costs are two different things; prices and costs are not
the same; and prices charged and prices paid often bear little relationship to each other.

The persistent blurring of terms (both within and beyond higher education) contributes to system-wide
difficulties in clarifying the relationship between cost and quality; defining the difference between price and cost;
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distinguishing between what institutions charge and what students pay; and ultimately to systemic difficulties in
controlling costs and prices.

If we are to clarify these relationships and control expenses, several things must happen. Academic institutions
should start to use these terms systematically and regularly; policymakers must realize that costs and subsidies
need to be better managed if prices are to be controlled; and academic leaders must acknowledge that, before they
can manage costs and explain prices to the public, they themselves have to do a better job of measuring and
understanding both.

The Commission organizes its recommendations around a five-part action agenda grounded in the concept of
shared responsibility. Many different participants have contributed to the academic cost dilemma; all of them
must be involved in resolving it. In the Commission's view, these actors have a shared responsibility for achieving
five policy goals:

strengthening institutional cost control;
improving market information and public accountability;
deregulating higher education;
rethinking accreditation; and
enhancing and simplifying Federal student aid.

Sharing Responsibility. The Commission is convinced that many different stakeholders have contributed to
the college cost and price crisis; consequently, all of them will have to contribute to the solution. We believe
institutions of higher education, government at all levelsFederal, state and localthe philanthropic commu-
nity, and families and students have essential and complementary roles to play in maintaining affordable, high-
quality education well into the future. Each of these stakeholders in some fashion influences or subsidizes the cost
and price of American higher education. They have a common obligation to respond to the issues outlined in this
report: Government needs to invest in higher education as a public good; foundations should continue to support
policy research and the search for innovation; parents should be prepared to pay their fair share of college
expenses; and students should arrive at college prepared for college-level work.

But without doubt, the greatest benefits depend on academic institutions shouldering their responsibility to
contain costs, and ultimately prices. Although the responsibility for controlling costs and prices is widely shared,
the major onus rests with the higher education community itself.

I. STRENGTHEN INSTITUTIONAL COST CONTROL

THE COMMISSION RECOMMENDS that academic institutions intensify their efforts to control costs and
increase institutional productivity.

The Commission is convinced that academic institutions have done a lot to control costs but they must achieve
more in the way of cost containment and productivity improvement. The drive for greater efficiency, productivity,
and fiscal transparency requires an expanded definition of academic citizenship, one that is broadly participatory,
involving faculty, administrators, students, staff, and trustees.

The effort the Commission is calling for should challenge the basic assumptions governing how institutions
think about quality and costs. This will require a greater willingness to focus institutional resources on a few
priority areas where excellence can be sustained. It should include new cost saving partnerships among institu-
tions.

The Commission believes it is impossible to formulate an effective single set of directives on cost control
applicable to the diverse institutional settings and missions of American colleges and universities. The responsibil-
ity for cost control, like the responsibility for quality improvement, must be shouldered by each institution.

In recent years, American colleges and universities have made major efforts to reduce expenditures and control
costs. The Commission applauds this progress; however, it also believes that much more must be accomplished.
To do so, the academic community must focus sustained attention on its own internal financial structures, the
better to understand and ultimately control costs and prices. To that end, the Commission makes ten implement-
ing recommendations to strengthen cost control and improve institutional productivity.
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Implementing Recommendations:

1. Individual institutions, acting with technical support from appropriate higher education associations,
should conduct efficiency self-reviews to identify effective cost-saving steps that are relevant to institu-
tional mission and quality improvement.

2. Academic leaders should communicate the results of these self-reviews widely, providing the campus
community and institutional constituents with information on issues such as administrative costs, fac-
ulty teaching loads, average class size, faculty and student ratios, facilities management, and expendi-
tures on technology.

3. The Commission recommends the creation of a national effort led by institutions of higher education,
the philanthropic community, and others to study and consider alternative approaches to collegiate
instruction which might improve productivity and efficiency. The Commission believes significant gains
in productivity and efficiency can be made through the basic way institutions deliver most instruction,
i.e., faculty members meeting with groups of students at regularly scheduled times and places. It also
believes that alternative approaches to collegiate instruction deserve further study. Such a study should
consider ways to focus on the results of student learning regardless of time spent in the traditional
classroom setting.

4. The Commission recommends similar national attention be devoted to developing new alternative ap-
proaches to thinking about faculty careers, beginning with graduate school education and extending to
tenure and post-tenure review. These should explicitly consider the many ways in which tenure policies
vary across institutions.

5. The Commission recommends greater institutional and regional cooperation in using existing facilities
at institutions of higher education. Implementation of this recommendation will vary within and across
states. Whenever expansion of higher education is contemplated, the existing capacity of all institutions
should be considered, including the promotion of greater access through financial aid.

6. The Commission recommends maximizing the opportunity for cost savings through joint campus pur-
chase of goods and services and joint use of facilities, pursuing these opportunities throughmany differ-
ent kinds of partnerships. Where necessary, states should consider statutory changes to make such
partnerships possible.

7. The Commission recommends greater use of consortia and joint planning to maximize access to expen-
sive academic programs. While acknowledging that some inefficiencies and redundancies are inevitable
in America's diverse and decentralized system of higher education, the Commission believes that greater
emphasis on consortia and joint planning offers significant opportunities for cost control. In states and
regions with large numbers of institutions, creative ways need to be found to make the programmatic
variety of each campus available to as many students as possible.

8. The Commission recommends that the philanthropic community, research institutes, and agencies of
state and local government adopt the topic of academic cost control as a research area worthy of major
financial support. In addition to grants to support efforts to undertake such changes, best-practice and
recognition-award programs should be established and supported.

9. As part of the recognition-award effort, the National Association of College and University Business
Officers should, in consultation with major higher education associations, develop programs that publi-
cize innovative institutional practices that help control costs. As part of this effort, higher education
associations should jointly seek foundation support for annual awards to public and independent col-
leges and universities that have pioneered cost-management strategies.

10. Finally, we urge Congress to support academic efforts to control costs and improve productivity by:
a) amending Public Law 100-107 (which created the Malcolm Baldrige Award to recognize continuous

quality improvement in the corporate sector) to include education; and
b) authorizing in the next reauthorization cycle the U.S. Department of Education's Fund for the Improvement

of Post Secondary Education (FIPSE) to continue to offer financial support for projects addressing issues
of productivity, efficiency, quality improvement, and cost control.
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II. IMPROVE MARKET INFORMATION AND PUBLIC ACCOUNTABILITY

THE COMMISSION RECOMMENDS that the academic community provide the leadership required to develop
better consumer information about costs and prices and to improve accountability to the general public.

The Commission is convinced that both policymakers and the general public need more useful, accurate,
timely, and understandable information on college costs, prices, and the different subsidies that benefit all
students. Leadership for this effort should come from the academy, from both institutions and higher education
associations; but to be really effective, the entire thrust requires a partnership engaging appropriate Federal
agencies, states, leaders of the press and electronic media, and the private sector.

For policymakers and the general public to act in a well-informed manner, more timely and reliable data are
essential. The Commission was troubled by the sheer amount of incomplete and outdated information available
from academic and government sources. Terms of analysis like cost, price, and subsidy are not clearly defined or
generally understood. Financial standards, expenditure reports, and cost-recovery principles all rely on different
methodologies. There is no common national reporting standard to measure costs or prices.

What is required, first, are comprehensive, easy-to-understand analyses of cost and price issues for different
types of institutions by sector (e.g., public and private institutions, two- and four-year, with distinctions between
four-year colleges and universities). These analyses should then be transformed into handbooks, available to the
public, that provide the following cost and price information:

the cost of educating students (i.e., the total institutional expenditurecapital costs includedto
provide the education);
actual tuition charges (i.e., sticker prices);
the general subsidy (i.e., the cost minus the tuition charge);
instructional costs by level of instruction;
the total price of attendance (i.e., tuition, fees and other expenses);
a net price "affordability" measure (i.e., total price minus grants); and
a net price "accessibility" measure (i.e., total price minus all financial aid).

Although the Commission was not always able to obtain complete data on all these issues, the approach
outlined above is consistent with the one used in this report. The Commission is convinced that these materials
should also include information on financial-aid availability and options along with information on different types
of institutions and their different price structures. To the extent possible, information should also include total
and net prices for full- and part-time, dependent and independent students.

Above all, to be useful, these data should be issued annually. The aim is to provide up-to-date information and
illustrate how all potential studentsbut especially those of limited financial meanscan gain access to high-
quality postsecondary education. The Commission understands that new accounting standards have been
developed for private institutions and are currently being developed for public institutions. Further, the Commis-
sion is aware of efforts underway to redesign the Department of Education's Integrated Postsecondary Education
Data Survey (IPEDS) to make it compatible with such standards. The recommendations below are offered to
emphasize the Commission's belief in the importance of these efforts to the Commission's call for institutions of
higher education to become more fiscally transparent, that is, more straightforward in describing to the public
where they get their money and how they spend it.

To that end, the Commission makes eight implementing recommendations designed to improve market
information and public accountability.

Implementing Recommendations:

1. The Commission calls on the higher education community to take the lead in organizing a major public-
awareness campaign to inform the public about the actual price of a postsecondary education, the re-
turns on this investment, and family preparation for college.

2. The Commission recommends that individual institutions of higher education annually issue to their
constituent families and students information on costs, prices, and subsidies in the way the Commission
has approached these issues in this report.
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3. The Commission recommends that the U.S. Department of Education collect and make available for
analysis not only annual tuition and net price data but also information on the relationship between
tuition and institutional expenditures.

4. The Commission strongly encourages multiple agencies in the private sector to use those data for devel-
oping college-cost reports or handbooks that are widely disseminated to prospective students, their
parents, and the mediain print and over the Internet.

5. The Commission recommends that, where necessary, the format of existing governmental and private
higher education data-collection systems and financial reports be modified to allow for collecting and
reporting information that calculates costs, prices, and subsidies the way the Commission has approached
them in this document.

6. In that regard, IPEDS should be redesigned to collect such information. It can then be made available to
any person or institution, in a form that is comparable for public and private institutions. The redesigned
survey should include estimates of direct instructional costs by level of instruction, capital expenditures,
and the replacement value of capital assets. It should also be expanded to improve data (and data
comparability) on faculty compensation and workload as well as on factors related to administrative
efficiency.

7. The Commission urges the national accounting standards bodies for institutions of higher education
(The Financial Accounting Standards Board for private institutions and the Government Accounting
Standards Board for public institutions) take whatever steps are necessary to assure that the financial
reports of these institutions offer fiscally transparent information about college finances that allow for
valid comparisons between public and private institutions.

8. The Commission recommends the following with respect to the collection and analysis of different kinds
of data, particularly financial data:
a) The National Center for Education Statistics, working with the appropriate organizations, especially

higher education associations, should redouble its efforts to ensure that institutions respond in a timely
manner to surveys and that survey data are edited and released in a timely manner.

b) The National Center for Education Statistics should take steps to understand how institutions respond
to the IPEDS financial survey, particularly given changes in accounting and reporting standards for
private, not-for-profit institutions. This is necessary because there are several acknowledged inconsistencies
in the way institutions report the information they are required to submit.

c) The U.S. Department of Education should undertake a study to gather comprehensive data on the needs
of part-time students, including the actual costs to the institutions educating high numbers of such students.
This study should be integrated into the Department's higher education data-collection efforts. Given
increasing numbers of part-time students and reliance on a formula that equates three part-time students
to one full-time student, such a study would provide more accurate and reliable cost measures.

d) The Commission recommends that the U.S. Department of Education investigate the feasibility of gathering
data on proprietary schools and the students who attend them.

III. DEREGULATE HIGHER EDUCATION

THE COMMISSION RECOMMENDS that governments develop new approaches to academic regulation,
approaches that emphasize performance instead of compliance, and differentiation in place of standardization.

Members of the Commission believe that institutions of higher education have a responsibility to be good
public citizens, not just in their teaching, research, and service missions, but also as employers, vendors, and good
neighbors in their communities. The Commission is also aware that a variety of regulations, some accompanying
public funding and some independent of it, are intended to ensure public health and safety or accountability in the
use of tax dollars. The Commission clearly supports these goals.

But the Commission is equally convinced that a fresh approach to academic regulation is requiredon thepart
of government at all levels. This Commission received a lot of testimony about the impact of the regulatory
environment on college costs. Academic institutions handling small amounts of toxic substances, for example, are
subject to the same regulations as manufacturing enterprises handling the same materials by the ton. Prohibitions
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against mandatory retirement ages were imposed on academic institutions in recent years (after several decades in
which colleges and universities had been legislatively exempt from them) without considering the implications of
the change on tenure or maintaining faculty vitality. And regulations regarding such issues as student privacy, the
right of students to examine their records, and the incidence of crime on campus are redundant and repetitive.

New approaches need to be developed to ensure public accountability in ways that are less costly and more
easily manageable. The Commission believes it is time to replace the current command-and-control approach to
academic regulation with an approach that emphasizes performance and accommodates the type and volume of
regulation to institutional history, size, and need.

To deal with these issues, the Commission presents nine implementing recommendations

Implementing Recommendations:

1. The Commission recommends the repeal of recently-enacted statutory provisions (from the Tax-payer
Relief Act of 1997) requiring that academic institutions provide the Internal Revenue Service with
personal financial information on enrolled students and their parents. The Commission believes that
the reporting burden this creates for institutions has the potential to add major administrative costs to
an institution's budget. While acknowledging the need to ensure reasonable taxpayer compliance with
IRS provisions, Congress should work with the appropriate representatives of the higher education com-
munity to resolve this issue.

2. The Commission recommends that Congress fund a project by the National Research Council, or some
appropriate Federal agency, to develop standards in environmental, health, and safety areas that pro-
vide for differential regulation of industrial facilities, on the one hand, and research and teaching labo-
ratories and facilities, on the other. The report should make specific recommendations for statutory and
regulatory changes that are needed to develop such a differential approach.

3. The Commission recommends that, where possible, statutes require agencies to adopt performance-
based models for monitoring compliance rather than command-and-control regulations that prescribe
specific approaches. Likewise, statutes should avoid command-and-control language and move toward
performance-based requirements.

4. The Commission recommends that state and county governments undertake a thorough examination of
the regulatory requirements they have imposed on academic institutions, particularly those that go
beyond or differ from Federal requirements. The purpose would be to determine the cost implications of
these requirements and whether their benefits justify the costs they impose. Those deemed to be overly
burdensome should be repealed.

5. The Commission recommends that, as Congress and the Executive Branch examine issues related to the
electronic production of information, colleges and universities be included in the discussions. As both
producers and consumers of electronic information, academic institutions are in a unique central posi-
tion to provide advice on the complex intellectual property issues involved in this area.

6. The Commission recommends that Congress enact a clarification to the Age Discrimination in Employ-
ment Act to assure that institutions offering defined-contribution retirement programs are able to offer
early retirement incentives to tenured faculty members. The Commission endorses pending Senate Bill
153, which would accomplish this purpose.

7. The Commission recommends that the Higher Education Act and accompanying regulations be rewrit-
ten to consolidate provisions related to the mandated disclosure of information to students and employ-
ees under legislation such as the Student Right to Know and Campus Crime and Security Acts.

8. The Commission recommends a change in the refund law and implementing regulations to permit insti-
tutions of higher education to require students withdrawing from programs to sign a withdrawal form
establishing a firm date of withdrawal for refund purposes.

9. The Commission recommends Congress stipulate that institutions with a demonstrated history of sound
financial operations and capable administration be deemed "fiscally responsible and administratively
capable" of meeting the eligibility requirements under the Higher Education Act. Evidence of such a
sound operation could include a showing that the institution is a public institution (i.e., state con-
trolled); that it has been in continuous existence since November 8, 1965 (the date of enactment of the
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Higher Education Act); or that it has participated successfully in Title IV programs for ten years or
longer. Congress and the U.S. Department of Education might consider adopting the principles of the
Federal Trade Commission's successful voluntary compliance programs.

IV. RETHINK ACCREDITATION

THE COMMISSION RECOMMENDS that the academic community develop well-coordinated, efficient accred-
iting processes that relate institutional productivity to effectiveness in improving student learning.

Accreditation is an honored and essential part of higher education. It assures the education community and the
public, as well as funding agencies, that the institutions they are attending or supporting merit their confidence. In
addition, it provides a useful tool for institutional self-study and accountability that would be inappropriate to
government.

Accreditation strives to assure educational quality and institutional integrity. Basic to the accreditation process
are periodic self-studies that evaluate an institution or program in light of publicly-stated objectivesand peer
evaluation of those self-studies by a visiting team of academic colleagues. Accreditation seeks not only to judge
and assure quality and integrity, but to promote improvement through continuous self-study and evaluation.
Regional associations accredit an institution as a whole, while specialized accrediting groups accredit specific
educational programs within an institution.

The Commission recognizes and encourages the movement underway at all six regional accrediting associa-
tions to focus more on assessing student achievement. Accreditation bodiesboth regional and specialized
have been inclined to emphasize traditional resource measures as proxies for quality. Such traditional measures
are often difficult to link to demonstrated student achievement. Specialized or professional accreditation has, for
the most part, continued to focus on resource measures in making judgments about quality. In fact, to many
campus observers, they appear often to be acting more in the economic interest of the professions they represent
than in the interest of assuring student achievement.

Moreover, specialized accreditation has, in the eyes of many, taken on a life of its own. It has become too
complicated, occurs too often, and makes the case for additional resources to support programs of interest to them
without regard to the impact on the welfare of the entire institution.

Today, some 60 specialized accrediting agencies oversee more than 100 different academic programsranging
from architecture, business, and engineering to journalism, law, medicine, and far beyond. The time-consuming
self-study procedures involved with specialized accreditation, the focus on additional resources without regard to
their connection to student learning or the welfare of the larger institution, and the expensive duplication
involved with different entities, increase red tape and drive up costs.

The Commission believes a great deal of improvement is possible in developing both accrediting standards and
evaluation review processes that focus directly on student learning. It believes accreditation should encourage a
greater focus at both the program and institutional level on productivity and efficiency. To address these issues,
the Commission presents seven implementing recommendations:

Implementing Recommendations:

1. The Commission recommends that accrediting associations reshape existing standards and review pro-
cesses to include a greater emphasis on measures of effectivenessespecially student achievement
and less emphasis on resources.

2. The Commission also urges accrediting bodies and their member institutions to devise standards and
review processes that support greater institutional productivity, efficiency, and cost constraint.

3. The Commission recommends that, with standards and review processes focused more on output and
cost efficiency, institutional self-study processes should concentrate on efficiency, productivity, the wise
use of resources, and the extent to which the institution is meeting the educational quality goals defined
in its mission.

4. The Commission recommends that the Council on Higher Education Accreditation and its member
accrediting agencies give high priority to developing a system to coordinate activities (including self-
studies and visits) between regional, national, and specialized accreditors in order to minimize costs and
recognize the primacy of regional, institution-wide accreditation.
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5. The Commission also urges Congress to consider changes in the Secretary of Education's criteria for
institutional recognition to encourage voluntary coordination between institutional and specialized
accreditors.

6. The Commission recommends that accrediting agencies develop training programs for staff and visiting
review-team members that build greater understanding of cost containment and the skills to assist insti-
tutions in examining the relationships between and among student achievement, accrediting standards,
and costs.

7. Finally, the Commission urges accrediting agencies to emphasize to their member institutions that con-
centrating on results is not intended to create a single set of standards for higher education but to
indicate the importance of performance as a measure of accountability.

V. ENHANCE AND SIMPLIFY FEDERAL STUDENT AID

THE COMMISSION RECOMMENDS that Congress continue the existing student aid programs and simplify
and improve the financial aid delivery system.

Despite the complexity of the current Federal student-aid system of grants, loans, campus-based aid, and tax
benefits, it provides crucial support to students from widely varying personal and financial circumstances. There
is value in preserving the current mix of programs that enhance student choice among a variety of institutions.
Nevertheless, the manner in which that aid is delivered confuses students and families, and, despite its variety, the
aid system struggles to serve the diverse needs of the many different types of students now attending postsecondary
institutions. Meanwhile, student aid regulations from the U.S. Department of Education are so extensive,
internally inconsistent, and excessive that it is almost impossible for any college, university or other financial aid
provider in the country to be sure it is ever in full compliance.

To maintain a strong Federal financial aid system that will improve access to higher education and make it
more affordable to students and families, the Commission makes eight implementing recommendations.

Implementing Recommendations:

1. The Commission recommends that Congress continue the existing Federal grant, loan, and campus-
based financial aid programs and where possible, strengthen them and provide additional funding.

2. The Commission recommends that Congress simplify and improve the student financial-aid delivery
system. This system should have as its primary goals improving the level of service to students and
program participants; reducing the costs of administering Federal student-aid programs; increasing ac-
countability; and providing greater flexibility in managing the functions and operations of the grant,
loan, and campus-based aid programs.

3. As part of the effort to streamline aid, the Commission supports involvement of the U.S. Department of
Education in efforts to develop Electronic Data Interchange (EDI) standards and other experiments in
the use of modern technologies for information sharing among institutions.

4. The Commission recommends that Congress monitor the effectiveness of the new higher education and
lifelong-learning tax provisions to determine what effect they have on access, the nature of student
financial assistance, and institutional decisions about awards of institutional aid and campus-based fi-
nancial aid.

5. The Commission recommends that Congress investigate the feasibility of broadening eligibility require-
ments for Federal student aid to include students attending less than half time. Federal aid should also
become more flexible to meet a variety of student circumstances, including accelerated degree comple-
tion and year-round eligibility for part-time students and lifelong learners.

6. The Commission recommends that the Secretary of Education be required to review and simplify the
Department's financial aid regulations, procedures, and forms, especially forms that families must com-
plete to apply for financial aid. Institutional compliance with regulations and procedures is now extraor-
dinarily difficult and expensive because of the inconsistencies and redundancies in statutes and regulations.

7. The Commission recommends that the U.S. Department of Education consider expanding and strength-
ening the "case management" approach to eligibility and compliance issues associated with the Higher
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Education Act. This will allow the Department and institutions of higher education to consider simulta-
neously issues like institutional audit, program review, and re-certification, thereby allowing both to
better coordinate the use of resources and potentially reduce costs.

8. The Commission recommends that Congress require the Program Review branch of the U.S. Depart-
ment of Education to make available to every institution certified for Title IV participation, a complete,
non-redacted copy of its review guidelines and procedures. The Higher Education Act should also be
amended to permit institutions to cure inadvertent errors without penalty.



A Word to Students and Families

Finally, this Commission wants to speak directly to students and their families. We realize that decisions about
selecting a college and paying for a college education present tough choices to American families. Our system of
higher education is big, diverse, and full of opportunity, but making good decisions about college requires
information and preparation. Early in the high school years, students and their families need to be asking questions
about what they value and want the most from higher education. What type of school are you looking for? What
is most important to you? Who has the information you need and where can you find it?

Selecting the right college takes work and the selection process must begin with the family's own assessment of
what it wants. Parents and students need to remember that "more expensive" does not always mean "better." And,
just because a school ranks high on a "reputational" survey, does not mean your son or daughter will be happy
there.

Beyond that, preparation for college starts with families and students working together on the academic
preparation necessary for a successful college experience. The first semester of the senior year is too late to begin
laying this foundation. Families and students must begin with a solid foundation in elementary school. The next
step is taken when they begin to plan for a rigorous course of study in high school, preferably one that involves four
years of college-preparatory English and mathematics, and three years each of science, history and social studies,
and foreign language. Once the program is defined, success depends on students really concentrating on their
schoolwork and getting the support they need from family and teachers.

The members of this Commission also understand the anxiety involved when families face the prospect of
paying for a college education. We do not dismiss it; in no way do we minimize it. On the contrary, all the
recommendations in this document were developed with one goal in mind: to keep open the door of higher
education by maintaining access at prices students and families can afford.

But institutions, governments, and the philanthropic and higher education communities can only do so much.
Students and families have a responsibility to do their part as well. Because a major beneficiary of a college
education is the individual involved, those with a genuine commitment to their future, should rightfully shoulder
part of the load.

The weight of that load can be substantially lessened with careful financial planning. Families obviously need
better information in order to plan well; this Commission has laid out an action agenda to provide much of the
needed information. A number of states offer widely-publicized tuition pre-payment plans, and financial institu-
tions are eager to encourage regular savings and investment for higher education. Moreover, the 1997 budget
agreement incorporated many attractive new tax features to encourage parents to lay aside funds for their
children's' educationincluding permission to establish tax-deferred educational accounts and to withdraw IRA
funds for educational purposes. Combined with the widespread availability of grants and loans, the establishment
of new Hope Scholarships, and provisions for tax credits for upperclassmen and women, these new provisions
promise to bring a baccalaureate education within the grasp of practically everyone.

Most families need to become better informed about these possibilities, and those with the financial means
should make an effort to set aside something for their children's future. The Commission encourages them to do
so, confident that higher education is not just an expense but also an investment. The long-term financial return
on the investment far exceeds the price students and families pay.
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NEXT STEPS: PUTTING IT ALL TOGETHER

The Commission's recommendations constitute a framework of shared responsibility to control institutional
costs, improve market information and public accountability, deregulate higher education, redesign accredita-
tion, and enhance and simplify Federal financial aid. It is the Commission's strong belief and clear intent that the
short- and long-term financial savings realized by implementing its recommendations be used to maintain access
at prices students and families can afford.

Developing recommendations is easier than implementing them. Reports do not implement themselves, but
must be put into practice by policymakers, members of the academic community, and citizens. Unfortunately,
most reports of this nature rest unread on bookshelves. If that becomes the fate of this document and its
recommendations, financial support for higher education could erode and others may step in to impose their own
regulatory solutions.

The first step to implementing these recommendations is really in the nature of a plea. Everyone must shoulder
his or her share of the burden of improving the situation described herein. If academic leaders, policymakers, and
the general public satisfy themselves by blaming others, the situation will not change. All of us together must rise
above polemics. We must avoid oversimplification. We believe it is time for straight talk about college costs and
prices. To maintain access to higher education at a reasonable price, everyone will have to do more, make
sacrifices, and work harder. There is ample work ahead for everyone.

The second step is to move forward with the recommendations outlined above. The Commission's charge from
Congress was really quite simple: develop a set of recommendations to help keep college education affordable in
the United States. No report can guarantee that result. But the steps outlined in this one point the nation, its
educational leaders, its citizens, and its public officials in the right direction.

The third step is to continue the research, at both a technical and a policy level, on issues identified in this
report and enumerated in Appendix A, The Unfinished Agenda. We believe we have made good progress in
shedding new light on questions of cost, price and affordability. Yet much more can and needs to be done to
continue research before we or others can claim to fully understand our own enterprise.

The entire Commission has learned during this study process that the profile of America's college students is
changing profoundly. As noted in the text, more students are older, attending part time while working, first
generation college attendees, lower income, and ethnically diverse. At the same time, there is a growing wave of
more traditional full time 18-22 year olds headed toward our universities. Therefore, it is essential that the
academic and political communities learn a great deal more about these trends, and then adjust major state and
Federal programs accordingly.



Commission Vote

Public Law 105-18 creating the National Commission on the Cost of Higher Education requires "any
recommendation...made by the Commission to the president and the Congress [be] adopted by a majority of the
commission who are present and voting members." The Commission met on January 21, 1998, to vote on this
report and the recommendations contained in it. The report was approved by ten of the eleven members of the
Commission. Commissioner Frances McMurtray Norris was not present at the January 21" meeting but later
submitted the following statement.

I am pleased to have served as a member of the National Commission on the Cost of Higher Education and I have
great respect for my fellow members who have put in long hours of hard work at great inconvenience for little
reward. However, I am disappointed by the product of our endeavors.

The report which we now release points out some very real concerns and possible answers to specific issues. I
find little in the report with which to disagree but, had I been present for the last meeting, I would have been
unable to vote for the final report. It is not what is contained in the report that is of concern to me but what is not.
Whether it be from a lack of time or interest or the manner in which we approached our task, this report sorely
lacks the substance for which many have waited these past five months.

Issues such as tenure, cost and value of research, duplication of facilities, teaching loads, and relationship of
student loan programs to rising costs have not been addressed. These key issues have been substantially ignored in
deference to ancillary matters of providing better information, reducing government regulation and improving the
financial aid distribution system.

The key issues mentioned above require much deeper study. I suggest that any future commissions include
business professionals well versed in controlling costs, parents saving for their children's education, and members
of the educational community to ensure that a variety of views are heard. And while we have not provided
Congress with the information it needs for reauthorization of The Higher Education Act, our report makes it clear
that there are real issues yet to be unearthed. I am hopeful that Congress will challenge the higher education
community to confront these problems and search for real solutions. The longer we allow the American public to
remain ignorant of the facts, the less likely we are to find genuine solutions.
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Appendix A: The Unfinished Agenda

Colleges and universities are complex institutions serving millions of students. In the relatively short period of
time since the establishment of the National Commission on the Cost of Higher Education, numerous issues have
been identified that could contribute to rising college tuitions. Time, as well as the availability of data, did not
allow for the thorough review of all of these issues.

Graduate Education. How has the price of graduate education changed over time? What are the relative
costs of graduate education as compared to undergraduate education? How can we distinguish these
costs? Are undergraduate tuitions paying for graduate programs? Is the time to obtain a Ph.D. increasing?
Part-time Students. How much do part-time students pay to attend a postsecondary institution? What
is their price of attendance? How much and what types of financial aid do they receive? How much does
it cost institutions to educate part-time students? Do part-time students need special types of services
that differ from those of full-time students?
Nontraditional Students. (Often considered to be students over the age of 22 who do not necessarily
attend full-time; part-time students can be subsumed under nontraditional students). What types of
financial aid do nontraditional students receive? What types of additional supports do they need?
Faculty Workload. How do faculty spend their time? How can we improve upon current methods of
obtaining data on faculty work? How much are they asked to teach? How frequently are faculty able to
substitute activities for actual classroom teaching? Are there more efficient ways to teach?
Persons Who Do Not Attend. Why do some high school graduates not pursue a college education? To
what extent do financial concerns keep persons from enrolling?
Proprietary Schools. How much do proprietary students pay to attend their institutions? What does it
cost a proprietary school to educate students? How much and what types of financial aid do proprietary
school students receive? Has the availability of Federal aid, both loans and grants, influenced tuition
growth in proprietary schools?
Costs and Quality. To what extent are changes in higher education costs related to changes in the
quality of higher education? How are higher education products affected by changes in costs? How can
quality be improved and costs reduced?
Technology. How can advances in technology change the delivery of higher education? How can
technology help colleges and universities to reduce their costs?
Saving to Pay for College. How can students and their families save more efficiently to pay for college?
What types of incentives might encourage families to save?
Higher Education and the Business Community. How can businesses become more involved to help
reduce some of the costs of higher education? To what extent are businesses currently providing tuition
benefits for employees?
Remedial Education. What does it cost colleges and universities to offer remedial education? How can
higher education work with elementary and secondary schools to ensure that students are better prepared
for college work?
Tuition Remission. Does offering faculty tuition remission for family members drive up institutional costs?
Information Needs. What kinds of information and publications would assist parents and students to
make informed decisions about attending college?
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Appendix B: Technical Note

Most of the data contained in this report were previously published elsewhere. The reader should consult the
original sources for further details concerning cited data. Several of the tables do contain original tabulations of
recent college cost and price trends (Issue 1). This technical note provides information concerning how these
figures were derived. It describes: the data sources used to produce these estimates; the classification of students;
the classification of institutions; the method used to estimate what it costs colleges and universities to provide
higher education to students (cost per FTE); and the derivation of "net price" estimates. At the end of this note,
several terms that are used throughout the report are defined.

Data Sources

Multiple years of two U.S. Department of Education data sources, the National Postsecondary Student Aid
Study (NPSAS) and the Integrated Postsecondary Education Data System (IPEDS) were used to estimate trends
in average college costs and prices. NPSAS data were used to estimate student level information (e.g., tuition and
total price of attendance) and IPEDS data were used to estimate institutional level figures (e.g., enrollment and
cost to institutions of providing higher education).

NPSAS data are not collected annually, but rather every three years: 1986-87, 1989-90, 1992-93, and 1995-96.
The Data Analysis Systems (DAS) software and website (http://www.pedar-das.org) maintained by MPR Associ-
ates under contract with the National Center for Education Statistics (NCES) were used to generate the NPSAS
based estimates.

IPEDS finance and enrollment data were combined to derive estimates of the cost of providing higher
education incurred by institutions per full-time-equivalent student. Based on the ongoing work of Gordon
Winston', information concerning how colleges and universities spend their money as reported on the IPEDS
financial form was combined to reflect the fact that these institutions are multi-product entities and produce
goods and services beside instruction. The capital costs associated with the value of the land, buildings, and
equipment devoted to instruction are also factored into the estimate of the cost of providing higher education. (A
more detailed explanation of this calculation is provided under the "Cost per Student" discussion.)

IPEDS finance data are collected every fiscal year. Finance data from fiscal years 1987, 1990, 1993, and 1996
were desired to correspond with the student level information available from the four waves of NPSAS. Final
finance data are not, however, available for 1996, so data from 1995 and 1993 were used to estimate 1996 figures.
The annual rate of change in the cost of providing instruction observed for each type of institution between 1993
and 1995 was assumed to remain the same through 1996. Comparing the results of this assumption with estimates
derived from early release 1996 finance data revealed similar values. Enrollment data from the fall of the academic
years in question were used to calculate full-time-equivalent enrollment (FTE). FTE is defined as the number of
full-time students plus one third of the number of part-time students attending a given institution.

The first three years of IPEDS finance (1987, 1990, and 1993) and fall enrollment data (1986, 1989, and 1992)
were acquired via the CASPAR website (http://caspar.nsf.gov). The 1995 finance and fall 1994 enrollment data
were acquired through the NCES website (http://nces.ed.gov).

1Primarily, in Williams Project Discussion Paper (DP)-32, "Costs, Prices, Subsidies, and Aid in U.S. Higher Education," July, 1995, written with Ivan
C. Yen.

30

41



APPENDIX B: TECHNICAL NOTE

31

Classification of Students
Data presented in this report are for full-time, full-year dependent students attending a single institution only.
These students are considered for financial aid reasons to be financially dependent on their parents. Parental as
well as the student's own income and assets are considered in the determination of need-based financial aid.
Approximately 74 percent of full-time, full-year undergraduates were classified as dependent in 1996. While part-
time or part-year students comprise the majority, 62 percent, of all undergraduates, the price paid by full-time,
full-year students is more readily interpreted and compared across years.

Classification of Institutions
Institutions were classified based on control, public or private not-for-profit, and level of degree offered. Trends
in prices and costs are estimated separately for public four-year, private four-year, and public two-year institutions.
In 1996, approximately 78 percent of all undergraduates attended a public institution; 46 percent were in two-year
schools, 31 percent attended four-year schools, and the remaining 1 percent were enrolled in institutions offering
programs lasting less than two years. Public institutions receive a share of current revenue from state appropria-
tions; therefore tuition charged state residents at these schools is often considerably lower than in the private
sector.

Cost per Student
As noted above, the derivation of the cost of instruction per full-time-equivalent student draws heavily from the
work of Gordon Winston. Winston's work makes two conceptual improvements over past measures of institu-
tions' cost of providing higher education. First, Winston recognizes that colleges and universities spend money in
areas that are clearly related, areas that are partially related, and areas that are completely unrelated to
instruction. Second, Winston accounts for the capital costs of the physical resources associated with providing
higher education.

Based on Winston's method, instruction costs are the sum of: clearly instructional expenditures; a proportion
of the partially related expenditures; and a proportion of the capital costs of all the physical assets used by the
institution. The proportion used in these calculations reflects the share instruction holds in the overall operation
of the institution. The specific formulation of the cost per student estimation is described below and summarized
in Exhibit B-1.

The two IPEDS expenditure categories of instruction and student services were treated as being clearly
instructional and all the expenditures in these two categories was included in the instructional cost measure. The
three IPEDS expenditure categories of institutional support, academic support, and operation of the physical
plant were treated as being partially related to instruction and a proportion of the value of expenditures in these
categories was added to the instructional cost measure. This proportion was calculated by dividing the sum of the
two clearly instructional expenditure categories (instruction and student services) by the total current fund
expenditures less mandatory and non-mandatory transfers, scholarship and fellowship expenditures, and the sum
of the three partially instructional expenditure categories (institutional support, academic support, and operation
of the physical plant).
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Annotated Formula for Cost Per Student

Cost =

Clearly Proportion Proportion
Instruction + Partially + Capital

Instruction Costs

Current expenditures on: Current expenditures on: Depreciation (2.5%):
Instruction Academic Support Replacement value of Buildings
Student Services Institutional Support Replacement value of Equipment

Operation of Physical Plant
plus

Opportunity Cost (9.12%) :
Replacement value of Buildings
Replacement value of Equipment
Replacement value of Land

Where proportion equals
Current expenditures on instruction and student services

divided by
Total current fund expenditures less: current expenditures on academic
support, institutional support, operation of physical plant,
scholarships and fellowships, mandatory and non-mandatory transfers

Cost Per Student =
Cost divided by full-time-equivalent enrollment

Capital costs include both the real depreciation of physical assets and the opportunity costs associated with
their use for higher education. IPEDS collects information concerning the replacement and book value of
buildings and equipment used by colleges and universities. While the replacement value for land is not collected,
book value for land used is. Land book value was converted to replacement or market value by multiplying land
book value by 2.138. This correction of land value was based on the relationship observed by Winston and Yen
(1995) between the book value and replacement value of buildings. Depreciation was assumed to be 2.5 percent
and the opportunity cost was set to equal the average return over the past twenty years of 30 Year Treasury Bills,
9.12 percent. Land values were assumed not to depreciate in value. Hence, the value of all capital resources
consumed in the provision of instructional services is computed as follows; 2.5 percent of (Building replacement
value + Equipment replacement value) plus 9.12 percent (Building replacement value + Equipment replace-
ment value + 2.138 x Land Book Value).

Due to a high level of missing data in the physical asset information in the IPEDS data, the data imputation
techniques discussed in the appendix of Winston and Yen (1995, p.39-40) were adopted. In order to lessen the
impact of outlying cases, the highest one percent of estimated values of instructional costs per full-time-equivalent
student in each year were deleted from the analysis.

Net Price Calculations
The posted tuition, the "sticker price" is not paid by a substantial portion of undergraduate students due to
financial aid. Roughly half of all undergraduates receive some sort of aid. Among dependent students attending
a college or university full-time for the entire academic year, the group of students that tables included in Issue 1
focus on, the percentage receiving some type of financial aid is higher still, 64 percent.
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Two different definitions of net price are used. In the first version of net price, only grant aid is subtracted from
the total price of attendance. In the second version, all financial aid, including loan and work study earnings, is
subtracted from the total price. The first definition captures the actual price paid by students and families,
regardless of the mechanisms used to finance the purchase of higher education. The second captures the actual
cash outlay that students and their families encounter during the year of college attendance.

To maintain a consistent measure of total price of attendance over time, certain adjustments had to be made to
the student self-reported total price information available in the NPSAS data for 1987 and 1990. The 1996
NPSAS includes a revised measure of total price, a student budget variable based on the combination of student
self-reports and institution provided data. A 1996 comparable version of this student budget variable was added
to the 1993 NPSAS data which also contains student self-reports of total price. Using 1993 NPSAS data, which
contained both measures, ratios of the revised student budget variable to student self-reports were calculated for
each type of institution addressed by the report. The institution specific ratios were then applied to the self-
reported total price information available in 1987 and 1990 to make these data comparable to the 1996 student
budget estimates.

Definitions
Consumer price index (CPI). This price index measures the average change in the cost of a fixed market basket of goods and services

purchased by consumers.
Dependent student. Students who are considered for financial aid reasons to be financially dependent on their parents. Parental as well as

the individual student's income and assets are included in the calculation of the expected family contribution and thus financial aid
awards.

Independent student. Students who are considered for financial aid reasons to be financially independent from their parents. Parental
income and financial assets are not considered when calculating financial aid awards for independent students. Any one of the following
criteria is sufficient for defining a student as independent: being 24 years of age or older by December 31 of the academic year in question;
past service in the armed forces; being an orphan or ward of the court; being married; having legal dependents other than a spouse; or is
a graduate or professional student.

Financial need. The difference between the institution's price of attendance and the student's expected family contribution.
Unmet need. The student's price of attendance at a specific institution less the student's expected family contribution and other financial

assistance received.
Full-time-equivalent (FTE) enrollment. For institutions of higher education, enrollment of full-time students plus the full-time equivalent

of part-time students. The full-time equivalent of part-time students is calculated in this report as: three part-time students are
equivalent to one full-time student. Students are considered part-time if their total credit load is less than 75 percent of the normal full-
time load.

Income
Median family income. That level of family income that divides the upper from the lower half of all families.
Personal disposable per capita income. The amount of money available per person to spend. The calculation involves subtracting all

taxes, depreciation, and corporate reinvestment from the country's Gross National Product, adding transfer payments (e.g., social security
payments), and dividing the result by the number of people in the population.

Regulatory Approaches
Performance-based approach. The performance-based regulatory approach fixes a standard of performance but generally leaves to the

institution the choice of procedures to meet the standard.
Command and control approach. In the command and control regulatory approach, a government agency fixes both the performance

standard and the procedure to meet the standard.
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Appendix C: Commissioner Biographies

Martin Anderson

Senior Fellow, Hoover Institution of Stanford University, Stanford, California

Martin Anderson is a Senior Fellow at the Hoover Institution of Stanford University. A former professor at
Columbia University, he directed the policy research efforts of three presidential campaigns, and was the
domestic and economic policy adviser to President Reagan, 1981-82.

Anderson graduated summa cum laude from Dartmouth College, and received a M.S. from the Thayer School
of Engineering and the Amos Tuck School of Business, and his Ph.D. from the Massachusetts Institute of
Technology. He is the author of eight books including Impostors in the Temple: A Blueprint for Improving Higher
Education in America.

Jonathan A. Brown

President, Association of Independent California Colleges and Universities, Sacramento, California

Dr. Brown has been President of the Association of Independent California Colleges and Universities since
1991. Prior to his appointment he was Vice President of the Association. Before that, he served in a variety of
political positions including work in the White House, the U.S. Senate, the House of Representatives and the
California Legislature. Brown has also served on a variety of boards including the National Association of
Independent Colleges and Universities; as founding Chairman of United Educators Risk Retention Group and
as a member of the Economics Council for the Universidad Anahuac del Sur in Mexico City.

Brown received his A.B. (Honors) in International Relations from the University of the Pacific. He also studied
at George Washington University, Catholic University and the Harvard Institute for Educational Management.
He received a D.P.A. from the University of Southern California. His dissertation, on tax simplification, was
nominated for dissertation of the year by the American Society of Public Administration. He has been an
adjunct professor at USC and Golden Gate University and a visiting professor at Universidad Anahuac del Sur
in Mexico City.

"In one sense, the Commission was created as a result of a pervasive syntactic confusion that invades any discussion of
higher education. Higher education lives in an environment where an average cost of production of $20,000(COST) is
sold for $6,000(PRICE). If we concentrate only on price, we will be unsuccessful in keeping higher education accessible.
The balance of our recommendations try to build on the strength of the American system of higher education one size
does not fit all because we have a diverse system. Better focus on and understanding of the costs of higher education
among administrators, faculty, students, families and policymakers, will assure a higher educational system that remains
able to meet a diverse set of needs, but always in a cost effective manner."

Robert V. Burns

Distinguished Professor and Head of Political Science, South Dakota State University, Brookings, South Dakota

Dr. Robert Burns is Distinguished Professor and Head of Political Science at South Dakota State University in
Brookings, South Dakota. He is a Commissioner with the Western Interstate Commission on Higher Education,
and former Chairperson of two Governor's Committees focusing on education in the state of South Dakota. He
has held teaching positions at the University of Missouri-Columbia and at the University of South Dakota.
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He received his B.S. in Political Science from South Dakota State University, and his M.A. and Ph.D. in
Political Science from the University of Missouri-Columbia. He is the recipient of several teaching awards,
including Teacher of the Year in the College of Arts and Science three separate years, the Burlington Northern
Excellence in Teaching Award in 1989, and the 1995 South Dakota Professor of the Year by the Carnegie
Foundation for the Advancement of Teaching. He is a former member and president of the Brookings, South
Dakota, School Board and candidate for the state legislature. He was awarded the Bronze Star and Air Medal
with Oak Leaf Cluster for his duty in Vietnam as a Captain with the United States Army.

"I am convinced that each of the eleven members of the Commission is committed to quality, affordable higher education
opportunities for the adult public as a means toward individual and community well being in our nation. The common
good and not narrow selfish interests directed the work of the Commission. We were required by law to investigate eleven
complex topics in American higher education including costs, prices and subsidies. If our product appears to be overly
broad in focus it is because we have sought to be true to our statutory mandate. It is our hope that individuals and
communities alike will benefit from our effort to make higher education even more accessible through implementation of
our many recommendations."

Clare M. Cotton

President, Association of Independent Colleges and Universities in Massachusetts, Boston, Massachusetts

Clare Cotton has served as the President of the Association of Independent Colleges and Universities of
Massachusetts (AICUM) since 1987. AICUM represents 55 independent colleges and universities in
Massachusetts. He served as President of the Boston-Fenway Program, Inc., a consortium of 12 non-profit
educational, cultural and medical institutions from 1977-1987. Earlier he was Vice President for Government
and University Relations at Boston University, Director of European Securities Publications, Inc. in London and
a Special Writer for The Wall Street Journal.

He received his undergraduate degree from Randolph-Macon College and his masters degree in philosophy from
the University of North Carolina, Chapel Hill. He has received honorary doctorate degrees from Randolph-
Macon College, Wentworth Institute of Technology, Mount Ida College, Becker College and Northeastern
University. He received the Dean College Cameron E. Thompson Medal and the Becker College award for
Distinguished Service to Higher Education. He is a member of the Public Education Nominating Council of
Massachusetts and a founding member of the Brookline (MA) Chorus.

"The Federal student aid programs, together, represent a kind of policy genius. The variety of the programs combines the
Pell national grant system and the national loan systems with campus-based grant, work and loan programs, providing
great flexibility in final awards to meet unforeseeable differences in student needs and changing student needs. The
principle that need is the basis of awards under-girds these programs. Needs analysis covers the two relevant factors: the
resources available to the student/family and the funding needed for the proposed educational program. Basing financial
aid solely on income would limit choice and flexibility, and would tend to transform student aid into a part of the welfare
system. Support for the Federal system, in my view, entails support for its basic philosophy of needs-based awards."

William D. Hansen

Executive Director, Education Finance Council, Washington, D.C.

Since 1993, Bill Hansen has been the Executive Director of the Education Finance Council (EFC) in
Washington, D.C. EFC is a not-for-profit association organized to represent the common interests of state
student loan secondary market organizations. Prior to joining EFC, Hansen was the Assistant Secretary of
Education for Management and Budget and Chief Financial Officer; the Deputy Under Secretary of Education
for Planning, Budget and Evaluation (acting); and Deputy Assistant Secretary of Education for Legislation and
Congressional Affairs. He also managed the public affairs office at the U.S. Department of Commerce, directed
intergovernmental and industry affairs at the U.S. Department of Energy and served as Deputy Assistant
Secretary for Elementary and Secondary Education.

Governor George Allen appointed Mr. Hansen to the Virginia Commission on the Future of Public Education.
He also served on the Governor's Commission on Champion Schools in Virginia. He attended Idaho State
University and graduated from George Mason University with a B.S. degree in Economics. He lives with his
wife and six children in McLean, Virginia.
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Walter E. Massey

President, Morehouse College, Atlanta, Georgia

In June of 1995, Dr. Walter Massey was named president of his alma mater, Morehouse College, the nation's
only historically black, private, liberal arts college for men. Prior to his appointmentat Morehouse, Dr. Massey
was a professor of physics and Dean of the College at Brown University, Director of Argonne National
Laboratory, Vice President for Research at The University of Chicago, Director of the National Science
Foundation and Provost and Senior Vice President for the University of California System.

Dr. Massey received his B.A. in Physics and Mathematics from Morehouse, and his M.S. and Ph.D. in Physics
from Washington University. As an expert in the fields of science and technology, Dr. Massey has traveled and
consulted around the world for different countries and organizations. He currently serves on the Board of
Directors of Rockefeller University and three additional corporate boards. He was previously a trustee for
Brown University and the MacArthur Foundation.

"I hope this report becomes a resource for policymakers as they struggle with the critical choices as to how to maintain the
excellent system of American higher education. I also hope it will help families and students to prepare early on to finance
a college education. We in the education community must do our part by keeping college affordable."

Barry Munitz

President and CEO, The J. Paul Getty Trust, Los Angeles, California

Former Chancellor, The California State University

Vice Chairman, National Commission on the Cost of Higher Education

During the work period of this Commission, Dr. Munitz was Chancellor and Chief Executive Officer of the
California State University, a 23-campus system of state universities. He is now the President of the J. Paul
Getty Trust, effective January 5, 1998. He is immediate past Chair of the American Council on Education, is a
member of the Executive Committee of Los Angeles' KCET Public Television Station, has chaired the
Education Round Table in California for the past five years, and is Chairman of the new National Advisory
Group for the Ford Foundation-supported Millennium Project on Higher Education Costs, Pricing and
Productivity.

He received a B.A. in Classics from Brooklyn College and a M.A. and Ph.D. from Princeton in Comparative
Literature. After teaching at Berkeley and serving as Clark Kerr's assistant on the Carnegie Commission on the
Future of Higher Education, he worked as the Academic Vice President of the University of Illinois system, as
the Chancellor of the University of Houston, and as president of a Fortune 200 corporation. He has written
widely on organizational theory, higher education, planning and governance.

`American higher education is the envy of the world, and an absolute requirement for social and economic success. Our
colleges and universities must be strongly supported and families must plan to afford them; however, they must make
themselves much easier to understand and much easier to afford. This Commission is absolutely and unanimously
convinced that America's colleges and universities remain an extraordinary value; but, it is also deeply concerned that
most of them obfuscate their current funding patterns and refuse to confront seriously basic strategies for reducing their
instructional costs."

Frances McMurtray Norris

Vice President for Congressional Affairs, U.S. West, Inc., Washington, D.C.

Ms. Norris was recently named Vice President of U.S. West, Inc. in Washington, D.C. She is responsible for
advocacy before Congress of the company's cable, wireless and telephone strategies. Prior to joining U.S. West,
Ms. Norris was the Vice President of the Dutko Group in Washington. Her career in Washington includes a
multitude of positions, including Special Assistant to President Bush for Legislative Affairs, Director of
Congressional Relations for the Office of National Drug Control Policy, Assistant Secretary of Education,
Deputy Assistant Secretary of Education, Assistant to then House Republican Whip, Trent Lott, and Legislative
Assistant to Congressman G.V. Montgomery of Mississippi.
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She earned her B.S. from the University of Mississippi and her M.S.L.S. from the University of Kentucky. Ms.
Norris is listed in Who's Who in America, Who's Who of American Women, Who's Who in American Politics, Who's
Who in Emerging Leaders in America, World Who's Who of Women, and International Who's Who of Professional and
Business Women.

Blanche M. Touhill

Chancellor, University of Missouri at St. Louis, St. Louis, Missouri

Six years ago, Dr. Blanche M. Touhill became the Chancellor of the University of Missouri at St. Louis. Prior to
this, she held numerous other positions at the same university, including Interim Chancellor, Vice Chancellor
for Academic Affairs, Associate Vice Chancellor for Academic Affairs, Associate Dean of Faculties, and
Professor of History and Education. She has held teaching positions at three other colleges and was also a
public school teacher in New York City, St. Louis, and Montgomery County, Maryland. In addition to
authoring and editing several books, Dr. Touhill has written over 60 papers on topics ranging from Irish
immigration to America, to the issues surrounding campus extension on urban and land grant university
campuses. She has also authored numerous articles and book reviews.

Dr. Touhill received all of her degrees from Saint Louis University in St. Louis, Missouri. Her B.S. and Ph.D. are
in history and her M.A. is in geography. During her career, she has been on the boards of directors of 29
different organizations. She has devoted much time to the National Association of State Universities and Land-
Grant Colleges, the American Association of State Colleges and Universities, the American Council on
Education and of the Urban 13 institution group. Dr. Touhill has been honored by many organizations,
including a Distinguished Service Award from the Dr. Martin Luther King, Jr. State Celebration Commission
and the Humanist of the Year from the James F. Hornback Ethical Society.

"Higher Education is a pathway to opportunity in our country and must provide access and quality offerings to the
citizenry through diverse types of institutions. I am pleased that the Commission favors a national data gathering
approach focused on part-time students, a constituency which presently makes up 42 percent of all undergraduates
enrolled in higher education. Comprehensive study of part-time students must be made in order to understand the
complete picture of higher education. Eligibility of these students for Pell grants and other awards addresses one facet of
the affordability issue."

William E. Troutt

President, Belmont University, Nashville, Tennessee

Chairman, National Commission on the Cost of Higher Education

Dr. Troutt has been President of Belmont University in Nashville, Tennessee for the last 17 years. During his
presidency, Dr. Troutt has helped Belmont increase its enrollment by 75 percent, raise the average ACT score of
its incoming students by eight points, and add to the geographic diversity of the student body. He has raised
more than $100 million for the endowment and the university gained national recognition when it won the
1995 Innovative Management Achievement Award from the National Association of College and University
Business Officers.

He received his B.A. in Philosophy and Religion from Union University, a M.A. in Higher Education and
Philosophy from the University of Louisville and a Ph.D. from Vanderbilt University in Higher Education. After
working as an admission officer at Union University, he worked as the Assistant Director of the Tennessee
Higher Education Commission, as a Senior Associate with McManis Associates of Washington, DC, and then as
Executive Vice President at Belmont, prior to becoming President. He was recently named one of the Nation's
Most Effective College Presidents by an Exxon Foundation Study and as one of Nashville's Most Influential
Citizens.

George W. Waldner

President, York College of Pennsylvania, York, Pennsylvania

Dr. George Waldner has been the President of York College since 1991, leading the institution to attain national
recognition for achieving both quality and efficiency in higher education. In addition, he serves as the President
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of the Board of Directors of the Historical Society of York County and is a member of the board of directors of
the Byrnes Health Education Center and South George Street Community Partnership, an urban re-
development agency. Dr. Waldner has been active in regional accreditation, serving on evaluation committees
for both the Southern Association of Colleges and Schools and the Middle States Association.

Prior to becoming President at York, Dr. Waldner was the Vice President for Academic Affairs at Wilkes
University and Provost and Faculty Member at Ogelthorpe University, where he was honored twice as the
outstanding classroom teacher. He is the author of numerous publications and papers related to the economics
and politics of Japan as well as the economics of higher education. He received his A.B. from Cornell
University, his M.A. and Ph.D. from Princeton University, and is a certificate recipient from the Inter-
University Center for Japanese Studies in Advanced Written and Spoken Japanese Language.

"Colleges and universities must begin to pursue efficiency with as much fervoras they pursue quality. With creativity and
commitment, each institution can find ways to enhance both excellence and value in higher education."
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Appendix D: Commission Meetings

COMMISSION MEETING

August 11, 1997
Washington, DC

Presentation:
The Honorable Howard P McKeon, Member, United States Congress, California

COMMISSION MEETING

September 7-8, 1997
Washington, DC

Presentations:

The Honorable Howard P McKeon, Member, United States Congress, California
Dr. William E Massy, The National Center for Postsecondary Improvement, Stanford University, The Jackson

Hole Higher Education Group, Inc.

COMMISSION MEETING

October 16, 1997
Hoover Institution of Stanford University, Palo Alto, California

Presentation:
Mr. Gerhard Casper, President, Stanford University

Panel of Presidents
Dr. James L. Doti, President, Chapman University
Dr. Stephen C. Morgan, President, University of La Verne
Dr. Leo E. Chavez, Chancellor, Foothill-DeAnza Community College District
Dr. Robert L. Caret, President, San Jose State University

PUBLIC HEARING

October 27, 1997
Washington, DC

Presentations:

American Association of Community Colleges
Dr. David R. Pierce, President
Dr. Robert C. Messina, President, Burlington County College

Association of Jesuit Colleges and Universities
Father James C. Carter, S.J., Chancellor, Loyola University New Orleans

Modern Language Association of America
Dr. Herbert S. Lindenberger, President
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Urban 13 Institutions
Dr. Gerald L. Bepko, Chancellor, Indiana University-Purdue University
Dr. Patrick M. Rooney, Special Assistant to the Vice President and Associate Professor of Economics, Indiana

University-Purdue University
Dr. Gregory M. St. L. O'Brien, Chancellor, University of New Orleans

Association of American Universities
Dr. Cornelius J. Pings, President

State Higher Education Executive Officers
Mr. J. Michael Mullen, Interim Director, State Council of Higher Education of Virginia

United States Congress
The Honorable Michael N. Castle, Delaware

American Association of University Professors
Dr. James E. Perly, President

National Association of College and University Business Officers
Mr. James E. Morley, Jr., President

Committee for Economic Development
Mr. Charles M. Kolb, President

COMMISSION MEETING

November 7, 1997
Northeastern University, Boston, Massachusetts

Presentations:
Dr. Gordon C. Winston, Orrin Sage Professor of Political Economy, Williams College
Dr. Richard M. Freeland, President, Northeastern University
Dr. Neil L. Rudenstine, President, Harvard University

Panel of Faculty Members
Dr. Phyllis W Barrett, Professor of English, Holyoke Community College
Dr. Robert L. Silbey, Professor of Chemistry, Class of '42 Professor, Massachusetts Institute of Technology
Dr. Jeffrey L. Roberts, Professor of English, Worcester State College
Dr. Raymond J. Starr, Theodora Stone Sutton Professor of Classics, Wellesley College

DISCUSSION GROUP WITH PARENTS
November 10, 1997
Hume Fogg Magnet School
Nashville, Tennessee

COMMISSION MEETING

November 17-18, 1997
Belmont University, Nashville, Tennessee

Presentations:
Dr. Terry W Hartle, Senior Vice President for Government and Public Affairs, American Council on Education
Mr. Arthur M. Hauptman, Consultant, Arlington, Virginia

COMMISSION MEETING

December 4, 1997
Washington, DC

REPORT RELEASE

January 21, 1998
Washington, DC
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Appendix E: Expert Papers

ARE POSTSECONDARY EDUCATION AND TRAINING WORTH IT? How Do You KNow?
Educational Testing Service

Anthony P Carnevale
Donna M. Desrochers
Mar lies A. Dunson
Richard A. Fry
Neal C. Johnson

FEDERAL STUDENT Am AND THE GROWTH IN COLLEGE COSTS AND TUITION: EXAMINING THE RELATIONSHIP

Arthur M. Hauptman
Cathy Krop

REMARKS ON RESTRUCTURING HIGHER EDUCATION

William E Massy

STUDENT AID & TUITION: TOWARD A CAUSAL ANALYSIS
The American Institutes for Research

Roy J. Pearson
Stephane Baldi

THE REAL COST OF HIGHER EDUCATION, WHO SHOULD PAY AND HOW?
Alan Reynolds

COLLEGE COSTS: SUBSIDIES, INTUITION AND POLICY

Gordon C. Winston
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Are Postsecondary Education and Training
Worth It? How Do You Know?

Prepared by

Anthony P. Carnevale
Donna M. Desrochers

Mar lies A. Dunson
Richard A. Fry

Neal C. Johnson

Commissioned by

National Commission on the Cost of Higher Education

November 1997

Ehrctional

The National Commission on the Cost of Higher Education has a broad mandate to review how a variety of
factors contribute to the prices paid by families and students for postsecondary education and training.

The purpose of this paper is to step back from some of the specific detailed cost and pricing trend data the
Commission is gathering, and to summarize work the Educational Testing Service and others have done to answer
questions concerning the impact and value of postsecondary education and training. Specifically, we will provide
a snapshot of the costs and benefits of educating and training the diverse wave of postsecondary students that is
beginning to arrive on institutions' doorsteps.

FIGURE 1

While in 1995 13 States' Minority Enrollments were 30%+ . .

United States
by 1995 Minority Percentage of Enrollment

Above 30 percent (13)
Below 30 percent (38)
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FIGURE 2

.geNvIC.

. . . 19 States will Have 30%+ Minority Enrollments in 2015

United States
by 2015 Minonty Percentage of Enrollment

El Above 30 percent (19)
Below 30 percent (32)

Major demographic changes are raising the stakes of the college affordability challenge. Over the next 10 years,
college students will be younger and more diverse than today's population. The Census Bureau projects
significant growth in the population of traditional college-age students (18-24 years), reversing the past decade's
trend toward an older, "non-traditional" population. A growing number of this new, younger college-age
population will be from racial and ethnic minority families. By the early 21st century, as many as 20 percent of
U.S. children will be first- or second-generation U.S. residents with much higher concentrations in some
regions. (See Figures 1 and 2.)

And America's array of postsecondary institutions including public and private colleges and vocational
training institutions now serve traditional educational goals and a growing number of social, welfare, and job
training policy goals. Postsecondary institutions are our primary vehicles for transitioning from school-to-work;
are second only to employers in providing lifelong learning; and are the primary and most successful institutions in
providing education and long-term employment for disadvantaged youth and adults, welfare mothers, and
dislocated workers. For instance, 322,000 welfare mothers or their dependents and 75,000 dislocated workers
used Pell grants and 48 percent of dislocated workers used student loans.

The range of institutions that must serve this growing student population faced with public funding
constraints, technological change, and an evolving new economic order must carefully evaluate the costs and
benefits of their institutional practices. The thrust of our argument is that:

The earnings returns to postsecondary education and training still justify its cost in general, but there
is wide variation in the value of particular kinds of education and training. Research demonstrates
that college has a positive impact on: verbal and quantitative skills; oral and written communication;
critical thinking; use of reason and evidence to address real world problems; and intellectual flexibility.
Workers who complete college and advanced degrees earn significantly more than workers who do not go
to college. These income premiums vary widely by field of study. Measurable (but less substantial)
income gains also accrue to persons obtaining associate's degrees and vocational certificates. Even some
students who accumulate college credits but do not graduate demonstrate some income benefits.
Nontraditional clients such as welfare mothers and dislocated workers who get basic skills training or
degrees and certificates from postsecondary institutions are more successful than those who do not.
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But at present we only have limited information about the performance of postsecondary institu-
tions. We will review trends in current data such as the Graduate Record Examinations and assessments
of literacy. We also will review the most recent findings on after-graduation performance, such as salaries,
and the likelihood of graduates to be employed in jobs related to their fields of study.
States, systems, and institutions have begun crafting assessments and reporting and funding mecha-
nisms that can support program improvement, increase productivity, and strengthen accountability.
A number of excellent institutional and systemwide, statewide, and regional models are emerging. The
best gather and distribute college and university cost and outcome data; provide forums in which
students, faculty and administrators, parents, business people, and policy makers can review findings; and
provide means of redirecting public higher education resources from low-priority areas to high-productiv-
ity uses.
In order to simultaneously preserve and expand choice in postsecondary institutions and to encour-
age efficiency and a consistent quality of offerings, we will need to continue to expand our ability to
measure learning and labor market outcomes relevant to the diverse array of students, institutions, and
missions that characterize the American postsecondary education and training system.

We need to encourage innovation and learn from experience. Many colleges and universities have retooled
their missions and organizations for market-driven, customer-friendly educational services and economic devel-
opment opportunities. Entirely new entities such as the Internet-based Western Governors' University and the
International Community College are creating new avenues of opportunity and competition.

In this time of economic transition, many colleges and universities are collaborating with their communities to
integrate their offerings with those of other employment and training service providers. This is especially
important where the traditional educational mission of postsecondary educational institutions overlaps with
social welfare policy and job training policy goals such as remediation, positive transitions to work, and work-
based learning. We need to resist the temptation to reduce costs by creating more stringent barriers to student aid
for those who need remediation and job training. Instead, we should develop more stringent performance
standards and measures of ability to benefit that will result in more successful educational experiences for the least
advantaged. It is particularly important that higher education continue to expand its role in social welfare and job
training at this time. Attempts dating back to the mid-1960s to build a "second chance" education and training
system outside the mainstream postsecondary education system have failed. In similar fashion, the attempt to
build an employer-based "school-to-work" and job training system have not taken root in America. To the extent
that cost and default reduction strategies limit assistance to nontraditional clients, they create a vacuum in the
nation's ability to respond to social, welfare, and job training needs.

EARNINGS RETURN TO HIGHER EDUCATION

College graduates earn more than high school graduates, with the wage gains ranging up to 25 percent for
associate's degrees and between 31 percent and 40 percent for bachelor's degrees (Jaeger and Page, 1996; Surrette,
1997). Masters and doctorate recipients earn 34-37 percent more than high school graduates, and lawyers and
physicians earn as much as 60 percent more (Jaeger and Page, 1996). (See Figure 3.)

College graduates' earnings gains vary substantially across their fields of study. College graduates who majored
in engineering, health, science and mathematics, and business demonstrate earnings gains between 11 percent
and 48 percent with women gaining even more than men in these fields (Rumberger and Thomas, 1993). (See
Figure 4.) For community college graduates, a student's field of study is particularly vital to the returns from their
community college degree. The earnings returns for community college graduates also depend heavily on whether
the students secure a job in their field of study.

Compared to children who don't attend college, children who subsequently graduate from college:

Come from higher income homes;
Have better-educated parents; and
Demonstrate stronger math and verbal skills (NCES, 1995).

Bottom line: does college "pay off"? Specifically, do a person's lifetime earning gains outweigh their initial
college investment? Well, yes and no, as we discuss below. (See the box "Why Stay in College?" below.)
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Community College Graduates Earn More Than High
School Graduates ...

Academic Associate
Degree
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... While Bachelors Recipients Earn Up to 40% More
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Sources: Jaeger and Page, 1996; Leigh and Gill, 1997; Jaeger and Page, 1996.
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LITERACY, EDUCATIONAL ATTAINMENT, AND EARNINGS

The returns to education can be measured by several yardsticks, ranging from increases in cognitive abilityto labor
market earnings returns for a given level of educational attainment. Comparing the labor market earnings for
those who did and did not pursue postsecondary education yields a good gauge of the secondary effects of
education. But the earnings returns vary significantly by industry and occupation, generating substantially
different outcomes for equally talented students who get different kinds of jobs. Accordingly, the primary measure
of the effects of schooling is an increase in cognitive ability. But isolating these cognitive effects and then linking
them to labor market outcomes provides a better measure of the earnings returns that results from acquiring
increased knowledge.

One measure of cognitive ability that is related to everyday functions at home,in the community, and in the
workplace is literacy. Literacy is not a measure of illiteracywhether a person can read or write. Instead, it
measures how a person can use "printed and written information to function in society, to achieve one's goals, and
to develop one's knowledge and potential" (Barton and Lapointe, 1995). Literacy is a continuum of knowledge
and skills, not a dividing line between the literate and the not literate.

Data from the National Adult Literacy Survey' provide a picture of the degree of literacy in America using
three proficiency scales prose, document, and quantitativeon a scale of 0-500 (which is further divided into
5 levels, see Appendix A). The three proficiency scales measure three distinct sets of skills.

1ln 1992, the National Adult Literacy Survey was administered by Educational Testing Service (under contract with the National Center on Education
Statistics) to nearly 27,000 people and is representative of all adults over age 16 living in households and federal or state prisons. Survey respondents
were first asked a series of background questions relating to demographics, education/training experiences, labor force experiences, literacy activities,
and political/social activities. The literacy assessment portion of the survey consisted of open-ended simulation tasks that emphasized literacy skills used
at home, at work, and in social settings. The proficiency scores in each level indicate that an individual would complete successfully the tasks in that
level 80 percent of the time.
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Engineering, Health, Science and Math, and Business Majors Earn Significantly More Than
Humanities Majors

Engineering/Women

Engineering/Men

Health/Women

Health/Men

Science & Math/Women

Science & Math/Men

Business/Women

Business/Men

31.9%

40.8%

22.7%

26.8%

21.7%

18.3%

11.2%

0 0.1 0.2 0.3

Percentage Wage increase Over Humanities Majors
0.4

Source: Rumberger and Thomas, 1993.

Prose literacy: the knowledge and skills needed to understand and use information from texts that
include editorials, news stories, poems, and fiction.
Document literacy: the knowledge and skills required to locate and use information contained in
materials that include job applications, payroll forms, transportation schedules, maps, tables, and graphs.
Quantitative literacy: the knowledge and skills required to apply arithmetic operations, either alone or
sequentially, using number embedded in printed materials (Barton and Lapointe, 1995).

An examination of literacy by level of education yields, as expected, greater levels of literacy as education levels
rise. Half of four-year college graduates have prose literacy proficiencies in levels 4 and 5, as do nearly two-thirds
of post-graduate students and more than one-third of two-year graduates. (See Figure 5.) In contrast, three out
of four adults with 0-8 years of education have prose literacy proficiencies in level 1, and 95 percent have literacy
scores in the lowest two levels. Nearly three-quarters of all high school graduates have prose proficiencies that fall
in either level 2 or 3 (Barton and Lapointe, 1995).

Not only do those with more education tend to have higher literacy proficiencies, but an increase in literacy
proficiency increases the probability of an individual attaining an educational credential. If the prose proficiency
of an individual increased by 60 points, the likelihood of the individual attaining a high school diploma/GED
increases by 17 percentage points. Given that 76 percent of the working-age population already has a high school
degree, this 60-point increase in prose proficiency would result in 94 percent of the population attaining a high
school diploma/GED a 22 percent increase (NCES, 1997).
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FIGURE 5

Prose proficiency tends to rise with education level.
Three-fourths of adults with between zero and eight years

of school are in Level 1, as are four in 10 high school dropouts.
Over 75 percent of two-year college graduates and

85 percent of four-year college graduates reach at least Level 3.
However, just 4 and 10 percent, respectively, reach Level 5.

Figure 5: Education Level and Prose Proficiency
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"WHY STAY IN COLLEGE? WHY GO TO NIGHT SCHOOL?"

The economic benefits of some college degrees clearly justify their costs. But other degrees cost more than
they pay in income although such degrees may yield significant intangible benefits.

Take, for example, Marta Gonzalez, a 1990 high school graduate who decided not to go to college, and her
classmate, Maria Sanchez, who continued her education, earning an academic associate's degree in April
1992. Marta and Maria had fairly similar childhoods. During the 4th grade, they both read once a week just
for fun. And, they both scored around 900 on the college board.

Marta knew that following graduation she could land a job paying about $9.00 per hour. She saw a factoid
in USA Today that said community college grads earn about 10 percent more than comparable high school
grads. Marta figured that the extra 90 cents per hour was not worth it. And the upfront costs intimidated
her. She and her parents probably could bankroll four semesters of community college tuition. But that
wasn't the big hit. To get that associate's, she could not work for the equivalent of a year, meaning she'd
have to forego about $9,000.

Maria reasoned that it might be worth spending ten to fifteen grand for an associate's. Working full-time,
an extra 90 cents per hour resulted in about an extra $1,600 in earnings per year. Taxes would eat some of
that, but she was young and would probably work at least another forty years. That extra $1,600 a year would
be worth about $32,000 today. Maria figured it was a pretty good deal if ten to fifteen thousand spent yielded
a gain of thirty or so thousand dollars.

La Tanya and Shawna Petry faced a similar dilemma. Identical twins, they'd both just finished up a
master's degree in stats at Virginia State University. La Tanya saw up on the Census Bureau's web site that
they were hiring statisticians, and thought the work might be interesting. With only a master's degree, she'd
initially come in as GS-8, or making about $27,000 per year. But with Uncle Sam, the pay raises were steady
and the job reasonably secure, so she took it.

Shawna considered pursuing a Ph.D. in stats. The university offered to pay her way as long as she stayed
in good academic standing and made satisfactory progress toward her degree, so the out-of-pocket costs
seemed small. But Shawna realized that unless she could do the extra course work and defend her thesis
within a calendar year, she'd give up roughly at least $26,000 getting her Ph.D. A Ph.D. would improve her
future earnings, but the boost in earnings over an otherwise similar person with a master's degree tends to be
around three percent. Shawna realized that the lifetime earnings gains from an extra $1,200 per year would
amount to about $24,000, less than the earnings she was likely to lose pursuing the Ph.D. From a narrow
financial standpoint, Shawna could not justify further pursuit of formal education.

Similarly, the probability of an individual attaining a two-year or four-year degree increases by 20 and 17
percentage points, respectively, from a 60-point increase in prose proficiency. Again, given that 29 percent of the
working-age population already has a two-year degree and 22 percent already has a four-year degree, the percent
of the working-age population that would attain a two- or four-year degree increases to 49 and 39 percent,
respective increases of two-thirds and three-quarters over the current mean attainment rates (NCES, 1997).

Although literacy rises with increased education, there is distinct variation in proficiency among people with
identical levels of educational attainment. Each year, many students who have the ability to pursue higher
education may choose not to do so. Conversely, some who receive a bachelor's degree from an open admissions
college would be screened out by a more selective school.

Accordingly, the high school graduates in the top quartile of the prose proficiency distribution demonstrate
higher scores than either two-year or four-year graduates in the lowest quartile. Indeed, the top 10 percent of high
school graduates score better than half of all college graduates (Barton and Lapointe, 1995). (See Figure 6.) In
the labor market, the variations in literacy within a given level of educational attainment and the associated
return to that level of education can be magnified by occupational choice. A high school graduate who moves into
a managerial/professional occupation earns more than a college graduate who does not.

There is a strong link between educational attainment and positive labor market outcomes. The results are
higher average earnings, increased labor force participation rates, and lower unemployment rates. The link
between literacy and labor market outcomes is equally positive. The average number of weeks worked annually
increases as literacy proficiency increases for all adults, regardless of whether they attend college. Similarly, those
with higher literacy levels also earn higher weekly wages. (See Figure 7.)
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FIGURE 6

Prose proficiency varies significantly at each education level,
although there is a large overlap in the score distributions.
For example, the top 25 percent of high school graduates

score higher than the bottom 25 percent of
four-year college graduates.

Figure 6: Percentile Distribution of Prose Literacy Proficiency
by Education Level, 1992
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FIGURE 7

College graduates have higher average weekly wages
than two-year graduates, who have higher average earnings than

high school graduates.
Among college graduates, wages rise with literacy levels.

Figure 7.: Document Literacy and Weekly Wages
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However, at all literacy levels, baccalaureate degree holders earn higher weekly wages than graduates of two-
year institutions in identical levels. And those workers with degrees from two-year programs have higher weekly
wages than high school graduates with comparable literacy levels.

But education alone cannot overcome the effect of literacy levels on earnings. Graduates from baccalaureate
institutions with document literacy proficiencies in level 1 earn less than graduates from two-year institutions with
literacy scores in levels 2 through 4. However, they do earn more on average than a high school graduate with a
literacy proficiency in level 4. Interestingly, the weekly wages of baccalaureate graduates with level 2 scores are
roughly equal to the earnings of workers with literacy proficiencies in level 4 but have only secured a degree from
a two-year program (Barton and Lapointe, 1995). These data suggest that there are real returns to both literacy
proficiency and different levels of educational attainment.

Literacy proficiency has a direct impact on earnings. As with educational attainment, suppose the average
prose score of the population increased by 60 points, the mean weekly wages of high school graduates would
increase by about 11 to 13 percent. The earnings increase for those with at least a two-year degree would increase
between 14 and 17 percent. Similarly, annual earnings would also increase. The percent increase in annual
earnings for high school graduates is nearly the same as the percent increase in weekly earnings. However, the
annual earnings for those with a postsecondary degree are slightly higher 16 to 19 percent than the weekly
earnings increases (NCES, 1997).

In order to fully explore the impact of literacy on earnings, two impacts must be examined. It was shown
previously that increases in literacy proficiency increases educational attainment, which, indirectly, affects
earnings. When these indirect effects are combined with the direct effect that literacy has on earnings, the total
effect that literacy has on earnings is captured. Given a 60-point increase in the literacy proficiencies of full-time
working adults, the combined effects result in weekly earnings increases of 23 to 24 percent, and annual earnings
increases of 27 to 31 percent the combined effects of education and literacy on earnings are nearly double the
effects of literacy alone (NCES, 1997).

EARNINGS RETURNS BY OCCUPATION

The evidence clearly suggests that education and literacy are mutually reinforcing and that both have a positive
effect on labor market outcomes. But important questions remain unanswered. Is the economy producing too
many college graduates and not enough jobs that require college credentials? And are the returns increasing
for jobs that require college degrees?

By examining the shares of workers in high-paying, moderate-paying, and low-paying occupations over time, we
find that the proportion of prime-age male college graduates in high- paying occupations dropped from 83.7 percent
in 1969 to 73.4 percent in 1995 and women baccalaureate holders experienced a similar decline (Carnevale and
Rose, forthcoming). This pattern indicates that even though the number of baccalaureate degree holders was
increasing, the share of those entering managerial and professional occupations was declining. However, this
decrease was offset by an increase in employment in moderate-paying jobs not in the low-paying jobs.

Overall, the earnings of workers in high-paying occupations have risen considerably since 1959, and although
the earnings of workers in moderate- and low-paying occupations rose in the 1960s, what followed was slow
growth and then earnings declines in the 1990s. Among prime-age men with a baccalaureate degree, earnings
gains from 1979 to 1995 equaled 10 percent, however those gains were generally limited to those in managerial
and professional positions. Those with a four-year degree who were not employed as managers or professionals
had lower earnings in 1995 than in 1979, and the relative differences increased as well; the earning difference for
four-year degree holders in high-paying and moderate-paying jobs was 7 percent in 1959 although it had grown to
29 percent by 1995. Furthermore, even among those in managerial and professional jobs, the earnings increases
only accrued to those with at least a baccalaureate degree. These data suggest that it is both educational
attainment as well as occupation that drive earnings returns.

Among prime-age men who were high school graduates, there was a pronounced shift from moderate- and
high-paying jobs into low-paying jobs. Coupled with within-job earnings losses, this was responsible for one-
quarter of the loss in total earnings for this group. The remainder of the loss was from decreased earnings within
job titles. Jobs formerly held by high school graduates that paid relatively well the blue-collar jobs saw
earnings declines of about 18 percent.
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Although the earnings of men in high-paying occupations rose significantly while those in moderate-paying
occupations rose slightly and those in low-paying occupations declined, the earnings of prime-age women since
1959 have risen for all pay groups. However, as was true for men, the earnings gains were greatest for those women
in managerial and professional occupations.

COGNITIVE AND OTHER OUTCOMES

As we have seen, the earnings returns story is complex. The impacts of postsecondary education and training on
cognitive, social, and employment outcomes are no less nuanced.

College effects. The most comprehensive research to date on the effects of college (Pascarella and Terenzini,
1991) has found moderate-to-strong evidence that college has a positive effect on:

Aesthetic, cultural, and intellectual values
Value placed on liberal education
Value placed on intrinsic occupational rewards
Political liberalism
Gender roles ("towards the 'modern')
Academic self-concept
Social self-concept
Self-esteem
Intellectual orientation
Personal adjustment and psychological well-being
Use of principled reasoning in judging moral issues

Additionally, after controlling for a variety of other characteristics, such as age and academic ability, they found
college to have a positive impact on a variety of skills, including verbal and quantitative skills. Oral and written
communication, critical thinking, use or reason and evidence to address real world problems, and intellectual
flexibility showed moderate-to-strong evidence of a positive impact. (See Table 1.) While this study is the most
comprehensive study to date, the authors acknowledge that the evidence is extremely complex, and therefore, the
magnitude of the findings is unclear.

Another method of examining the scholastic abilities of college graduates is to compare the standardized test
scores of students applying to graduate school. The Graduate Record Examinations (GRE) measures quantita-
tive, analytic, and verbal skills; however, GRE scores are not the best indicator of cognitive learning in college
because the examinees are not representative of the majority of college graduates. For instance, in the 1994/1995
school year, only 33 percent of those students graduating with a bachelor's degree took the GRE.

More research on how colleges influence the cognitive abilities of students should be performed. The current
data from numerous studies is positive, but inconclusive; and the data collected from GRE scores is imprecise due
to the selective sample. (See Figure 8.)

After Graduation Measures. The National Center for Education Statistics (NCES) conducts surveys on how
well college graduates are doing one year after receiving a Bachelor's degree. These measures include how many
graduates overall and per major are employed full-time, how many are employed in their area of study, and
how many are enrolled in further education. NCES also tracks the wages recent college graduates earn.

While these trends provide an indication of how college graduates have fared over the past several years, they
do not take into account the role the economy has played. Graduates leaving school in a recession will not earn
as much, regardless of the quality of education they receive. Additionally, the findings should not be viewed in
isolation, particularly the data specific to majors. For instance, those students who majored in biology are the
graduates least likely to be employed full-time one year after graduation, but they are the most likely to be enrolled
in further education.

The first set of figures show that 73.1 percent of bachelor's degree recipients were employed one year after
graduation in the 1992-93 school year. Additionally, 4.5 percent of those graduates were unemployed, and 27.3
percent were enrolled in further education. The most notable trend is the sharp decline in graduates enrolled in
further education from 35 percent in 1991 to 27.3 percent in 1994. (See Figures 9-11.)
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TABLE 1

College has been found to have a positive impact on verbal and
quantitative skills, oral and written communication, critical

thinking, use or reason and evidence to address ill-structured
problems, and intellectual flexibility, after controlling fora variety
of other characteristics, and such factors as normal maturation.

Synthesis of Research Studies on the Net'
Effects of College on Learning and Cognitive Development

General Verbal Skills
Strong evidence of a positive effect, after controlling for precollege verbal skills, race, and socioeconomic
status. Graduates have a 10 to 13 percentile point advantage, over those not going to college.

General Quantitative Skills
Strong evidence of a positive effect, after controlling for precollege quantitative skills, race, and socioeco-
nomic status. Graduates have a 11 to 13 percentile point advantage.

Oral Communication Skills
Moderate evidence of a positive effect, after controlling for age and academic ability. The magnitude of the
net effect is unclear.2

Written Communication Skills
Moderate evidence of a positive effect, after holding age and academic ability constant. The magnitude of
the net effect is unclear.'

General Intellectual and Analytical Skill Development
Moderate to strong evidence of a positive effect, after controlling for age, verbal ability, and quantitative
ability. Magnitude of the effect is unclear.2

Critical Thinking
Strong evidence of a positive effect, after controlling for precollege critical thinking, academic aptitude,
socioeconomic status, and educational aspirations. Freshman year net effect was 17 percentile points.
Magnitude of the net effect for all four years is unclear?

Use of reason and evidence to address ill-structured problems (reflective judgment, informal reasoning)
Moderate to strong evidence of a positive impact, after controlling for age, intelligence, and academic
aptitude. Magnitude unclear?

Intellectual flexibility
Moderate to strong evidence of a positive impact, after controlling for age, intelligence, and academic impact.
Magnitude unclear.2

'The college's net or unique impact, 'as distinct from normal maturation, mere aging, or other noncolleglate sources of
change.'
"Unclear,' as used by the authors here, means that they acknowledge that the studies do not allow such estimates or
that the evidence, though generally consistent, is still sufficiently complex to make an estimate of effect size hazardous.

Sources: Pascarella and Terenzini, 1991; Barton, 1995.
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FIGURE 8
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Figure 9: Percentage of Bachelor's Degree Recipients
Employed Full-Time One year After Graduation,

1976-1994
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Figure 10: Percentage of Bachelor's Degree Recipients
Unemployed One Year After Graduation, 1976-1994*
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Figure 11: Percentage of Bachelor's Degree Recipients
Enrolled in Further Education Sometime in Year After

Graduation, 1976-1994
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Sources: NCES, 1993; NCES, 1991; NCES, 1996; Barton, 1995.
*Note: Unemployment data exclude those out of labor force.
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This decline in enrollment in further education is illustrated by comparing graduates of 1989-90 with graduates
of 1992-93 according to specific fields of study. (See Figure 12.) But again, it should be noted that business cycles
and the economy may play a part in the decisions of graduates to enter into the workforce immediately or to seek
further education.

FIGURE 12

Percentage of 1992-93 and 1989-90 Bachelor's Degree Recipients Pursuing Further Education
One Year After Graduation
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Three-quarters of employed bachelor's degree recipients have jobs related to their field of study one year after
graduation. However, 43.2 percent of employed graduates have jobs that do not require a four-year degree. (See
Figures 13-15.)

FIGURE 13, 14

About three fourths of employed Bachelor's degree recipients are
in jobs related to their field of study, essentially unchanged from
1985 and 1987. However, 43 percent were in jobs not requiring

a four-year degree, up from 1985 and 1987.

Figure 13: Percentage of Employed Graduates in
Jobs Related to Field of Study, 1985-1994
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Figure 14: Percentage of Employed Graduates in
Jobs Not Requiring a Four-Year Degree, 1985-1994
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Sources: NCES, 1991; Barton, 1995; NCES, 1996.
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FIGURE 15

Figure 15: Percentage of 1992-93 Graduates Employed Full-Time, Who Are Employed in Jobs

Related to Field of Study, and Jobs Where a 4-Year Degree Is Not Required.
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Sources: NCES 1991; Barton, 1995; NCES, 1996.
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While annual average salaries of bachelor's degree recipients, adjusted for inflation, dropped from $27,300 in
1991 to $25,600 in 1994, new graduates' salaries have remained relatively constant since 1976. (See Figure 16.)
The wage difference depends in part on the graduate's field of study. (See Figure 17.)

FIGURE 16

Annual Average Salary of Bachelor's Degree Recipients (Employed Full-Time), One Year After
Graduation, 1976-1994, in constant 1996 Dollars
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Sources: NCES, 1991; Barton, 1995; NCES, 1996.
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RECENT DEVELOPMENTS IN HIGHER EDUCATION PERFORMANCE MEASUREMENT AND
MANAGEMENT

For almost two decades, the so-called "measurement movement in higher education" has ebbed and flowed.
States started getting serious about assessing student learning in the late 1970s and most states had joined in by
the late 1980s. Early assessment efforts were home grown, tailored by individual colleges and universities to their
own missions. In the 1980s and 1990s new accountability systems that enabled comparisons between institutions
grew from these individual, decentralized approaches (Ruppert, 1994).

As bellwether public colleges and universities and state higher education coordinating boards grew their
assessment systems, the array of organizational players involved with them also proliferated. In addition to the
federal Office of Postsecondary Education and the National Center for Education Statistics, models and analyses
and recommendations flowed from the likes of the Education Commission of the States, the National Governors'
Association, the National Education Goals Panel, and the American Association of Higher Education.

Within the National Education Goals Panel alone, a resource group spawned one technical planning subgroup
that recommended a sample-based national assessment indicator system and another technical group that
recommended an alternative approach. The National Center for Education Statistics convened workshops in
1992 and commissioned a number of papers (NCES, 1994). In a final assessment flurry, the Department of
Education issued a request for proposals to start development of a sample-based system. But the funding cupboard
was bare: the RFP was never awarded.

Others have soldiered on. Peter Ewell, Dennis Jones and their colleagues at the National Center for Higher
Education Management Systems have done substantial work identifying proxy measures of general educational
achievement (Ewell and Jones, 1996). Ranging from institutional requirements to instructional practices and
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student behaviors, these indicators are being actively analyzed and deployed by a substantial number of colleges
and universities. (See Appendix B.)

Institutional performance indicators have been another avenue of research and experimentation in colleges,
universities, and systems across the country. An in-depth review of ten states leading the effort to strengthen
accountability to the public documented the use of "report cards" on statistics ranging from inputs like faculty/
student ratios to outputs such as total degrees awarded and outcomes like student performance on nationally
normed tests and alumni satisfaction surveys (Ruppert, 1994). (See Appendix C.)

Most states have signaled that they expect public colleges and universities to measure up if they expect
continued support. How? By adopting a variety of performance funding and performance budgeting strategies.
(See Figure 18.) "Performance funding ties special sums directly to results on specific indicators. In performance
budgeting, governors and legislators consider reports of results on performance indicators as a factor in the total
funding of public colleges and universities" (Burke and Serban, 1997).

FIGURE 18

Most States Have Adopted or Are Considering Performance Funding and Budgeting

*States discontinuing performance funding and budgeting

Source: Burke and Serban, 1997.

SELF-REPORTED PERFORMANCE
FUNDING/BUDGETING STATUS

ADOPTED (17)
LIKELY TO ADOPT (21)
NO REPORTED ACTIVITY (13)

Tennessee has been at performance funding the longest. As far back as 1979, the state instituted a
performance-based funding system. Now in its fifth incarnation, the system assesses the extent to which the
state's two- and four-year colleges meet state-defined goals in general education, major fields, student and alumni
satisfaction, and graduate job placement. Roughly five percent of the state's higher education budget is earmarked
as incentive bonuses for schools that meet or exceed state goals.

At the University of Tennessee at Martin, for example, departments systematically thought through some
for the first time precisely what they were trying to accomplish with their students and how to assess those
accomplishments. In some cases, degree requirements have been changed as a result. In others, course
sequencing has been revised to optimize student learning. In still others, so-called "capstone" courses have been
created to integrate what students are learning in other courses. Throughout the university, assessment data is
used to design improvements in general education, in major field curricula, even in student counseling services.

Nobody in Tennessee is saying the system is perfect. The available assessment tools still fall short of measuring
fully students' general education, for example. And some departments and institutions have been slow to use
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assessment information to improve their programs. But over the years, performance funding has boosted the
confidence of public and elected officials in the state's institutions of higher education, and the schools and
their students have benefitted.

If Tennessee's 18-year commitment to performance funding in higher education is evolutionary, South
Carolina's is revolutionary. Last year, the state's legislature unveiled some three dozen performance indicators by
which public colleges would be judged and announced that the state's higher education system would go to 100
percent performance-based funding in just three years! Already, South Carolina's Commission on Higher
Education is working with legislators, administrators, faculty and higher education management gurus from
around the country to apply performance indicators that range from graduation rates and research grants to
"employer feedback on graduates" to divvy up new dollars for the next fiscal year. Other states those already
committed to performance funding and those still considering it are watching closely (Carnevale, Johnson and
Edwards, forthcoming).

COSTS AND EFFECTS OF EMPLOYMENT AND TRAINING PROGRAMS

Particularly at the community college level, comprehensively assessing the costs and effects of postsecondary
education programs necessitates taking a close look at employment and training programs. Currently 15 federal
agencies administer 163 education, employment, and training programs'. Typically, those employment and
training programs provide similar services such as formal training, on-the-job training, counseling and job-search
assistance; however, the recipients originate from diverse populations.

The impacts of public employment and training programs have undergone significant analysis: the results are
mixed, varying by population group and type of training. Those programs serving disadvantaged women show
modest, although consistent, positive results, at least in the short-term; for men and youth, however, public
programs have marginal effects or no effect at all. Among women, JTPA enrollees increased their annual earnings
by $735 over 30 months (Bloom et al., 1994). In several different programs, the services that resulted in
significant earnings gains were on-the-job training and job-search assistance; more intensive services, such as
classroom training, have not had as large an impact on earnings (Grubb, 1995). Adult men who enrolled in JTPA
employment and training programs realized annual earnings increases of $640 over 30 months, or 8.6 percent
more than men who did not receive similar services (Bloom et al., 1994). In those programs that did affect the
earnings of adult men, job-search assistance is the most valuable tool..

There is little evidence of any positive earnings returns for youth who participate in on-the-job training,
classroom training, or job-search assistance. The only training program that does appear to have a positive
impact, Job Corps, raised the income of participants by $1,600 a year, a gain that persisted for four years after
completion of the program. That increase in earnings, however, can be attributed to increased employment rates,
not increased wage rates, suggesting that the program does not increase the productivity of its participants (Mallar
et al., 1982). Furthermore, Job Corps training costs about $16,400 per participant.

Programs serving dislocated workers also have varying effects, depending on the type of training. Although,
there have been no analyses on the effects of JTPA dislocated worker training programs, several demonstration
programs targeted toward dislocated workers have been implemented and evaluated. Again, workers benefitted
most from job-search assistance, but only in the short run; over time the wages of those who received job-search
assistance were no different from those who did not. Although earnings gains accrued to those workers who
received classroom training, the benefits did not exceed those realized by participants who received job-search
assistance. Even though many displaced workers used Pell grants to continue their education, the cost of training

coupled with foregone earnings yields benefits that cannot be justified relative to the less costly job-search
assistance.'

However, there is evidence that classroom training does benefit those who take technical courses, producing
positive earnings returns per credit. Conversely, the earnings returns to academic credits are negative (Jacobson
and LaLonde, 1997). Furthermore, the length of training affects the earnings gains realized from classroom

2lncluded in this count are those programs that provide financial and other assistance to students attending postsecondary institutions. A discrepancy
exists on the number of employment and training programs because of various methods used in determining what qualifies as a separate program. For
a comprehensive description of federal job training programs, see: National Commission for Employment Policy, Understanding Federal Training and
Employment Programs, Washington, DC: January 1995.
3For a review of the literature on dislocated worker programs, see: Leigh, Duane E., Does Training Work for Dislocated Workers?, Kalamazoo, MI: W.E.
Upjohn Institute for Employment Research, 1990.

BEST COPY AN 1. LE
'10



STRAIGHT TALK ABOUT COLLEGE COSTS AND PRICES

64

training. Completing a full year of courses (45 credits) can increase earnings by about $2,800. But on average,
displaced workers complete only 17 credits, of which less than half are earned in technical courses (Jacobson and
LaLonde, 1997). While the Pell grant opens the classroom door for those workers who need skill improvement,
many workers already have the skills they need to secure employment. They just need help finding a job.

Welfare-to-work programs, unique to each state, were designed to provide job training and job assistance
services that would move AFDC recipients into jobs. On balance, those programs have had marginal positive
effects. Although the likelihood of being on welfare was not reduced, several programs increased annual earnings,
but most by less than $500.4 It is estimated that a welfare recipient would need an additional $5,000 in annual
earnings to escape poverty, and even with a 10 percent earnings return to training, that translates into a $50,000
human capital investment just to bring about that increase (Heckman, 1996). Thus earning increases realized
from training programs are unlikely to raise women from poverty.

WORLD CLASS POSTSECONDARY EDUCATION AND TRAINING FOR A WORLD CLASS

WORKFORCE

We know that the earnings returns to postsecondary education and training still justify its cost in general. The
demographic wave of younger, more diverse students faced with decisions about pursuing further studies should

and will continue to say "yes" to building their knowledge base.
The key to developing a world class, cost-effective education and training system with a distinctively American

signature is better information on education and training service performance the kind of information that
informs and strengthens the decisions of students, parents, faculty and administrators, public managers and
policymakers and creates positive incentives for providers of education and training services to meet their
customers' needs.

Three sets of reform movements in higher education, employment and training, and welfare are already
in motion on these issues.

Tennessee and other states have blazed the trail on making assessments matter and on supporting policy,
funding, and management that enable institutions to improve student outcomes. South Carolina is testing the
proposition that its public colleges and universities can attain broad, statewide educational outcome and
efficiency goals through full-scale performance-based funding. Federal policy should heed the lessons being
learned from these important initiatives.

Similarly, more sophisticated accountability mechanisms are critical at the juncture between welfare, employ-
ment, and student aid. The current education and training system provides numerous choices. But those choices
would be more effective if they could be based on information that tells clients what works and want doesn't.
Fortunately, Oregon, Florida and other states and communities are crafting workforce development strategies
that recognize the critical value of performance information and consumer choice.

And elements of the two workforce bills that the U.S. House and Senate recently passed would provide
important building blocks for a more rational system: streamlining the current snarl of job training programs;
requiring stronger performance measurement and accountability systems; and creating more one-stop employ-
ment centers.

With performance information-driven, market-oriented reforms like those being tested by these pioneering
states and communities, we will know at last how our postsecondary education and training investments are
performing and so will the customer. What could be more American?
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Appendix A

Table 1: Measures of Literacy in the National Adult Literacy Survey, 1992

Prose Document Quantitative

Level 1

(0-225)

Can read short text to locate a single piece of
information that is identical to the question.
Distracting information is minimal.

Can locate a piece of information based on a
literal match between the task and the document
or enter personal knowledge onto a document.
There is little distracting information.

Can perform a single, simple arithmetic
operation such as addition. The numbers
used are provided and the operation to be
performed is specified.

Level 1

examples
- Identify a country in a short article
- Locate 1 piece of information in a sports
article

Locate the time of a meeting on a form
- Use a pie graph to locate the type of vehicle
having specific sales

- Total a bank deposit entry

Level 2
(226-275)

Can locate a single piece of information when
there is distracting information, and can
contrast or compare 2 or more pieces of
information.

Can match a single piece of information, with
distracting information present, requiring little
inference, and can integrate information from
several parts of the document.

Can perform a single arithmetic operation

using number that are given in the task or
easily located in the material. The
arithmetic operation is either described or
easily determined from the format of the

materials.

Level 2
examples

- Underline the meaning of a term in a
government brochure
- Interpret instructions from an appliance
warranty

- Locate an intersection on a street map
- Enter background information on a social
security card application

- Calculate postage and fees for certified
mail
- Determine the difference in price between
tickets for two shows

Level 3
(276-325)

Can match information in the text and in the
task when low level inferences are required,
integrate information from dense or lengthy
text, and generate a response based on
information easily identifiable in the text.

Can integrate several pieces of information from

one or several documents and deal with
complex tables or graphs containing information
that is irrelevant to the task.

Can perform tasks where two or more
numbers are needed to solve the problem
and they must be found in the material.
The operation(s) needed can be
determined from the arithmetic relation
terms used in the question or directive.

Level 3
examples

Write a letter explaining an error on a credit
card bill
- Read a news article and identify a sentence
that provides interpretation of a situation

- Enter information into an automobile
maintenance form
- Identify information from a bar graph depicting

source of energy and year

- Use a calculator to calculate the difference
between the regular and sale price
- Calculate miles per gallon from
information given on a mileage record chart

Level 4

(326-375)

Can match text with multiple features,
integrate or synthesize information from
complex/lengthy passages and make more
complex inferences.

Can perform tasks that require them to draw
higher level inferences and numerous responses
with being told how many, and can perform tasks
that contain conditional information.

Can perform two or more operations in
sequence or a single operation in which the
quantities are found in different types of
displays, or the operations must be inferred
from the information given or from prior
knowledge.

Level 4
examples

- State in writing an argument made in a
lengthy newspaper article
- Contrast views expressed in two editorials

- Use a bus schedule to determine the
appropriate bus fora given destination and time
- Use a table of information to determine the

pattern of oil exports across years

- Determine the correct change using
information in a menu
- Using an eligibility pamphlet, calculate the
amount a couple would receive from basic
Supplemental Security Income

Level 5
(376-500)

Can find information in a dense text that has
considerable distracting information and can
make high-level inferences or use specialized

background Level 5
knowledge.

Can search complex displays that contain
several pieces of distracting information, make
high level inferences, and make use of
specialized knowledge.

Can perform multiple operations
sequentially, and can also find problems
embedded in text or rely on background
knowledge to determine the quantities or
operations needed.

Level 5
examples

- Compare the approaches stated in a
narrative

Summarize two ways lawyers may challenge
prospective jurors

- Use a table to complete a graph, including
labeling axes

Use a table to compare credit cards and write
about the differences between them

- Use a calculator to determine the total cost
of carpet to cover a room

- Use information in a news article to

calculate the difference in time for
completing a race

Source: Adapted from Barton, Paul E. and Archie Lapointe, Learning by Degrees, Princeton, NJ: Policy Information Center, Educational Testing Service, 1995.
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Indicator
Domain/Dimension

Appendix B

Summary Chart of Potential "Good Practice" Indicators

Relative Strength
of Association with
Goal 5.5 Outcomes

A. Institutional Requirements:

Broad General Education Weak/Moderate
Curriculum/Requirements

Breadth of Coursetaking/ Moderate
Types of Coursetaking

Special Courses/ Moderate (but likely
Instructional Designs derivative)

Levels of Expectation Moderate/Strong
(via association with
"Small Liberal Arts
College" effect)

B. Instructional "Good Practice":

Class Size and Structure Low/Moderate
(but likely derivative)

"Active Learning"
Practices in Class

- Practice of Skills
- Frequent Feedback
- Peer Interaction

Strong
Strong
Strong

Wider Institutional Environment

- Involvement Strong/Moclemte
(Complex Interaction
of Factors)

- Student/Faculty Strong/Moderate
Contact (but also tray require

data on nature of
interaction)

C. Student Behavior:

Time on Task Strong/Moderate
(but also requires
quality of investment
measures)

'Quality of Effort"/ Strong
Involvement and
Investment

D. Self-Reported Cognitive Development:

Moderate/Strong

Available Methods for Relative Ease of Policy Overall
Collective Indicators Data Data-Gathering Relevance Potential

Catalogue Review
Institutional Questionnaires/
Inventories
(e.g., Peterson 1987)

- "Breadth" and "Depth" of
Courses Taken (Zemsky 1989)
"Differential Coursework
Methodology" (Ratcliff &
Associates 1988)

Catalogue Review
Institutional Questionnaires/
Inventories (e.g., Gamson &
Poulsen 1989)

Rating Examinations and
Course Materials by Level
of Difficulty (e.g., Braxton
& Nordvall 1985)

Institutional Surveys/
Statistics

- Faculty Surveys
(e.g., 7 Principles Surveys,
Gannon & Poulsen 1989)

- UCLA Faculty Survey
(Astin 1992)

- Student Surveys
(e.g., CSEQ - Pace 1987,
CIRP - Astin &
Associates 1992)

- CSEQ (Pace 1987)
- CIRP (Astin &

Associates 1992)

- CSEQ (Pace 1987)
- CIRP (Astin

Associates 1992)

- CSEQ (Pace 1987)

Difficult High Low

Moderately Moderate Moderate
Difficult

Difficult

Difficult

Low Low

Moderate Moderate

Moderately High Moderate
Difficult

Not Difficult Moderate High

Not Difficult Moderate High

Not Difficult Moderate High

Nut Difficult Moderate High

Not Difficult Moderate High

- CSEQ (Pace 1987) Not Difficult N/A
- CIRP (Astir & Associates 1992)
- ACT-ESS (ACT 1982)
- NCHEMS SOIS (NCHEMS 1!=::7)

Moderate

Source: Ewell and Jones, 1996.
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Appendix C
Analysis of State-Level Indicators in the Case-Study States

INSTRUCTIONAL INPUTS

INSTRUCTIONAL PROCESSES/
USE OF RESOURCES INSTRUCTIONAL OUTCOMES

COLORADO o ACT/SAT scores of entering freshmen o Availability of academic programs
o Sustained financial commitment

to instruction
o Student/faculty ratios

o Graduation rates by ethnicity
o Performance of graduates on

licensure exams

FLORIDA o Mandated basic skills testing o Total cretin produced by discipline
o TOW contact hours by faculty rank/level
o Time to degree and number of cracks required
o Course demand analysis
o Classroom utilization

o CLAST examination on basic skills
o Total degrees awarded by discipline
o Performance of graduates on

licensure exams
o Alumni/employer follow-up responses
o Retention/graduation rates by ethnicity
o Job placement rates for

vocational students

ILLINOIS o Student demand (POP) o Centrality of programs to mission (POP)
o Faculty workload
o Time to degree

o Persistence and graduation rates
o Follow-up of graduates
o Success of graduates (POP)

KENTUCKY o Number of students in remediation o Total crooks produced by discipline
o Total contact hours by faculty rank/level
o Specific faculty workload measures
o Time to degree and number of credits

to complete
o Course demand analysis
o Classroom utilization

o Total degrees awarded by discipline
o Graduate performance on

licensure exams
Graduate/employer satisfaction

o Persistence and graduation rates
by ethnicity

NEW YORK o Trends in admissions data. high school
graduates, etc.

o Time to degree completion
o Freshman-to-sophomore persistence
o Percentage resources for undergraduate

instruction
o Class size by level

o Graduation/persistence rates
o Graduate performance an licensing

exams
o Student perceptions of quality

S. CAROUNA o Number and performance of remedial
students

o Lower-civision courses taught by faculty type
o Upper-dvision students in sponsored research

Graduate students drawn from in-state

o Graduation/completion rates
o Placement of graduates
o Grad_performance on licensing exams

TENNESSEE o Remedial students and effectiveness
of remediation

o ACT scores of entering students

o Graduation/completion rates
o Lower - division courses taught by faculty type

o Grad. performance on licensing exams
o ACT-COMP scores
o Major field test scores
o Student satisfaction ratings
o Job placement rates for graduates

TEXAS o TASP examination results o Within -tens persistence rates
o First-year retention rates
o Classroom utilization

Graduation/completion within 6 years
o Grad. performance on licensing exams

VIRGINIA o Admissions standards and 'equipments
o Number of students meeting admissions

standards
o High school courses taken
o Levels of remediation required

WISCONSIN o ACT/SAT Scores
o Resident Students Accepted
o WI high school graduates enrolled'

o Average class sizes
o Percent undergraduates taught by

senior faculty
o Small class/seminar experiences
o Tapstonelnteorative experiences

o Graduation/completion rates
o EmploymenVgraduate school

placement rates

o Average time to completion
o Courses taught by faculty typeAevel
o Average class size
o Percent dasses of 100 or more

Indicators from the Governor's Task Force ws UW Accountability iviersiures.

o Numbers of degrees granted
o Graduation/completion rates
o Graduate satisfaction/outcomes
o ACT-CAAP Results



EFFICIENCY/
PRODUCTIVITY

o Studenttacu ity
ratios
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CONDMON OF THE
ASSET

ARTICULATION/
DIVERSITY/ACCESS/EQUITY K-12 LINKAGES

RELATION TO
STATE NEEDS

o Total revenues per student
o Alumni and private contributions
o State approp. per resident student
o State approp. per capita
o Grant and contract dollars per FTE
o Average faculty salary

o Graduation rates
by ethnicity

o AvailabOity of student
financial aid

o Fatality diversity
o College panicipation rate

o Retention/graduation rates o Performance of transfers at
by ethnicity senior institution

o Program costs (POP)
o Faculty workload

o Various measures in
individual reports

o Feed:lack on performance to
high schools

o Performance of transfers at
senior institution

o Relation of program to
employment needs (POP)

o Number/proportion
of act:recited programs

o Persistence and graduation
rates by ethnicity

o Research and service in
support of K-12

o Number and performance of
two-year transfers

a Credits per faculty o Graduate program and faculty
produced 'quality' measures

o StudenVfacutty ratios o Condition of campus facilities
o External fundraising success

o Student demographics
o Persistence/graduation

by ethnicity
o Ethnicity of faculty
o Trends in 'costs to attend'

o Graduates in science,
engineering, etc.

o Economic impact on state

a Number/proportion of
programs accrecited

o Number and trends in
minority enrollment

o Transfer rates and transfer
performance

o Number/proportion of
programs =recited

o Minority enrollments
o Completion/graduation rates

for minorities

o Two-year college transfer rates
and performance

o Value of externally-sponsored
research

o Minority first-year persistence
o Minority performance

on TASP

o Mandated feedback on peformance
to high schools

o Mandated feectoack on performance
to two-year colleges

o Quality of institutional
assessment program

o Level of sponsored
research activity

o Graduation/completion rates
by ethinicity

o Sponsored resarch
levels

o Faculty reauitment/retention
o Faculty development resources
o Maintenance investments
o AccidentsAnjuries

Source: Ruppert, 1994
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o Minority graduation rates
o Sexual harassment incidents
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o Employer ratings of
'responsiveness"

o Continuing education
activities'
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SUMMARY OF FINDINGS AND RECOMMENDATIONS

The question of whether federal student aid has fueled the growth in tuitions and other charges has been the
subject of heated debate at least since William Bennett raised the issue when he served as Secretary of Education
during the mid-1980s. Bennett's argument then was that colleges and universities were chasing their own tail by
relying on federal student aid to raise their tuitions and other charges at a rate much greater than the general rate
of inflation. An alternative view advanced by most higher education officials has been that critics who accuse
them of gouging the consumer and the taxpayer are wrong. They argue that there is no correlation between
increases in federal student aid and the rapid growth in tuitions and other charges.

As is often the case in public policy debates, both positions probably have been overstated. The purposes of this
paper are: 1) to identify possible ways in which federal student aid policies over time may have affected the growth
in college costs and tuitions, and 2) to make recommendations for how the possible inflationary effects of federal
student aid policies might be ameliorated.

To assess the possible effects of federal student aid policies on the growth in college tuitions, this paper
examines the extent to which the different federal student aid programs covered the total costs of attendance
(defined as tuition, fees, and room and board) in 1975, 1985, and 1995.

Federal student aid grants, loans, and work-study paid more than two-fifths of the total costs of attendance faced
by college students in 1995. Federal aid covered nearly one-half of the total costs of attendance for public college
students and nearly two-fifths of the costs for private college students.

The proportion of total costs of attendance met through federal student aid has increased dramatically over the past two
decades. Federal student aid in 1975 represented less than one-tenth of the total costs of attendance in the public
sector and less than one-fifth in the private sector. In 1985, those proportions had grown to about one-third for
the public sector and about one-quarter for the private sector.

Federal loans have become a particularly important source of funding for college students and their families.' Federal loans
accounted for more than one-third of total costs of attendance in 1995, compared to less than one-tenth in 1975.
Given the growing importance of federal loans in paying for college, it is increasingly difficult to argue that they have
had no effect on tuition-setting at many institutions. This is not to say that college officials stay up nights figuring out
how they can set tuition and other charges to maximize the federal aid eligibility of their students. Many other factors
probably play a more important role in tuition pricing decisions, including the availability of state funding for public
institutions, the demands on all institutions for greater quality in the services they offer, the limited possibilities for
offsetting efficiencies and economies of scale, and students' continued willingness to pay higher prices as demon-
strated by application patterns at many public and private institutions.

At the very least, however, the tremendous growth in the availability of federal loans has facilitated the ability of both
public and private colleges to raise their tuitions at twice the rate of inflation for nearly two decades without experiencing
decreases in enrollment or other clear signs of consumer resistance. In particular, it seems evident that private colleges
could not have stabilized their share of total enrollments over the past two decades without the tremendous
expansion in federal loan availability.

11n this paper, the term federal loam refers to the various federally sponsored loan programs, including those financed with federal capital as well as
privately financed loans that are either subsidized or guaranteed by the federal government or its agents. The term subsidized loans refers to loans for
which the federal government pays the interest while the borrower is in school; unsubsidized loans are federally guaranteed but provide no federal in-
school interest payment. All federal loans are subsidized, however, in that the effective rate of interest, which is set by law, is well below what the private
sector charges in the absence of a federal guarantee.
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The potential effect of federal loans on college tuition levels is magnified by the fact that, since 1981, student
eligibility for the federal in-school interest subsidy has been determined by subtracting family resources and grant
aid from the student's total costs of attendance. As a result, eligibility for loans and loan subsidies grows as tuitions
and other charges increase, constrained by the amount of annual and cumulative loan limits. Thus, whenever
federal loan limits increase, the potential link between tuitions and loans strengthens.

By using total costs of attendance, the federal aid formulas also ignore the growing use of discounting at many
institutions. While more and more students and families do not pay the full sticker price for tuitions, fees, and
room and board, the current aid system continues to calculate federal aid eligibility as though the stated costs are
what people actually pay.

Both public and private institutions have greatly increased the discounts they provide in the form of grant aid from their
own resources. The aid private institutions provided from their own resources in 1995 equaled one-fifth of the total
costs of attendancetriple what it was in 1975. Compared to private institutions, public institutions provide far
less aid from their own resourcesone-twentieth of total costs of attendance but the proportion they do
provide grew fivefold from 1975 to 1995. When the discounts provided by institutions are subtracted from the
total costs of attendance, federal student aid in 1995 covered more than half of public sector costs of attendance
minus institutional aid and nearly half of the "net" private sector costs of attendance. Federal loans financed more
than two-fifths of the net costs of attendance at both public and private institutions in 1995.

The 1981 decision to use total costs of attendance in determining eligibility for the in-school interest subsidy
has had another important effect: a student's qualification for the subsidy now varies depending on where he or
she goes to school. Middle income students who are ineligible for loan subsidies if they attend institutions that
charge $10,000 may be eligible at institutions that charge $20,000 or more. That is why federal loan subsidies
stretch much further up the income scale than do federal grants or the new tuition tax credits, which address this
issue by limiting benefits to families with incomes below $100,000.

Federal grants probably have had less impact on college pricing decisions than loans have. Compared to loans, federal
grants cover a much smaller share of total costs of attendance. A smaller proportion of students receive grants
than borrow, meaning that federal grants insulate a smaller proportion of students from the effects of higher prices
than loans do. Perhaps most important, in the largest grant programPell Grantscosts of attendance are
effectively no longer a factor in award calculation, thereby reducing the potential link between aid and charges.

This paper suggests that although federal policies have not been the principal factor in the growth of college
costs and tuitions, the federal government should consider taking two steps to reduce the potential impact of
federal student aid on college costs:

First, the federal government should no longer recognize total costs of attendance in determining eligibility
for federal loan subsidies. Instead, only a portion of tuition (say, 50 percent) over some base level (e.g.,
$3,000, average public sector tuition) and a standard amount of living expenses should be used in
determining eligibility for federal loan subsidies. In addition, there should be an overall limit on the
amount of federal aid that a student may receive, including unsubsidized loans, with the limit being lower
for undergraduates than for graduate and professional school students.

There are precedents for allowing only a portion of costs to be used in federal aid calculations. Since 1992, a
standard amount for living expenses has been used in the Pell Grant program. In addition, the two new tuition tax
credits only recognize a portion of tuition costs. Partial cost reimbursement for determining eligibility for loan
subsidies could have several distinct benefits over the traditional practice of using full costs of attendance. It
could: 1) better target low and middle income students for loan subsidies; 2) reduce the government's role in
subsidizing student lifestyle choices; and 3) recognize the growing use of discounting by many colleges in the
federal student aid equation.

While some will argue that the proposal for partial cost reimbursement is a form of price control, it is not.
Institutions would not have to charge below a specified limit in order for their students to be eligible for federal
student aid; nor would the federal government need to monitor what institutions charge. This paper makes it
clear that federal price controls and federal monitoring of college charges are inappropriate mechanisms for
dealing with the issue of college costs. But this paper also makes it clear that the federal government has a right
and a responsibility to the taxpayer to make a policy determination about how much of tuitions and other charges
it is willing to subsidize.

One purpose of imposing an overall annual limit on federal aid is to ensure that students can still borrow
adequate sums through various federal loan programs while minimizing the potential link between college costs
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and unsubsidized loans, including in the federal Parent Loans (PLUS) program, in which no annual dollar limit
currently exists. Another purpose of an overall federal aid limit, however, is to better target the types of aid that
various groups of students receive. With an overall limit on federal aid, students from low income families would
receive more of their aid package in the form of grants, while upper income students would mostly borrow in the
unsubsidized loan programs up to some overall limit.

Some will argue that if federal loan policies in the future meet only a portion of charges and the annual amount of
federal aid students may receive is limited, institutions will respond as they have in the past to cutbacks in federal
student aidi.e., they will raise their prices still further to generate more discounts for students whose aid has been
reduced. But past declines in the real value of federal grants could not have been offset through higher tuitions if
more loans had not been available to pick up some of the newly created need. If eligibility for loans and loan subsidies
is what is being reduced in this case, institutions would be hard pressed to raise their prices to pay for even more
discounting. Moreover, many institutions are reaching or have exceeded the limits of the discounting strategy,
because each increase in tuitions and other charges now nets fewer and fewer dollars for non-student-aid purposes.

Second, the federal government should reduce the regulatory and reporting requirements for institutions
that demonstrate they are doing a good job in administering the federal student aid programs through low
default rates and other measures of performance in the federal aid programs.

Many college officials argue that the costs of complying with a wide range of federal laws, regulations, and
reporting requirements have been an important factor in the overall growth of college costs and tuitions. In the
federal student aid programs, the prevailing philosophy in both statute and regulations has been to impose the
same rules and reporting requirements on all institutions regardless of how well they administer the federal aid
programs. Thus, an institution with a student loan default rate of two percent must comply with the same set of
requirements as an institution with a 20 percent default rate.

A system of performance-based deregulation could be designed to make distinctions among institutions as to
the types and amounts of regulations and reporting requirements that would be required of them, based on a series
of readily available program performance indicators. Such a shift in regulatory philosophy in the federal student
aid programs not only would reduce the costs of high performing institutions, it also would allow federal officials
to focus their limited resources on institutions that demonstrably are not performing at a minimum level.

THE PARAMETERS OF THE DEBATE

The question of whether federal student aid has fueled tuition growth has been the source of heated debate at least
since William Bennett raised the issue when he served as Secretary of Education during the mid-1980s. Bennett's
argument then was that colleges and universities were chasing their own tail by relying on federal student aid to raise
their tuitions and other charges at a rate much greater than the general rate of inflation. Further assertions by
Bennett and others making this argument were that college officials explicitly took federal aid into account in setting
their prices and that many students spent the federal aid they received frivolously, buying stereos or taking trips.

An alternative view advanced by most higher education officials has been that critics who accuse them of gouging
the consumer and the taxpayer are wrong. They argue that there is no correlation between increases in federal
student aid and the rapid growth in tuitions and other charges. They further point to the evidence that decreases in
federal aid may have led to higher tuitions as institutions attempted to make up for federal aid cutbacks by providing
more aid from their own resources, paid for by higher tuitions charged to students judged able to pay the full sticker
price. Many college officials also believe that the costs of complying with federal student aid and many other federal
as well as state regulations has further contributed to inflated cost structures at many institutions.

As is often the case in public policy debates, both positions in this debate probably have been overstated. By
and large, the critics are wrong to argue that colleges and universities are setting their prices largely on the basis of
the availability of federal aid. Many other factors probably have contributed more to the rapid growth in college
costs and tuitions over the past two decades. Expanding demands on both public and private institutions to
provide more and better services have contributed greatly to the cost spiral. Students and parents have indicated
through their actions that they are willing to pay a higher price to have good professors, a wide range of programs,
more student services, up-to-date facilities, and pleasant surroundings.

Many officials and analysts also point to the growing gap in lifetime earnings between college graduates and
those who do not complete college as being a critical factor in allowing institutions to charge higher prices. Under
this view, students and their families have been willing to pay higher tuitions because they recognize that the value
of a college education is growing commensurably in terms of labor market differentials.
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On the other hand, defenders of the current structure are being unrealistic when they argue that federal aid
plays no role at all in tuition pricing decisions. Most observers agree, for example, that many proprietary schools
price themselves according to how much federal aid is available. One strong indication of this is that when
eligibility for federal unsubsidized student loans was restricted for students attending proprietary schools in the
late 1980s, tuitions at many of these schools dropped accordingly. But the potential link between college costs and
federal student aid is not limited to the proprietary sector.

Perhaps the most compelling evidence that federal aid has had an impact on tuitions at public and private
nonprofit institutions comes from examining the extent to which federal aid now covers total costs of attendance.
As shown in Table 1, federal aid in 1995 constituted roughly two-fifths of the total costs of attendancei.e., the
total amount that college students pay for tuition, fees, and room and board.' Federal loans alone covered more
than one-third of the total costs of attendance in 1995. By contrast, in 1975, federal aid paid only one-eighth of
the total costs of attendance, and loans paid for less than one-tenth of the total bill.

These figures underscore why it is important to differentiate between grants and loans in assessing the possible
significance of federal student aid in the college cost equation. Throughout the twenty year period from 1975 to
1995, federal grants paid for less than one-tenth of the total costs of attendance and were awarded to less than
one-third of all students. This relatively stable proportion of funding, combined with the fact that costs of

Table 1: Federal Aid, Federal Loans, Federal Grants, and Institutional Aid
as a Percentage of the Costs of Attendance

Percentage of costs of attendance

Federal
loans

Federal
loans less

institutional
aid

Federal
grants

Federal
grants less
institutional

aid

Total
federal

aid

Total federal
aid less

institutional
aid

Total
institutional

aid

Public Institutions

1975 3% 3% 6% 6% 9% 9% 1%

1985 25% 25% 9% 10% 34% 35% 3%

1995 41% 44% 7% 7% 48% 51% 6%

Private Institutions

1975 13% 14% 4% 4% 17% 18% 6%

1985 22% 25% 6% 6% 27% 31% 11%

1995 34% 42% 3% 4% 38% 46% 19%

Total, Public and Private Institutions

1975 8% 9% 5% 5% 13% 14% 3%

1985 23% 25% 7% 8% 31% 33% 7%

1995 38% 43% 5% 6% 43% 49% 12%

SOURCE: NCES, Digest of Education Statistics, various years; and College Board, Trends in Student Aid, various years.

attendance effectively no longer determine the size of the Pell Grant a student receives, suggests that Pell and
other forms of federal grant aid have not played a major role in most colleges' pricing decisions.

The growth in the share of the total bill financed by federal loans, by contrast, suggests that increased reliance
on borrowing has played a significant role in allowing the rapid growth of college tuitions and other charges over
the past two decades. Federal loans have grown tremendously as a proportion of costs of attendance, from less
than one-tenth of total costs of attendance in 1975 to nearly two-fifths in 1995. The potential importance of
federal loans is reinforced by the fact that one out of every two college students who are eligible to borrow now do
so. With so many students borrowing such a high proportion of costs of attendance, it seems that loans must be
providing some degree of insulation to institutions when they raise their prices. In the face of these figures, to
argue that student loans are not a factor in college tuition patterns is akin to arguing that the ready availability of
mortgages has no impact on the price of housing in this country, or that car manufacturers could maintain their
prices even if loans and leases were not available to finance automobiles.

2Figures for federal student aid provided in this analysis come from College Board, Trends in Student Aid, various years. Figures for institutionally funded
student aid, costs of attendance, and full-time equivalent student enrollments are as reported in the Digest of Education Statistics. Costs of attendance
estimates do not include books, supplies, transportation, and other expenses. While the methodology used in this paper differs from one used by Jerry
Davis in his recent analysis, College Affordability, the results are strikingly similar.
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Another striking trend in the financing of higher education over the past two decades is the rapid growth in the
grant aid institutions provide in the form of discounts from their sticker price of tuitions, fees, and room and board.
As seen in Table 1, institutional aid quadrupled as a proportion of total costs of attendance, from three percent in
1975 to 12 percent in 1995. For a variety of reasons, higher education traditionally has accounted for the student
aid institutions provide from their own resources as an expenditure item along with faculty salaries and heating
bills. But in recent years, a growing number of higher education officials and analysts have recognized that
institutionally funded student aid more properly should be accounted for as a discount from revenues, and that the
price students pay minus the financial aid they receive is a more appropriate measure of the costs students face
than is the sticker prices published in the college catalogue.

There are a number of important differences in the trends in how students in public and private institutions
finance their education, as indicated in Charts 1 through 5. As Chart 1 shows, federal aid in 1995, for example,
financed nearly one-half the costs of attendance for public sector students, compared to about one-third those for
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Chart 1: Federal Aid as a Percentage of Costs of Attendance

private sector students. Both public and private institutions have seen the share of costs of attendance met by
federal aid increase rapidly between 1975 and 1995. But, whereas federal aid covered a larger portion of costs of
attendance in private institutions than in public institutions in 1975, this was no longer the case by 1985.
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Most of this growth in the share of costs of attendance covered by federal aid was due to the growth in federal
loans (Chart 2). Federal loans accounted for about two-fifths of total costs of attendance in the public sector in
1995, up from less than one-twentieth in 1975. For private sector students, federal loans in 1995 paid for about
one-third of costs of attendance, up from one-seventh in 1975 and one-fifth in 1985.

Both public and private institutions have greatly increased the discounts they provide in the form of grant aid
from their own resources (Chart 3). The use of discounts has traditionally been far more prominent in the private
sector. There, discounts represented nearly one-fifth of the total costs of attendance in 1995, up from one-
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Chart 3: Institutional Aid as a Percentage of Costs of Attendance
twentieth in 1975. Discounting is less prominent at public institutions, representing just one-twentieth of costs of
attendance in 1995. But the growth in this sector has been rapidstudent aid funded by public institutions as a
proportion of costs of attendance grew fivefold from 1975 to 1995.

As shown in Chart 4, when these discounts are subtracted from the sticker price, federal aid covered just over
one-half of the amount students actually paid on a net basis in 1995 in public institutions and almost one-half in
private institutions.

In addition, as Chart 5 shows, federal loans financed more than two-fifths of the net bill for both public and
private sector students in 1995.
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Chart 5: Federal Loans as a Percentage of Costs of Attendance

Loans have traditionally been a particularly important source of financing for students attending private
colleges. In this regard, it is hard to imagine that private colleges could have stabilized their share of college
enrollments over the past two decadeswhich they have, at around 20 to 25 percent of all studentswithout a
healthy growth in student loan availability (chart 6). This is not to say that federal loan availability has caused
private institutions to raise their tuitions or that private college officials spend all their waking hours trying to set
tuitions and other charges to maximize the federal aid eligibility of their students. Many other factors can be given
greater weight in explaining the growth in tuitions in recent decades, including the pressures to improve programs,
facilities, and services to compete for the declining numbers of traditional college age students.
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But it is also no doubt the case that the growing availability of federal loans has facilitated the execution of the
"high tuition/high aid" strategy that so many private colleges pursued in the 1980s. An integral component of that
strategy was to provide financial aid to those students who become "needy" by virtue of the higher prices that are
being charged. And as we have shown, loans represent a large share of the aid that was used to fill this need gap.

Loans traditionally have been far more critical in the financing of private institutions than they have been in
the public sector, where tuitions are much lower and the need for loans has been less pressing. And it is clear that
loans are not the principal reason public sector tuitions have grown so rapidly in the 1980s and 1990sthat
starring role belongs to the slowdown in growth of state support for higher education and the use of tuition to
make up for the shortfall in state funding. But the fact that two-fifths of public sector costs of attendance in 1995
were met through loansup from one-twentieth in 1975suggests that borrowing must have helped public
college students pay the higher tuitions and other charges of the 1980s and 1990s.

RECENT ANALYSES OF THE IMPACT OF LOANS ON COSTS

At least two recent analyses have examined whether a correlation exists between federal loans and the rapid
growth in tuitions. Using different methodologies, both studies found no correlation and thus concluded that the
growing availability of federal loans has not influenced tuition patterns. Both of these studies, however, present an
incomplete picture of the issue, and neither addresses the question of whether a correlation between tuition
growth and federal loan availability or the lack thereof is an adequate measure of the possible relationship between
tuitions and federal loans.

One of these analyses appears in a memorandum prepared by Jamie Merisotis, of the Institute for Higher
Education Policy, for Senator James Jeffords, chairman of the U.S. Senate Committee on Labor and Human
Resources. The memorandum to Senator Jeffords presents graphs comparing the annual percentage increases in
loan volume and tuitions at public institutions on both a concurrent and lagged basis. The graphs indicate there
is no correlation between the annual increases in college tuitions and federal loan volume.

However, studies of year-to-year changes, by their nature, fail to take into account longer term trends and
patterns. If the same data in the memorandum to Senator Jeffords are presented on a cumulative basis over time
and compared to the growth in the general rate of inflation, there is a much more striking correlation between the
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growth in loans and tuitions relative to the growth in inflation in both public and private institutions, as Charts 7
and 8 indicate.

This longer term connection between tuition growth and federal loans seems far more relevant than what
happens from year to year. The thrust of our argument in this paper is that college officials set their tuitions each
year and then gauge whether students and their families are willing and able to pay the higher prices. In those
instances where demand slackens, colleges then either reduce the rate of increase in tuition and other charges in
the next year or become even more aggressive with their student aid strategies. In this kind of scenario, growing
loan availability over time is a much more important factor in determining students' ability to pay than are annual
changes in eligibility rules and limits for federal loan programs.

The other recent analysis of this issue was done by the Coopers and Lybrand consulting group on contract with
the American Council on Education. This study used multiple regression techniques to conclude there is no
correlation between loan subsidies and the growth in tuitions over the past five years. But for this type of analysis,
loan subsidies are an inappropriate measure of the impact of federal loans. The dollar amount that students and
their families have borrowed is a much better measure than loan subsidies of the effect of federal loans on college
costs, because the amount borrowed represents how much students and their parents do not have to pay out of
their own pocket while the students are enrolled. Loan subsidies are also the wrong measure in this case because
unsubsidized loans have accounted for most of the increase in federal loan volume since 1992. Unsubsidized loans
now represent one-third of all federal loan volume. By looking only at the loan subsidy value, the Coopers and
Lybrand study ignored the most significant aspects of recent federal student loan trends.

IS THERE A FEDERAL ROLE IN CONTAINING COLLEGE TUITIONS AND COSTS?

As with assertions about the role of federal aid in the tuition-setting process, proposals about what, if anything, the
federal government should do about rising tuitions have been stated in extremes. On the one hand, some would
have the federal government limit what institutions can charge or how fast they can increase their tuitions in
order to have their students qualify for federal student aid. On the other hand, for those who believe there is no
relationship between federal aid policies and tuition inflation, the federal government should play no role in the
tuition-setting process.

Both of these extreme responses ignore key historical evidence. Proposals that would allow the federal
government to control what institutions can charge seem unwarranted. Past federal efforts at wage and price
controls in other industries have been unable to offset muchstronger market pressures. But those who advocate
no change in the federal student aid programs to address college cost concerns are refusing to recognize the
growing role of federal aid, particularly loans, in financing higher education in this country.



FEDERAL STUDENT AID AND THE GROWTH IN COLLEGE COSTS AND TUITIONS

79

The traditional federal policy response to growing college costs and tuitions has been to seek ways to increase
aid to keep college affordable. Another way to keep college affordable, however, is to try to keep tuitions and
other charges down. The 105th Congress, as evidenced by creation of the National Commission on the Cost of
Higher Education, seems prepared to devote considerable time to the question of what, if anything, the federal
government might do to encourage institutions to lower the rate of growth in college costs and tuitions.

Some Members of Congress have suggested that the federal government should limit how much institutions
can charge in order for their students to remain eligible for federal student aid. Another legislative suggestion has
been to limit aid for students attending institutions where tuitions and other charges increase more rapidly than
inflation. Both of these approaches, however, would involve the federal government in the process of setting
tuitions and other charges, a process in which many would argue it simply does not belong. Either of these
approaches also would entail a massive effort on the part of the federal government to monitor how much
institutions charge. In the absence of more constructive suggestions for dealing with college costs and tuitions,
however, these kinds of federal limits on tuitions and other charges could possibly emerge in the reauthorization
process.

The approach of limiting what institutions may charge in order for their students to be eligible for federal aid
would be counterproductive, just as past efforts at wage and price controls have failed for other industries. The
proposal to limit aid for students attending institutions where tuitions have increased too rapidly would create
perverse incentives or lead to accounting tricks. For example, one decision an institution could make to conform
its tuition increases to this kind of federal rule would be to cut back on the aid it provides from its own resources.
This is certainly not the intention of those who propose such a limit. Another way institutions might react to such
a rule would be to restrict tuition growth by shifting to fees or to other charges that would not be subject to the
federal limitation. Again, this would not be a particularly desirable or useful result.

TWO PROPOSALS FOR REFORM

This paper proposes that the federal government could address the issue of rising college costs and tuitions in two
ways without imposing on institutional autonomy. By making these proposals, we do not mean to imply that
federal policies have caused the explosion in college costs and tuitions. As we have already indicated, a number
of factors other than federal student aid probably have contributed more to the patterns of tuition inflation in this
country. It is worthwhile, nonetheless, to consider whether there are actions the federal government could take
to reduce inflationary pressures or incentives that exist in current procedures and rules.

One approach is for the federal government to use only a portion of costs of attendance in determining
students' eligibility for loan subsidies and to limit the amount of federal aid students can receive annually,
including unsubsidized student and parent loans. The other is to reduce regulatory and reporting requirements for
institutions that are judged to be doing a good job in administering the federal student aid programs, thereby
reducing their costs of compliance.

PARTIAL COST REIMBURSEMENT AND AN ANNUAL LIMIT ON FEDERAL AID

The federal Guaranteed Student Loan (GSL) program was established in 1965 to ensure that college students
would have access to private financed loans that, in the absence of a federal guarantee against default, either
would not have been available or would have charged prohibitive interest rates. The program was a federal
entitlement in that lenders were insured against default as long as they exhibited "due diligence" in servicing the
loan. The federal government was obligated to pay the statutorily set interest rate for borrowers as long as they
were in school. In addition, lenders were eligible to receive federal "special allowance" payments to compensate
them for the difference between market interest rates and the student interest rate.

To the extent that there may be a policy connection between federal loans and tuition escalation, it can be
traced to the decision in 1981 to tie eligibility for federal in-school interest subsidies to a student's need. Prior to
passage of the Middle Income Student Assistance Act (MISAA) in 1978, eligibility for the federal in-school
interest payment was limited to students with family incomes of $25,000 or less. With the passage of MISAA,
which, incidentally, was partially a response to efforts at the time to pass tuition tax credits, the income cap on in-
school interest subsidies was removed entirely. In addition, in 1979 the limit on federal special allowance
payments was removed so they could float with then volatile market conditions.
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These two legislative changes led to the first of several explosions in loan volume in the late 1970s and early
1980s. (Since the mid-1970s, total volume in the federal student loan programs has grown fivefold in real terms.)
In response to this boom in student loans, budget reconciliation legislation in 1981 reimposed a cap on which
students could receive the federal in-school interest subsidy. But instead of being based solely on family income,
the limit imposed in 1981 was based on a student's needcosts of attendance minus expected family contribution
and other aid received.

Having a subsidy cap based on need rather than income has changed the dynamics of the federally subsidized
student loan programs. With a need-based cap, any increase in student charges potentially translates into greater
eligibility for the in-school interest subsidy. The annual and cumulative dollar limits on how much students can
borrow become the only thing standing in the way of tuition increases resulting in even more borrowing. As long
as loan limits are relatively low, as they were when the need-based cap on the in-school interest subsidy was
imposed in 1981 and as they continue to be for certain groups of students, the connection between loan policy and
college charges is tenuous.' But when loan limits are increased, the threat of loans spurring further tuition
inflation also increases. This is now most obviously the case with the Parent Loans (PLUS) program where there
are no dollar limits and a student's costs of attendance are the only limit on how much parents can borrow.

The 1981 policy shift to a need-based subsidy cap also created issues of equity and effectiveness because
borrowers' eligibility for the in-school interest subsidy now varies depending on the costs of the institution they
attend. A student from a family with $80,000 in family income is now ineligible for federal in-school interest
payments if he or she goes to a public institution where the total costs of attendance, including room, board, and
other expenses, in addition to tuition and fees, may be $10,000. But if that same student goes to a private
institution where the average costs of attendance exceed $20,000, he or she may well be eligible for federal in-
school interest payments. At current tuition levels, students with family incomes inexcess of $100,000 can qualify
for the in-school interest subsidy at the highest-priced institutions. Moreover, eligibility for this interest subsidy
continues if the borrower goes to graduate school, thus adding substantially to the long-term federal taxpayer cost.

A need-based subsidy cap can also lead to a situation where the federal government is subsidizing students'
lifestyles. For example, if an institution decides to upgrade its dormitories and increases its room fees to pay for the
renovations, the federal government could become a partner in this decision by subsidizing loans that reflect the
higher cost. Similarly, a student may choose to live in a single dorm room rather than double up, and the
government could end up subsidizing this choice. Again, as in the case of higher income students attending higher
priced institutions, this subsidy lasts through graduate or professional school and so can be quite expensive to the
taxpayer.

Partial Cost Reimbursement. One means for the federal government to address the question of college costs
and student aid without intruding on institutional autonomy would be to consider only a portion of a student's
total costs of attendance in calculating his or her eligibility for federal loan subsidies. This partial cost
reimbursement model would represent a shift from the traditional federal aid practice of recognizing a student's
total costs of attendance in determining eligibility for federal student loans. Such a change in policy could have
the beneficial effect of decoupling or at least reducing whatever link may now exist between federal aid and tuition
setting, since the federal government no longer would match every increase in student charges on a dollar-for-
dollar basis.

The federal government could move in the direction of partial cost reimbursement by recognizing a portion of
tuition costs (say, 50 percent) above some base level of tuition (say, $3,000, to reflect average tuition and fees at
public institutions) and a standard amount of nontuition expenses to determine a student's eligibility for federal
loan programs. This proposed change would have no effect on determining eligibility for Pell Grants, which
should be allowed to continue to serve as the foundation aid program. In addition, under this proposal,
institutions could continue to use the total costs of attendance in determining an individual student's eligibility
for the federal campus-based programs.

It also is important to understand that the federal government under the partial cost reimbursement plan
described here would not tell institutions how much they could charge. Nor would there be any need to monitor
how fast their charges increase. Instead, the federal government would be limiting how much ofa student's total

3Michael McPherson and Morton Schapiro in Chapter 8 of their new book, The Student Aid Game, reject the notion that federal loans have contributed
to tuition inflation largely on the basis that there are limits on how much students can borrow.
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costs of attendance can be subsidized through the federal loan programs. In operational terms, what the family is
expected to contribute and whatever federal grant aid the student receives would be subtracted from the partial
costs of attendance, rather than the current practice of using whatever the institution charges as the upward
bound of federal subsidies.

There are precedents for this kind of partial cost reimbursement approach. The Pell Grant program, for
example, since 1992 has only recognized a standard living expense in its award formula. And the two newly
enacted tuition tax creditsthe HOPE and Lifetime Learning tax creditsrecognize only a portion of tuitions,
precisely to discourage institutions from raising their tuitions in order to capture more federal tax benefits for their
students. Interestingly enough, neither of these precedents was criticized as being an example of federal price
controls.

A primary argument against partial cost reimbursement will be that students will no longer be able to go to the
school of their choice if they are no longer eligible for subsidized loans. There are at least two counter arguments
to this contention. First, students and their parents could still borrow in the unsubsidized loan programs. Second,
by not using total costs of attendance as a benchmark, federal policies would finally recognize the growing role of
states and institutions in the provision of student aid, unlike the traditional practice where the federal govern-
ment acts as though it is the only source of funds in the student aid process. Thus, partial cost reimbursement
could help to address the growing concern in the Congress that institutions use their sticker price to determine
federal aid eligibility for all students, even those who do not pay the full sticker price because of institutional
discounts.

Partial cost reimbursement also represents a way to limit how much in the way of family resources students may
have and still qualify for the federal in-school interest subsidy. In the current federal student loan structure, the
higher the costs of attendance, the higher the income that students can have and still qualify for the in-school
interest subsidy. If the federal government were to set limits on how much it would reimburse through subsidized
borrowing, the in-school interest subsidy would be better targeted than is currently the case. In addition, if
nontuition expenses were limited to a standard amount, the federal government could get out of the business of
subsidizing student lifestyle choices.

In effect, partial cost reimbursement is a way to reestablish an income limit on subsidies in the federal student
loan programs while improving upon a simple income cap. Unlike a cap on income, subtracting expected family
contribution from the partial costs of attendance would have different effects on students whose family incomes
are similar but whose other circumstances differ. For example, students from families with two children in college
might still be eligible for the subsidy, while another family with similar income but only one child in college would
be ineligible. In addition, subtracting a student's family contribution from partial costs to determine eligibility for
subsidized loans reduces the "notch effect" that simple income limits can create. With an income cap, students
with one dollar less than the limit may participate fully in the program, while those with one dollar more would not
be eligible at all, i.e., a notch effect exists at the dollar limit. Under the approach suggested here, one more dollar
in family contribution simply would mean the student is eligible for a dollar less in subsidized loans.

Students whose family contribution and other aid are less than their partial costs of attendance would still be
eligible for the in-school interest subsidy. Students whose family contribution exceeded the partial cost
calculation would be ineligible for subsidized loans, but could still borrow in the federal unsubsidized loan
programs. In a time of more limited federal resources, targeting subsidies to those students with lower family
incomes regardless of where they go to school and providing unsubsidized loans to meet the cash flow needs of
students from families of more substantial means seems far more appropriate than the current policy of providing
better-off students with expensive federal subsidies throughout their educational careers.

The important point here is that policymakers ought to decide how far up the income scale they want to
provide subsidies, rather than have the limit on who receives the subsidy be a consequence of how much an
institution charges, as is currently the case in the federal loan programs. If properly structured, partial cost
reimbursement could reduce whatever incentive exists for higher-priced institutions to increase their tuitions,
since students with family incomes above the cap would no longer find their eligibility for subsidized loans increase
as tuitions rise.

A partial cost approach could lead to lower federal subsidy costs, but that need not be its underlying purpose.
Limits on the amount of subsidy that higher income students receive also could be used to increase subsidized loan
limits for students from lower income families. If that were the case, the result of adopting a partial cost approach
would be a redistribution of subsidies rather than an overall reduction in federal expenditures for student loans.
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Some will argue that if federal loan policies in the future meet only a proportion of tuitions and other charges,
many institutions could respond by raising their prices still further to generate more discounts for students whose
eligibility to borrow had been reduced. But most institutions in the past could not have offset federal grant
decreases through higher discounts if federal loans had not been available to pick up much of the newly created
need. If loan eligibility is what is being reduced in this case, institutions would be hard pressed to raise their prices
to pay for more aid discounting.

We want to emphasize again that under partial cost reimbursement, institutions could charge whatever they
want and there would be no federal role in monitoring their tuitions and other charges. The federal government
simply would stop providing subsidized loans to students with family contributions above a certain level.

Imposing an Annual Limit on Federal Aid. The preceding discussion does not address the question of whether
students who become ineligible for federal in-school interest subsidies under a partial cost reimbursement
approach should be able to participate fully in the federal unsubsidized loan programs, and whether parents should
continue to be able to borrow up to the full costs of attendance in the PLUS program.

The dilemma here is as follows: If what students and parents may borrow in the unsubsidized programs is
limited to the partial costs of attendance, then many current students and their families will simply not be able to
borrow enough through the federal loan programs to attend the institution of their choice. On the other hand, if
students can borrow unsubsidized loans up to the total costs of attendance, then nothing will have been done
about the issue of college costs and federal loans. Whatever link between college tuitions and federal loans may
now exist will simply shift over to the unsubsidized federal loan programs, with lower federal expenditures for
student loans but higher borrowing costs for many students.

One solution to this dilemma would be for the federal government to limit how much federal aid students can
receive annually, including through the various unsubsidized programs. Each of the federal student aid programs
has limits on how much students can receive, but there is no limit on the total amount of federal aid theycan
receive, either annually or over the course of their education. As a result, rising college tuitions and other charges
often are financed through a progression of federal student aid programs. Campus-based aid is added to Pell
Grants, subsidized loans are added to the campus-based programs, unsubsidized student loans and PLUS loans are
added to the subsidized loan amounts. The total amount of federal aid through the Title IV programs sums up to
well in excess of $15,000 for undergraduates and more than $20,000 for students in graduate and professional
school fields of study.4 While few students receive this much in federal aid, adding one federal program on top of
another with no sense of an overall limit increases the potential link between college costs and federal aid.

The lack of an overall annual limit on federal aid also contributes to concerns about the fragmentation of the
student aid delivery system and an overall lack of coherence in federal policies. If one were to ask how much
federal aid a student can receive, few people could answer that question, because an overall figure never appears
in the legislation or in federal student aid documentation. Students and their families do not know how much
federal aid is available, because the information is never provided. In addition, the absence of an overall limit
means no tradeoff exists among federal aid programs. What students receive in grants typically does not affect
how much they or their parents can borrow.

Placing a limit on total annual federal aid would build on the proposal for a Student Total Education Package
(STEP), the keystone of the 1993 report of the National Commission on Responsibilities for Financing Postsecondary
Education. The STEP proposal principally was made to increase awareness about the availability of federal aid
and to generate support for more funding of federal aid. But such an approach also could help to reduce the
potential link between college tuition costs and federal student aid programs by removing total costs of attendance
from of the student aid equation. Imposing an overall limit on how much federal aid students may receive would
have another important favorable consequence. It would introduce greater policy coherence into the federal
student aid structure by establishing a relationship among the various federal programs.

4These figures do not include veterans' education benefits and other specialized forms of aid, such as scholarships and fellowship programs provided
under Title IX of the Higher Education Act. Nor do they include health professional loans and other specialized loan programs not authorized by the
Higher Education Act.
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PERFORMANCE-BASED REGULATORY RELIEF

Colleges and universities, like any other organizations in our society, are obligated to comply with a broad range of
federal and state laws and regulations. As issues in our society have become increasingly complex, the breadth of
laws and regulations with which higher education institutions must comply has similarly grown.

For colleges and universities, these laws and regulations govern the safety of their workers, the security of their
students, and the environmental hazards created in their laboratories. Many higher education officials believe
that compliance with federal and state laws and regulations has contributed greatly to increased costs and
consequently to the tuitions charged. Some have estimated that as much as ten percent or more of total
expenditures at their institutions go toward providing the necessary information to dozens of federal and state
agencies.

These concerns are not new, however. The American Council on Education, for example, issued a report in
1976 on the costs of federally mandated social programs at colleges and universities. That report suggested that
while the compliance costs to individual institutions were smallless than 5 percent of operating budgetsthey
were growing much faster than instructional costs or total revenues. Interestingly, the highest cost item identified
in the 1976 report was the payment of social security taxes. The belief that federal laws and regulations are adding
to the costs of higher education has not abated in the intervening two decades, although environmental
regulations are now a more likely target of criticism of excess regulations. Few college officials would now mention
social security taxes as a burdensome regulation.

With regard to the federal student aid programs, the prevailing philosophy in both statute and regulation has
been to have all institutions comply with the same set of rules and reporting requirements. To participate, all
institutions must comply with uniform requirements, including maintaining a default rate in the student loan
programs below certain specified levels, meeting certain minimum financial requirements, being accredited by a
recognized accrediting agency, and providing annual audits and other information as required by the Higher
Education Act and related regulations. In the existing regulatory structure, little or no distinction is made based
on how well institutions administer the federal aid programs. Institutions with low default rates and well-run aid
offices are subject to the same reporting requirements as institutions with high default rates and understaffed or
nonexistent financial aid offices.

The Clinton Administration has proposed moving away from this traditional philosophy. It advocates instead
the development of a system in which institutions determined to have done a good job in administering the federal
student aid programs would be subject to less intensive regulatory and reporting requirements than those
institutions that have not performed as well. The Administration's proposal was prompted in part by comments
it had received from a number of college officials who argue that their institutions are doing a good job
administering the programs and that they should not be subject to the same rules and regulations as institutions
with an inferior track record.

The Administration sponsored a set of discussions in 1995 and 1996 on a preliminary proposal of performance-
based deregulation and invited formal written responses from interested parties. While there was considerable
interest on the part of many college and university officials in pursuing the notion of performance-based
deregulation, the response from much of the higher education community, as represented by their associations,
was lukewarm at best. Representatives of at least several of the associations suggested instead that broad-based
deregulation was a more appropriate approach to the issue of overegulation in higher education than deregulation
based on the performance of institutions. In the heated environment preceding the 1996 presidential campaign
and election, the Administration chose to postpone deliberations on its proposal.

The notion of differentiating regulatory and reporting requirements on the basis of how well institutions are
administering the federal student aid programs remains a good idea, however, and one worth further exploration
and debate. A performance-based deregulation approach would appropriately reward institutions that demon-
strate they are doing a good job administering the federal student aid programs. It also would allow federal
regulators to target their limited resources for enforcement on those institutions that are not meeting minimal
standards in administering the federal student aid programs.
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U.S. higher education may be the envy of the world, but, as for many industries before it, the time has come for
restructuring.

TOPICS TO BE COVERED

1. Institutional market segments and competition
2. Educational quality (root cause of the cost problem; hopefully part of the solution)
3. Price in relation to cost (the demand side of the cost equation)
4. Cost drivers (the supply side)
5. Policy implications

SEGMENTATION AND COMPETITION

1. Carnegie classifications: oriented toward mission and resources: may encourage mission creep; becom-
ing obsolete.

2. Two new schemes are being developed, both market oriented. (The following represents my own charac-
terization of materials not yet published.)

3. NCPI (Zemsky): brand name, mass providers, convenience (defined statistically using publicly available
data; correlates with popular indices):

brand name (includes medallion and super-medallion as subsegments): institutions whose selectivity
gives them market power; they cater mostly to traditional students and have high graduation rates,
traditional academic values;
center of the market: non-selective institutions that cater to a mix of traditional and non-traditional
students; they have much less market power, but fairly traditional academic values;
convenience/user friendly (includes super convenience): non-selective institutions that cater mostly to
non-traditional and part-time students; their values may be more in line with the business "quality
culture" than academe; emergent segment with growing market power as evidenced by recent price
increases.

*These remarks are the sole responsibility of the author. They do not necessarily represent the views of NCPI, its sponsor (the Department of
Education's Office of Education Research and Improvement), or Stanford University. These speaking notes have been edited slightly after the session
to incorporate new information and respond to certain points made at the meeting.
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4. Rand (Goldman): prestige educational] reputation (based on case studies):
prestige: institutions that compete on the basis of visibility and image, usually based on faculty re-
search; durable market power rooted in traditional academic values;
prestige-seeking: institutions that aspire to prestige-based market power and that are pursuing a strat-
egy for achieving it; traditional academic values but less market power;
[educational] reputation: institutions that are attempting to build a market franchise by catering to
student needs; market power depends on continuing to deliver quality that can be identified by cus-
tomers; "quality culture" rather than traditional academic values.

5. The NCPI and Rand segments are similar at the extremes. The common points are:
Prestige (brand name, especially medallion) confers the greatest market power and attendant benefits
for pricing and institutional autonomythough recent data shows some restraint in their exercise of
pricing power.

The prestige system stems partly from centuries of academic history and partly from the difficulty of
measuring educational as opposed to research quality (research is used as a surrogate for educa-
tional quality).
Prestige also confers credentialing and networking benefits; though not necessarily related to de-
livered educational quality, they do provide tangible advantages (for example, medallion graduates
are much more likely to go to graduate and professional schools).
This is an elite system: the benefits of prestige for both institutions and students depend on its
scarcity value.

It would be a mistake to restructure policy solely in response to the image presented by the prestige
schools.

They represent only a small fraction of institutional and student numbers.
They rely heavily on gifts, endowments, and grants and contracts.
They are the most impervious to change.
It's not obvious that they should in fact change dramatically.
They safeguard an important academic, cultural, and artistic heritage that should be preserved.
Most have done a good job in using financial aid and outreach mechanisms to achieve diversity.
They represent the largest and best part of the nation's academic research capacity.

The prestige-seeking schools represent a much larger and a more problematic segment.
Rand concludes that prestige-seeking behavior represents a high-riskinstitutional strategy and that
it may not further national goals.
My research on the academic ratchet (see below) shows that prestige-seeking is both dysfunctional
and widespread.
One can view prestige-seeking behavior either as an effort to force-fit elite academic values to a
massified system or to escape from massification.
Converting the pursuit of traditional prestige measures (by schools not now in the high-prestige
category) to pursuit of well-grounded educational-delivery reputations should become a public
policy goal.

This will require changing the "winning conditions" for both institutions and students: from "have
versus have-not" to "have this or have that."

QUALITY

1. The traditional model of educational quality (based on centuries of experience, mostly in elite systems):
For students, education is a "journey of inquiry," aided by faculty content experts and mentors but
fundamentally the student's responsibility.
The process of teaching and learning is a "black box": effective teaching is an art and not a very
fruitful subject for inquiry, training, or systematic improvement.
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Good teaching depends on research and scholarship: in fact, improvements in research and scholar-
ship will improve teaching more or less automatically.

2. Massification of education and growth of research funding have undermined the traditional model:
Student bodies are less homogeneous, less like faculty; traditional academic values are less relevant to
these students.
Faculty seek leverage to spend time on research; they want doctoral students who can help in re-
search and teaching.
Sponsored research amplifies the need for leverage.

3. An alternative, emergent, view of higher education is rooted in the kinds of quality principles that have
been applied by business in response to foreign competition.

Education should be customer (client) oriented, process focused, and data driven.
Quality should be defined empirically as fitness for use, not in terms of academic disciplines or abstract
principles.
Education should be viewed as an end-to-end process, encompassing all parts of the curriculum plus
support services, not as a series of unconnected courses and experiences ("silos").
The result should respond to individual needs more effectively than the traditional model as currently
applied in most institutions ("mass customization").
Implementation should be subject to strong quality assurance processes which operate at both the
design and delivery stages of education.
Continuous improvement should be an overriding priority for all educational processes ("good enough
isn't").

4. The U. S. lags the international community in the development and deployment of modern
educational quality assurance and improvement methods.

Though the problems are difficult and the methods controversial, significant progress is being made
in the UK, The Netherlands, Denmark, Sweden, Hong Kong, Australia, New Zealand, and other
countries.
These initiatives are hardly known in the U.S.
Few U.S. entities take part in the International Network of Quality Assurance Agencies in Higher
Education (INQAAHE), for example.

COST AND PRICE

1. Bowen's law: "universities will raise all the money they can and spend all the money they raise" ("raising
money" means generating funds from all possible sources, not just from gifts). Bowen's law follows
directly from the economic theory of non-profit entities.

Bowen's law is reinforced by the accreditation agencies, especially when they focus on inputs rather
than outputs or process. (The subject-specific agencies tend to apply the strongest spending pres-
sure.)

There is no mystery about how institutions can contain or even cut costs: the job is painful but it can
be done. The real question is whether, and how, costs can be cut of contained without sacrificing
quality.

2. All institutions are constrained by markets (and political/PR factors); the stronger the market forces the
less the effect of cost-rise pressure (see below).

Many private institutions are discounting tuition heavily through financial aid ("dialing for dollars"):
for many, the marginal net revenue achieved from tuition increases is less than 50% or even one-
third; the situation is similar to hospital pricing and net revenue during the 1980s.
Financial aid expenditures surely help drive tuition increases, though the relationship is difficult to
prove statistically (institutional resource allocation is a zero-sum game).
Medallion institutions are less constrained; tuition's continue rise because of these schools' market
power.
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Endowment and gift support don't seem to make much of a difference in tuition levels for individual
institutions:

institutions price according to the market and use endowment payout and gifts as discretionary
revenue;
the impact of endowment and gifts on the overall tuition market is not known.

Convenience institutions tend to price their services as commodities, depending on marginal cost and
competition; financial aid discounting isn't much of a factor.

3. Cross-subsidies are a way of life in colleges and universities.
Cross subsidies represent the ascendancy of institutional values over market forces

for example, in the relative importance of different fields, of different student groups, of teaching
versus researchand sometimes in the support of internal stakeholders.

They are a necessary and desirable attribute of not-for-profit organizationsentities that reinvest to
further their mission rather than distributing profits to external stakeholders.
I may disagree with your choices but I will defend your right to make them.

Eliminate cross subsidies and one has the equivalent of a profit-making enterprise (this is a provable
theorem in economics).

4. Price and cost are often used as surrogates for quality.
Quality is hard to measure; price and cost are easy are well known.
Given conventional approaches to education, there is a positive correlation between cost and quality.

However, the correlation breaks down at high expenditure levelsthe question becomes, "what do
institutions do with the money they collect?"
Because the conventional approaches to education are giving way to new processes and technologies,
the correlation between cost an quality will be even smaller in the future than today.

5. What do institution do with "excess revenue"? According to the Rand study and my own research:
Prestige institutions spend the money on salaries and perquisites (especially for faculty), faculty re-
search, and lavish campuses and amenities.

Many of these expenditures are driven by external market factorsthey are seen as required in
order to maintain prestige status.
These market forces are especially powerful for faculty salaries and research support ("it takes a
generation to build a great department but you can destroy one in a year or two").
Because support levels are seen as "property rights" by faculty, restructurings and reallocations are
especially difficult for these institutionshence improvements are achieved mostly by adding cost
to the existing base.
However, administrative salaries and perquisites (including those of presidents and chancellors)
usually are scrutinized and disciplined by the faculty as well as be external stakeholders.

On balance, the pursuit of prestige for its own sake produces a vicious circle of cost escalation.
Prestige-seeking institutions invest in infrastructure and activities aimed at improving prestige.

Research usually is the operative investment goal.
Salaries and perquisites are selective, not as property rights.
The investments are increasingly at high riskthere is no guarantee that they will produce the
market power associated with prestige.

[Educational] reputation institutions invest in activities that enhance educational quality.
They spend heavily on quality assurance and improvement processes, for example.
They support research mainly when it offers an identifiable educational payoff.

The pursuit of demonstrable educational process and outcome quality produces a virtuous circle which tends
to generate better value for money.

6. Up to now I've dealt mainly with the demand side of the pricing equation. Because the cost side also
exerts a strong effect, we turn now to the matter of cost drivers.
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The cost drivers affect all institutions, but the effects are larger for institutions with greater pricing
discretion.
There are important interactions between the cost drivers and the aforementioned demand-side ef-
fects.

COST DRIVERS

1. The cost disease (Baumol): what happens to labor intensive industries with stagnant productivity.
Unit labor costs rise faster than inflation because of economy-wide productivity gains.
This translates to higher prices unless output per hour can be increased ("the live string quartet, the
barber").

2. The administrative lattice: the tendency for administrative and support structures to replicate themselves
because of their own internal dynamics.

Why the lattice replicates:
"needs" that are perceived as unbounded
function lust
risk aversion
organizational incentive structures (e.g., power, promotion)

Institutions should place strict limits on the growth of administrative and support cost or on such cost
as a percentage of total expenditures. These limits:

force tradeoffs that halt growth of the lattice;
trigger major reengineering that can roll back the lattice without loss of quality.

3. Regulation and litigation: the effect of external legal forces.
Anecdotal evidence demonstrates that responding to regulation and the threat of litigation can drive
up costsespecially when such responses interact with the lattice forces;
Because of confounding with the lattice forces, it appears impossible to identify the full cost of regu-
lation and litigation statistically.
The combined effect can be documented.
Case studies might disentangle the causality to some extent.
Devolving authority while improving after-the-fact accountability for processes and outcomes usually
represents the best policy strategy.

Examples include outcomes sampling and process review.
NACUBO can provide good examples on the business side; foreign experience can provide them
on the academic side.

4. The academic ratchet: the process by which institutionally funded faculty research grows over time, often
at the expense of educational quality. This surely the largest driver of costs in many institutions.

Intrinsic and extrinsic incentives drive faculty toward research, away from teaching.
The faculty marketplace pays off on research, not teaching.
Promotion, salaries, and internal prestige favor research.
PhDs are trained and socialized for research, not teaching.
Faculty receive big "bonuses" (summer salary support) and perquisites by winning sponsored re-
search awards.

Therefore, faculty tend to "satisfice" their teaching, maximize their research.
The standard for teaching quality may be quite high, but research becomes dominant once the
threshold is reached.
The pressures for research erode teaching quality standards over time; this reduces the satisficing
threshold.
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Research pressures also reduce teaching load norms and increase the demand for support services
to leverage faculty timeboth add cost and reduce quality;
The satisficing process also applies to collegial processes ("hollowed collegiality"); this under-
mines the institution's adaptive ability.
These processes work only one wayhence the "ratchet" metaphor.

The unrelenting pressure to do research also:
produces, in many fields, a glut of work that has little real value despite the fact of publication
("papers no one reads", "journals created to serve the needs of authors rather than readers");
drives institutions to over-produce PhDs;
makes it more difficult for institutions to mount effective educational quality improvement and
assurance processes based on modern quality principles.

Research can be a mixed blessing, especially for institutions outside the top tier of research quality.
Research can shift large amounts of faculty time and attention away from educationally-related
tasks;

The reduction in time on task can more than offset the gains provided by research (Nerlov's comple-
mentarily-substitution model).
The costs of research may well be passed on to students, especially if the bid for prestige is less than
fully successful.

5. Information technology
IT will revolutionize post-secondary education, although it may take some time to overcome cultural
barriers.
Information technology is driving up costs at the present time.

Institutions are investing heavily in IT infrastructure and running conventional teaching and learning
processes in parallel with new ones ("institutions are becoming labor and capital intensive").

IT innovation proceeds in three phases:
personal productivity aids;
enrichment add-ins;
paradigm shifts.

Only the last can save money. (The first two enhance quality but cost more.)
In the long run, IT will move postsecondary education from a handicraft industry to a process-ori-
ented and more capital intensive one.
IT will offer economies of scale and increase the ratio of fixed to variable cost, and these will change
the nature of competition.
IT will broaden faculty responsibilities to include process design and management as well as content
expertise.
IT, and the competitive changes that will come with it, will break down traditional academic view-
points and stimulate the adoption of modern quality principles.

POLICY IMPLICATIONS

1. Regulation can't solve either the cost problem or the quality problem.
To regulate price, one would have to have widely applicable quality norms and also regulate financial
aid.

No such are available or likely to become available.
Price regulation is a blunt instrument in any case; the market can be more effective.
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To regulate cross subsidies would be bad in principle and impossible in practice.
Not-for-profit entities should be allowed to balance values and market forces.
The data needed to track the cost of individual activities aren't available or likely to become avail-
able.

Some states have tried to regulate teaching loads, but this is a poor solution because:
there are too many legitimate reasons for exceptions and ways to recast the data;
information technology is making conventional contact hour measures irrelevant.

Requiring detailed teaching quality assessment reports hasn't worked at the state level or abroad, and
it would be a disaster at the federal level.

Efforts to produce valid and universally applicable quality measures have not succeeded.
Complexity and the need for judgment require that, to be effective, assessment must be done
locally as part of an improvement culturenot a compliance culture. However, assessment is
possible at the local level for local purposes.
Requiring detailed regulatory reports and second-guessing institutional quality judgments would
destroy the conditions necessary for effective assessment at the local level.
Experience shows that institutions can and do spin the data anyway.

"Quality has to be built from the ground up, you can't inspect it in at the end."
2. In my view, the best hope for containing cost while maintaining or enhancing quality is to discredit the

idea that classical prestige is the highest and best goal for most colleges and universities. Instead, the
goal should be to provide the best possible educational value for money.

Changing the goal structure will require provision of an attractive alternative aspiration set while
making pursuit of the traditional set more costly and problematic.
The limited experience to date suggests that institutions and faculty who learn to apply modern
quality principles and paradigm-changing technology enjoy high demand for their services and high
intrinsic satisfaction.

Such work requires strong disciplinary or similar content knowledge as well as process knowl-
edgeit is not "AV 101."
Results can be reviewed for quality and disseminated via publication or other media.

The federal government has limited power to affect such changes. However, we should not underes-
timate the influence of governmentand this Commissionin framing the terms of the public dia-
log, providing information, and promulgating incentives.
These are long-term solutions. Given the strength of the demand- and supply-side cost drivers, and
the entrenched interests that support them, it may be impossible to find a quick-acting solution. So
far there seems to be no magic bullet.

3. More specifically, the federal government might adopt the following strategy.
Encourage institutions in the middle segments to compete on the basis of educational quality reputa-
tion.

These are the prestige-seekers, the non-medallion name brand and mass- provider institutions.
Their efforts to gain the market power that goes with conventional measures of prestige are socially
dysfunctional and not likely to succeed in any case.

Provide incentives and, where possible, infrastructure for developing and disclosing meaningful edu-
cation-quality dataa "truth in education" program.
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Where possible, reduce the rewards associated with the conventional prestige measures and increase
those associated with educational value for money.
Let the market operate.

4. A program to implement the strategy might include these elements.
Use federal influence to make educational quality assurance and improvement processes a central theme
of:

accreditationinstitutions without effective processes should be denied full accreditation and the
reasons for this should be made public;
state oversight of public institutionsstates should take the lead in developing effective review
processes and the results of these reviews should inform their institutional funding decisions.

Task the Department of Education and other appropriate federal agencies to:
embed the development and dissemination of educational quality assurance and improvement
methods as a major priority;
encourage benchmarking by individual institutions of process improvement and output-quality
assessments in both the educational and support areas (the American Productivity and Quality
Center is working with a number of entities to further this goal);
develop and disseminate survey information about the utilization of these methods by individual
institutions and groups of institutions;
extend the Baldrige awards to colleges and universities on a permanent basis.

Progress in these areas will enhance the market's ability to detect and reward educational value for
money, and thus drive institutions toward containing costs while improving quality.

In addition, the federal government should:
limit the rewards of prestige-seekers by strengthening barriers to entry into the sponsored research
"market;
encourage concentration and size-limitation of research-oriented doctoral programs in most fields;
stimulate the development of new educational-process oriented doctoral programs that would
combine disciplinary training with work on quality processes and technology applications;
support the use of paradigm-shifting educational information technology applications, on-campus
as well as for distance learning, wherever possible.

*NCPI currently is doing research on educational quality assurance and improvement. 1 0 1
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INTRODUCTION

Two of the issues being addressed by the Commission involve assessing the impact of institutional aid and
discounting on tuition and the impact of student financial aid programs on tuition. These issues are conceptually
linked and we treat them in this manner in this paper.

Even though increases in tuition are caused by numerous factors, one "prime suspect" is the growth in student
financial aid. The argument is sometimes made that the additional resources made available by these programs
are "appropriated" by universities and colleges in the form of higher tuition. Another "prime suspect" is
institutional aid, most frequently offered in the form of tuition discounts and fee waivers. It is sometimes argued
that tuition is increased to help fund this internal source of student financial assistance.

After briefly reviewing what the literature says about these two issues, we examine the role of internal and
external sources of student financial aid in the wider context of the cost of higher education cost and its
affordability, as well as the narrower context of what impact they have on tuition. A rigorous analysis of these
issues must be guided by a proper understanding of the underlying processes and causal mechanisms. For this
reason, we first present and describe, at a conceptual level, a simplified view of the social determination of higher
education cost and its affordability. Also, we examine recent empirically based analyses of these issues and
conclude that the technical methods used to assess them seem inappropriate. Consequently, their findings may be
unreliable. We end by discussing some alternative approaches to analyzing these issues, and sketch out a research
design that uses one of them.

TUITION AND AID

Various theories have been used as a basic framework for analyzing trends in the cost of higher education. In 1980,
Bowen promulgated what became known as the revenue theory of higher education cost.' Briefly stated, this
theory contends the dominant goals of an institution consist of seeking excellence, prestige, and influence, in a
quest to attract students, research dollars, grants, gifts, and faculty. In seeking to reach these goals, it is argued
that there is no limit on the amount of money instutions could spend. Hence, each institution will try to raise all
the money it can, and will spend all it can raise. According to this theory, institutions raise tuition to support their
spending habits, which are conditioned by the goals they seek. In the market theory, expounded by Getz and
Siegfried, the intensely competitive nature of the market for higher education explains why expenditures
increase.' According to this theory, market conditions influence tuition to rise.

Observers of the higher education sector offer many arguments to explain the substantial increase in tuition
that has been occurring. Generally, these arguments fall inside one of these frameworks. Hauptman, for example,
argues that the increased availability of student aid, particularly federal student loans, makes it easier for
institutions to raise tuition charges and other costs of attendance.' St. John, on the other hand, contends that
competitive pressures have produced incremental increases in educational expenditures and this has convinced
many institutions to raise tuition.' Others, such as Reynolds, note that private universities and colleges, and

1 Bowen, H.R. "The Cost of Higher Education." Jossey-Bass. 1980.

2 Getz, M. & Siegfried, J.J. "Cost and Productivity in American Colleges and Universities." In, Economic Challenges in Higher Education, edited by
Charles T. Clotfelter, et. al. University of Chicago Press. Chicago. 1991.

3 Hauptman, A.M. "The College Tuition Spiral." Report to the College Board and the American Council on Education. Washington, D.C. 1990.

4 St. John, E.P. "Prices, Productivity, and Investment." The George Washington University. Washington, D.C. 1994.
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public institutions more recently, have increased tuition and reallocated tuition revenue to maintain enrollment
and maximize their overall tuition revenue base.'

The literature articulates many potential reasons for the increasing cost of higher educationchanges in
federal financial aid and institutional aid being among them. However, the literature has failed in one important
waymany of the perceived linkages are suspect, including the effect of expenditures on tuition, the effect of
revenue on expenditure, the effect of institutional aid on tuition, and the effect of federal student aid on tuition.
Without doubt, correlations appear to exist; but probably not the direct causal links claimed in much of the
literature. However, merely demonstrating that a correlation exists provides a fragile basis on which to formulate
policy.

The issue of increasing tuition invariably gets analyzed as an economic issue, even though it probably should be
addressed as much in sociological terms as economic ones. Consequently, empirical studies of tuition changes
adopt a rather limited view or treatment of the subject. Also, economists tend to focus on only one set of
behaviors at a time. Most of the literature deals predominately with the effects of tuition increases on changes in
enrollments only in the context of student behavior. A smaller part deals with changes in tuition in the context
of institutional behavior (e.g., price setting).

EMPIRICAL ASSESSMENTS OF THE IMPACT OF FINANCIAL AID ON TUITION

In their studies, McPherson and Shapiro used econometric regression models to examine the interactions among
federal assistance, tuition, institutional aid and other key variables.' A Coopers & Lybrand, LLP report, relying on
the McPherson and Shapiro analytical framework, but using more recent data, re-examined these interactions in
a study sponsored by the American Council on Education.'

The main findings of the McPherson and Shapiro studies were that:

Increases in federal student assistance did not have an impact on tuition levels at private four-year colleges
and universities.

Institutional aid appeared to increase as a consequence of greater federal assistance for students enrolled at
these colleges.

Tuition at public four-year institutions did appear to increase as a result of increased federal assistance for
students (but not at public two-year institutions).

Using only the subsidy element of the federal loan programs,' the Coopers & Lybrand, LLP report examined the
effect of changes in these programs on tuition changes and changes in institutional aid among higher education
institutions. Their key findings (based on 90 percent level of significance) related to private four-year institutions
only were that:

Federal grant aid has the effect of reducing tuition levels.'
Increases in institutional aid accompanied substantial increases in tuition.i°
Federal aid is not treated as a substitute for institutional aid."
Increases in state and local appropriations were associated with increases in institutional aid.
A proportion (15 percent) of tuition increases are earmarked for student assistance.
Colleges with large endowments provide very slightly more institutional aid than those with modest
endowments.

Rapid enrollment growth was associated with raising tuition more and smaller increases in institutional aid.

5 Reynolds, A. "The Real Cost of Higher Education, Who Should Pay It and How." Paper submittedto the National Commission on the Cost of Higher
Education. Washington, D.C. 1997.
6 See for example, Keeping College Affordable, Brooking Institution, 1992; Paying the Piper: Productivity, Incentives, and Financing U.S. Higher Education,
University of Michigan, 1993; and Does Student Aid Affect College Enrollment? New Evidence on a Persistent Controversy, American Economic Review,
March 1991.
7 Coopers & Lybrand, LLP. The Impact of Federal Student Assistance on College Tuition Levels. September 1997, Washington, D.C.
8 Assumed to be 28 percent of aggregate volume.
9 However, in real terms, grants barely increased in the period analyzed (1989-90 to 1994-95), therefore, the effect on reduced tuition was
minimal.
10 The authors of the report hypothesized that colleges were compensating for the lack of growth in federal grant aid.
11 In fact the opposite occurred. Every dollar increase in federal grant aid appeared to induce an 18 cents increase in institutional aid.
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CRITIQUE OF REGRESSION BASED STUDIES

McPherson and Shapiro hypothesized the effects that various factors would have on tuition based on an
articulation of the underlying theory of the causal mechanisms. However, all the effects hypothesized were tested
in a single equation regression model. Moreover, the same model was applied to both public and private
institutions despite the strong possibility that their institutional behaviors are different, not least because these
two groups deal with different constraints.

Despite some similarities, the findings of the McPherson and Shapiro and the Coopers & Lybrand, LLP studies
are sometimes inconsistent and contradictory. For example, McPherson and Shapiro found that federal student
assistance failed to have an impact on tuition at private four-year institutions, but did have an impact at public
four-year institutions (but not public two-year institutions). Using more recent data, the Coopers and Lybrand
LLP report could not find evidence to support McPherson's and Shapiro's finding that federal student assistance
resulted in tuition increases at public four-year institutions. In a more recent publication, McPherson and Shapiro
argue that the substantial increases in tuition at public four-year institutions since the mid 1980s will mean far
fewer of them can gain federal student aid revenue by increasing tuition and, therefore, the effect of federal
student aid on public tuition may have been substantially reduced.'2

With regard to the effect of changes in tuition and changes in institutional aid, the Coopers & Lybrand, LLP
model projected that for every dollar increase in tuition at private four-year institutions, 15 cents goes toward
institutional aid compared to 25 cents at public four-year institutions. This finding is contrary to expectation and
what the actual data shows. Tuition discounting and institutional aid availability is greater at private institutions,
and their net retention rate (i.e., gross tuition minus all discounts divided by gross revenue) is about 80 percent,
compared to an average of 85 percent at public institutions.

In both studies, changes in tuition were hypothesized to be a function of changes in federal grant aid, federal
student loans, federal and state grants and contracts, state and local appropriations, and institutional scholarships
and fellowships. Formulated in this way, the models are probably not well specified. For example, while revenue
streams are well represented in the model, cost pressures are entirely ignored. The availability of state student
financial aid programs is ignored also. The model also fails to account for family resources or ability to pay and the
inter-relationship between tuition, student need, and internal and external sources of aid. Finally, the models
specify changes in tuition as a function of changes in federal and institutional aid, but institutional aid itself may
be influenced by the availability of federal aid.

In reality, the cost of higher education and its affordability is determined by the concerted actions or behavior
of several key actors institutions, families and students, governments (federal, state, local), as well as the general
condition of the economy. Moreover, each actor's behavior often affects the others. Thus, many of the
relationships observed are two-way. Findings obtained by analytical methods that fail to recognize all the actors
involved, and the simultaneity of some of the relationships, are likely to be unreliable or misleading.

A SOCIAL DETERMINATION OF THE COST OF HIGHER EDUCATION

To help analyze the issue of tuition and aid, we have developed a simplified diagram to illustrate, at a conceptual
level, the social determination of the cost of higher education and its affordability (exhibit 1). The complex set of
relationships depicted in this exhibit are generated by four actors the external economy, institutions, families
and students, and public administrators who guide the external student financial aid programs. Initially, the
diagram can be explained in terms of the relationships involving each actor, and then by the key linkages that exist
between the different actors.

One set of relationships involves the economic circumstances that result in the severe cost pressures with
which universities and colleges are contending, including the rapidity of technological progress and the surging
demand for highly trained workers. A second set of relationships delineates institutional behavior. For example,
the relative growth in expenditures and revenues will govern the financial condition of higher education
institutions. Another important aspect of institutional behavior concerns the relationships between gross tuition,
net tuition, and institutional aid. The third set of relationships involves students and families. By relating the cost
of college attendance to families' ability to pay these costs, and the availability of financial aid, these relationships

12 McPherson, M.S. & Schapiro, M.O. "The Student Aid Game." Princeton University Press, Princeton. 1998.
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delineate the issue of college affordability. The final set of relationships involves the public administration of the
external financial aid programs. They relate the growth in student need to the availability of student financial
assistance.

There are several key relationships shown in exhibit 1 that directly or (more usually) indirectly establish the
linkages between tuition and aid. These include the effect of:

The economy (or market conditions) Changes in tuition on student need;
on institutional costs; Changes in student need on external

The economy on family resources; on external financial aid;
Changes in family resources on tuition; Changes in student need on internal
Changes in family resources on need; financial aid;
Changes in institutional costs on revenue Institutional aid on tuition;

sources, including tuition; Tuition on institutional aid; and
Changes in revenue sources on tuition; Federal and state aid on tuition.
Federal and state aid on institutional aid;

Clearly, any attempt to analyze the effects of changes in financial assistance (whether provided from external or
institutional sources) on tuition must fully recognize that several other important factors influence the level of
tuition, and that this level is not determined solely on the basis of institutional behavior. Below, we embellish our
conceptual understanding of the forces involved by describing inmore detail the anticipated relationships and the
key linkages that are postulated.

Exhibit 1: The Social Determination of the Cost of Higher Education and Its Affordability
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Institutional Behavior
To at least improve its financial condition, an institution must grow revenues at least as fast as the growth in
expenditures. Historically, institutional expenditures per student have increased not only faster than the general
level of inflation (as measured by the Consumer Price Index) but also faster than even the Higher Education Price
Index (HEPI). To survive and prosper, institutions must respond to market conditions, such as rapid technologi-
cal progress, rapid scientific advancement, increased demand for highly trained and specialized workers, rising
student expectations, maintenance and enhancement of reputation to attract students and staff, etc. As a result,
many institutions constantly are undertaking more activities, improving services, and striving to increase the
quality of students' educational experiences.

The resources needed to respond to market conditions come from both public and private sources. Particularly
at public institutions, the share of revenue from state and local appropriations has been diminishing. If one source
of revenue fails to grow as fast as is needed to keep pace with rising expenditures, the institution can either decline
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to respond to market conditions (with all the risks that entails) or turn its attention to increase some other
revenue source particularly one that has "soft," rather than "hard," constraints." Generally, institutions have
responded to the need for revenues to keep pace with expenditures by increasing tuition and fees. The end result
is that tuition is increasing faster than per student expenditures. More importantly, at least from the consumer's
standpoint, tuition is rising substantially faster than the general level of inflation or the rate of growth in family
incomes.

Family/Borrower Behavior
The disparity between growth in tuition and family income is raising concerns about the affordability of college. If
tuition (and other components of cost of attendance) rise faster than families' ability to pay for college, greater
student need will be created. As a result of expanded need, students will require more financial assistance.
Student need is normally met by a combination of internal (i.e., institutional) and external (i.e., federal and state)
financial aid. Historically, this need has been fulfilled largely through external sources (mostly federal aid) but,
more recently, institutional aid has increased substantially in relative importance.

Financial Assistance External (Public) Sources
Whenever cost of attendance increases faster than the growth in family resources, student need (and, therefore,
the demand for financial aid) will increase. However, some part of this demand may go unsatisfied by external
student aid sources because the flow of financial resources from this source is constrained by program policy
particularly those governing program eligibility and maximum borrowing limits. Program policies sometimes are
changed to increase or decrease the rate of flow of financial aid, rather like adjusting a spigot. However, if the
spigot stays in the same position, in order to maintain the affordability of college, increasing need must be met by
other means. One of these means relies on the institution providing financial assistance from its own resources. If
the institution fails to respond in this way student need will go unmet, with the accompanying danger that
enrollments may decline or stagnate or prospective students may seek more affordable alternatives.

Financial Assistance Internal (Institutional) Sources
The spigot on Federal student aid programs gets adjusted infrequently. Largely because of this, external financial
aid has failed to keep pace with the growth in student need. In these circumstances, a substantial demand for
institutionally funded financial aid is created. Institutions may meet this demand for financial assistance by using
their own resources to offer aid to students, either by direct expenditures (e.g., using income from endowments to
fund scholarships) or through tuition discounts, fee waivers, etc.

McPherson hypotheses that institutions cut back their aid when federal aid programs expand." He further
suggests that when federal aid is falling (in real terms), institutions will increase tuition to provide greater financial
assistance from institutional revenues. Conversely, when federal aid is increasing, the rate of increase in tuition
may slow because expanded student need will be absorbed by government sources of finance. However, to
complicate the issue, greater federal assistance may create the need for additional institutional aid if expanded
federal aid induces more low-income students to enroll. A priori, the direct net effect of increased federal aid on
institutional aid, and its indirect effect on tuition, is uncertain.

The growth in institutional aid that has taken place in recent years appears to have been funded largely through
increases in gross tuition. Nationally, the percentage of gross tuition retained (i.e., tuition retention)'5 has been
falling at private and public universities and colleges since the mid 1980s.16 Currently, the tuition retention rate
is about 80-85 percent of gross tuition revenue. If tuition discounting grows to provide even more institutional

13 In the case of a revenue source such as tuition and fees income, in relation to further tuition increases, the "soft" constraint is "what the market will
bear." The ability to obtain increased revenue from this revenue source is under the institution's direct control and the results are returned quickly.
(However, for public institutions, state legislatures may impose constraints on tuition increases.) For other revenue sources, such as federal grants and
contracts, institutions face "hard" constraints. That is to say, their ability to obtain increased revenue from such sources lies mainly outside the
organization's direct control and results are less immediate.
14 McPherson, M.S. On Assessing the Impact of Federal Student Aid. Education Review, Vol. 7, No. 1, p.82. 1988.
15 The rate of tuition retention is defined as gross revenue from tuition and fees less institutionally funded aid as a percent of gross tuition revenue.
16 National Association of College and University Business Officers. Tuition Discounting: The Impact of Institutionally Funded Financial Aid, p. 18.
Washington, D.C., 1992.
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financial aid, gross tuition must increase at a faster rate than net tuition to avoid reductions in total tuition
revenue.

ALTERNATIVE ANALYTICAL APPROACHES

As was argued earlier, single equation estimation methods are simply not capable of adequately representing the
complex way tuition levels or changes are determined. To properly portray all the paths involved, a system of
interdependent structural equations is needed. In econometric terms, accurate estimates of the determinants of
tuition levels or changes requires a system of simultaneous equations. In simultaneous systems of equations,
variables that are endogenous to the system are determined jointly (as in the real world) rather than sequentially.
Unlike single equation regression models, path models can reveal the different causal relationships within the
system. In addition, this modeling technique can detect both the direct and indirect impact of changes in the
variables being studied and assess the total impact on the system. Path models also are excellent for addressing
"what-if' questions, such as:

What will happen to tuition if there is no further growth in student financial aid?
What will happen to tuition if cost per FTE student is contained?
What will happen if institutions did not offer tuition discounts?
What will happen to tuition if inflation increased more than family incomes?

Proposal for a Causal Analysis
The impact of institutional aid and discounting on tuition costs, and federal student financial aid programs on
tuition costs, has become the focus of much interest in policy circles. Therefore, when trying to model the
relationship between institutional aid, financial aid programs, and tuition costs, a primary concern is the ability of
the model to capture the causal ordering of the process that we are trying to explain. Furthermore, institutional-
level aid and discounting, as well as amounts of state and federal student aid, are themselves responsive to other
factors such as the amount of government appropriations (e.g., state, federal, local) or non-governmental
subsidies received by an institution, in addition to changes in the level of family resources (i.e., students' and
families' ability to pay for college).

Because of the specific causal relationships among the various actors involved in setting tuition costs, we need
to develop a model that not only can make use of the information we have about the existing causal processes, but
also allow us to disentangle any unclear or reciprocal causal effects. Given this goal, we propose using a structural
equation model (SEM). An explanation follows of why we believe SEM is the most appropriate model for the task
at hand.

Advantages of a Structural Equation Model
Traditional single-equation multivariate regression techniques require that the dependent variable of interest be
caused by the independent variables attempting to explain it, but do not ask the researcher to make any
assumptions regarding the causal relationships among the independent variables in the model. While single-
equation techniques are perfectly appropriate when the researcher has no knowledge of the causal interworkings
of his or her independent variables, when something is known about the causal relationships among these
variables, single-equation techniques do not make use of this information during estimation. In other words,
single-equation techniques assume that all of the covariates in a model directly influence the dependent variable.
Yet, in the empirical world, it is more likely that someif not mostof the independent variables in a model are
themselves partly caused by others in the same model. When this is the case, structural equation models are better
suited to estimating the effects of given covariates because they make use of all of the causal information provided
by the researcher, allowing the decomposition of a variable's total effect into direct and indirect effects.

The decomposition of effects is not possible when one uses a single-equation model. Therefore, when using this
technique, the researcher is unable to assess the relative role of each actor within a larger system. Overall,
structural equation models allow a systemic representation of phenomena in which various actors influence a given
outcome through various other actors. Specifically, a central purpose of SEM is to assess the extent to which the
direct effect of a given independent variable on a dependent variable disappears when that variable's effect is
specified as operating indirectly through other independent variables.
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While structural equation models using a cross-sectional design require the researcher to have a well
formulated idea of causal processes before specifying the model, by adopting a longitudinal/panel design, SEM will
allow the exploration of reciprocal causal directions. For example, in a situation in which we are interested not
only in determining whether institutional aid and discounting affects tuition but also whether tuition, in turn,
affects institutional aid, by having data on two time points (i.e., panel data) for each of these variables, we can
model the reciprocal effect by:

Regressing tuition at time 1 on institutional aid at time 1.
(This will provide an estimated effect of institutional aid on tuition.)
Regressing institutional aid at time 2 on both tuition and institutional aid at time 1.
(This will provide an estimated effect of changes in tuition on changes in institutional aid.)

This brief example illustrates how, from a longitudinal structural equation model, we can determine not only
the effect of institutional aid and discounting on tuition, but also the effect of changes in tuition on institutional
aid and discounting.

The Causal Model

As explained previously, various actors interact in a web of causal relationships that help determine thecost of
higher education. In this section, we describe the specific causal model that we propose to use to estimate each
actor's relative role in affecting the amount of institutional aid and discounting available, as well as tuition costs.

Exhibits 2 and 3 present the conceptual causal model of the relationship between institutional aid, student
financial programs, and tuition costs. Exhibit 2 is a cross-sectional model in which tuition is being determined by
all of the actors preceding it. Exhibit 3 represents the longitudinal model that will estimate the effect of change in
tuition on subsequent institutional aid and discounting.

Starting to the left of the models, each conceptual variableindicated by a box with a one-way arrow coming
into itis assumed to be caused by the variable from which the arrow originated. Each set of connected arrows
constitutes a path, hence the name "path model" for some structural equations model.

As mentioned earlier, a major advantage of structural equation models is the ability to decompose the total
effect of a given variable, with the underlying theory being that the effect of a variable that is causally prior to
another one on a given dependent variable should be largely explained through its indirect rather than direct effect.
Thus a major goal of our model will be to test the extent to which the direct effect of a given variable becomes
statistically insignificant as a result of operating through another variable. To illustrate, looking at Exhibit A, we
can see that we hypothesize a direct relationship between family resources and tuition (indicated by an arrow
directly linking these two variables). Yet, we also specify that the effect of family resources on tuition works

Exhibit 2: Cross-Sectional Causal Model of The Cost of Higher Education
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Exhibit 3: Longitudinal Causal Model of The Cost of Higher Education
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indirectly through institutional aid and discounting, as well as through state and federal student aid. In other
words, our model hypothesizes that the amount of family resources available will affect the amount of state and
federal student aid required by students, which in turn will affect tuition. We also hypothesize that family
resources will affect the amount of institutional aid and discounting available, which in turn will affect tuition.
Finally, we also hypothesize that family resources will have an additional direct effect on tuition costs that is not
explained through state and federal student aid or through institutional aid and discounting.

A structural equation model will estimate the extent to which the hypothesized direct effect between family
resources and tuition disappears as a result of operating through the other two paths (i.e., through state and
federal student aid and through institutional aid and discounting). Furthermore, a structural equation model will
estimate whether the effect of family resources on tuition is stronger through state and federal student aid than
through institutional aid and discounting, or vice versa. Overall, a structural equation model is a powerful tool to
assess the relative direct and indirect effects of various actors on the cost of higher education.

Exhibit 3 illustrates another advantage of our proposed model, namely, sorting out the hypothesized reciprocal
causal relationship between institutional aid and discounting and tuition. By adopting a longitudinal model, we
can readily assess the relationship between institutional aid and discounting and tuition costs as a reciprocal
causal relationship in which institutional aid affects tuition at time 1, and whether this change in tuition in turn
affects institutional aid at time 2. Our model will estimate the magnitude of the effects of institutional aid on
tuition, and tuition on subsequent institutional aid; thus allowing us to gauge which relationship is stronger.

Modeling Different Groups of Institutions
Because past research suggests that different types of institutions react to actors' inputs differently (e.g., market
forces do not affect public and private institutional cost pressures in the same way), we will estimate our proposed
model of the cost of higher education separately for institutions we believe are substantially different. For
example, it will make little sense to estimate the cost of higher education by including two-year colleges and
Research I universities in the same model. Of specific interest for our purposes are the differences among public
and private institutions, as well as differences among types of institutions as indicated by Carnegie classification
(e.g., Research, Doctorate, Masters, and Baccalaureate). Unfortunately, our ability to carry out analyses on
separate groups will be limited by the number of degrees of freedom available to carry out robust statistical
analyses. For example, since there are only about 100 or so Research I institutions, we do not expect to be able to
carry out analyses on that subgroup given the proposed number of independent variables in the model.

A Note on Model Estimation
Exhibits 2 and 3 are simply conceptual representations of the actual causal model. In fact, most of the variables
identified by a box represent concepts that are indicated by several indicators (i.e., factors). For example, the
concept of "non-governmental subsidies" is actually a latent factor that is made up of several measured variables
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such as the alumni or corporate giving rate. In other words, most concepts in our model are actually common
factors or latent variables captured by multiple indicators. This means that the structural equation model that will
be used to estimate the cost of higher education will be what is known as a latent variables model in which factors
(i.e., the boxed "concepts" in Exhibits 2 and 3) are made up of multiple indicators.

CONCLUSION

Stemming from dissatisfaction with extant technical approaches, this paper has presented a proposal for a causal
model of the cost of higher education that will be better able to answer two central questions of interest to policy
makers:

To what extent increases in institutional aid and discounting have affected tuition increases; and
To what extent student financial aid programs have contributed to changes in tuition.

We argued above that these questions couldn't be properly answered without developing an overall causal
model of the cost of higher education and without properly identifying all of the crucial actors involved in
influencing this cost. Because we are interested in explaining and illuminating causal processes and have a strong
theoretically based belief that the various actors operate within a larger system of interdependent relationships, we
believe that the most appropriate way to model these systemic relationships is by estimating a latent variables
structural equation model. This type of model will allow us to decompose each actor's relative influence on the
overall cost of higher education. Not only will a structural equation model allow us to identify the extent to which
an actor's influence is mitigated through another actor but, by adopting a longitudinal approach, we should be able
to clarify the causal relationship between institutional aid and discounting and tuition costs.
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The Real Cost of Higher Education, Who
Should Pay It and How?

Alan Reynolds
Director of Economic Research, Hudson Institute

Widely repeated generalizations about the cost of higher education have already provoked hasty enactment of a
federal tax credit, as well as congressional suggestions that the federal government ought to regulate tuition.'
Before rushing to solve a problem, however, it is usually prudent to define and identify that problem withas much
precision as possible.

It has become commonplace to begin any investigation of the "soaring" cost of higher education by observing that
the institutional expense of providing higher education, or average tuition, has been rising faster than the consumer
price index (CPI). Two quite separate issues of costs (for the institution) and tuition (for students not offered financial
aid) are too often lumped together by an implicit "cost-plus" assumption namely, the belief that the measured
increases in gross tuition must be virtually synonymous with increases in the cost of providing instruction.

The assumption that instructional costs are the main force driving tuition higher leads down blind alleys. The
Chronicle of Higher Education thus notes that "college officials often say . . . that many core expenses, such as
libraries, computers and salaries, especially for faculty members, rise faster than the rate of inflation."' That
cannot explain why tuition has increased far more rapidly than costs of instruction. Neither can Hoxby's theory
that "changes in tuition correspond to commensurate changes in college quality."' Even if increased competition
had caused costs of producing higher education to accelerate, as Hoxby contends, that would not explain why
competition was only in quality rather than price, nor why there has been no discernible upward trend in
instructional costs (relative to past trends or to costs in other service industries), nor why tuition has increased
more rapidly than instructional costs.

In reality, the most interesting questions have to do with the fact that gross tuition costs (aside from financial
aid) appear to have increased much more rapidly than costs of providing instruction. And what is even more
intriguing is the proliferation of selective discounts from tuitions involves a rapid expansion of cross-subsidies
from some students (and taxpayers) to others.

When it comes to institutional expenses alone, it is not at all surprising that such educational costs have
increased more rapidly than the consumer price index. Education is a service industry. Half of the consumer price
index consists of goods, the prices of which tend to decline with cost-reducing technological progress. Most
services, on the other hand, are dominated by labor costs.

A very large share of the costs of the educational service industry (including the often neglected costs of providing
room and board) consists of wages and benefits. If employee compensation did not increase more rapidly than prices in
general, on average, then real incomes of the employees would never rise. This is why rices of labor-intensive services
almost always increase more rapidly than prices of goods, except during periods of very high inflation (such as 1973-82) .
And that fact, in turn, ensures that tuition costs are almost certain to rise more rapidly than any price index, such as
the CPI, that combines both goods and services, unless there is an unusual increase in productivity.

Aside from possibilities of using interactive computers and video tapes to increase the ratio of students to
teachers, productivity gains in higher education are difficult to achieve except by reducing the ratio of nonteach-
ing personnel (such as administration and research) to students. Even that may not be feasible in the case of
research, to the extent that research employees are fully funded from nontuition sources, such as federal grants.

The most rapid increases in costs of higher education occurred at the same time that inflation in general was
very high. Research Associates' cost index for higher education increased by 8.4% a year from 1970 to 75, and
10.2% from 1980 to 1982. Because overall inflation also averaged 10% a year from 1980 to 1982, college costs did not
rise faster than the CPI. Was that something to admire or emulate? How anyone can now look back with
admiration at the fact that inflation was about equally nasty in both services and goods is a mystery.
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Figure 1 shows that an index of the costs of higher education
has not increased more rapidly than the consumer price index
for all services. Those who complain that costs of higher
education have increased more rapidly than the CPI are (with-
out knowing it) actually complaining about the dramatic
disinflation in prices of goods since 1982, such as energy, food,
shoes and electronic gadgets. Since 1982, inflation in higher
education and other services has slowed dramatically, even
though that disinflation has not been quite as subdued as the
nearly unchanged prices of goods. This is the normal pattern in
periods of relative price stability prices of labor rise more
than goods, so real wages and salaries increase. Far from being
a crisis, this is a fair definition of prosperity.

It might be objected that leaving medical costs out of the CPI
for services would make recent increases in education costs look
slightly faster than for nonmedical services. The difference is
barely discernible in a graph. But it would be bad economics to
arbitrarily exclude medical services from the averages. Institu-
tions of higher education have to compete with medical institu-
tions, Wall Street and other service industries for highly educated
employees. Although the Labor Department had expected the
number of college and university faculty to drop by 13.8% from 1984 to 1995, it actually increased by 11.8%, to
848,000.4 This has required competitive salaries, to minimize "brain drain" from American universities. Returns on
a college education increased in the eighties, and college faculty members are among the college educated.

Figure 1
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MEAN TUITION VS. MEDIAN INCOME

Even though the costs of providing higher education and other services (such as research) have not increased
more rapidly than costs of any other service industries, it is nevertheless true that measured tuition does appear to
have increased much more rapidly than can be explained by cost increases. A common, but highly misleading,
way of making this point is to compare average (mean) tuition per full-time equivalent (FTE) student with median
household or family income.

Comparisons of tuition with median family income may appear more rigorous than comparisons of educational
costs with the consumer price index. But this measure too has serious problems.

Attempts to measure "average" tuition are inherently distorted, because the distribution of students by tuition
levels is highly skewed. At four-year institutions, only 28.9% percent of students face tuition and fees that exceed
$6,000, while 55.8% pay less than $4,000.5 In the usual comparison, a mean average of gross tuition is contrasted
with a median average of household or family income. This is comparing apples and oranges. Median tuition and
fees are below $4,000. But mean tuition and fees appear nearly twice that high because a few elite schools that
charge more than $20,000 can drive that type of average up. Mean family income is likewise much higher than
median income, because a small number of people with high incomes drive the mean average up. It is careless to
compare different types of averages, such as mean tuition and median income. But that is only the beginning of
the statistical confusion.

Relatively few families with college-age children earn as little as the median family (or household) income, and
those who do earn only that much or less rarely pay much tuition. Most are eligible for financial aid from the
college or university, for grants or subsidized loans from the federal government, and often for a combination of
several forms of private and public aid.

The income of the median family is not representative of typical income of parents of college-aid students,
because family income (and household income even more so) includes many young people and retired couples.
Family income also includes a rapidly increasing percentage of single moms, making comparisons over time
misleading (the meaning of "family" has changed). Most people earn much less when they are very young or old
than when they are in their forties. Parents of college-aid students are usually middle-aged, which is when earnings are
typically near a lifetime peak clearly higher than the median for families of all ages. Among male full-time workers,
for example, median income in 1993 was $26,087 at age 25-34, but $39,685 at age 45-54. In the same year, median
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income was only $36,959 for all families, but $60,711 for married couples in which both the husband and wife
worked full time.

A recent College Board press release noted that, "half of all students enrolled in postsecondary education
receive some financial aid, often a combination of grants or scholarships, loans, and work-study from federal, state, and
private programs [emphasis added]."6 The half of all students who are receiving one or more forms of aid
(averaging $4,926) do not come from the half of all families below median family income. On the contrary, many
have incomes much higher than that. A widely publicized 1996 GAO study compared tuition with median
household income, which is even lower than family income because it includes singles.' That is even more
inexcusable, and further removed from typical income of parents of college-age children. Indeed, median household
income even includes the incomes of students, if they are not living at home. The use of median household income as
a benchmark is presumably intended to imply that half the parents of college-age students earn less than median
household income. That is false.

In the absence of a relevant sample of actual incomes among parents of college-age students, perhaps the best
available income measure to use for comparisons is personal disposable (after-tax) income per capita.

Whatever income measure is used, if the figures are adjusted for inflation then the same price index should be
used for both income and college expenses, rather than using a special index for college expenses alone.
Unfortunately, most published figures from the Department of Education adjust for inflation by using an index of costs
paid by colleges and universities. To see what is wrong with that, imagine adjusting faculty salaries by a price index
consisting entirely of faculty salaries. By definition, such an index could never show any real increase in salaries.
A correct definition of "real" faculty income actually depends on what the salary and benefit package buys, in
terms of an index such as the CPI or the GDP deflator for personal consumption expenditures. Similarly, the real
cost of tuition to parents cannot logically be deflated by index of how colleges spend their money, but must instead
be deflated by an index of how parents would have spent their money.

Scary projections of what a college education will cost in the future are usually based on a doubtful rule of
thumb provided by the College Board namely, that tuition will increase at a rate of 7% a year indefinitely
(faster than the Board's own figure of 5% for the past four years) .8 Such pessimistic projections can certainly give
parents a bad case of sticker shock, but budget constraints ensure that unsustainable trends will not be sustained.
It would take a high rate of inflation to push tuition costs up that quickly, and in that case parents' income would
usually be inflated too. Besides sticker prices are not what most people pay.

Using a better measure of real income than median household income would soften but not totally change the
conclusion that tuition and fees have increased more rapidly than typical incomes. As it happens, this does not
matter as much as it may appear to. The usual "average" of tuition per student is not a valid measure of what any

parent or student actually pays, much less what most pay.

Figure 2
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IT ONLY LOOKS LIKE TUITION

Tuition and fees per "full-time equivalent" or FTE student
(hereafter called "tuition") is a measure of what institutions
receive from this source, per student, not a measure of what
students pay. Tuition includes, for example, Pell grants, and any
other tuition paid by third parties. Those who see the rise in
tuition as an argument for larger Pell grants are apparently
unaware that if tuition remained unchanged and Pell grants were
increased, then measured tuition per student must rise (even though
taxpayers would then be paying more tuition, not students or
parents). Conversely, eliminating Pell grants would make mea-
sured tuition fall, if colleges and universities did not change
their pricing at all. This is merely one illustration of the fact that
statistics on gross tuition grossly exaggerate actual costs to most
students or parents.

Unlike Pell grants, scholarships and fellowships (hereafter
called "scholarships"), are not included in the usual tuition
figures. Yet scholarships need to be subtracted from the gross
tuition figures in order to get a rough idea of average net cost to
students. Figure 2 (in which costs are in 1996 dollars), shows
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that even though some major grants are already included in "tuition," removing scholarships nevertheless results
in a much more moderate increase in net tuition in recent years. Subtracting both Pell grants and scholarships
from the "list prices" of tuition and fees would further reduce the apparent level of tuition, and possibly its growth.

Subtracting all of the various grants and scholarships (and using a consumer-relevant price index to adjust for
inflation) might even leave net tuition more-or-less unchanged in real terms over the past decade or so, on
average. But such an average would be nearly as misleading as ignoring grants and scholarships. The reason is that
not everyone gets grants or scholarships, and for those that do not the gross tuition figures do matter.

Federal, state, and institutional aid amounted to $55.7 billion in 1996-97, according to the College Board
(although much of that was loans). Private charitable aid added another $28 billion.' These sums are too large to
simply ignore. On the other hand, gross tuition figures are quite relevant for those who are compelled to pay full tuition
so that others can pay less.

Table 1 shows some information about financial aid for a dozen institutions selected by Money as providing the
best value, once financial assistance is taken into account (the "discounted" price). This sample is by no means
extreme (an extreme example would be Manhattanville College, where tuition and fees are $16,910 and
institutional aid averages $12,197). On the contrary, since the schools in this table have a superior reputation of
providing good educations at a reasonable cost, they have less incentive than others to use financial aid as a
selective device to recruit freshmen.

TABLE 1: MONEY'S LIST OF BEST COLLEGE VALUES

Tuition and
Fees

Average
Institutional

Aid

% of Freshman
(Students)
Receiving

Aid

To of

Need Met

Calif. Inst. of Technology 18,816 6,667 74 (67) 100

Elizabethtown College 16,230 6,459 94 (92) 95

Notre Dame College of Ohio 12,150 1,549 96 (63) 100

Spelman College 9,421 7,968 na (81) 85

Millikin University 14,079 5,634 94 (93) 100

Wabash College 15,700 7,968 96 (92) 100

Grove City College 6,576 535 63 (55) 78

New College, U. of S. Florida 9,342 730 65 (47) 85

University of Dallas 12,885 3,955 96 (89) 91

DePaul 13,490 1,747 70 (65) 70

Muskingum College 10,885 6,937 89 (94) 91

Monmouth College 14,442 2,945 93 (93) 80

Tuition for public institutions is for out -of- state.

Several generalizations are readily apparent from Table 1 (or any other sample):

Schools with the highest tuition usually offer the most generous "institutional aid" 35-85% of tuition
and fees. This does not include loans, nor federal, state or charitable aid, which often make up the balance
(indicated by the fact that 100% of needs were met). Institutional aid is essentially a discount that varies
in amount from zero to much more than the averages shown in the table.
About 65-95% of freshmen typically receive some sort of financial aid (including loans). Institutional aid,
averaging $5,150, goes to 43% of all undergraduates at 4-year private, nonprofit schools (and to a
substantially larger share of full-time freshmen).10
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Financial aid for those who get it usually covers 80-100% of the cost of tuition, fees, room and board.
Relatively few students or parents pay more than a small fraction of these expenses while in college,
although many pay later (because of loans). A small minority pays the entire bill out of current income or
assets.
Schools with the highest tuition provide aid to the largest percentage of freshmen.
A larger percentage of freshmen typically receive aid than do all students (which, since it includes
freshmen, overstates the percentage of upperclassmen receiving aid).

Note that it cannot possibly be the case that financial aid in general is targeted toward the poor, unless we are
to believe that 65-95% of students are poor. Nor can it be the case that schools actually allocate institutional aid
on the basis of "need," unless we are to believe that freshmen have more need than sophomores, juniors and
seniors, or that 43% of all students are needy. The seemingly curious combination of raising tuition and financial
aid is not consistent with institutional altruism, but it is quite consistent with revenue-maximization through price
discrimination."

Schwartz and Baum found that "the distribution of total educational subsidies is clearly more pro-poor in the
private sector than in the public sector."" Lee and Carroll found the exact opposite:

Undergraduates in the lowest income quartile attending public 4-year institutions were more likely to receive
institutional aid than those in higher income group. Undergraduates in the lowest income quartile who attended
private 4-year institutions were not significantly more or less likely to receive institutional aid than undergraduates
in any but the highest income quartile."

Actually, neither study can tell us who benefits from financial aid, on balance, without understanding how
increased aid is combined with increased tuition in order to charge each student as much as possible. Even if
institutional aid was only used for price discrimination, it would nevertheless tend to appear to be more-or-less
based on "need" (albeit with plenty of elbow room for negotiation). That is because information about a family's
income and assets provides admissions officers with a strong clue about how much they can get away with charging
in each case, without causing too many students to apply elsewhere. Means-testing for federal, state and
charitable financial aid may be well intentioned, but the fact that price discriminating admissions officers can
easily incorporate that aid into their "net" pricing is likely to thwart the intent. The net effect is likely to result
in increased aid being offset by increased tuition in many cases.

In 1995-96, 30% of all undergraduates received Pell grants.'4 As Turner suggests, "institutional adjustments to
the Pell program, particularly in the allocation of discretionary aid and the determination of tuition, may have
undone or offset much of the intended targeting of the federal Pell initiative."'s If so, then increasing the size of
Pell grants to keep pace with increased tuition will not fix this problem. It merely frees up more institutional aid
to be used for selective discounts, allowing even higher "sticker prices" for those not receiving discounts.

Federal and state grants are increasingly targeted toward students whose parents' income is below some cutoff
point (albeit far above any poverty level). Most private scholarships, from sources other than the educational
institutions themselves, are also means-tested. By one estimate, "only 10% of the 28 billion available in private
scholarships those not granted by the government or the schools are awarded for academic achievement."16

With Pell grants picking up a greater share of the cost for students from low-income families, thus allowing
more institutional aid to be used for recruiting students from families which are far from poor, only that small
fraction of students who do not get aid are left to pay full tuition with cash or unsubsidized loans. And that
fraction seems destined to decline in the most aggressive price-discriminating institutions as students from "rich"
families, who may be unwilling to pay more and more for less and less, either avoid college or gravitate to elite
schools at home and abroad.

Successful or not, the attempt to shift more and more of the full tuition charges to a small fraction of students
from relatively affluent families raises two troublesome economic issues. One is the "moral hazard" associated with
means testing (such as discouraging saving for college because accumulated savings will result in denial of aid).
The other is the inefficiency and inequity of price discrimination itself trying to charge much different prices
for the same educational service.
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THE MORAL HAZARD OF MEANS TESTING

To ensure the widest practical access to higher education, the ideal would be to have admission depend entirelyon
the aptitude and motivation of potential students, not on the income of their parents. Yet policies of educational
institutions, charities and the federal government continue to move toward making all financial assistance, even
loans, almost totally dependent on the current annual income and/or assets of parents. "Means testing" is
becoming more pervasive. Merit scholarships are becoming relatively rare.

Conflicting studies complaining that a surprisingly small fraction of financial aid at public schools (Schwartz
and Baum) or private schools (Lee and Carroll) goes to students with low-income parents are nonetheless in
agreement about goals. That is, they assume that (1) redistribution rather than price discrimination is the real
motive for institutional aid, and that (2) success of such aid is thus properly measured by the extent to which it is
actually means-tested in practice. But it is by no means clear that helping the ill-defined "needy" is the primary
purpose of institutional aid, nor that it should be the primary purpose of other aid.

Basing access to higher education on the current income of parents (rather than on the potential future income
of students) may not always turn out to be as "fair" as is commonly assumed. For one thing, annual income is a
notoriously poor measure of lifetime income. Medical students may be annually poor but lifetime rich. Gamblers
and musicians may be annually rich but lifetime poor. To tax gamblers and musicians in order to subsidize medical
students is a popular but indefensible definition of "fairness."

Another, less important problem is that intergenerational altruism varies. The fact that a student's parents
have a relatively high income does not necessarily mean they will be willing to devote a large share of that income
to their child's college education. Some affluent parents act on the belief that college should be a struggle or
children will be spoiled. Other parents are simply not very generous. Besides, students with high income parents
can often make themselves eligible for means-tested aid by simply becoming classified as "independent" getting
married, for example.

Means-testing grants and scholarships according to recent annual income also introducesa "moral hazard" that
affects families unevenly. Some parents have more capacity than others to lower their income temporarily in
order to qualify for student aid. Professionals, investors, the self-employed, and two-earner couples have
considerable lati. 'de about varying the timing of their income. Families with one salaried worker have far less
flexibility.

Means-testing on the basis of eligible assets presents a more obvious moral hazard. If parents or grandparents
save in order to establish a fund to finance a young person's college education, such admirable sacrifices will
render the student ineligible for financial aid from institutions, governments and private charities. Means-testing
of such valuable benefits is a powerful disincentive to saving.

Some people have low incomes but ample wealth (e.g., at retirement), while others have fairly high incomes
but no cushion of savings (e.g., young professionals). Efforts to include parental wealth in the means-testing
formulae, however, turn out to be quite ineffective. Wealth is defined to exclude the largest, most tax-advantage
assets houses and pension funds. The rationale that houses and pension funds are not "liquid" is not persuasive,
since it is easy to borrow against them. Even with these gigantic exclusions, parents are not expected to use more
than 5.6% of their savings for college expenses. In short, the emphasis is put on recent reported income, rather
than net worth, although current income is an arbitrary and incomplete measure of ability to pay.

Most importantly, both income-based and asset-based criteria for financial aid exclude the largest, most
relevant asset of all namely, the "human capital" of the student (i.e., a lifetime of higher earnings). We return
to that issue later, when we discuss who should pay and how. For now, we focus on the issue of price
discrimination.

PRICE-DISCRIMINATION

Increases in gross tuition costs (aside from grants and scholarships) have far exceeded increases in spending on
instruction. But only those students whose parents have relatively high incomes and/or savings, and/or those who
are not clever at negotiating discounts from admissions officers, actually face these higher tuitions. A huge share
of the increases in tuitions has been used to provide more institutional aid. The actual basis on which this sort of
financial aid is granted appears more closely related to maximizing the school's revenues rather than to any
believable criteria of "need." Only price discrimination, not need, could explain why freshmen get more aid than
others, early decision students get less, and nearly everyone gets something.
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Publications offering advice on how to get financial aid are
quite revealing about how the game is really played. Money
advises "play hard to get" and "you may be able to negotiate a
great deal."" The Time/Princeton Review guide says, "Some
desirable students will win a 'full ride' as a result of bidding wars
that use sweetened financial-aid packages as a weapon."18

The economic incentive for institutions to simultaneously
increase tuition and aid was explained by Rothchild and White.
If a college increased both tuition and scholarships by $10,000, it
"could selectively offer scholarship increments that were less than
$10,000 to some students and still not lose those students, then
the university's net revenues would increase [emphasis added]."19

This method of charging "what the traffic will bear" provides
a more plausible explanation of why both tuition and scholar-
ships have increased than, say, explanations based on some
newfound quest for "diversity" in the student body. And that is
why the Justice Department, in a 1991 antitrust case against the
Ivy League elite, focused on institutional financial assistance
rather than tuition per se. It is the universality of institutional
assistance that makes uniform tuition hikes feasible, without
losing too many students or revenue.

A 1996 GAO study of public colleges and universities found
that costs of instruction had increased by 108% from 1980-81 to 1993-94, while gross tuition increased by 234%.
"Expenditures by public colleges for scholarship and fellowships experienced the fastest rate of growth of all . . .

[247 %]. "20 Figure 3 puts some of the GAO figures in constant dollars, showing the "real" increase over the same
period of time. It also contrasts per capita disposable income (up 22.1%) with median family income (up only
5.1%) to illustrate our earlier point about median family income being a low estimate of mean income gains.

Note that the absolute, inflation-adjusted increase in gross tuition was larger ($922 per student) than the
increase in instruction costs ($807). In this important respect, investigations into what made institutional costs
increase are clearly insufficient to explain why tuitions increased. A major reason why tuitions increased is that rising
tuitions from some students had to cover rising discounts to others.

Figure 4 makes a very similar point about private colleges. It shows the percentage of total expenditures
accounted for by only two items. Instruction has accounted for a
falling share of expenses while scholarships have accounted for a
larger share. Once again, it appears clear that the relatively small
percentage of students who are actually being asked to pay rising
tuitions are not buying more or better education, but are paying for
increasing discounts for other students (and for added research in
the case of public colleges and universities, as we show later).

The leading institutions of higher education appear to be acting
as if they formed a price discriminating cartel, adjusting prices in
order to extract the most they can from each separate customer.
Local general stores used to do that before James Cash Penny (and,
later, the Sears Roebuck catalog) introduced the novelty of charg-
ing the same price to everyone.

True, the nominal tuition remains the same for everyone. But
the actual transaction price is varied by prying into each customer's
financial affairs, then giving highly selective and variable discounts
(more than $10 billion of institutional aid) to those who seem most 10%

likely to be deterred by overt price gouging.
As was always true of previous price-discriminating industries,

such as the airlines and telephone company before deregulation (or
the U.S. Postal Service today), the rationale is that the industry is
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acting as a self-appointed welfare state. Industry spokesmen can be expected to argue that they have to
overcharge some customers in order to cross-subsidize other, more needy customers.21

To the extent that an institution is heavily subsidized from nontuition sources a category that includes all
state colleges and universities, and private institutions with large endowments charging full tuition to a select
minority of students is feasible only because even the highest price charged to a few students may still be below the
expected market value of the education. This does not, however, justify charging widely different prices to
different students. Such discriminatory pricing is inherently inefficient. It artificially recruits subsidized students
who have relatively little motivation or ability, while artificially repelling more able students who (because of their
parents' income) are asked to pay a much higher price. This inefficiency is often rationalized as promoting
"diversity," but that convenient argument deserves more skepticism than it usually gets. As noted earlier, the
evidence that price discrimination actually favors students from low-income families is weak and ambiguous. And to the
extent that favoritism really might exist toward those who keep reported income and savings low, then that would
foster socially dangerous moral hazards.

When AT&T was a monopoly, its officers (and those of the Communications Workers of America) argued
that it was necessary to rent phones and overcharge for long distance calls in order to subsidize local services in
remote rural areas. When price competition and new entrants were banned in the airline industry, officers of the
airlines (and of the Airline Pilots' Association) argued that it was necessary to keep prices sky high for long
distance business travelers in order to fly half-empty planes in every little congressional district. The idea that
price discrimination and cross subsidies are a form of charity, conducted at the whim of unelected and
unaccountable managers, is nothing new. There is little reason to find this argument more credible in the case of
educational officials than it was in other cases.

The Department of Education recently released a study of institutional aid which says, "Every time an
institution raises tuition, a larger share of their increased income must be dedicated to institutional aid to help the
expanding number of students who otherwise could not afford to enroll."" It would be more candid to turn that
around: Every time an institution expands institutional aid to recruit students who might not otherwise enroll, it must raise
tuition. In his case study of elite institutions, for instance, Clotfelter found that financial aid spendingwas the single
largest cost increase, amounting to as much as 31-34% of all cost increases."

Once price discrimination is recognized, supposed mysteries are easily solved. Coopers & Lybrand note that
"institutions experiencing significant student enrollment increases appeared less likely to increase aid." The
explanation (ours not theirs) is that institutions with plenty of applicants have no need to offer deep discounts. Coopers
& Lybrand also note that "those with large endowments were likely to provide only slightly more in aid than
schools with modest endowments."24 The explanation (ours not theirs) is that the amount of aid does not depend
on how much money a school has, because tuition can always be increased to pay for transfers from secure to reluctant
applicants. The size and breadth of institutional aid is a measure of how much price discrimination is going on, not
of how well endowed the institution is.

Aside from all these troublesome signs of price discrimination, Hoxby has good reasons for viewing the market
for higher education as becoming more competitive. However, her claim that "tuition is rising because the open
market has ignited quality competition" implies that quality is improving at nearly all institutions, particularly
those with the fastest tuition hikes. Are no schools getting worse, and therefore cutting prices? She infers quality
from price, rather than presenting any evidence that the most rapidly improving schools are those with the fastest
(gross?) tuition hikes. Most importantly, Hoxby completely ignores (or denies) price discrimination, and also fails
to adequately explain why nonprice competition is the norm. In any other case study of industrial organization,
such as the previously regulated airlines, prevalence of nonprice competition and price discrimination has always
been considered more than enough evidence of insufficient competition.

Markets are normally far more effective than antitrust lawyers in fostering competition that ensures the most
value for the lowest possible consumer outlay (in economic jargon, competition maximizes "consumer surplus"
while price discrimination minimizes it). In theory, the apparent increase in the use of price discrimination by
public and private institutions should provide more incentive for some institutions to eschew cross subsidies and
compete on price that is, to charge a much lower tuition and simultaneously eliminate institutional aid (there
are, after all, many other sources of scholarships, grants and loans). In that case, we would expect to see a growing
number of institutions (probably starting with small, private liberal arts colleges) expanding enrollment by
offering relatively low tuition for all students and little or no use of selective institutional discounts. While it
would require a detailed look at many colleges over time to find out if this has been happening, a casual review of
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institutional aid does not look too encouraging. Of the 12 schools in Table 1, for example, only Grove City
College and New College combine low tuition with low institutional aid. That could change. Hoxby is surely right
that costs of transportation (air fare) and communication (e-mail) are rapidly eroding the ability of institutions to
more-or-less collude on a regional basis by keeping tuition and aid packages similar. And the cost of acquiring
nationwide comparisons of pricing and quality is also coming down, thanks to innovative magazines and online
sources, although actual costs are more difficult for consumers to discover because of whimsical variation in
discounts.

Ironically, a major obstacle to competitive, uniform pricing may be public attitudes. It is common to consider
institutional financial assistance an unambiguous sign of virtue, because it is not perceived to be linked to
revenue-maximizing price discrimination and therefore increased tuition. Still, if a few bold institutions were to
experiment with a nondiscriminatory, uniform low tuition policy, they stand a good chance of capturing a growing
market share at the expense of institutions that attempt to gouge a few students in order to negotiate variable
discounts for others.

RESEARCH VS. TEACHING?

It has been suggested that one reason for rising tuitions is that undergraduates may be subsidizing lavish research
facilities and salaries (it must be poor sportsmanship to mention the analogous connection between rising student
fees and athletic entertainment).

Figure 4 already showed that instruction has been accounting for a shrinking share of expenses for private
universities, while scholarships have accounted for a rising share. Instruction has also accounted for a shrinking
share of expenses among state-subsidized ("public") institutions, but mainly for a different reason. Figure 5 shows
that it is mainly in the public institutions rather than private that research expenses have been rising relative to total
expenses.

The relative increase in research costs at public institutions could be part of the explanation for the slightly
more rapid increase in tuitions and fees at those schools, but it would be rash to leap to that conclusion. If it were
as simple as that, then we would expect to see enrollment shift out of public research universities toward those
that did little or no research, because the research-oriented universities would be charging more and more for less
and less instruction. An exodus from such universities
does not appear to have been happening, at least in abso-
lute terms (a market share analysis would be useful). To
Rothchild and White, this suggests that the advantages of
enrollment in a research-related institution must be rising
as quickly as the costs. But it might also mean that the
rising costs of research have been largely or entirely cov-
ered by nontuition source most likely by federal grants.

Federal spending on "research at educational institu-
tions" is where the money is. Measured in constant 1997,
such research grants increased from $9.8 billion in 1975 to
$16.2 billion in 1996, while all other direct federal support
for institutions of postsecondary education (excluding aid
to students) dropped to the same amount ($16.2 billion)
from $22 billion in 1975.25

Not surprisingly, public (subsidized) institutions have
an advantage in attracting "public" research funds from
government agencies. Between the 1989-90 and 1994-95
school years, federal grants and contracts per FTE student
increased by 37.6% for public 4-year institutions, com-
pared with 13.2% for private 4-year institutions.26

Even aside from the impact on tuition, it would be a
matter of some concern if the federal shift toward aiding
public institutions through research grants has diverted
educational resources away from teaching and toward
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research. As St. John remarks, "Faculty are rewarded for their productivity in research rather than in teaching.
And administrators are rewarded based on their portfolios the number of programs they manage rather than
for their efficiency."27

Coopers & Lybrand updated an analysis by McPherson and Schapiro which had estimated that among public
4-year colleges, "an increase in federal financed aid of one dollar [led] . . . to an increase in tuition and fees of 50
cents."" That study found no effect on private college tuition, however, which could only be literally true if there
was no competition at all between public and private institutions.

By contrast, Coopers & Lybrand claim to be "unable to detect any relationship at all between federal student
aid and tuition charged for public institutions." However, they did find an interesting relationship between federal
research grants and contracts and tuition charged: "Increases in federal grants appeared to be related to tuition
increases in public 4-year colleges." That result was relegated to a footnote because "the model could not
accurately predict tuition changes at public 4-year colleges." But that means the study cannot "detect any
relationship at all between federal student aid and tuition charged for public institutions" only because the model
fails. A mysterious statistical black box that has no predictive value cannot be used to prove or disprove anything.

For private colleges, Coopers & Lybrand also find little net effect. But that is only because one type of spending
supposedly lowers private tuition while most others raise it. An additional dollar of Pell grants and scholarships
is said to reduce tuition by 34 cents. But an extra dollar of federal grants and contracts raises tuition by 27 cents,
state and local grants and contracts raise tuition by 19 cents, federal loans raise tuition by 16 cents, and another
dollar of state and local appropriations raises tuition by 46 cents. To the extent that one has confidence in the
model producing these results, they suggest that aid to students (with the notable exception of loans) does not
raise private tuition, but all federal or state funding of private institutions does raise tuition.

Indeed, the single most consistent finding in Coopers & Lybrand is that federal or state research contracts and
grants to institutions result in higher tuition at both public and private institutions. One possible explanation is
that increased research grants raise tuition per student because the emphasis on federally-funded research tends to
hold down the number of students, thus requiring additional rationing of one sort or another.

Start with the reasonable assumption that states try to keep public colleges and universities under some
budgetary limits. As these institutions become more and more geared toward research, because they are bribed to
do so by large and expanding federal grants, then constraints on the total budget would require a cut in the share
of resources devoted to instruction (which is evident in Figure 5). One way to accomplish a relative reduction in
the share of the budget going to education would be to severely ration entry. The usual ways of rationing entry to
the best public universities are by raising academic standards and/or by raising tuition and fees. Since the
restricted enrollment at research universities would leave many aspiring students with little option but to enroll in
lesser state colleges, those colleges could safely raise their tuitions too.

While this scenario is not conclusive proof that rising research outlays are contributing to rising tuitions at
public colleges and universities, the facts in Figure 5, and in Coopers & Lybrand, are certainly consistent with that
possibility. The Coopers & Lybrand sample of 394 public 4-year colleges experienced only a 0.7% increase in
enrollment over five years. Enrollment among private 4-year colleges which experienced much smaller increase
in federal grants increased by 2.2% over the same period.

THE BENNETT HYPOTHESIS

The theory and evidence that federal spending on research may drive up tuitions is just one example of a broader
charge that all sorts of governmental spending, including aid to students, might inflate educational costs. This is
called the "Bennett hypothesis" in honor (or otherwise) of former Education Secretary Bill Bennett.

It must first be conceded that the impact of increased student aid is likely to be relatively small, because most
federal "support" of higher education consists of sending checks to (mostly public) colleges and universities, not
grants or loans to students. In constant 1997 dollars, federal aid to students increased from $17.7 billion in 1980
to 19.5 billion in 1997, but federal funding of institutions of higher education increased from $21.8 billion to $31.3
billion over the same period." Proponents of additional federal funding often refer to this trend as a "decline,"
claiming that "reduced" federal support has forced institutions to raise tuitions, while higher tuitions have
supposedly forced them to increase institutional aid.3° This reverse alchemy, turning increases into declines,
results from counting only federal programs that declined and ignoring those (notably research) that increased.
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Coopers & Lybrand contend that aid to students (quite unlike their finding for research grants or student
loans) actually lowers tuition at private institutions. Pell grants, they argue, result in more students from low-
income students attending private colleges, thus making a larger percentage of students eligible for institutional
assistance as well. We have previously argued otherwise that Pell grants free-up institutional money for the
less-poor. But even if the Coopers & Lybrand interpretation was correct, it would just mean that net tuition is not
increased for those students who receive federal and/or institutional aid. Additional institutional assistance for one
group of students, whether caused by Pell grants or not, implies higher tuition for the rest.

Once again, it is important to distinguish between inflating costs to the institutions, and inflating costs to
students. Recall that Figure 1 demonstrated that the costs that institutions pay, even including research, have not
risen faster than those of other service industries. In this limited sense, increased federal outlays of any sort do not
appear to have had much effect.

The effect on the gross "sticker price" of tuition is quite a different matter. If it were true that government
grants to students do not tend to drive tuition charges up, then that could only be because (1) student aid has been
ineffective in raising the demand for higher education, or (2) the increased demand has been fully met by
increased supply, or (3) the increase in demand relative to supply has resulted in more nonprice rationing rather
than higher prices.

If larger federal aid to students resulted in smaller state, institutional and private aid to students, for example,
then it would have zero effect on demand and therefore no effect on prices. But in that case, all federal student aid
programs could be eliminated with no effect on access to education.

If federal programs are effective in increasing the number of applicants at any given price, which is their stated
intent, then they must result in an increase in rationing either by higher prices or more restrictive admission
standards.

In the unlikely event that the supply of educational facilities was quite responsive ("elastic") to price, then the
added number of institutions and classrooms might eventually bring tuition back down. But it is surely much
easier to throw dollars at colleges than to build more classrooms, so the Bennett effect seems plausible.

Hoxby, on the other hand, says Clotfelter's "assumption" that "the supply of college is inelastic . . . seems
unlikely." But Clotfelter was making a factual observation, not an assumption: "Applications to Ivy League and
other selective institutions rose steadily at the same time that their enrollments remained virtually constant."31
With more applicants for the same number of spaces, entry clearly had to be rationed either by price or by some
less efficient mechanism (alternatives to the price system include the queue, the lottery, bureaucratic favoritism,
and influence-peddling). We have likewise noted Coopers & Lybrand's finding that enrollments in public 4-year
institutions have also grown slowly in recent years, although that could conceivably have resulted from relatively
weak demand rather than restricted supply. In any case, facts are neither likely nor unlikely, they are just facts.
The burden of proof is on those who would even dare to imply that the supply of higher educational services has
kept pace with demand. If it has not, the supply of college is "likely" to be inelastic.

Hoxby also says, "The primary problem with [Bennett's] theory is that federal moneys account for a much
smaller share of payments in college tuition than in medical bills." The primary problem with Hoxby's argument
is that it does not say that Bennett is wrong, only that the impact of third party payments is probably smaller than
the effect of Medicare and Medicaid in bidding-up prices of medical services. Since costs of producing higher
education have increased less rapidly than costs of medical services, this is not a serious challenge. To say that the
effect of third party tuition payments is relatively small, when compared with the notorious explosion of medical
costs, is no excuse for ignoring it.

Hoxby also asserts, without explanation, that the Bennett hypothesis requires "captive consumers" or a "very
poor consumer information." Apparently, mobile and well-informed consumers could shop around for a school
that would not hike tuition by enough to wipe-out any federal grant or loan. But if the net cost to the student is
zero anyway (because federal grants and tax breaks cover, say, the entire cost of community college), why shop
around?

She argues (plausibly) that consumers are less captive than they used to be, because states are providing smaller
subsidies to in state students. However, since most Pell grant students go to community or home-state colleges,
they are more captive than other students. She also says information about tuition is more available than ever
before, but that is not entirely relevant. The true cost, net of financial aid, is extremely variable on a case-by-case
basis, so the only way to determine the price is pay several application fees and go through the process of
negotiating aid packages by trial and error.
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Those who say that federal money has had no effect on prices (or on nonprice rationing) are simply arguing, in
a roundabout way, that federal aid to students has had no effect at all, but has merely crowded out other varieties
of financing. For at least some types of federal aid, the assumption of no net increase in funding is about as
plausible as the Bennett hypothesis, as we mentioned above in the context of Pell grants substituting for
institutional aid. Indeed, the best possible argument against the Bennett hypothesis may be that the reason federal
student aid does not increase demand and prices is that it merely substitutes for aid that would otherwise have
been provided by states, charities and institutions.

Note that both arguments point to the same policy conclusion. Additional federal aid is either ineffective
because it is dissipated in higher fees, or because it crowds out other varieties of aid. The actual impact might be
somewhere in between, of course, with tuition being bid up a bit and state and private efforts also being scaled
back. In any case, it is hard imagine any federal financing scheme that involves neither of these self-defeating
effects. Would building a bigger pipeline to the U.S. Treasury foster cost-conscious management of institutions of
higher learning? Would it encourage states and charities to expand scholarships? To ask such questions is to
answer them.

GET SOMEONE ELSE TO PAY

Alarming articles about the supposedly high and rising cost of higher education often make no suggestions at all
about ways to curb those costs. Instead, the usual complaint is that grants make up "only" 42% of financial aid,
and that loans create onerous debts. The alleged solution is to have the federal and state governments pick up
a large share of the tab. Coopers & Lybrand thus figure that government was paying "only" 47% of the total bill
for higher education in 1993-94, down from 51% in 1989-90 (although the federal bill remained the same, at
13%)." But governments have no "resources" except what they take from taxpayers.

Taxpayers have been recruited to subsidize community college and state colleges and universities.
Despite this enormous advantage for so-called "public" institutions, many private colleges and universities have

to turn away an excess of applicants who have shunned the heavily-subsidized "public" alternatives. If the
objective is to offer the highest quality education to the largest number who are willing and able to take advantage
of it, then the whole idea of state-subsidized higher education is flawed. If private schools are better than public
schools, on average, then higher subsidies to public schools must depress the average quality of U.S. education by
luring students into inferior institutions (if public institutions were not inferior, why would they need a subsidy?)."

There is no reason to expect something as valuable as a good college education to be cheap. An investment in
college is expected to yield a very valuable return to the student a lifetime of higher earnings while the
"social benefit" is far more nebulous. In 1975, Gary Becker's classic work on Human Capital promised a "social
gain from college education as measured by its effects on national productivity." Yet productivity gains slowed as
more Americans acquired college degrees. If the largest and most measurable benefits of a college education
accrue to the individual recipient, why should other people subsidize this particular investment as much as they
do, much less even more?

The personal value of a higher education, in terms of higher lifetime income, means the most equitable and
efficient method of finance is not taxpayer subsidies to either students or institutions, but intelligent use of capital
markets. At present, that means student loans, although equity claims are certainly feasible.

In 1995-96, 22% of all undergraduates received a federally subsidized loan, averaging $3,114. About 10%
received an unsubsidized Stafford loan, averaging $2,925." Clearly, it would not take many years of higher
earnings to more than compensate for borrowing of about $3000 a year. There is no viable argument for such loans
to be subsidized. Although part of the subsidy (deferral of payment until after graduation) makes practical sense,
the interest rate should be a bit higher to compensate.

Only 29% of 1992-93 bachelor's degree recipients were repaying student loans in 1994. For them, "the average
payment was $135, which averaged 9 percent of their April 1994 salary."36 Of course, every rational student would
prefer a tax-financed tuition subsidy or federal grant to either equity or debt financing, in which those financing
the cost of education have to be repaid out of the economic return. And there is no shortage of researchers (at
subsidized institutions) who seem eager to make an emotional case against loans and in favor of expanded state
and federal funding.
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There are only a few minor legal obstacles to creating an effective equity market to finance education, in which
mutual funds could offer shares in securitized bundles of promises to share a fraction of future incomes, similar to
mortgage-backed securities." If loans were no longer subsidized, the many advantages of equity finance would
probably dominate the market before long.

SUMMARY

The fact that cost of providing educational services has increased faster than inflation merely reflects the
slowdown in inflation in prices of goods since 1981. The only time tuition and the CPI rose at the same pace was
1980-82, when both rose by 10% a year.

It is statistical gibberish to compare mean gross tuition with median income of all families, regardless of family
age or composition. Tuition is widely discounted in any case, through the device of institutional aid. And tuition
figures include tuition paid by governments, such as Pell grants (which are received by 30% of undergraduates).

There are many signs that institutions which combine high tuition with high institutional aid are attempting to
maximize revenues through price discrimination charging all the traffic will bear.

Public institutions have benefited most from rapid growth of federal research grants, and appear to have
devoted fewer resources to instruction as a result. With very little expansion of enrollment, and tuition heavily
subsidized by state taxpayers, this tilt of expenditures toward research would be expected to result in more
stringent rationing of admission into public institutions, through higher tuition or otherwise. Higher tuition is a
more efficient rationing device than alternatives.

Federal grants to students have been smaller and grown more slowly than federal grants to institutions,
including research. To the extent that federal aid to students displaced or "crowded out" state, private and/or
institutional aid, it has not been effective. To the extent that it may have been effective, it would have aggravated
the rationing problem, most likely resulting in higher tuition.

Education is a valuable investment. Investments are properly financed by tapping the future earnings they
produce, through debt or equity.
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I. INTRODUCTION

Until recently, we've had an oddly fragmented picture of the economic workings of colleges and universities,
mainly because of a long tradition of college "fund accounting." It had its virtues, but clarity about economic
structure wasn't one of them. That's changing.

One of the first fruits of better economic information has been a clear picture of a college's "sources and uses of
funds" where the money comes from and where it goes. And one of the first fruits of that information is a better
picture of their economic structure and with it the key role played by student subsidies. Most important is the
deep difference now revealed between colleges and the ordinary business firms we're familiar with.

So this paper will do three things, broadly. It will describe the economic structure of the typical college or
university, it will show, as matter of some pretty straightforward arithmetic, how that differs from the structure of
a business firm, and it will suggest why that fact matters so much in a world where business intuition reinforced
by economics courses is the foundation for common sense. Business intuition doesn't just make it hard to see
what's going on in higher education, where price doesn't cover production costs, it distorts our understanding by
making us see the wrong thing: we search for rising educational costs when they're falling and we don't look for
evidence of falling subsidies because business firms don't pay subsidies.

II. PRICES, COSTS, SUBSIDIES AND STRATEGIES: THE ECONOMIC STRUCTURE OF A COLLEGE

The most fundamental anomaly in the economics of higher education is the fact that virtually all US colleges and
universities sell their primary product education at a price that is far less than the average cost of its
production. The subsidy that that gives to nearly every college student in the country is neither temporary nor
small nor granted only by government institutions: student subsidies are a permanent feature of the economics of
higher education; they represent a large part of total costs; and they are only slightly smaller in private than in
public institutions. In total, student subsidies exceeded $82 billion in 1995.

Subsidies involve a unique set of strategic decisions for colleges and universities and unique circumstances for
public policy that are familiar neither to for-profit firms nor to the economic theories designed to understand
them. In 1995, the average American college produced an $11,967 education that it sold to its students for
$3,770, giving them a subsidy of $8,197 a year: it's as if cars that cost the dealer $20,000 to put on the showroom
floor were routinely sold for $6,300. We expect normal, for-profit firms to grant negative subsidies to earn a
profit by selling at a price greater than the costs of production. Non-profit firms don't do that)

It's not that student subsidies have been ignored in the analysis of higher education; they have, indeed,
attracted a great deal of attention ever since the 1969 Hansen-Weisbrod study showed that the university system
in California subsidized higher income students at the expense of lower income taxpayers. But that study also
established what has become the conventional framing of the issue of subsidies as a matter of student characteris-
tics Which students with what characteristics get how much subsidy? In the recent work reported on here, the
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focus is shifted to institutions Which colleges grant how much subsidy to their students and how do they choose
to do it? Subsidies are a central part of the admissions-quality-pricing policies of colleges and universities.'

The Economic Structure of a College

Since the structure of costs, prices, subsidies, and aid in colleges and universities is not part of the familiar logic and
vocabulary of for-profit economics or accountingor the intuition it supportsit is worth a few paragraphs to
spell it out.

Figure 1 provides a useful if stylized description of that economic structure in a typical college or university. In
the first two columns, the stuff of a school's yearly accounts is pictured as (a) the sources of its income and (b) the
uses of that income. By definition, they are equal. The height of the bars and segments represents dollars per
student per year and the scale is roughly appropriate to the average student at the average college in 1995. Income
is inclusive, global, income the value of all the resources that accrue to the institution in the course of the year

rather than a sub-component of that income like the operating budget or current fund revenues that has
dominated attention until recently.' For present purposes, not a lot of detail about the sources of income is needed

how much of it comes separately from government appropriations, gifts and grants, asset income, auxiliary and
other income, etc.so only tuition and auxiliary' income components are identified in column (a). The rest,
non-tuition income, comes from what Hansmann called "donative resources"from gifts, grants, appropriations,
and asset earnings. And in column (b), the uses of income can similarly be simplified, described as auxiliary
expenditures, educational and general spending (including capital costs),5 and saving. Finally, since auxiliary
activities are usually expected to break even, we can simplify things at the outset by setting auxiliary revenues
equal to auxiliary expenditures and ignoring them in what follows.

The sources, then, are tuition and non-tuition income. That income is used to cover the costs of production.
What's left over is saving. Sources equal uses in any period.

Global Income

Sources

(a)

Uses

(b)

Figure 1

Global Income, Costs, Prices, Subsidies, & Aid
Output Instructional Subsidy Aid Basis Student

Mix Cost Prices

Auxiliary Income
& Spending

Saving Non-Educational Expenditures
(Funded Research & Public Service)

Educational Cost

C.
6.2

a.

N

(c) (d) (I)
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These two broad categories, sources and uses, fully encompass yearly flows in the accounts of a for-profit firm.
More details would, of course, be needed to answer important questions, but they would simply come from
disaggregating columns (a) and (b) to tell where, more specifically, the money came from and where it went. In
the typical for-profit firm, income would come largely from the sale of its product. When that income was larger
than production costs, the firm would show a profit (positive saving); when income was smaller than costs, it
would show a loss.

So a whole additional set of questions, embedded in columns (c) through (f), is introduced by the fact that for
a college, only a fraction of its total income is generated by sales proceeds by the tuition and fees paid by its
student-customers. In Figure 1, the sources column, (a), appropriately shows income from sources other than the
sale of educational services non-tuition income -- to be a lot

greater than tuition income. The uses column, (b), is more conventional in showing that total income can be
used for production costs or, if it's big enough, that some can be left over as saving.

Together, columns (a) and (b) illustrate the fact that all those who buy the product in higher education are
getting something that costs a lot more to produce than they're paying for it -- net tuition and fee income is a
good deal less than the average cost of producing the services that the student gets.

The next four columns, then, frame the key question of how that subsidy is divided up among students: the
institution's decisions on the sticker price that determines the general subsidy, and on individually targeted
financial aid, need-based or merit.

Column (c) recognizes that higher education is "a multi-product industry" that makes a lot of things beside
instruction. The college's sale of (largely) hotel and restaurant services in the form of its auxiliary income was just
noted. Other major products of the university that don't have a lot to do directly with its instructional functions
are recognized by subtracting off its funded research, public service, and a share of joint costs to leave instructional
costs. These are identifiable in the data.'

Column (d) shows how that instructional cost per student is divided between the part the average student pays
in net tuition and fees his price and the part that represents a subsidy. Column (e) describes how that
subsidy portion is divided, in turn, between general subsidy and individual student aid. A "general subsidy" is
given equally to each student at a college whenever its sticker price is set below production cost while financial
aid' is a further price reduction based on individual student characteristics. Finally, column (f) divides that
financial aid between the part that is awarded on the basis of an individual student's economic need and the part
that's based on "merit" his other characteristics like athletic or academic abilities or race. Since the height of
these columns represents dollars per student, we can indicate, at the far right of Figure 1, the sticker price and net
price levels consistent with the breakdowns shown in the columns (d) through (f).8

Strategic Decisions

The schema of Figure 1 highlights the most important strategic economic decisions facing a college or university.'
Given its total non-tuition income, the school must make (implicitly, explicitly, historically...) the following
choices:

A decision on sizetotal enrollmentthat will influence'° non-tuition income per student. So, for instance,
by restricting its student body to 1,300, Swarthmore has protected its per-student endowment income; if it had
twice as many students, other things being equal, it would have half as much endowment income per student."

A decision on cost per student, and hence on net tuition and fees, given its non-tuition income. A school's
per student non-tuition income fixes the difference between costs and price its maximum subsidy but it
supports any combination of costs and price that maintains that difference. So the school must determine,
simultaneously, the nature of its educational produce' and how much students will have to pay for it. With, say,
$10,000 of non-tuition income per student to support the subsidy, one school could produce a $15,000 a year
education to be sold at a $5,000 average net tuition while another produced a $35,000 a year education to sell at
a $25,000 net tuition. Subsidy resources (S), costs (C), and price (P) are locked together, arithmetically and
relentlessly, by S g C - P.

A decision on missionoutput mixdetermines how much of the school's total spending will go to
education. At the highly stylized level of Figure 1, that's about all that can be said, but at the finer grained level
on which colleges actually function, this decision involves urgent questions of identifying an institution's core
activities, setting priorities, and increasing the efficiency with which those activities are done. The higher the
share of instructional costs, the more the student is subsidized, other things being equal.
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A decision on sticker price divides the subsidy into the general subsidy that goes to all students, undifferenti-
ated (74% on 1995 average), and financial aid that goes to those who have specific, desirable characteristics (the
remaining 26%). The same $10,000 average yearly subsidy can be given in equal amounts to all enrolled students
through a sticker price set just $10,000 below instructional costs or at the other extreme it can be given
through a sticker price set equal to costs, then offset selectively by individually targeted financial aid that averaged
$10,000 per student. Finally,

A decision on merit-based and need-based aid the division of any individually differentiated subsidies
student aid according to student characteristics, whether it is to be based on the student's economic
circumstances or on other characteristics, academic or athletic or artistic merit or race or whatever.

These are strategic choices that all colleges and universities have to make about output, quality, and pricing.
And they simply have no parallel in for-profit firms. In any school, history will matter a whole lot resources can
be highly "illiquid" and traditions, cultures, alumni, and faculties resistant to change. And some public
institutions will have been given limited discretion by legislatures. But Figure 1 pictures the underlying economic
relationships, in their barest structural form, that define possibilities and set constraints on a college's costs, prices,
subsidies, and aid. The magnitude of a school's subsidies is determined by its access to non-tuition resources and
its size and any student subsidy is exhaustively divided between general subsidies and financial aid based on need
or on merit.

III. THE FACTS: SUBSIDIES AND STRUCTURE IN U.S. HIGHER EDUCATION

The purpose of this paper is not to analyze what we've discovered about the role of subsidies, costs, prices, and aid
in the structure of U.S. higher education that's been done at some length elsewhere (see note 2). But it will be
useful, nonetheless, to look briefly at the facts of Table 1 with its summary data for 2,739 degree granting schools
in 1995.13

Subsidies (Col. 3) are simply educational costs per student (Col. 4) less what he or she paid the school in net
tuition (Col. 5). So, as noted in the introduction, averaged over all schools, an $11,967 education was sold in 1995
for a price of $3,770, giving the student an $8,197 subsidy. That, of course, is given in part as a general subsidy to
all students (Col.8), got by setting the sticker price (Col. 6) less than educational costs, and in part as additional
financial aid to some students (Col. 9), got by charging them less than the sticker price. The "Net Price of
Education" of Col. 7 is especially useful it describes what the average student pays for a dollar's worth of higher
education. Finally, the last two columns show how any given subsidy is distributed between general subsidy and
financial aid.

While resisting the temptation to say much about the rich information in Table 1, the most important facts, I
think, are (a) the sheer size of student subsidies (b) the fact that they are both (c) ubiquitous and (d) about the
same in public and private sectors (e) distributed to students largely in the general form of sticker prices set well
under costs so that little of the subsidy is left over to be given as financial aid (f) that there's a high degree of variety
among schools and (g) the difference between those giving large subsidies and those giving small ones is very great.
These characteristics and differences describe, I think, the core economic structure of US higher education.

IV. SO WHAT? IMPLICATIONS

There are three kinds of answers to the ever-important question, "So What?"

Our Mental Model of Higher Education

Most basically, understanding the structure of costs, prices, subsidies, and aid in and among colleges and
universities is essential to understanding the "industry" and what it's like. If our shared conception of higher
education isn't reasonably accurate, we'll look for the wrong things and fail to see the importance of the right
things. A model built on the facts of Table 1 can illuminate the roles of competition, collegiate wealth, student
quality and selectivity, faculty tenure, and institutional saving. And the facts of Table 1 are crucial to assessing the
likely impact of new technology and the inroads that privatization can make into college and university activities.
So, broadly, improved understanding a better "mental model" has to be the primary implication of the facts.
But not here other papers have developed that. (Again, see note 2. above.)
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Understanding Trends and Changes

The facts of Table 1 provide a structure with which to monitor changes in higher education changing
circumstances and strategies like those associated with the tax revolt and increased private competition.° Those
facts, over time, describe patterns of change in colleges and universities in response to circumstances, opportuni-
ties, and pressures. And they make it clear that, among colleges and universities, circumstances and strategies are
so very different that adaptation to change will be very different, too we think of "higher education" as a single,
monolithic entity, only at risk of considerable error. Recognizing the fundamental differences among colleges and
universities is central to understanding what's happening and why.

Public Policy and Common Sense

The third implication is the one I want to concentrate on for the rest of this paper large and ubiquitous student
subsidies in higher education mean a very great deal for public understanding and public policy. It is there that the
most serious and most dangerous implications lie, because it is there that the disjunction between the facts
and what people "know" to be the facts is the greatest and likely to be most influential.

V. PUBLIC POLICY, ECONOMICS, AND BUSINESS INTUITION

Paradoxically, the single most serious problem facing the understanding of higher education and hence public
attitudes and public policies may well be common sense. Very persuasive and appealing common sense. We
have, collectively, a well-schooled intuition that's based on a whole lot of experience with business firms. We've
lived with ordinary business firms all our lives and from them we've absorbed a strong feeling for what makes
economic sense and what doesn't. And anyone who's taken Econ 101 will have had that common sense
reinforced by graphs and lectures and quizzes and a final grade. But unfortunately, what's happening in colleges
and universities their economics is counter-intuitive in these terms; what's accurate is unfamiliar and
what's obvious is often just plain wrong. So it's worth the risk of belaboring what's basically different about a
college and a business firm.

I want to use two simple pictures to describe two key facts arithmetic facts about businesses and colleges
and universities. The pictures and the facts are highly stylized, but aside from neglected details, correct.
Colleagues who have looked at these graphs have accused me of working on an Economics Coloring Book and it's
at about the coloring book level that things start going wrong.

Figure 2 shows a business firm on the left and a college or university on the right. Like Figure 1, it describes
sources and uses of funds for those organizations. The left hand bar describes the firm's yearly income and what
it does with that money where it comes from and where it goes. Income derives from the sale of the things the
firm produces their price. That income goes to pay the costs of production and if costs are less than sales
income what's left over is profit. So a car dealer earns money from the cars he sells and pays that money out as
costs the wholesale cost of the car, salaries, commissions, building, heating oil... -- and keeps what's left as
profit. A car sold for $25,000 that costs $23,000 to deliver to the customer means $2,000 as the dealer's profit.
Pretty routine stuff that my granddaughter has started to learn with a lemon-aid stand at the age of seven.

The right hand bar shows the same basic facts for a college or university. But, of course, only a fraction of its
income comes from the sale of its product, from the price or net tuition its student-customers pay for the
educational services it sells them. Most, has to come from somewhere else, from those donative resources from
alumni and taxpayers and earnings from endowments and the services of expensive buildings and equipment that
support that student subsidy. Of course, the reason society makes donations to colleges and universities and
doesn't make them to the local Ford dealer is that higher education is considered to be socially A Good Thing
so we encourage people to buy more of it by offering generous subsidies on its purchase.15

From this, two crucial facts emerge:
For a business firm, price is always greater than production costs and the difference is profits. So

Price a- Cost + Profits, or P = C + P.

Sell the product for $5 and if it costs $4 to make, $1 is left as profit.

3
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Sources

Subsidy

Price

A Firm A College

Price = Cost + Profit Price + Subsidy = Cost

Figure 2

For a college, price is always less than production costs and any difference is student subsidy. So

Price + Subsidy a Cost, or P + S a- C.

Sell the product for $1 and if it costs $4 to make, a $3 subsidy will have to come from donative resources.
This simple, essentially arithmetic, difference has profound consequences. And more so the less clearly it is

recognized.

VI. THROUGH THE LOOKING GLASS

Let me illustrate the dangerous role of business intuition and its accompanying common sense with four examples:
the confusion of "costs" and "prices" and "net prices" that enters most discussions of college costs; the difficult
task of the Cost Commission if they're armed only with the business model and its intuition; the popular tuition-
relief policies modeled on Georgia's Hope Scholarship program; and the strange threat posed by increased "sales"
in higher education. I'll end with a comment on "cross-subsidies" in colleges and universities.

Costs and Prices and Net Prices

A major semantic problem with our national talk about "college costs" should be clear from what's been said so far,
but the role of business intuition may not be so apparent. We use "college costs" to mean three very different
things: (1) production costs, the cost of delivering a year of education to a student, (2) sticker price, the posted,
nominal (and maximum) price any student pays, and (3) net price, what the average student actually pays, after
financial aid grants. But we give them all the same name and don't often notice. It's not just carelessness.
Economics 101 goes to great pains in describing competitive for-profit businesses to argue that in the long run, any
business' economic profits will disappear so price will just cover costs and price and cost can be treated as the same
thing. And intuition and common sense confirms the idea that production costs and prices are, if not exactly the
same thing, pretty close. In business, they usually are. In higher education, they usually aren't. And in the long
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run, persistent price discounting will become well known and routine. So even basic economics tells us there
should only be a single price and it will come to be the same thing as costs.

The Cost Commission's Task

The Commission is to figure out why a typical family's costs of higher education (read "net tuition" or "price," of
course) have risen so much in the recent past.

From the perspective of the business intuition embedded in P C P, that most of us share, the answer looks
pretty simple. Since the price (P) has gone up, it has to be because costs (C) went up or because profits (P) went
up. Colleges are non-profit firms, so the place to look is at costs; they must have gone up. And that leads directly
to questions about increased waste, about rising administrative costs, a less productive faculty, elaborate buildings
and equipment, a too-exuberant embrace of expensive technologies or the costs of increased regulation. This is an
agenda right out of Price Cost + Profit and the solid business intuition it describes. Sensible, from that
perspective, but guaranteed to obscure the facts.

What has been happening in public higher education (where 80% of the students go) shows up only when we
look at Price + Subsidy (2 Cost, that describes a college or university.

There it's clear that tuition (P) might have gone up because costs (C) went up, but it might also have gone up
because subsidies (S) went down. And that's what appears to have happened. The taxpayers' revolt that
restricted state appropriations (donative resources) has met an increase in enrollments and together these have
reduced student subsidies in public higher education. That, of course, is a very different picture from the one that
comes from business intuition. And if subsidies go down at a college, it means either of two things. Prices have to
go up or educational spending and quality have to go down, or both. We've seen both. Students in public colleges
are paying a higher price in 1995 than in 1987 to get a less costly, lower quality education with fewer and larger
classes and more TAs and TVs.

So, sensible business intuition doesn't just obscure what's been going on in higher education making it
harder to see it misleads, distorting our understanding of what's been happening by making us focus on the
wrong thing. We search for rising educational costs though they're falling. And we don't look for evidence of
falling subsidies because business firms don't have subsidies. And, I say with the regret of a long-time Economics
teacher, the more we rely on Econ 101, the more we'll miss what's going on.

The Promise of Government Tuition Support

A rash of appealing proposals have offered direct government support of family tuition costs in the hope of easing
the burden and increasing college enrollments from President Clinton's national tax relief to the Zero Tuition
plan proposed for Massachusetts' two-year colleges and, ofcourse, the original Hope Scholarship Plan in Georgia.
Business intuition and its Price Cost + Profit logic says those measures make good sense like food stamps, the
government will pick up part of the price, allowing people who can't afford higher education to buy it anyway.

But the reality of higher education, where Price + Subsidy 9- Cost leads to a very different picture one of
declining quality and rising tuition.

The table above showed that over all institutions, students' tuition payments cover only 32 cents of each dollar
of their costs. In the public colleges where most students go, tuition pays 12 cents on the dollar. So if a new
student is induced by these policies to go to the average public college, for every dollar he brings with him in new
tuition revenues, he'll give rise to nine dollars in additional costs. The question, then, is, "Who's going to pay the
rest?"'6

The most realistic answer sees two unhappy outcomes. One is that spending per student and hence
educational quality falls. The other is that, trying to protect educational quality," colleges and universities will
raise tuition so it covers more of the cost. That, of course, revives the old familiar charge that government efforts
to help students always induce colleges to jack up their prices.

Since these plans are based on Georgia's Hope Scholarship program, it's instructive to look at what happened
there. Between 1986 and 1994, a panel of 2,300 colleges and universities from our data shows that those in
Georgia increased enrollments by 33% while the average increase for the US was 14% and for the Southeast states,
23%. So the Hope program does appear to have encouraged more people to go to college. And Georgia
disproportionately increased appropriations to their public colleges by 17%, against a more modest increase in
the Southeast (5%) and a decrease (-2.3%) in the US. But because their appropriations increased less than
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enrollment, even Georgia's appropriations per student went down by 12% and so did its spending per student. So
as a result of the Hope plan, more students got less education. Georgia's two-year colleges, seen alone, tell the
same story even more dramatically: enrollment went up by 51% while appropriations rose 40% so expenditures per
student fell by 17%.

The Hope Scholarships, then, created more students who brought more tuition revenues to the colleges but
because they cover only part of the cost and weren't fully matched by more money in appropriations, the quality
of education fell.

(Are any colleges and universities winners under these tuition-support policies? Yes, ironically. The very
wealthy and selective schools that restrict enrollments in face of long queues of would-be students Harvard and
Stanford and Swarthmore won't be induced to expand so they won't need extra resources. For them and their
students, tuition-relief policies will only help pay their often-considerable tuitions.)

The Worrisome Prospect of Increased Sales

We're facing an increase in enrollments over the next decade estimated at 10% to 30%. That kind of demand
increase would be cause for dancing in the streets in any for-profit industry. But for higher education, it is cause,
instead, for genuine panic. If it comes to pass that 3 million more students enter US colleges and universities, they
will bring with them an additional $11.3 billion in net tuition revenues, but they will also bring an additional $35.9

billion in costs if quality is to be maintained at 1995 levels and that will require $24.6 billion of additional
non-tuition resources. From somewhere. Our for-profit intuition doesn't prepare us for a dilemma like that.

Cross-Subsidies

In business firms, a product is cross-subsidized if profits from another product or activity are used to offset losses on
that one. So new car sales are cross-subsidized if profits from the service department are needed to offset losses on

new cars. But in a college or university, things are more complicated. That's frustrating because we'd like very
much to understand cross-subsidies in higher education to find out if the rich students subsidize the poor ones
or undergraduate education subsidizes faculty research or PhD programs or if football subsidizes Classics courses.

But cross-subsidies are much harder to measure in a university than in a business firm. Because all activities
taken together are heavily subsidized, it's difficult to tell the difference between a genuine cross-subsidy where
one activity supports another (football supports women's ice hockey) and simple differences in the amount of
subsidy given to two well-subsidized activities. "Robinhooding" is a popular case in point where it is sometimes
asserted (most recently in a Time article last March) that colleges make a profit by charging high prices of their
rich students in order to subsidize their poor students. But we've seen in Table 1 that except at the very bottom
of the pecking order (in the bottom decile of private colleges) the fact is that the rich kids get a smaller subsidy
than the poor kids, but they all are subsidized, even those who pay the full sticker price.

More basic is the fact that nobody knows how much a college's activities actually cost since there's only the
vaguest recognition of the costs of the capital services they use the services of the buildings and computers and
libraries and stadiums used in those activities. Yet we do know that facilities account for 20% to 30%of the total
cost of educational production.'8 Those large and important cost elements can be estimated for a single school
with a great deal of work and a great deal of cooperation from their accountants and facilities managers. But they
haven't been and until they are, any guess at the magnitudes of cross-subsidies can only be a guess.

VII. CONCLUSION

Colleges and universities are very different, in fundamental economic ways, from the for-profit businesses onwhich
our intuitions and economic theories are based. Sometimes those differences don't much matter. But too often
they matter very fundamentally and policies based on common sense can produce results that are puzzling,
unintended, and damaging. No task is more difficult than convincing people that what makes good common
sense is likely to be wrong and what's right is flatly counter-intuitive. But that's the challenge facing those who
would make effective policy for higher education. "Mosquitoes," it was said with confidence in 1904, "couldn't
possibly cause malaria and yellow fever." The idea that they could was implausible, counterintuitive, and, of
course, entirely correct.
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NOTES

This paper relies heavily on Williams Project Discussion Paper (DP)-32, "Costs, Prices, Subsidies, and Aid in U.S. Higher Education," July,
1995, written with Ivan C. Yen. The Andrew W. Mellon Foundation has generously supported the ongoing research that informs this
paper. It has benefited a great deal from the comments of Henry Bruton, Jared Carbone, Clare Cotton, Stuart Crampton, Al Goethals, Jim
Kolesar, Mike McPherson, Hank Payne, and the Commission members during its discussion on November 6, 1997.

'The fundamental legal and economic characteristic of nonprofit firms is that any profits they earn cannot be distributed. See the seminal
paper by Henry Hansmann, "The Role of Nonprofit Enterprise," 89 Yale Law Journal 835 (1980).

'The core studies are reported in a series of Discussion Papers from the Williams Project on the Economics of Higher Education: DP-23, "A
Note on the Logic and Structure of Global Accounting," on colleges' economic information; DP-32, "Costs, Prices, Subsidies, and Aid in
U.S. Higher Education," on the structural economic facts summarized here; DP-35, "Physical Capital and Capital Service Costs in U.S.
Colleges and Universities, 1993," on the large role of capital services in college costs; DP-40, "The Economic Structure of Higher
Education: Subsidies, Customer-Inputs, and Hierarchy," on the model of higher education implied by these facts; and DP-41, "Subsidies,
Costs, Tuition and Aid in U.S. Higher Education, 1986-87 to 1993-94," on changes in these circumstances, strategy, and performance
over time. All are available from wpehe@williams.edu.

'See, for more details on global accounting, Winston, "Global Accounting," in Massy, WilliamF., Resource Allocation in Higher Education,
Ann Arbor: The University of Michigan Press; 1996. The new FASB 117 accounting standardsrequired last year go a good distance
toward an economically coherent description of a college or university [DP-23].

4lncluding Hospitals and Unrelated Enterprises.
'Note that current spending is net of institutional grant aid, so financial aid is treated as a price discount rather than a cost of education. See

Winston, "Notes on the Costs of Delivering a Year of Undergraduate Education," draft, October 21, 1997.
61t would be useful, too, to pull out all the other primary non-instructional products of the university and their costs like television

programming through athletics but these can't always be disentangled from strictly instructional costs for many schools, so they aren't
segregated. Fortunately, some of the largest, like Hospitals and Independent Operations, can be identified and are removed from the
subsidy calculation. More subtle judgments about the "necessity" or "appropriateness" of particular components of spending are beyond
the scope of this paper: while there is undoubtedly some gilding of the lily, not only are data unavailable, but it would be hard to get
agreement on which spending is "too much," an issue made even more complicated by the role of subsidies in increasing student demand
and selectivity [DP-40].

'Lee calls these "institutional subsidies" and "student subsidies." [Lee and Sango-Jordan]
1) Income Sources = Net Tuition and Fees + Non-tuition Income + Auxiliary Income
2) Income Uses = Auxiliary Expenditures + Saving + Educational and General Spending

(E&G&K)
3) E&G&K = Instructional E&G&K + Research + Service
4) Instructional E&G&K = Net Tuition & Fees + Subsidy
5) Subsidy = General Aid + Individual Aid
6) Individual Aid = Need-based Aid + No-need Aid
So

7) Income = Net Tuition and Fees + Auxiliary Expenditures + Saving + Need-based Aid + No- need Aid + General Aid + Research
+ Service.

9Were data available, we would have to include a decision on how much of total income to save each year.
'Tor a private institution with subsidy resources that are fixed without regard to enrollment like endowment size determines per student

resources.
"Size enters importantly, too, as a determinant of student selectivity, but that is a subject of other papers, namely, DP-40 and "Why Can't

a College Be More Like a Firm?" Change, September/October, 1997.
"It is quite inaccurate to suggest that resources translate simply into educational quality since that ignores institutional differences in

mission, care, attention to students, ideology, location, and all the rest that distinguishes individual schools and it neglects the
opportunities that surely exist to produce education more efficiently. Yet, the magnitude of the differences in resources per student in US
data appear to justify a rough association of quality and costs, other things being equal, and the temptation to see costless elimination of
waste-abuse-and-corruption as a silver bullet that avoids hard choices should certainly be resisted. Fewer dollars given a college's
mission usually mean a lower quality education.

"Based on 1995 IPEDS (Integrated Postsecondary Educational Data System, published yearly by the Department of Education's National
Center for Educational Statistics) data for the colleges and universities in the fifty states that reported positive expenditures, FTE
enrollments of more than 100 students, of whom 20% or more were undergraduates.

14See DP-41, "Subsidies, Costs, Tuition, and Aid in US Higher Education: 1986-87 to 1993-94" with Ethan Lewis.
"The past decade (sadly) has seen this emphasis on the economic and civic virtues of an educated citizenry largely replaced by attention to

"human capital investment" and individuals' gains from higher education. But even that narrow view still supports the ideals of
distributional equity and access.

16The GI Bill, too, channeled funds to the student, rather than the college, but that was in a climate where expansion of public sector schools
was supported with increased appropriations (donative resources) and private schools, with their limited non-tuition resources, resisted
expansion. So the answer to "who's going to pay the rest?" was "society," willingly.

"It is devoutly to be wished that cost savings could make it unnecessary to choose between higher prices and lower quality with expanded
enrollments that colleges and universities could simply produce the same education at lower costs through new technology and belt-
tightening. But (a) it's not clear that there's that much room for belt-tightening there's no firm evidence that even for-profit firms

,
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operate with a great deal more efficiency than nonprofit firms in producing "products" with complicated characteristics (see Pauly, Mark,
"Nonprofit Firms in Medical Markets," American Economic Review 77:257-62 (1987) and Oster, Sharon, "An Analytical Framework for
Thinking About the Use of For-Profit Structures for University Services and Activities," Paper presented at the Forum for the Future of
Higher Education, The Aspen Institute, September 22, 1997) (b) new learning technologies appear able to reduce the cost of some of
what colleges and universities do, but their impact on quality is still unknown, and (c) the magnitudes involved make it unrealistic to hope
that efficiencies in production could offset the increases in costs that come with increased enrollments. Finally, for Economics majors, the
well-learned idea that marginal cost is less than average cost and marginal cost is what really counts, runs into a difficult problem of quality

those neat diagrams on the blackboard always assumed that output of the product could be expanded, moving out the Q axis, without
affecting its quality. But that's simply wrong for higher education where adding more students with the same faculty and facilities
inevitably degrades quality unless schools are operating initially with excess capacity.

18Winston and Lewis, "Physical Capital and Capital Service Costs in U.S. Colleges and Universities: 1993," Eastern Economic Journal, v.23,
No. 2, Spring, 1997.
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Introduction

Fueled by concerns that attending college was rapidly becoming unaffordable for large segments of the American
population, Congress created the National Commission on the Cost of Higher Education in June 1997. Its
mandate included examining 11 specific topics:

The increase in tuition compared to other commodities and services
Innovative methods for reducing or stabilizing tuition
Trends in college and university administrative costs, including administrative staffing, ratio of adminis-
trative staff to instructors, ratio of administrative staff to students, remuneration of administrative staff,
and remuneration of college and university presidents
Trends in (a) faculty workload and remuneration (including the use of adjunct faculty), (b) faculty-to-
student ratios, (c) number of hours spent in the classroom by faculty, and (d) tenure practices, and the
impact of such trends on tuition
Trends in (a) the construction and renovation of academic and other collegiate facilities, and (b) the
modernization of facilities to access and utilize new technologies, and the impact of such trends on tuition
The extent to which increases in institutional aid and discounting have affected tuition increases,
(including the demographics of students receiving such aid, the extent to which such aid is provided to
students with limited need in order to attract such students to particular institutions or major fields of
study, and the extent to which Federal financial aid, including loan aid, has been used to offset such
increases

The extent to which Federal, State, and local laws, regulations, and mandates contribute to increasing
tuition, and recommendations on reducing those mandates
The establishment of a mechanism for a more timely and widespread distribution of data on tuition trends
and other costs of operating colleges and universities
The extent to which student financial aid programs have contributed to changes in tuition
Trends in State fiscal policies that have affected college costs
The adequacy of existing Federal and State financial aid programs in meeting the costs of attending
colleges and universities

In addition, the Congress asked the Commission to consider other topics that might illuminate rising costs and
prices.

This appendix of supporting materials supplements the Commission's report to Congress. It includes previously
published data that relate to each of the 11 issues as well as original data analysis. In addition, this appendix
contains selected testimony presented before the Commission by the three University Presidents who hosted
meetings of the Commission, and five papers written for the Commission.
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Preface: Setting the Stage for
Understanding Rising College Costs and

Prices

Understanding college costs and prices requires understanding the diversity of American higher education. The
approximately 3,700 not-for-profit colleges and universities vary in terms of size, geography, sector, selectivity,
and mission, to name but a few factors that distinguish institutions from one another. The students who attend
these institutions in the late 1990s are also diverse and attend college for many different reasons.

Some Characteristics of American Higher Education

73 percent of all four-year institutions of higher education are private; 72 percent of all two-year institutions
are public. (Exhibit i-1)
78 percent of all students and 81 percent of all undergraduates enrolled in institutions of higher education
in the fall of 1994 were enrolled in public colleges and universities. (Exhibit i-2)
70 percent of all students enrolled in public four-year institutions in the fall of 1994 were enrolled full-time,
while 64 percent of all students enrolled in public two-year institutions that same year were enrolled part-
time. (Exhibit i-3)
The percentage of undergraduates enrolled part-time increased from 28 percent of all enrollments in 1980
to 42 percent in 1994.
Over 70 percent of all part-time undergraduate students were over the age of 21 in the fall of 1995. The
percentage of full-time undergraduates over the age of 21 ranged from 27 percent in private four-year
institutions to 62 percent in private two-year colleges. (Exhibit i-4)
The percentage of full-time undergraduates receiving any financial aid in the fall of 1995 ranged from 53
percent of those attending public two-year institutions to 82 percent of those in private two-year colleges.
(Exhibit i-5)
The percentage of part-time undergraduates receiving any financial aid in 1995 ranged from 36 percent in
public two-year institutions to 60 percent in private four-year institutions. (Exhibit i-6)

EXHIBIT i-1

Number of Higher Education Institutions by Sector and T pe: 1995-96

r_

Public Private

Four-year Two-year Four-year Two-year

608 1,047 1,636 415

Source: Digest of Education Statistics 1996, Table 237.

73 percent of all four-year institutions of higher education are private.
72 percent of all two-year institutions of higher education are public.
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EXHIBIT i-2

Enrollment in Higher Education by Sector and Type: Fall 1994

Public Private

Four-year Two-year Four-year Two-year

Total Enrollment 5,825,213 5,308,467 2,923,867 221,243

Undergraduates 4,636,762 5,308,366 2,096,237 221,243

Source: Digest of Education Statistics 1996, Tables 192 and 194.

78 percent of all students enrolled in institutions of higher education in the fall of 1994 were enrolled in public
colleges and universities.

81 percent of undergraduates enrolled in institutions of higher education in the fall of 1994 were enrolled in
public colleges and universities.

EXHIBIT i-3

Enrollment in Institutions of Higher Education by Type and Sector
of Institution and Attendance Status: Fall 1994

Public Private
Four-year Two-year Four-year Two-year

Total Enrollment

Full-time 4,065,067 1,885,753 2,040,995 145,961

Part-time 1,760,146 3,422,714 882,872 75,282

Undergraduates

Full-time 3,520,989 1,885,752 1,616,004 145,961

Part-time 1,115,773 3,422,614 480,233 75,282

Source: Digest of Education Statistics 1996, Table 174.

70 percent of all students enrolled in public four-year institutions are enrolled full-time.

64 percent of all students enrolled in public two-year institutions are enrolled part-time.

76 percent of all undergraduates enrolled in public four-year institutions are enrolled full-time.

70 percent of all students enrolled in private four-year institutions are enrolled full-time.

66 percent of all students enrolled in private two-year institutions are enrolled part-time.

77 percent of all undergraduates enrolled in private four-year institutions are enrolled full-time.
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EXHIBIT i-4

Percent of Undergraduates Over the Age of 21 by Type
and Sector of Institution and Attendance Status: Fall 1995

Public Private

Four-year Two-year Four-year Two-year

Full-time 34.5% 41.5% 27.1% 61.5%

Part-time 71.2 73.8 76.0 77.1

Source: National Postsecondary Student Aid Study 1995; run by AIR.

EXHIBIT i-5

Percent of Undergraduates Receiving Any Financial Aid by Type and
Sector of Institution and Attendance Status: Fall 1995

Public Private

Four-year Two-year Four-year Two-year

Full-time 66.3% 52.6% 80.4% 81.8%

Part-time 48.2% 36.1% 59.7% 48.5%

Source: National Postsecondary Student Aid Study 1996.

EXHIBIT i-6

Percentage of Undergraduates Receiving Loans, Grants and Work Study
by Type and Sector of Institution and Attendance Status: 1995-96

Grants Loans Work Study

Full-time Students

Public four-year 49.4% 45.2% 8.2%

Public two-year 44.6% 15.8% 5.7%

Private four-year 71.9% 57.2% 26.1%

Private two-year 63.3% 55.6% 5.8%

Part-time Students

Public four-year 34.2% 29.6% 3.5%

Public two-year 30.9% 7.7% 1.3%

Private four-year 47.1% 28.9% 4.3%

Private two-year 33.7% 30.2% 0.0%

Source: National Postsecondary Student Aid Study 1996.



Glossary of Terms

Cost and Price. This report distinguishes between costs and prices. Although often used interchangeably in
discussions of higher education finance issues, our use of these terms follows the guidelines below:

Costs. What institutions spend to provide education and related educational services to students.
Cost per student. The average amount of resources that institutions expend annually to provide
education and education-related services to each full-time equivalent student. The measure adapted is
based on a series of papers by Gordon Winston.'

Prices. What students and their families are charged and what they pay.
Sticker price. The tuition and fees that institutions charge students.
Total price of attendance. The tuition and fees that institutions charge students as well as all other
expenses related to obtaining a higher education: housing expenses (room and board if the student lives
on campus; rent or related housing costs if the student does not live on campus); books, transportation,
etc.
Net price. What students end up paying to attend a higher education institution after financial aid is
subtracted from the total price of attendance. NOTE: This report uses two different concepts of net
price: one that only subtracts the value of grants from the total price and one that subtracts all financial
aid awardsgrants, loans, and work studyfrom the total price of attendance.

General subsidy. The difference between the cost to the institution of providing an education ("cost per
student") and the tuition and fees charged to students ("sticker price"). All students who attend institutions of
higher education, regardless of whether they receive financial aid, benefit from this general subsidy.

Consumer price index (CPI). This price index measures the average change in the cost of a fixed market basket
of goods and services purchased by consumers.

Dependent student. Students who are considered for financial aid reasons to be financially dependent on their
parents. Parental as well as the individual student's income and assets are included in the calculation of the
expected family contribution and thus financial aid awards.

Independent student. Students who are considered for financial aid reasons to be financially independent from
their parents. Parental income and financial assets are not considered when calculating financial aid awards for
independent students. Any one of the following criteria is sufficient for defining a student as independent: being
24 years of age or older by December 31 of the academic year in question; past service in the armed forces; being
an orphan or ward of the court; being married; having legal dependents other than a spouse; or is a graduate or
professional student.

Financial need. The difference between the institution's price of attendance and the student's expected family
contribution.

Unmet need. The student's price of attendance at a specific institution less the student's expected family
contribution and other financial assistance received.

Full-time-equivalent (FTE) enrollment. For institutions of higher education, enrollment of full-time students
plus the full-time equivalent of part-time students. The full-time equivalent of part-time students is calculated in
this report as: three part-time students are equivalent to one full-time student. Students are considered part-time
if their total credit load is less than 75 percent of the normal full-time load.

1See Gordon C. Winston and Ivan C. Yen, "Costs, Prices, Subsidies, and Aid in U.S. Higher Education." Williams Project on the Economics of Higher
Education, Discussion Paper No. 32, 1995. Ethan G. Lewis and Gordon C. Winston, "Subsidies, Costs, Tuition, and Aid in U.S. Higher Education:
1986-87 to 1993-94." Williams Project on the Economics of Higher Education, Discussion Paper No. 41r, 1997. Gordon C. Winston, "College Costs:
Subsidies, Intuition, and Policy." Paper prepared for TheNational Commission on the Cost of Higher Education, 1997.
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Income

Median family income. That level of family income that divides the upper from the lower half of all families.

Personal disposable per capita income. The amount of money available per person to spend. The calculation
involves subtracting all taxes, depreciation, and corporate reinvestment from the country's Gross National
Product, adding transfer payments (e.g., social security payments), and dividing the result by the number of people
in the population.

150



Selected Testimony

In addition to the testimony presented at the October 27, 1997, Public Hearing, the Commission heard testimony
from a number of individuals at its meetings. This section includes the text of three such testimonies:

The Cost of Higher Education: A Discussion with Commission Members
Gerhard Casper
President, Stanford University
October 16, 1997

Remarks Before the National Commission on the Cost of Higher Education
Richard M. Freeland
President, Northeastern University
November 7, 1997

Testimony to the National Commission on the Cost of Higher Education
Neil L. Rudenstine
President, Harvard University
November 7, 1997
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National Commission on the Cost of Higher Education
College Cost Working Group/Monday Group

Stauffer Auditorium, Herbert Hoover Memorial Building, 11:00 a.m.

The Cost of Higher Education: A Discussion with Commission Members
Gerhard Casper, President, Stanford University

Three major points:

1. The importance of undergraduate education in a research-intensive university.
2. The costs of research that universities bear.
3. The high-cost/low-benefit ratio of excessive government regulation.

Introduction
As we begin, let me offer a bit of context on the cost of college. As Derek Bok, the former president of Harvard,
pointed out in 1989, most of the public attention focuses on tuitions at institutions that are attended by a tiny
percentage of all undergraduates. In a more recent study the Sallie Mae Education Institute suggests that about
5% of all undergraduates are concerned. At least half of this population receives financial aid.

Nonetheless, as one of this small cluster of institutions, Stanford is greatly concerned about tuition, as are most
research-intensive universities. And Stanford has been working on the problem. Since 1989, we have cut
expenses in the budget supported by unrestricted funds by approximately $60 million, allowing us to hold down
our tuition-rate increasesnot to as low as we would like but lower than any time in the last two decades.

Why can we not restrain tuition as much as we would like say, to no more than the rise in Consumer Price
Index? There are many reasons, such as the labor-intensive nature of education or the fact, that over the last 15
years, on the average, domestic book prices increased at the rate of 2 times the CPI, foreign titles at 4 times the
CPI. However, two seldom examined reasons are the cost of excessive government regulation and the dispropor-
tionate cost of government research borne by the universities. To cover those costs, Stanford must use the very
same sourcesunrestricted gifts, endowment, investment earningsthat otherwise might be applied to further
restraining tuition.

Reimbursement for research costs and excessive government regulation are the second and third major points
I wish to discuss with you today. The first is the importance of undergraduate education in a research-intensive
university.

1. The importance of undergraduate education in a research-intensive university.

Contrary to the belief of some, tuition does not subsidize research. Indeed, our calculations indicate that
undergraduate tuition covers only about 2/3 of the true cost of attending Stanford. Undergraduate education and
every studenteven those paying full tuitionare highly subsidized by gifts, our endowment and our other
investment earnings.

Stanford also directly subsidizes the tuition costs of many of our students through some of the most generous
financial aid policies in the nation. For over a generation, we have been committed to admitting the most talented
students who apply, without considering whether they can afford to pay. Once a student is admitted, Stanford will
meet that student's demonstrated financial need through a combination of scholarship grants, loans, and job
opportunities. More than 60% of our students get some form of financial aid, and, last year alone, Stanford
committed $38 million of its own funds to undergraduate scholarships.

And let me briefly point out how the research enterprise actually enriches undergraduate education. Many
undergraduates specifically choose a research-intensive university because of the opportunity to interact with
faculty members who are at the frontier of their field. Students who seize the initiative, and seek out the incredible
range of opportunities offered at Stanford and other research-intensive universities are rewarded in ways that
cannot be matched in other settings.

Let me offer some examples of the opportunities available to our undergraduates:
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Each year, between 1/3 and 1/2 of our graduating seniors will have worked closely with a senior faculty
member on an honors thesis or research project.
Last year, our Undergraduate Research Opportunities program awarded $610,00 in grants to cover the
expense of 410 student research projects. The money came from private donations, and each of the
students worked with a Stanford faculty member.

However, federal reimbursement for such overhead is continually dropping, a particular problem at private
universities, which cannot rely on state subsidies to make up the difference. Overhead reimbursement for general
administrative and student service costs is capped at 26 points. This policy has the effect, at Stanford, of forcing
about $10.6 million of legitimate costs of government research to be absorbed by university fundsfunds thus not
available for academic purposes.

The contrast with government treatment of other research sources is rather stark. In most industrial research,
overhead rates are roughly twice those of private research universities, and there are no arbitrary caps. And the
federal Small Business Innovation Research Program gives small businesses an automatic 100% overhead rate.

Yet, university research not only is cheaper for the government, it provides an important side benefit for the
nation: the training of graduate students to become the next generation of researchers. And, as any faculty
member working on a sponsored agreement will quickly confirm, graduate students are essential contributors to
the process of research and creation of knowledge.

2. The cost of research overhead that universities must disproportionately bear.

The inability of the federal government to pay the full costs of sponsored research is forcing those costs back on
universities, thus absorbing funds that otherwise might relieve pressure on tuition.

Let me remind everyone of the rationale for government reimbursement of overhead costs. Were the federal
government to directly conduct all its research, rather than have it done at universities, it would have to set up
labs with all the overhead costs they would involve, such as buildings, utility bills, salaries and benefits for
researchers and staff. Instead, this nation chose a system of university-based research, with the universities
reimbursed for the overhead costs they incur and the government escapes. This system has served the nation well.
At Stanford alone, research results range from new cures for disease, to insights about life on Mars, to
breakthroughs in technology.

However, federal reimbursement for such overhead is continually dropping, a particular problem at private
universities, which cannot rely on state subsidies to make up the difference. Overhead reimbursement for general
administrative and student service costs is capped at 26 points. This policy has the effect, at Stanford, of forcing
about $10.6 million of legitimate costs of government research to be absorbed by university fundsfunds thus not
available for academic purposes.

The contrast with government treatment of other research sources is rather stark. In most industrial research,
overhead rates are roughly twice those of private research universities, and there are not arbitrary caps. And the
federal Small Business Innovation Research Program gives small businesses an automatic 100% overhead rate.

Yet, university research not only is cheaper for the government, it provides an important side benefit for the
nation: the training of graduate students to become the next generation of researchers. And, as any faculty
member working on a sponsored agreement will quickly confirm, graduate students are essential contributors to
the process of research and creation of knowledge.

3. The high-cost/low-benefit ratio of excessive government regulation.

I now turn to the costs of excessive government regulation. The costs of complying with federal, state, and local
regulations are considerable at almost any organization in American society. Research universities, such as
Stanford, however, bear some particularly irrational costs. Let me give you two examples.

Our Dean of Research, Charles Kruger, was working with a new faculty member to put in place some
combustibles for a lab. It is important to note that these were non-toxic fuels and no unusual gases were being
used. Meeting the various requirements cost $600,000. Dean Kruger asked how many kilowatts of combustion
were being produced and, when he got home, looked at the amount of combustion produced by his own home's
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furnace and water heater. He found they were roughly the same. Now, housing in California is expensive, but
no one would dream of paying $600,000 to set up a furnace and water heater in their home.

The second example is a pending regulation from the federal EPA. As a result of an inspector general's
interpretation of one line of the 1990 Clean Air Act, the EPA has proposed a new regulation that would require
application of Maximum Achievable Control Technology to all air emissions from research and development
facilities. This could mean that every single fume hoodand at Stanford we have more than 1,000 of them
would need to be retrofitted with a $10,000-to-$20,000 filtration unit, for a total of $10-to-$20 million, plus
annual operating and maintenance costs of $1/2 to 1 million. The issue is not whether we should be concerned
about air emissions; we long have been. It is about whether the cost and benefits are rational.

By a very conservative accounting, Stanford already incurs about $20 million per year in on-going costs
related to compliance with regulations. It is important to emphasize that this figure does not include any capital
costs. A portion of these costs are recovered through outside overhead payments. However, $7.8 million of the
$20 million in such costs are not recovered by outside sources of funds and bear directly on tuition and other
sources of unrestricted income.

In addition to the on-going operating costs of compliance, we are also forced to absorb costs that in other
organizations would have been picked up by the research sponsor. This amounts to approximately $21 million.

When we take the $7.8 million in on-going operating costs for compliance and the $21 million I just
mentioned, we calculate that approximately 7 1/2 cents on every tuition dollar goes toward supporting these
costs.

I must point out that this does not even count the value of the considerable amount of time spent by Stanford
faculty and staff time in compliance related meetings, on panels, doing paperwork, meeting with compliance
officials, and performing other tasks. These kinds of activities are simply absorbed into the days and nights of
our people, and reduce the amount of time available for teaching and research. I have to believe that these
hidden costs amount to at least another 5 cents of each tuition dollar.

And, I repeat, these examples do not include any capital costs, of which there clearly have been many as we
have struggled to meet our obligations under government regulation.

When I say "government" regulation, I do not wish to imply one, uniform set of regulations. Take a one-pint
bottle of alcohol, which could be found in most of our bathroom medicine chests. If found in a university
laboratory, it falls under the regulation and scrutiny of at least six different regulatory agencies, all of whom have
varying administrative requirements for that same container. These include:

The air quality management district, which regulates the use of material to minimize air releases.
The sewer district, which regulates the use, storage and disposal of material to minimize inadvertent
releases to drain.
OSHA, which regulates the use, handling and storage of the material.
The local fire department, which regulates the amount, use and storage of the material.
The county environmental health department, which regulates the use, handling, storage and disposal of
the material.
The state hazardous waste agency, which regulates the handling and storage of material when no longer
wanted in the laboratory.

Even when dealing with a single agency, we too often are confronted by regulations intended for an entirely
different setting. Let me offer a quick case study of such an agencythe California EPAand how such
regulatory processes have begun to interfere seriously with the very nature of the academic enterprise.

At Stanford, more than 4,000 faculty, staff, and students work with chemicals and the resulting waste, in one
way or another. Research involving usually small amounts of thousands of chemicals is conducted in roughly
700 locations in schools and departments throughout the campus.

California has promulgated hazardous waste regulations to protect human health and safety, preserve the
environment, minimize waste, and prevent pollution. These rules, however, were developed with large-scale
manufacturing processes and industrial settings in mind. And that was a wise decision by the state because
99.99% of all hazardous chemical waste comes from manufacturing and industrial processes; less than one one-
hundredth of a percent (0.01%) comes from university laboratories.

State officials freely admit that the development of the regulations did not take into account the nature and
organization of universities. The result is agreement between the university and the state on objectives and
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outcomes safe practices, sound management of waste, environmental protection and sharp disagreements on
paperwork, administration, and organizational requirements.

Take, for example, labeling. Research and teaching at Stanford produce about 25,000 small containers of
chemical waste annually most of them smaller than a glass of water. State regulators require that each of those
containers be labeled with a special label itemizing six specific pieces of information, even if the chemical is in its
originally labeled container provided by the manufacturer. An error on any one of these items is a violation.
Furthermore, if a state inspector finds a container mislabeled in laboratory A on the west side of the campus and
on a subsequent visit finds that another container is so mislabeled in laboratory B on the east side of the campus,
Stanford can be considered "recalcitrant" because "repeat" violations have occurred. Labeling fines range from
$100 to $10,000 per violation. A 1% error rate, therefore, could result in annual fines of $25,000 to $2.5 million.

In one actual incident, a conscientious graduate student at Stanford put the wrong date on a bottle because his
calendar watch was off by a single day, and by chance a state inspector that day noted the resulting labeling
violation. The student's supervising professor, a distinguished member of our chemistry department, wrote a
memorandum on the incident to our Environmental Safety Office. The professor commented:

I would invite . .. the inspector to meet with this individual and better understand how serious he and others are about
compliance and how inspections that focus on such human errors and not on more pressing issues of safety serve only a
destructive purpose. . .. We have very little time these days to do much science because it seems that every week there is a new
issue, many of a reasonable nature but far too many of which simply do not address safety . . If we continue to focus on
non-problems, we will not achieve what should be the objective of our safety programs and legislation, i.e., tocreate a safer
environment. Instead we will discourage compliance and drive our educational and research system into the ground.

This illustrates the regulatory attitude we are dealing with. Nevertheless, we could live with labeling if that
were our only problem. But it is not.

Far more important to us are complicated issues of authority over laboratory practices, the definition of
laboratory and associated work spaces, the requirements for supervision and storage of chemicals, the length of
time substances can remain in a laboratory, when a substance becomes a waste, when containerscan be reused,
what training documentation is required for different job classifications and for students, and other important
issues.

In the end, the California EPA chose to interpret existing regulations in ways that bore no rational relationship
to the reality of the university setting, and imposed $460,000 in fines, $235,00 in state administrative costs and
$300,000 in contributions to private environmental groups. Perhaps worse, it imposed expensive and unnecessary
bureaucratic requirements on us for the future. Real environmental protection was not at issue, nor was
compliance with the law. The dispute was not about whether these activities should be regulated; it was over the
state's rigid interpretation of regulations designed for industrial processes and its insistence on applying those to
university laboratories.

It is the country that will suffer if the research enterprise is smothered by red tape. And, I will add, it is students
and families who suffer as funds that could go to academic purposes and perhaps greater tuition relief are eaten up
excessive regulation and the shifting of legitimate expenses from the government to universities.

With that, I conclude and welcome your questions.
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REMARKS BY

PRESIDENT RICHARD M. FREELAND

BEFORE THE

NATIONAL COMMISSION ON THE COST OF HIGHER EDUCATION

NOVEMBER 7, 1997

INTRODUCTION

Welcome to Northeastern University. You are visiting us as we celebrate our centennial year, and you are
addressing a subject that has been close to our hearts for the entire century of our existence. We were founded
during the Progressive era as a place of opportunity for urban, working class, and immigrant students who found
themselves unable to afford or attend the fine, traditional private colleges of the region. Despite many changes
since our founding, the goals of access and affordability for young men and women from modest backgrounds have
remained central to our identity.

The last eight years have been particularly challenging for Northeastern. During this period we have
undertaken a major transformation in our character, shifting from a large, locally oriented, no frills, commuter
school to a smaller institution serving an expanded geographic area with programs of heightened academic
quality. Ours is just one story, but I believe it illuminates the socially constructive dynamics of the academic
marketplace while exemplifying the challenges facing many mainstream colleges and universities today. It is a
story, I believe, that says more about the recent history of colleges attended by significant numbers of Americans
than headline grabbing articles about skyrocketing costs at a handful of Ivy League schools.

This morning I want to emphasize three points:

First, while higher education has been criticized for failing to respond to the needs of undergraduates, our
transformation suggests the opposite. Some eight years ago the market spoke. Prospective students and
their families made it clear that if we did not change, our future was very much in doubt. We heard the
message, and we are acting on it.
Second, while our transformation is incomplete, we have been able to significantly increase the value of a
Northeastern education with only modest increases in real tuition charges to our students and even more
modest increases in total tuition revenues from undergraduates.
Third, our efforts at institutional adaptation are greatly affected by federal and state higher education
policies. We strongly support the availability of low-cost, state-sponsored, higher education in Massachu-
setts, but it is also evident that our ability to serve the students we most want most to enroll talented,
ambitious sons and daughters from modest backgroundsis greatly affected by state and federal action
with respect to financial aid.

BOSTON'S URBAN UNIVERSITY

As background to the case I wish to put before you, let me provide some additional detail about the transformation
to which I referred a moment ago. In the years before World War II and well into the postwar period,
Northeastern functioned as a kind of quasi public institution in a state that lacked a well developed system of
state- supported higher education. We kept our costs down by providing a bare-bones campus and keeping faculty
salaries low. Despite minimal charges to students, we survived almost entirely on tuition revenues.

Our distinguishing feature throughout these years wasand remains todaycooperative education. Under
this program, students alternate terms of full-time, paid employment with periods of full-time classroom study.
The money students earn helps pay the next term's tuition bills while the practical experience they gain reinforces
learning in the practical fields that we have historically emphasized. Functioning in this way we grew by the 1970s
into the largest private university in the United States.

Beginning in the 1960s, however, our circumstances began to be affected by the long delayed growth of public
higher education in Massachusetts. A new system of community colleges was developed. The existing teachers'
colleges were transformed into full four-year and masters institutions. Most important of all, in 1964 the state
established a comprehensive campus of the University of Massachusetts in the heart of urban Boston.

BEST COPY AVALABLE
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By the 1980s it was becoming increasingly clear that the growth of the public sector was seriously eroding
Northeastern's ability to serve our traditional constituency. As our costs crept upward in these years a larger and
larger tuition gap developed between ourselves and the state supported schools. Then, suddenly, in 1990,
accumulating changes coalesced into genuine crisis. That fall we missed our freshman enrollment goal by 28
percent, or about 1,000 students. For a tuition-driven institution like Northeastern, this precipitated a financial
free fall of major proportions. The next year was equally disastrous.

In assessing our situation we confronted a stark dilemma. On one side, many students who historically might
have attended Northeastern now had respectable low cost options in the public sector. On the other side, many
who had the means to pay private tuition did not see sufficient qualitative differences from the state's public
campuses to justify our higher costs. The conclusion was unavoidable: we could no longer attract students based
on accessibility and low prices; our only choice was to improve our offerings and attract students because of the
quality of our programs.

1990-1997: RECASTING NORTHEASTERN As A SMALLER, BETTER INSTITUTION

Spurred by the crisis of the early 1990s, Northeastern set out to systematically recast ourselves as a smaller and
better institution. Between the fall of 1990 and the fall of 1997 we reduced undergraduate enrollments by 20
percent from about 15,000 to about 12,000 today. During this same eight-year period, we pared staff by 18
percentfrom about 2,800 full-time faculty, administrators and support staff to 2,300.

While absorbing these painful reductions, we began to systematically improve quality. First and foremost, this
meant improving our long neglected physical facilities. So, despite the severe financial pressures of those years, we
embarked on a $100 million building program supported by a newly aggressive effort to raise private support from
our alumni combined with heavy borrowing. We built a new classroom building and an engineering and science
research center; we renovated our student center, rehabilitated several older classroom facilities, upgraded
campus housing and opened a student recreation complex. We also put $20 million into computing infrastructure
and wired the campus to hook up students, faculty, and staff to both the University computer system and the
Internet.

While we were improving our facilities, we launched a multifaceted effort to improve the quality of our
programs. We eliminated 13 majors that were weak or outdated, approved 32 new programs and degrees,
strengthened general education, and undertook a comprehensive review of our graduate offerings. We also
initiated a major effort to increase the scholarly qualifications of our faculty through both hiring and promotion,
and in the process increased our level of extramural funding for research and education while remaining a student-
centered university primarily focused on undergraduate teaching.

Moreover, we have worked hard to leverage more value for students in our cooperative education program.
This year we will spend approximately $6 million on a co-operative education infrastructure that will place nearly
6,000 students with some 1,400 employers. We are aggressively developing placements in technically oriented,
high-demand labor market segments populated by corporate customers willing to pay for the talent and skills of
our students on co-op. Our goal is to establish Northeastern as an educational destination of choice for students
across the region and nation attracted to our distinctive form of practice-oriented education.

While our transformation is a work in progress, early results are promising. At the beginning end of the
continuum, our applications are up 52.6 percent from a low of about 9,100 in 1991. At the same time, our
selectivity has increased markedly. Mean combined S.A.T scores have risen 105 points in eight years, including
33 points between the fall of 1996 and the fall of 1997. Freshman enrollment has stabilized and retention rates
have risen steadily. The results for those who have completed our programs are equally encouraging. A careful
study of the class of 1996 six months after graduation revealed that 83% were employed full-time in a field related
to their studies and half the remainder were not interested in full-time jobs at that point. Moreover, duringyears
when real wages for most Americans have declined, average salaries for our graduates have risen 6.6 percent in
real dollars since 1991 and in 1996 exceeded $33,000.

1990-1997: A LOOK AT THE BUDGET

Against the background of Northeastern's recent strategic restructuring, let me address more directly the issue
with which this commission is most concerned: the impact of the changes I have described on our budget and
particularly on tuition charges to our undergraduates.

157



APPENDIX G: SUPPLEMENTARY RESEARCH MATERIAL

151

Let us first consider revenues. In recent years, we have worked aggressively to develop non-tuition sources of
funding. I have already alluded to the growth of extramural funding for research and education. We are also
setting institutional records in private giving. We will intensify these efforts because we know our future depends
on them, but we also recognize that in the near term we will remain largely dependent of student payments. The
heart of our financial story is an account of tuition policy.

Since the fall of 1990, the sticker price of tuition for full-time undergraduates at Northeastern has increased at
an annual rate of about 8 percentfrom $9,300 to $14,600. But the sticker price is not what we actually charge
to many students. We have, in fact, offset a substantial proportion of these apparent increases by dramatically
raising institutional financial aid. In fact, per student aid from institutional sources increased from about $700 per
year in 1990 to almost $3,200 this year, chiefly through reductions in actual tuition charges to individual students.
If nominal tuition increases are reduced by the average amount we returned to students in financial aid, the result
is a net or actual tuition increase of only 4.9 percent per year over the eight-year period I have reviewed. During
these same years, the annual increase in the CPI averaged 3.3 percent.

As for our overall revenue picture, gross tuition revenues from full-time undergraduate studentsthat is
nominal revenue growth prior to the distribution of financial aidrose by 29 percentfrom $131 million to $169
millionbetween FY 1991 and FY 1998. Yet, institutional financial aid for undergraduates grew more than
278%, from $9.8 million to $37.6 million. The result was that our net tuition revenuethat is, gross tuition less
institutional financial aidhas increased only $10.7 million or just 9 percentwhich is 1.3 percent per year over
eight years. During these same years, the CPI rose 23 percent.

Thus, at a time when were putting in place a new strategy of qualitative improvements, we had to figure out a
way to make progress with only modest revenue growth.

How was this accomplished?
I have already mentioned our faculty and staff reductions. We combined our reduced payroll with painful

restraint on salary increases throughout this period. In three of these eight years our employees had no increases
at all. We also sought new efficiencies in our benefits programs, and were able to reduce these costs by nearly nine
percent. The story is similar for most non-personnel costs: we have essentially frozen real dollar non-salary
expenditures throughout this period. Adjusted for inflation, between FY1991 and FY1998 total university
expenditures have increased by only four percent.

While we worked to restrain expenditures in most categories, we did make critical investments in key areas.
We increased our debt to fund the capital projects that were central to our new strategy. And we invested heavily
in computer and telecommunications technologies that are indispensable to quality education in the 1990s. Over
the past seven years we have spent an average in real terms of nearly $17 million per year on debt service and
maintenance.

In summary, we been able to recast ourselves as a smaller, better university that preserves our distinctive
approach to practice-oriented education and at the same time keep our tuition in check primarily by becoming
more efficient, by cutting back on operational costs, by increasing our debt, and by rapidly expanding our financial
aid expenditures.

PROSPECTS FOR THE FUTURE

Let me now turn briefly to the third of the three points I mentioned at the outsetthe impact of governmental
policies on Northeastern.

We are determined, as I have indicated, to continue enrolling students from modest backgrounds. But it has
become harder and harder to do so in the recent context of rising institutional costs and declining state and
federal student aid. In spite of our growing financial aid expenditures, debt incurred by our students has risen
alarmingly. Moreover, the average income of our entering students is edging upward. In this connection, we are
grateful for current government aid programs for students, and we especially appreciate recent tax incentives to
support college attendance. We hope the government will continue to make enrollment at independent colleges
possible through portable aid programs.

Public policies on student aid affect institutions like Northeastern as much as they affect individual students.
Our need to forego much of the tuition income we might have received between 1991 and 1998 in order to expand
financial aid has prevented us from making many investments that are critical to our overall goal of raising the
quality of our programs. As my account of our expenditure budgets indicates, we have been forced to skimp on
faculty and staff salaries and neglect expenditures in most non-personnel accounts for too many years in a row.
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Without new support for students from outside sources, this tension between financial aid and institutional
investment will only mount. We would respectfully urge the commission to consider the social value of enabling
talented and ambitious students from modest backgrounds to attend private institutions like Northeastern that
are attempting to stay affordable.

Given our defining characteristic, we have, of course, a particular interest in how federal policy impacts
cooperative education. Throughout Northeastern's history, our students have depended upon earnings from co-
op assignments to help pay for college. Today, a Northeastern student can earn as much as $10,000 for a six
month assignment, although many earn significantly less than this. While co-op thus remains an important source
of support for many students, living expenses during co-op terms can consume a sizable portion of these funds.
Moreover, under federal law, co-op earnings are taken into account when determining a student's financial need
under federal financial aid guidelines.

I would like to take this opportunity to endorse a proposal made by the National Commission for Cooperative
Education to exempt some or all co-operative wages from the financial aid formula. As it is, federal law is in the
peculiar position of treating students more favorably if they avoid cooperative education. We are working hard to
infuse new quality into our co-op program so that it might better serve students. A supportive federal policy in this
regard would be tremendously beneficial to our efforts to continue enrolling students of limited means. A similarly
helpful proposal would be a federal tax credit for employers that participate in workforce development by
employing co-op students.

CONCLUSION

Let me return at the end to a point I emphasized at the beginning. Northeastern's recent history is a story of
working hard to survive in a competitive academic marketplace. Facing our crisis at the beginning of this decade
was not easy. But competition has made us a better institution and enhanced our ability to contribute to our
students and to the economy of the region. I have little doubt that many other institutions have found new
strength and have crafted their own unique ways of meeting the educational needs of our citizenry.

I am by no means a myopic apologist for higher education. I believe, in fact, that many of the current criticisms
of the nation's colleges and universities, including those that brought this commission into being, are well
founded. But I also believe that competition among academic institutions remains a powerful guarantor that, over
time, our campuses will seek out strategies of price and program that best meet the needs of the public. I believe
that the Northeastern story is an excellent illustration of how well this dynamic can work. From my perspective,
that is a critical part of the recent history of American higher education that is too often lost in public discussions
of the shortcomings of our academic institutions.
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I appreciate the opportunity to meet with you to discuss the important subject of the cost of higher education. Our
time is limited, so I will not try to cover a number of topics addressed by others with whom you have already met.
Instead, I will concentrate on a few points related to universities that have a strong commitment to undergraduate
education, as well as to graduate and professional education, and to excellent research. I will use Harvard as my
main example, primarily because I can offer you more detailed (and current) information about it.

Let me begin with a brief sketch of the university. At its heart is our undergraduate college, which is fully
residential, and is home to nearly 6,600 students. They come from across the United States and beyond, and they
bring with them an immense diversity of backgrounds and perspectives. Harvard College is now 361 years old, and
its approach to education has long reflected a belief that undergraduates stand to benefit greatly from the
opportunity to be part of a larger community of faculty, graduate students, and others all engaged in the
process of advanced learning and

discovery.
In addition to the college, Harvard has ten graduate and professional schools, which enroll some 12,000 full-

time degree candidates from across this country and more than 100 other countries around the world. The
operating budget for the entire university is about $1.6 billion this year. Our endowment is large, but the "payout"
from endowment covers less than one-quarter of our annual operating expenses a percentage that has been
remarkably constant for half a century. So we must make up the other 75 to 80 percent of our $1.6 billion in
expenditures from other sources of income annual gifts, sponsored research funds, tuition and other student
fees, and other miscellaneous sources, ranging

from technology licensing to Harvard T-shirts to parking fees.
Finally, we have a longstanding commitment to offering educational programs for working adults and other

"nontraditional" students who cannot study full-time. Harvard's Extension School, founded in 1909, now offers
more than 550 courses a year, at relatively modest cost, to some 13,000

local students. Last June, we were proud to graduate the oldest person ever to earn a liberal arts degree from
Harvard Mary Fasano, ALB '97, age 89.

Access and Affordability: A Commitment to Need-Based Aid
With this as background, let me try to address, head on, the question that led to the convening of this
Commission: how do we ensure that college education remains accessible and affordable to students from across
the economic spectrum?

I want to talk about Harvard's approach, not because it represents some sort of platonic ideal, or a model that
is workable for all institutions of higher education. Still, it is a powerful model, and one

that illustrates a systematic effort to address a serious problem.
Let me begin with the number that all too often serves as not just the beginning, but the end, of discussions

about college access. What might be called our comprehensive fee the total of tuition, room, board, and other
charges is now around $30,000 a year. It is not quite the highest in the nation, but it is still very steep. Yet,
based on our estimates, it is still only about two-thirds of what it actually costs to provide our students with an
undergraduate education in a residential setting. The remaining third is underwritten largely by endowment and
annual gifts. In this sense, all of our undergraduates even those who pay the full comprehensive fee receive
a significant subsidy or implicit

scholarship.
As a private college and university committed to a very broad set of programs in education and research,

Harvard has for many decades had high fees which if viewed in isolation would place a Harvard education
well beyond the reach of the great majority of students and families in the United States. But there is, of course,
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more to the story. Back in 1854, Harvard's President Walker summarized the problem and the solution very
succinctly: "There is no objection," he said, "which weighs so heavily

against an education in Cambridge as the expense; and the only practicable way of reducing it would seem to be
by the institution of scholarships."

As this suggests, Harvard's approach to college access has long been rooted in a simple insight: given that it is
inherently expensive to provide an excellent residential college education, and given that a great many families
are not able to afford the full price, financial aid based on need is the most direct, effective, cost-effective, and
economically practicable way to reduce the net cost of college for many students while also maintaining a
steady flow of tuition revenue from those students whose

families can afford to pay the total sum.
The modern version of this philosophy has been with us for several decades now. We have made it a cardinal

principle that students should be considered for admission without regard to their financial need. We want our
doors to be open to the most able and promising students rich, poor, or in between.

That's only half the principle. The other half the one that converts ideal into reality is that students who
are admitted, and who choose to come to Harvard, are provided with a package of financial aid that is sufficient
to enable them to attend.

We advertise the nature of this program widely, and we recruit students vigorously. As a result, we are able to
attract a wide range of applicants from literally all income groups, and from an enormous variety of backgrounds.
The number of applicants to our first-year class has grown, over the past five or six years, from 12,000 to more than
16,500 essentially 10 applicants for every place in the class and over three-quarters of the students who are
offered admission choose to enroll.

Our commitment to need-based aid is expensive. Two-thirds of our undergraduates receive some form of
financial aid, and they will together receive some $80 million in aid this year in the form of scholarships, loans,
and work-study jobs. More than half of that aid $42 million takes the form of scholarships; and nearly nine
out of every ten of those scholarship dollars come from our institutional funds.

Almost half of all our undergraduates qualify for scholarship grants, averaging $14,000. Added to that are a
loan and a job that cover another $6,500. That combined total around $20,500 is roughly two-thirds of our
full comprehensive fee. In other words, for about half of our students, the average amount remaining to be paid,
on a current basis, for a year at Harvard College is roughly $9,500.

I want to emphasize that the figures I've given are averages: some students receive well more than $20,500;
others receive less, depending on their own level of need. And the aid reaches students from a very broad band of
family incomes. Our scholarship students include, for example, some 375 students whose family incomes are less
than $20,000 a year as well as some 250 students whose family incomes are greater than $120,000 a year with
all of the many more falling in between.

Over time, as our comprehensive fee has steadily increased, we have tried to make sure that the families of our
scholarship students not be asked to bear an increasing share of the students' budgets. In 1980-81, for instance,
the typical parental contribution for students on scholarship was 26 percent of the total student budget.
Seventeen years later, the figure is still 26 percent. Meanwhile, the portion of the total student budget covered by
scholarship funds has grown, on average, from 43 percent to 49 percent.

We have also tried, by investing heavily in need-based scholarships, to avoid leaving our students with huge
debts when they graduate. In our most recent graduating class, almost half our seniors managed to leave Harvard
without any outstanding student loan debt at all. And only 8 percent of all our seniors graduated with debt
burdens of more than $20,000.

In fact, as the real value of federal scholarship grants has eroded in recent years, and as the balance of federal aid
has shifted strongly in the direction of loans, colleges and universities have reached deeper into their own funds to
provide scholarship aid. At Harvard, while tuitions have continued to rise faster than inflation, our own
undergraduate scholarship budget has risen at a significantly faster rate than tuitions: more than twice as fast,
when measured in constant 1997 dollars over the last decade.

Having said all this, I do not at all underestimate the severe problems and real anxieties faced by many students
and families struggling to pay for college. And I do not propose that strong need-based aid is the be-all and end-
all of an effective approach. We need to keep up the effort to moderate the growth of tuition and fees, as we have
been doing. At Harvard, we have lowered the rate of tuition growth each of the last five years. The increase from
last year to this 4.1 percent was the lowest in percentage terms since 1969. Our intention is to continue this
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trend although it will require even more intensive efforts to raise endowment and other sources of revenue, to
budget systematically, to control our expense growth, and to make sensible cuts and economies that do not
compromise the

fundamental quality of our academic programs. It will also require some help from the national economy.
All in all, however, we need to be realistic in our expectations. Whatever the exact percentage increase in next

year's tuition and fees, the full price of attending Harvard will still be high higher than a great many students
and families can reach on their own. We will be left to do what I believe it is absolutely essential for us to do:
reaffirm and redouble our commitment to a program of need-blind admissions and strong need-based student aid.

A Broader Perspective: Curriculum, Libraries, Information Technology
To this point, I have focused on how we try to keep our doors open to talented students, whatever their economic
means. Let me now broaden the angle of vision a bit, to consider just a few of the forces that shape the economy
of a major private residential university, some of the ways in which undergraduates benefit from being at such a
university, and some of what we do along with our financial aid program to minimize the economic impact
on students and their families. I know that you have already heard from others about some of these matters, so let
me try to be selective and illustrative, rather than comprehensive. I want to touch upon each of three areas: the
undergraduate curriculum; the function and cost of research libraries; and, finally, modern information technol-
ogy.

We should take a moment to remember how our universities are structured, because the American university
model is significantly different from others, and it did not come about by accident. Those who created it
consciously set out to integrate undergraduate education, graduate and professional education, and advanced
research all within the same environment.

For faculty members, that means a commitment to constant learning through research and the discovery of new
knowledge and ideas. It also means a continual importation of new knowledge and ideas from the laboratory or
library directly into the lecture hall or the seminar room where the discussion can then lead to further insights,
inquiry, and discovery.

For students, meanwhile, the basic goal is to bring them, as quickly as possible, to the point where they become
researchers and discoverers in their own right, while also absorbing a good deal of

established knowledge. We want them to confront real problems whether in physics or history or
contemporary politics where most of the answers are in doubt, and it is a challenge even to formulate the key
questions.

Curriculum: Breadth and Depth
With this in mind, let me turn more specifically to the curriculum. At Harvard, the undergraduate curriculum
aims to balance breadth and depth. The breadth is represented, in part, by our Core Curriculum, which requires
our undergraduates to devote a quarter of their studies to courses in each of several areas: foreign cultures,
historical study, literature and arts, moral reasoning, science, and social analysis. The Core, alone, encompasses
some 85 to 100 different courses in a given year, ranging from "Matter in the Universe" to "Justice" to "Children
in Their Social World." At last count, some 92 percent of the Core courses were offered by senior, tenured
members of our faculty.

In addition to fulfilling their Core requirements, undergraduates are expected to devote another substantial
part of their coursework to a field of concentration, or major. There are forty such fields Anthropology,
Biology, Classics, East Asian Studies, Economics, Philosophy, and so on. In all, there are more than 2,000
departmental courses that occupy more than 600 pages of our catalogue. Together, they represent an incredible
invitation to explore a vast universe of knowledge and ideas.

Some people may wonder whether this is all an exercise in excess. Is it really cost-effective to teach the Classics
or offer courses in Sanskrit when relatively few students choose either as a concentration? In response, we

have to ask ourselves whether we would really want to abandon, now and for generations to come, the effort to
understand the major writers and thinkers of ancient Greece and Rome, whose works have been so integral to the
shaping of our culture. We have to ask whether an

important piece of civilization would be lost if none of our students (and perhaps no student in the nation) were
able to read and study Sanskrit one of the world's greatest languages, one that contains some of the most
important sacred texts ever composed. If we were to let the study of Classics wither away, or the study of Sanskrit
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fade into oblivion, what would be next? Archaeology? The Renaissance? Buddhism? Or perhaps the Industrial
Revolution, which in today's high-tech information age might

strike some people as something close to ancient history?
My point is not only that some of our universities have an obligation to sustain important fields of learning,

even if the student demand for courses is not and may never be overwhelming. It's also that, over time, fields or
subjects which in one era may seem obscure and "irrelevant" can quite suddenly, in another era, assume much
greater significance. A century ago, or even fifty or sixty years ago, some people wondered why Harvard was
investing significantly in the study of China, Japan, and the rest of East Asia. After all, as late as the 1930s, only
a very few Harvard students were studying Chinese language, history, and culture. Now, the world has turned,
and East Asian Studies is one of our

highly subscribed concentrations. Enrollments in introductory Chinese have tripled over the last fifteen years,
to the point that Chinese is now one of the three most studied languages at Harvard. Few people, if anyone, would
now pause to question the level of our commitment to understanding East Asia.

We could make much the same observations about the study of the Islamic world, where enrollments have risen
markedly, and the so-called "relevance" of the subject which some may have doubted not so many decades ago

is now scarcely open to question. Needless to say, developing real strength in such fields fields that are not
available for extensive study in many institutions of higher education is not something that can happen quickly.
It takes a sustained, farsighted commitment, over long periods, to seek very substantial resources, persuade
donors, stare down skeptics, acquire the right books and manuscripts, train the right graduate students, and build
not simply a faculty, but a genuine program.

Meanwhile, new fields also emerge. The newest field of concentration at Harvard College is environmental
Science and Public Policy. It is about five years old, and its number of undergraduate

concentrators has already surpassed 100. It draws on faculty from many schools and departments, and it
represents a consciously interdisciplinary approach to learning: the kind of approach that is next to impossible if
an institution hasn't made the efforts and the investments needed, over the years, to build real academic strength
in each of the many fields and subfields including those in our professional schools that contribute to the
whole.

Maintaining this sort of curricular breadth and depth is expensive. And so, for more than a century, we have
made special efforts to cover a very significant fraction of the associated costs through endowment, so that the
added pressure on tuition would be as little as possible. Even in the 1870s at Harvard, people were wondering
about the need for Sanskrit, but President Eliot did not view the program as though it were a production plant
generating insufficient revenues. Rather, recognizing that "the number of students in the departmentis inevitably
small," he set out to endow a professorship in Sanskrit and succeeded.

This simple example suggests why Harvard has worked so hard, for so long, to endow many of its professorships
to the point where 46 percent (almost half) of our budget for faculty salaries in the Arts and Sciences is today

supported by endowment. We hope to press ahead still further.
Meanwhile, our undergraduates are more and more involved in advanced study and original research. It's

worth noting that, of the 1,600-plus undergraduates who enter Harvard from year to year, there are now typically
more than 600 who qualify, on the basis of their academic records before college, for what we call advanced
standing: the opportunity to graduate, with a regular bachelor's degree, in three years and thereby save the cost
of a fourth year. In our most recent graduating class, only 30 students (some five percent of the roughly 600
eligible) actually exercised that option and left after three years a strong indication, to my mind, that they are
both interested in pursuing advanced coursework, and that they (and their families) consider the quality of their
actual educational experience worth the very substantial cost.

Last year, a quarter of our seniors took graduate-level courses. Undergraduate science concentrators work in
laboratories side by side with graduate students and faculty. Other students are doing fieldwork and archival
research that, years ago, would have been hard to imagine at the

undergraduate level. The list of examples could go on and on. But the basic point is simply this: our
undergraduates benefit in significant, powerful ways from the opportunity to be part of a major university that is
devoted to learning in its largest sense where faculty, graduate students, and undergraduates are all engaged in
a continuous process of research, exploration, and discovery.
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The Library: New Challenges, New Approaches
Let me turn now to the library, where we see a somewhat different picture: a major resource for students and
faculty, but one that is in a state of exceptionally rapid change, driven by new technologies, and that at the same
time faces intense rises in cost. The special challenges here are how to stay abreast of these changes; how to assure
access by faculty and students alike to the greatly expanded range of materials now becoming available; and how
to achieve all of this in a way that is institutionally
affordable. While increased endowment and gifts are part of the answer, an equally if not more significant
part lies in our ability to bring about major fundamental changes in the nature of the library itself. In other words,
this is an example of to use the current jargon reengineering,
restructuring, and increased productivity.

The Harvard University Library operates on a massive scale. Its collections are housed in more than 90
different libraries, containing over 13 million volumes, as well as manuscripts, microforms, maps, slides, photo-
graphs, databases, and other materials, tangible and virtual. Harvard's is the largest university library in the world,
and it is among the largest libraries of any kind, anywhere. Its total annual budget for this year is some $80 million,
and the staff numbers more than 1,100 people, roughly 400 of whom are library professionals.

Like other colleges and universities, Harvard faces relentless annual increases in basic library costs, and a recent
explosion in the demand for services from users who are now becoming accustomed to instant information
retrieval. These forces have combined to erode the purchasing power of all academic libraries. In the fifteen years
from 1980 to 1995, for example, Harvard's library expenditures grew at an average annual rate of 8.5 percent.
During the same period, however, our staff grew by only

1.2 percent per year; we acquired additional volumes at a rate of only 1.8 percent per year; and we added new
serials at only 0.2 percent per year.

The dramatic disparity between the large growth in expenditures and the very modest growth in staff and
acquisitions can be accounted for largely by the steep continuing rise in the cost of journal subscriptions, led by
scientific and technical journals that we simply must continue to buy. Chemistry and physics journals, for example
almost tripled in price from 1977 to 1987, and then tripled again during the last decade. In 1997, the average
annual journal subscription in three scientific disciplines

cost over $1,000 a year, with journals in physics leading the way at $1,494, chemistry journals close behind at
$1,359, and astronomy journals at $1,084. In an additional 10 of the 31 Library of Congress categories, journal
subscription costs now average between $500 and $1,000 a year.

At the same time we face these spiraling costs, the library is obviously entering a period of profound
transformation, driven by the rise of new information technologies and by the increasing availability of informa-
tion in digital form. We can hope, over time, that these developments will help us contain at least some costs. But
for the foreseeable future, we are faced with the prospect of maintaining and building our invaluable historical
collection of books, journals, and other documents, while also creating a new electronic, digital library of the
future. We are, in other words, confronted with a situation in which we need to conceive of the library both as a
vitally important physical location for the collection and preservation of tangible documents and materials and
as a gateway to a vast universe of information and knowledge that exists beyond the library's walls, in a huge
multiplicity of

digital formats and forms.
The new information technologies are already doing much to extend the library's traditional capacities. But

the incremental costs are considerable. Harvard, for example, spent over $13 million between 1984-85 and 1995-
96 on developing a massive, on-line library information system that is still evolving. What began as a back-room
system for making acquisitions more efficient has, ten years later, become a comprehensive on-line catalogue
containing millions of titles, searchable in any number of ways by anyone with a link to the Internet. A companion
system provides network connections far beyond the Harvard library, to a vast array of government documents,
electronic databases, and bibliographic materials. Meanwhile, the annual operating costs of maintaining (and
inevitably upgrading) these systems already requires several million dollars each year.

Faced for now with the escalating costs of books and journals on the one hand, and the advent of the digital
library on the other, how have we tried to tackle the problem in a cost-effective way, while maintaining quality and
ensuring access for students and faculty to an ever-increasing range of

materials?
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First, we have slowed the growth rate of our acquisitions. We pay the steeply rising prices for the books and
journals we do acquire. But at a time when the number of new publications continues to grow at an accelerating
rate, we have felt compelled to limit our own growth, to the quite modest rates I mentioned earlier.

Next, while we have undertaken major renovations of existing libraries, we have essentially stopped building
new on-campus space to accommodate our collections. Instead, we recently made a genuinely historic decision
in the face of considerable opposition to create something called the Harvard Depository, a library facility that
already houses some 2.5 million of our volumes in highly economical space about 30 miles away from Cambridge.
There is some loss of convenience to users, who have to wait (up to 24 hours) to have books delivered, and who
cannot browse through the volumes in storage. But the cost savings are dramatic and, as an added benefit, the
Depository's climate-control system does a better job than our traditional libraries of preserving documentary
materials, many of which are increasingly at risk of deterioration. As we buy new books and periodicals each year,
a roughly equivalent number are now shipped out to the Depository.

Next, we are sharing materials with other libraries, and cooperating with other institutions to address
preservation problems and expand access. For instance, we have always had some cooperative library arrange-
ments with MIT, but in the past two years we have moved to an essentially "open" system, with members of each
institution having full and free access to the other's collections.

Next, as suggested by some of the data I mentioned earlier, we are tightly controlling the growth of our library
staff, even as the demand for their services continues to grow because of higher circulation levels, the need of
users to be guided in the use of new technologies, and other factors. In short, we have been working to realize
steady gains in productivity and are achieving them.

Finally, we are seeking to strengthen, by nearly $80 million, the endowment funds that support our library
system so that rising costs have the smallest possible impact on tuition and other elements of our internal
economy.

All the while, we are working to integrate the total resources of our traditional library and our emerging digital
library even more fully into the academic life of our undergraduates. We track the patterns quite closely. For
example, our college students are borrowing more books from Widener our main research library than ever
before. In fact, undergraduate borrowing from Widener increased by 11 percent in the last academic year alone
with our students checking out more than 80,000 books and other items. In contrast to an earlier era, when our
college students tended to confine themselves much more to libraries with limited collections created specifically
for undergraduate use, our undergraduates now borrow more books from Widener than our faculty or our graduate
students. And, with the guidance of our library professionals, our college students are not just traversing the
stacks of Widener, but following the seemingly endless strands of the World Wide Web into realms that many of

us, who attended college in an earlier day, could hardly have imagined.

New Information Technologies: A Stimulus to Learning
That leads me to my final point. I have touched on only a few of the major factors that drive expenses within the
modern university. But if we want to focus especially on new developments, it is hard not to say a few words about
information technology in the larger sense including but also transcending its impact on the finances of our
libraries.

What distinguishes the Internet and related new technologies from many of their predecessors is their
extraordinary versatility and their interactive quality features that set them decisively apart from media such as
television, radio, or film. In my view, the arrival of the Internet and the World Wide Web along with the
inevitable evolution of their successor technologies represents the most far-reaching development in the
capacity of our universities to seek, find, analyze, and synthesize information and knowledge since the creation of
our major research libraries roughly a century ago.

We are dealing here not merely with a change in the amount of readily accessible information, but with a clear
transformation in significant aspects of teaching and learning one that is already upon us. The new
technologies strongly reinforce the student's ability to explore and discover, and to interact with both faculty
members and other students, in an energetic and effective way. They put the student in the driver's seat, so to
speak, and help strengthen the kind of environment I referred to earlier an environment in which students are
challenged, with faculty as their guides, not just to absorb established knowledge and ideas, but to search for
relevant and reliable evidence, to frame and reframe significant

questions, to test hypotheses, and to pursue convincing answers and solutions.
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Of course, creating the infrastructure to support these elaborate new networks carries a large price tag. At
Harvard, over the past five years we have already invested at least $50 million in this effort wiring dormitories,
offices, and various other facilities, including a growing number of classrooms. We have had to engage a new cadre
of professional staff who are very much in demand and to keep pace as best we can with rapid changes in
technologies that sometimes seem on the verge of

obsolescence as soon as they are put in place.
In the coming years, we will have to invest more than $100 million more in this effort throughout the university,

because it is increasingly central to programs across Harvard. Within our Faculty of Arts and Sciences, we
estimate that expenditures related to information technology now account for something in the range of 15
percent of the annual operating budget, and are growing at a rate of roughly 20 percent a year.

Already, more than 200 courses in the Arts and Sciences have Web pages, with faculty using the network to
organize discussion groups, to distribute assignments, and to create links to special teaching and research
materials on-line. Faculty in science courses are beginning to simulate complex experiments on-line
experiments that it would be impractical or too expensive to perform in the classroom or laboratory, but which
students can now study in detail over and again, if they wish to

on their computer screens. Students in social sciences courses now regularly work with vast on-line databases
such as census materials or voting records to expand the scope of their research. Increasingly, music

students can read scores on-line and hear performances of selected works, in order to compare interpretations.
As with any medium certainly as with the books in our research libraries it is possible to spin one's wheels,

waste time, or simply procrastinate while roaming or surfing the Net. But I believe that the upside potential of
these new technologies is very high, and that they represent a relentless and irreversible development, not a mere
fad or distraction. At the same time, in the context of a residential college devoted to humane learning, there is
ultimately no substitute for the kind of exchange that takes place through sustained, face-to-face human contact.
In this sense, the new technologies expand our capacities for teaching and learning, but do not supplant the
traditional ones. They represent a

significant new area of investment with real educational dividends but not a substitute for the seminars,
tutorials, discussion groups, or even lectures that are at the core of our college programs. And so, we will have to
invest, carefully yet actively, in these important new components of the educational process. And, as we do, we
will have to seek gifts, endowment, and other forms of support to absorb much of the costs.

Were there time, I would be happy to speak with you about other major aspects of education and economics in
our private research universities. For now, let me stop here and invite your questions on areas I have covered,
or those I have not. Let me mention, in particular, that I know at least some members of the Commission have an
interest in graduate education in relation to the undergraduate enterprise. While this is a large subject in itself, I
would be glad to be helpful to the extent I can. The task before this Commission is an extraordinarily important
one for students, for colleges and universities, and for society and I believe you have an unusual opportunity
to clarify many issues, correct some misperceptions, and advance our collective understanding of a complicated
but very significant set of issues. Thank you again for inviting me to be with you.

166



Issue 1: The increase in tuition compared to other
commodities and services

Comparing tuition increases to trends in the prices of other goods and services provides a context for evaluating
the escalating price of attending college. Because a large proportion of college students receive financial aid and
therefore do not pay the full "sticker price," trends in "net price" (college expenses minus financial aid) need to be
examined. Further, because colleges and universities typically spend more money to provide undergraduate
instruction than is recouped through tuition revenue, it is important to distinguish between the cost to provide
higher education and the price paid to acquire it. The distinction this report makes between "cost" and "price"
is spelled out in further detail in the provided Glossary of Terms. The details of the empirical estimation of these
concepts is provided in a Technical Note section.

Findings

Since 1980, tuition at all types of institutions has approximately tripled. (Exhibit 1-1)
Even after controlling for inflation, tuition at each type of institution has roughly doubled since 1980.
(Exhibit 1.2)

The similar percentage increases across sectors have widened the tuition gap between public and private
schools. In 1980, attending a private rather than public university meant $2,971 more in tuition. By 1996,
the difference between private and public universities had increased to $12,430. (Exhibit 1-1)
Between 1987 and 1996, tuition (what students and their families pay for higher education) increased
substantially more than the average cost per student (what colleges and universities spend to provide
higher education) at all types of institutions. (Exhibits 1-3, 1-5, and 1-7)
The proportion of cost per student covered by tuition has increased over time at all types of institutions.
(Exhibits 1-3a, 1-5a, and 1-7a)
Total price (tuition, room, board, and other education-related expenses) has increased substantially since
1987. However, between 1993 and 1996, the rate of increase in total price has declined relative to earlier
time periods. In fact, when all forms of financial aid (grants, loans, work study and other) are subtracted
from total price, there is not a statistically significant increase in this type of "net price" measure between
1993 and 1996. (Exhibits 1-4, 1-6, and 1-8)
Increases in household income have not kept pace with tuition increases and have varied substantially for
different segments of the income distribution. Since 1980, the bottom 60 percent of all households have
experienced 5 percent or less increase in income, after controlling for inflation. In comparison, the top fifth
experienced a 32 percent real increase. (Exhibit 1-21)
Ratios of tuition to household income have approximately doubled for the bottom fifth of the income
distribution, while remaining virtually the same for the top fifth. (Exhibit 1-22)
Despite the media attention given to tuition at expensive colleges and universities, 56 percent of four-year,
full-time students attend colleges that charge less than $4,000 in tuition. (Exhibit 1-24)
The earning differentials enjoyed by workers holding a bachelor's degree compared to workers having only
a high school diploma has increased substantially and fairly consistently over the last twenty years for both
men and women. (Exhibits 1-26 and 1-27)
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Conclusions
Has tuition increased faster than other goods and service?

Yes, in some cases. Tuitions charged by all types of colleges and universities have typically increased faster than
many other goods and services over the past decade. In comparison to otherprofessional services, such as medical
care, tuition price increases seem more in line. When tuition rates are compared to the costs institutions incur to
provide education (cost per full-time-equivalent student), tuitions appear to have increased faster than costs.

However, the price institutions charge (tuition) is often not the price students pay. Financial aid helps to offset
the tuition and other education charges (e.g., room, board, transportation, etc.). If all forms of aid grants,
loans, and work study are subtracted from the price of attendance, the "net price" full-time, dependent
students paid did not increase between 1993 and 1996. The increased availability of loans probably accounts for
this finding.
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EXHIBIT 1-1
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EXHIBIT 1-la

Average Tuition and Fees (Sticker Price) by Type of Institution: 1975-1996
(in Current Dollars)

Year
Public Private

University College Two-year University College

1975 $599 $448 $277 $2,614 $1,954

1976 642 469 245 2,881 2,084

1977 689 564 283 3,051 2,351

1978 736 596 306 3,240 2,520

1979 777 622 327 3,487 2,771

1980 840 662 355 3,811 3,020

1981 915 722 391 4,275 3,390

1982 1,042 813 434 4,887 3,853

1983 1,164 936 473 5,583 4,329

1984 1,284 1,052 528 6,217 4,726

1985 1,386 1,117 584 6,843 5,135

1986 1,536 1,157 641 7,374 5,641

1987 1,651 1,248 660 8,118 6,171

1988 1,726 1,407 706 8,771 6,574

1989 1,846 1,515 730 9,451 7,172

1990 2,035 1,608 756 10,348 7,778

1991 2,159 1,707 824 11,379 8,389

1992 2,410 1,933 937 12,192 9,053

1993 2,604 2,192 1,025 13,055 9,533

1994 2,820 2,360 1,125 13,874 10,100

1995 2,977 2,499 1,192 14,537 10,653

1996 3,151 2,661 1,245 15,581 11,294

Source: Digest of Education Statistics 1996, Table 309.
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EXHIBIT 1-2
Average Tuition and Fees (Sticker Price) by Type of Institution: 1975-1996

(in Constant 1996 Dollars)
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EXHIBIT 1-2a

Average Tuition and Fees (Sticker Price)
(in Constant

by Type of Institution: 1975-1996
1996 Dollars)

1

Year

Public Private

University College Two-year University College

1975 $1,747 $1,307 $808 $7,623 $5,699

1976 1,770 1,293 676 7,944 5,747

1977 1,784 1,459 734 7,898 6,088

1978 1,771 1,434 737 7,797 6,063

1979 1,679 1,345 707 7,537 5,990

1980 1,599 1,261 676 7,256 5,751

1981 1,579 1,246 675 7,379 5,852

1982 1,684 1,322 706 7,946 6,264

1983 1,834 1,474 745 8,795 6,819

1984 1,939 1,589 797 9,388 7,137

1985 2,021 1,629 852 9,978 7,488

1986 2,199 1,656 918 10,556 8,075

1987 2,280 1,724 912 11,212 8,523

1988 2,290 1,866 936 11,633 8,719

1989 2,335 1,917 924 11,959 9,075

1990 2,442 1,930 908 12,423 9,337

1991 2,488 1,967 949 13,109 9,664

1992 2,695 2,161 1,047 13,635 10,124

1993 2,828 2,380 1,113 14,175 10,351

1994 2,985 2,498 1,191 14,688 10,693

1995 3,065 2,573 1,228 14,966 10,968

1996 3,151 2,661 1,245 15,581 11,294

Source: Digest of Education Statistics 1996, Table 309.
CPI is from Bureau of Labor Statistics.
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EXHIBIT 1-3
Percent Change in Cost, Sticker Price, and Subsidy 1987 to 1996
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Source: National Center for Education Statistics, National Postsecondary Student Aid Study, 1987, 1990, 1993, and 1996.
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36% change 1987-1996

Note: Cost per student estimates are derived from IPEDS financial and enrollment data. The cost per student figures for 1996 are imputed based on the rate of change
observed between 1993 and 1995 data.
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EXHIBIT 1-3a
Cost per Student, 1987 to 1996

$14,000 Public Four-Year Colleges and Universities
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Source: National Center for Education Statistics, National Postsecondary Student Aid Study, 1987, 1990, 1993, and 1996.

Note: Cost per student estimates are derived from IPEDS financial and enrollment data. The cost per student figures for 1996 are imputed based on the rate of change observed
between 1993 and 1995 data.
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EXHIBIT 1-4
Percent Change in Total and Net Prices, 1987

Public Four-Year Colleges and Universities
to 1996

1987 to 1990 1990 to 1993 01993 to 1996
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-10.0% 109% change 1987-1996 114% change 1987-1996 95% change 1987-1996

"Total price" includes tuition, room, board, books, transportation, and other expenses.
"Total price - all aid" equals total price minus grants, loans, work study, and other aid.

Source: National Center for Education Statistics, National Postsecondary Student Aid Study, 1987, 1990, 1993, and 1996.
Note: Total and net price estimates from NPSAS data were adjusted in order to be comparable with the 1996 "Budget" variable.
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Source: National Center for Education Statistics, National Postsecondary Student Aid Study, 1987, 1990, 1993, and 1996.
Note: Total and net price estimates from NPSAS data were adjusted in order to be comparable with the 1996 "Budget' variable.
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EXHIBIT 1-5
Percent Change in Cost, Sticker Price, and Subsidy 1987 to 1996

Private Four-Year Colleges and Universities
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Source: National Center for Education Statistics, National Postsecondary Student Aid Study, 1987, 1990, 1993, and 1996.

Note: Cost per student estimates are derived from IPEDS financial and enrollment data. The cost per student figures for 1996 are imputed based on the rate of change

observed between 1993 and 1995 data.
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EXHIBIT 1-21
Average Household Income by Quintile: 1975-1996

(in Constant 1996 Dollars)

0

1975 1980 1985

Year

1990

Lowest Second A Third Fourth NEHighest

1995

Sources: U.S. Census Bureau;
"Mean Income Received by Each Fifth and Top 5 Percent of Households, (All Races) = I967-1996;" last revised September 29, 1997

<http://www.census.gov/hhes/incomethistinc/f03.html>
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EXHIBIT 1-22

Ratio of Tuition to Income by Type of Institution
for Selected Income Quintiles: 1975 to 1996

1975 I 1980 I 1985 I 1990 I 1995 I 1996

Public Universities

lowest quintile 0.20 0.19 0.24 0.28 0.36 0.37

middle quintile 0.05 0.05 0.06 0.07 0.09 0.09

top quintile 0.02 0.02 0.02 0.02 0.03 0.03

Public Colleges

lowest quintile 0.15 0.15 0.19 0.22 0.30 0.31

middle quintile 0.04 0.04 0.05 0.05 0.07 0.07

top quintile 0.02 0.01 0.02 0.02 0.02 0.02

Public Two-Year

lowest quintile 0.09 0.08 0.10 0.11 0.14 0.14

middle quintile 0.02 0.02 0.02 0.03 0.03 0.04

top quintile 0.01 0.01 0.01 0.01 0.01 0.01

Private Universities

lowest quintile 0.86 0.85 1.18 1.44 1.74 1.81

middle quintile 0.22 0.21 0.29 0.35 0.43 0.44

top quintile 0.09 0.08 0.10 0.12 0.13 0.13

Private Colleges

lowest quintile 0.64 0.67 0.89 1.08 1.28 1.31

middle quintile 0.17 0.17 0.22 0.26 0.31 0.32

top quintile 0.07 0.07 0.08 0.09 0.10 0.10

Sources: Tuition Data, Digest of Education Statistics 1996 Table 309p. 320; Income data U.S. Census Bureau;

'Mean Income Received by Each Fifth and Top 5 Percent of Households, (All Races): 1967-1996;"
last revised September 29, 1997

<http://www.census.gov/hes/income/histinc/h03.html>
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EXHIBIT 1-23

Comparison Of Net Price (Total Price - All Financial Aid) by Type of
Institution to Trends in Disposal Income Per-Capita and Various Consumer

Price Indices

25,000

20,000

250

0

1987 1990

NPSAS Year

1993

0

1996

il-- disposable income per capita

Public 4-Year College

transportation

X medical care

Private 4-Year College

Public University

- f housing

Private University

4--Public 2-Year College
cpiu

Sources: NCES, NPSAS:87 Undergraduate Students 5/23/97; NCES, NPSAS:90 Undergraduate Students 8/14/95; NCES, NPSAS:93

Undergraduate Students 10/2/97; NCES, NPSAS:96 Undergraduate Students 10/1/97; Bureau of Labor Statistics, http://stats.b1s.govi;

Economic Time Series, http://bos.business.uab.edu/data/data.htm.
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EXHIBIT 1-24

Undergraduate Enrollments in Four-year Institutions
by Tuition Ranges: 1997

Tuition
Range

Proportion of
Total Undergraduate

Enrollment
$20,000 or more 4.3%
18,000 19,999 2.3
16,000 - 17,999 2.1

14,000 - 15,999 4.1

12,000 - 13,999 5.4
10,000 - 11,999 4.2
8,000 - 9,999 3.7
6,000 - 7,999 2.8
4,000 5,999 15.3

2,000 - 3,999 42.2
Less than $2,000 13.6
Total 100%

Source: The College Board.

Note: The table shows the distribution of full-time undergraduates at four-year colleges
by tuition charged in 1996-97. Figures include only those 1,601 public and private
institutions that provided final or estimated tuition and fees by September 1, 1996.
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EXHIBIT 1-25

Perceptions of the Affordability of Higher Education

The following tables are from reports conducted by the American Council on Education
(ACE) and by the Sallie Mae Education Institute.

The ACE study surveyed 1,000 randomly selected adults to determine what they thought was
the price (tuition and fees) of attending different types of colleges and universities. Respondents
over-estimated the price of all types of institutions by $3,126 to $6,617.

Respondent Estimates of Tuition and Fees

Institution Type Estimated Price Actual Tuition*

Public Community College $6,295 $1,194

Public University $9.599 $2,982

Private Liberal Arts College $13.824 $10,698

Private Research University $20,410 $14,510

Note: Tuition data is for 1994-95, the most recent figures available from the Department of Education when this
survey was conducted in July 1996.

Source: American Council on Education

The Sallie Mae study was based on interviews with parents of college-bound high school
students; it found that parents under-estimated the price of attending college.

Estimated Price of Attending Four Years at a College or University

Public or State College Private College

Below Range 41 % 49 %

Average Costs 18% 19%

Above Range 42 % 31 %

Source: Sallie Mae Education Institute
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EXHIBIT 1-26
Returns to Education: Men

Mean earnings of workers 18 years old and over by educational attainment

$50,000

$40,000

$20,000

$0
1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

0Not A High School Graduate 11 High School Graduate Some College/Associate Degree 40Bachelor's Degree xAdvanced Degree

Current Population Survey, March 1995, U.S. Census Bureau, Table 19, "Mean Earnings of Workers 17 Years Old and Over, by Educational
Attainment, Race, Hispanic Origin, and Sex: 1975 to 1994."
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EXHIBIT 1-27
Returns to Education: Women

Mean earnings of workers 18 years old and over by educational attainment

$0

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

0Not A High School Graduate t High School Graduate hSome College/Associate Degree 10Bachelor's Degree *Advanced Degree

Current Population Survey, March 1995, U.S. Census Bureau, Table 19, "Mean Earnings of Workers 18 Years Old and Over, by Educational Attainment,
Race, Hispanic Origin, and Sex: 1975 to 1994."
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TECHNICAL NOTE

Most of the data contained in this report were previously published elsewhere. The reader should consult the
original sources for further details concerning cited data. Several of the tables do contain original tabulations of
recent college cost and price trends (Issue 1). This technical note provides information concerning how these
figures were derived. It describes: the data sources used to produce these estimates; the classification of students;
the classification of institutions; the method used to estimate what it costs colleges and universities to provide
higher education to students (cost per FTE); and the derivation of "net price" estimates.

Data Sources

Multiple years of two U.S. Department of Education data sources, the National Postsecondary Student Aid Study
(NPSAS) and the Integrated Postsecondary Education Data System (IPEDS) were used to estimate trends in
average college costs and prices. NPSAS data were used to estimate student level information (e.g. tuition and
total price of attendance) and IPEDS data were used to estimate institutional level figures (e.g. enrollment and
cost to institutions of providing higher education).

NPSAS data are not collected annually, but rather every three years: 1986-87,
1989-90, 1992-93, and 1995-96. The Data Analysis Systems (DAS) software and website (http://www.pedar-

das.org) maintained by MPR Associates under contract with the National Center for Education Statistics (NCES)
were used to generate the NPSAS based estimates.

IPEDS finance and enrollment data were combined to derive estimates of the cost of providing higher
education incurred by institutions per full-time-equivalent student. Based on the ongoing work of Gordon
Winston' , information concerning how colleges and universities spend their money as reported on the IPEDS
financial form was combined to reflect the fact that these institutions are multi-produCt entities and produce
goods and services beside instruction. The capital costs associated with the value of the land, buildings, and
equipment devoted to instruction are also factored into the estimate of the cost of providing higher education. (A
more detailed explanation of this calculation is provided under the "Cost per Student" discussion.)

IPEDS finance data are collected every fiscal year. Finance data from fiscal years 1987, 1990, 1993, and 1996
were desired to correspond with the student level information available from the four waves of NPSAS. Final
finance data are not, however, available for 1996, so data from 1995 and 1993 were used to estimate 1996 figures.
The annual rate of change in the cost of providing instruction observed for each type of institution between 1993
and 1995 was assumed to remain the same through 1996. Comparing the results of this assumption with estimates
derived from early release 1996 finance data revealed similar values. Enrollment data from the fall of the academic
years in questions were used to calculate full-time-equivalent enrollment (FTE). FTE is defined as the number of
full-time students plus one third of the number of part-time students attending a given institution.

The first three years of IPEDS finance (1987, 1990, and 1993) and fall enrollment data (1986, 1989, and 1992)
were acquired via the CASPAR website (http://caspar.nsf.gov). The 1995 finance and fall 1994 enrollment data
were acquired through the NCES website (http://nces.ed.gov).

Classification of Students
Data presented in this report are for full-time, full-year dependent students attending a single institution only.
These students are considered for financial aid reasons to be financially dependent on their parents. Parental as
well as the student's own income and assets are considered in the determination of need-based financial aid.
Approximately 74 percent of full-time, full-year undergraduates were classified as dependent in 1996. While part-
time or part-year students comprise the majority, 62 percent, of all undergraduates, the price paid by full-time,
full-year students is more readily interpreted and compared across years.

Classification of Institutions
Institutions were classified based on control, public or private not-for-profit, and level of degree offered. Trends
in prices and costs are estimated separately for public four-year, private four-year, and public two-year institutions.
In 1996, approximately 78 percent of all undergraduates attended a public institution; 46 percent were in two-year
schools, 31 percent attended four-year schools, and the remaining 1 percent were enrolled in institutions offering
programs lasting less than two years. Public institutions receive a share of current revenue from state appropria-
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tions; therefore tuition charged state residents at these schools is often considerably lower than in the private
sector.

Cost per Student
As noted above, the derivation of the cost of instruction per full-time-equivalent student draws heavily from the
work of Gordon Winston. Winston's work makes two conceptual improvements over past measures of institu-
tions' cost of providing higher education. First, Winston recognizes that colleges and universities spend money in
areas that are clearly related, areas that are partially related, and areas that are completely unrelated to
instruction. Second, Winston accounts for the capital costs of the physical resources associated with providing
higher education.

Based on Winston's method, instruction costs are the sum of: clearly instructional expenditures; a proportion
of the partially related expenditures; and a proportion of the capital costs of all the physical assets used by the
institution. The proportion used in these calculations reflects the share instruction holds in the overall operation
of the institution. The specific formulation of the cost per student estimation is described below and summarized
in Exhibit 1.

The two IPEDS expenditure categories of instruction and student services were treated as being clearly
instructional and all the expenditures in these two categories was included in the instructional cost measure. The
three IPEDS expenditure categories of institutional support, academic support, and operation of the physical
plant were treated as being partially related to instruction and a proportion of the value of expenditures in these
categories was added to the instructional cost measure. This proportion was calculated by dividing the sum of the
two clearly instructional expenditure categories (instruction and student services) by the total current fund
expenditures less mandatory and non-mandatory transfers, scholarship and fellowship expenditures, and the sum
of the three partially instructional expenditure categories (institutional support, academic support, and operation
of the physical plant).

EXHIBIT 1: Annotated Formula for Cost Per Student

Clearly
Instruction

Cost =

Proportion Proportion
+ Partially + Capital

Instruction Costs
Current expenditures on:

Instruction

Student Services

Current expenditures on:

Academic Support

Institutional Support

Operation of Physical Plant

Depreciation (2.5%):

Replacement value of Buildings

Replacement value of Equipment

plus

Opportunity Cost (9.12%) :

Replacement value of Buildings

Replacement value of Equipment

Replacement value of Land

Where pro portion equals
Current expenditures on instruction and student services

divided by

Total current fund expenditures less: current expenditures on

academic support, institutional support, operation of physical plant,

scholarships and fellowships, mandatory and non-mandatory

transfers

Cost Per Student m:
Cost divided by full-time-equivalent enrollment
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Capital costs include both the real depreciation of physical assets and the opportunity costs associated with
their use for higher education. IPEDS collects information concerning the replacement and book value of
buildings and equipment used by colleges and universities. While the replacement value for land is not collected,
book value for land used is. Land book value was converted to replacement or market value by multiplying land
book value by 2.138. This correction of land value was based on the relationship observed by Winston and Yen
(1995) between the book value and replacement value of buildings. Depreciation was assumed to be 2.5 percent
and the opportunity cost was set to equal the average return over the past twenty years of 30 Year Treasury Bills,
9.12 percent. Land values were assumed not to depreciate in value. Hence, the value of all capital resources
consumed in the provision of instructional services is computed as follows; 2.5 percent of (Building replacement
value + Equipment replacement value) plus 9.12 percent (Building replacement value + Equipment replace-
ment value + 2.138*Land Book Value).

Due to a high level of missing data in the physical asset information in the IPEDS data, the data imputation
techniques discussed in the appendix of Winston and Yen (1995, p.39-40) were adopted. In order to lessen the
impact of outlying cases, the highest one percent of estimated values of instructional costs per full-time-equivalent
student in each year were deleted from the analysis.

Net Price Calculations
The posted tuition, the "sticker price" is not paid by a substantial portion of undergraduate students due to
financial aid. Roughly half of all undergraduates receive some sort of aid. Among dependent students attending
a college or university full-time for the entire academic year, the group of students that tables included in Issue 1
focus on, the percentage receiving some type of financial aid is higher still, 64 percent.

Two different definitions of net price are used. In the first version of net price, only grant aid is subtracted from
the total price of attendance. In the second version, all financial aid, including loan and work study earnings, is
subtracted from the total price. The first definition captures the actual price paid by students and families,
regardless of the mechanisms used to finance the purchase of higher education. The second captures the actual
cash outlay that students and their families encounter during the year of college attendance.

To maintain a consistent measure of total price of attendance over time, certain adjustments had to be made to
the student self-reported total price information available in the NPSAS data for 1987 and 1990. The 1996
NPSAS includes a revised measure of total price, a student budget variable based on the combination of student
self-reports and institution provided data. A 1996 comparable version of this student budget variable was added
to the 1993 NPSAS data which also contains student self-reports of total price. Using 1993 NPSAS data, which
contained both measures, ratios of the revised student budget variable to student self-reports were calculated for
each type of institution addressed by the report. The institution specific ratios were then applied to the self-
reported total price information available in 1987 and 1990 to make these data comparable to the 1996 student
budget estimates.

Primarily, on Williams Project Discussion Paper (DP)-32, "Costs, Prices, Subsidies, and Aid in U.S. Higher
Education," July, 1995, written with Ivan C. Yen.
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Issue 2: Innovative methods for reducing
or stabilizing tuition

Concern over rising college tuition and the affordability of higher education has prompted states and
institutions to develop innovative strategies for reducing or stabilizing tuition. Some methods target tuition levels
directly, such as freezing tuition or limiting the level of tuition increases. Other strategies target tuition indirectly
by attempting to minimize the total cost to the student of obtaining a degree or providing parents and students
more flexible payment options. Finally, many institutions are dealing with tuition increases by reducing
expenditures in order to pass along savings to students and their families.

Findings

Three primary categories of strategies that states and institutions both public and private are
adopting to reduce or stabilize tuition include:

limiting tuition increases;
expediting time to degree; and
offering payment options. (Exhibit 2-1)

Tuition prepayment plans became increasingly popular during the tuition hikes of the early 1990s.
(Exhibit 2-2) Investment consultants now caution investors of the lower return rates due to smaller
increases and even decreases in tuition. (Healy, Patrick. Financial Experts Say Smaller Tuition Increases
Have Eroded the Value of Prepaid Plans. The Chronicle of Higher Education, Nov. 21, 1997.)
Many institutions are reducing the costs of programs and services in order to stabilize tuition prices. The
National Association of College and University Business Officers (NACUBO) recognizes innovative
institutional initiatives with their annual Higher Education Awards. (Exhibit 2-3)
Many states and state university systems are redirecting specified percentages of their budgets to more
efficient areas. (Exhibit 2-4)

Conclusions

To what extent have colleges and universities, as well as state legislatures and governing boards, adopted innovative
methods to reduce or stabilize tuition?

There is considerable evidence to indicate that institutions of higher education have become sensitive to the
prices they charge students and their families. As of August 1997, 27 states offered tuition prepayment options of
various types. A number of states and institutions have limited the rate at which they increase tuition, and a few
states and institutions have actually reduced the tuitions they charge. Furthermore, a number of colleges and
universities have made efforts to expedite the amount of time to earn a degree, thus reducing the price for
students.
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EXHIBIT 2-1
Overview of Methods for Reducing or Stabilizing Tuition

The following information is taken from a General Accounting Office (GAO) publication entitled Rising
College Tuition and Costs and from the National Association of Independent Colleges and Universities
(NAICU) report Innovative Approaches to Making College Affordable.

Public Institutions
GAO reports three major strategies that states and institutions are adopting to reduce the burden of paying
for college: (1) limiting tuition increases; (2) expediting time to degree; and (3) offering payment options.

Limiting tuition increases. This method involves holding tuition levels constant from year to year or tying
tuition increases to inflation. Examples include:

The Virginia Council of Higher Education recommended to the state legislature that tuition be held
constant in school years 1996-97 and 1997-98.
The Massachusetts Higher Education Coordinating Council cut school year 1996-97 tuition for state
residents by 5 percent at 4-year state colleges.
University of Colorado at Boulder set out-of-state tuition to reflect the local CPI.
Washington State changed its tuition-setting policy from one based on schools' expenditures to one
based on inflation.

Expediting time to degree. Expediting time to degree reduces institutional costs per student and reduces the
amount of time that a student is paying tuition. Specific strategies include:

reducing the number of credits required to graduate;
shortening the length of a program (e.g., by allowing students to complete 4 years of work in 3 years or
by offering 3-year degree programs);
guaranteeing completion in four years (e.g., by waiving required courses that are not available);
helping entering students avoid remedial courses (e.g., by helping high school students select the
courses they need to prepare them for college);
providing college credit through acceleration programs, such as advanced placement courses;
facilitating the transfer of community college credits; and
improving academic advising, to provide students with information necessary to complete their degree
on time.

Offering payment options. Payment options do not reduce tuition; rather, they alleviate the burden of paying
for college. GAO identified three primary types of payment programs:

college savings plans (which may include tax-advantaged college savings bonds or special college
savings accounts);
monthly payment plans (which allow students to spread payments over the enrollment period, rather
than paying in full at the beginning of each semester or quarter); and
tuition prepayment programs (different types are outlined in Exhibit 2-2 below). The 1997-98
Almanac of Higher Education reports that 28 states offered tuition prepayment programs, as of
August, 1997.
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EXHIBIT 2-1 (Continued)
Overview of Methods for Reducing or Stabilizing Tuition

Independent Institutions
NAICU reports that independent colleges and universities are implementing many of the same cost-saving
methods described above, including: tuition freezes, cuts, and limits on increases, payment options, and
accelerated degree programs. In addition, NAICU institutions also report the following cost-saving methods:

No tuition (some institutions, known as "work colleges", either charge no tuition or provide full tuition
scholarships to all students);
Special scholarships or tuition discounts;
Tuition guarantees (e.g., students can "lock-in" the price of tuition for a four-year period or institutions
guarantee a ceiling on tuition increases); and
Graduation or job guarantees, in which institutions guarantee that students will be able to graduate in
four years; others guarantee help in finding a job after graduation.

EXHIBIT 2-2

Overview of Major Types of Tuition Prepayment Plans

Selected state
Type of using the plan
plan type Description

Contract Florida The purchaser contracts for a predetermined amount of education, with the cost
calculated based on current tuition levels. As of January 1995, 327,707 contracts
had been purchased through the program, but approximately 14 percent had been
canceled. In September 1994, over 12,000 students were attending community
colleges and 4-year schools and paying at least part of their school expenses using

prepaid tuition.

Tuition Pennsylvania The purchaser starts an account into which he or she makes deposits for prepaid

Credit units of education. Between 1993, when the program began, and December 1995,
nearly 14,300 accounts were opened with a total of about $45.5 million. Because
participants must be in the program for at least 4 years, the earliest that credits can

be used is September 1997.

Certificate Massachusetts Participants purchase certificates from the state redeemable for a percentage of a
school's tuition and mandatory fees. However, the state commits to pay only the
face value of the certificate plus interest compounded annually at a rate equal to 2
percent above the increase in CPI. The schools absorb the loss if their costs rise
more than the value of the certificates. The program began in 1995.

Source: GAO/HEHS-96-154: Rising College Tuition and Costs, Table 5.2, p. 58.
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EHXIBIT 2-3
NORTHWEST MISSOURI STATE UNIVERSITY

Culture of Quality Plan for Improving Undergraduate Education

For the past decade, Northwest Missouri State University has worked to instill a "Culture of Quality" (COQ) on
campus by continually evaluating and improving quality and service through long- and short-term planning
activities. Although the primary goal of this initiative is to provide a superior education for students, COQ is
designed to pervade every aspect of campus life. The initiative began with the refining and sharpening of the
university's mission statement from which a set of mutually supporting best practice goals were developed through
a benchmarking process.

Under the COQ system, all departments on campus, both academic and service, follow a seven-step planning
process model. Targets are established for faculty, staff, and administrative productivity based on national
benchmarks, and each year more than $150,000 is distributed to departments that submit proposals reflecting
COQ goals.

The university uses key quality indicators, external customer data, and mandates from regulatory and
accrediting agencies to ensure continuous improvement in the delivery of educational programs. Future student
needs and expectations are determined through environmental scanning, employer and alumni surveys, on-
campus symposia, forums, and benchmarks.

The results of Northwest's COQ initiative are far-reaching. Northwest student now score above the national
average on tests and competitions, parents have expressed high satisfaction with their perceptions of career
planning and academic counseling, and the university's enrollment growth is at capacity. In addition, the
university's bookstore sales have increased $120,000 since 1992, campus dining customer satisfaction has rated
above national averages since 1991, and the Grounds Association ranked Northwest among the nation's top six
campuses.

96-078 Management Winner$10,000

The following pages are from:

Source: National Association of College and University Business Officers (NACUBO). 1996 Higher Education Award Winners.
NACUBO, 1996.

UNIVERSITY OF CALIFORNIAIRVINE

A Model for Sustaining Administrative Improvement
As part of efforts to become a top-ranking research university by the year 2000 the University of California
Irvine developed and implemented a model for sustaining administrative improvements. The model promotes
long-lasting organizational change and process improvement through institutional and administrative goal
setting, articulation of foundations and principles, use of streamlining tools, and customer-driven process
improvements.

Throughout the administrative improvement model's implementation, the university strived to ensure the
satisfaction of students and other customers. The implementation team used customer satisfaction surveys to
substantiate process improvement outcomes, and customers provided evaluative feedback from the project's
earliest stages.

Technology upgrades, skills development, human resource initiatives outsourcing, and process re-design are
just a few of the many areas the university set out to tackleand the results of this initiative were just as pervasive.
The project resulted in the completion of more than 200 action plan innovations that yielded measurable
performance outcomes. University paper use was reduced by 6.2 million pieces per year; the time for renovation
project estimates was reduced by 33 percent; training time for low-value purchasing was reduced by 50 percent;
and the cycle time for student parking permit sales was reduced from one to 30 days to less than one minute.

96-069 Management Winner$10,000
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UNIVERSITY OF CALIFORNIASAN DIEGO

Beyond Reengineering: Implementing a Balanced Scorecard in Higher Education
In response to the rapid change in work processes and management philosophies occurring throughout the
campus, the senior management at the University of CaliforniaSan Diego (UCSD) set out to develop a system
for measuring performance baselines for the customer satisfaction, internal business practices, and financial
viability. In 1993 UCSD launched a balanced scorecard planning and performance measurement system for 30
institutional business functions using three primary data sources: 1) institutional financial reports; 2) NACUBO
benchmarks; and 3) faculty, staff, and student customer satisfaction surveys. The university's vision, mission, and
values formed the infrastructure upon which the scorecard program is built.

For each of the 30 business functions in the program, nine service attributes are measured by faculty and staff,
and students measure attributes for eight support services. Throughout the scorecard system, performance goals
and remedial performance action plan commitments are built into the performance review process.

The benefits of UCSD's balanced scorecard program included reorganization of the workload in the vice
chancellor's area; revision of job descriptions with performance standards; continual training for user depart-
ments on-going customer assessments; and the meeting of communication needs through technology.

96-072 Management Winner$5,000

TROY STATE UNIVERSITY

Quality Improvement in Planning, Programs, and Services
To improve its programs, services, and planning, Troy State University created and implemented a total quality
management program called the Institutional Effectiveness Cycle (IEC). The IEC is an annual evaluation
process that uses established benchmarks to measure the quality of every service, program, and operation of the
universityboth academic and nonacademic.

The cycle begins each fall, when all of the university's administrators define six Points of Institutional
Effectiveness for their areas. Plans for implementation and assessment of the six points are developed in the
winter quarter, and in the spring, budgets are created for implementation. The university's Office of Institutional
Research Planning and Effectiveness provides a "how to" manual to guide administrators through the IEC
process.

The results of Troy State's Institutional Effectiveness Cycle are improved programs and services, the creation
of a strategic plan for the year 2000, and the establishment of a total quality management program that is
embraced by staff, faculty, and administrators.

96-077 Management Winner$5,000

THE UNIVERSITY OF WASHINGTON

Faculty Grants Management Training Program
To improve the administration of the $477 million it receives annually in externally funded grants and contracts,
the University Washington developed and implemented a grants management training program. The training
program, which is mandatory for every faculty member who submits a grant or contract proposal, encompasses
the total grants management process from preparing a proposal to fiscal report preparation and final audit.
Faculty must attend the training at least once every three years to stay up to date on grants administration
processes and changes, and training sessions are continuously modified as new compliance and audit regulations
occur.

To date, 1,805 University of Washington faculty members have completed the grants management training
program, and efficiency and productivity have greatly improved as a result. An annual cost savings of $64,977 was
realized from reductions in the number of unallowable and unallocable charges during the terms of grants.
Annual interest savings totaled $31,815 due to significant reductions in grant overexpenditures.

96-057 Resource Enhancement Winner$5,000
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THE UNIVERSITY OF WASHINGTON

U-PASS: Transportation Management Program
With fewer than 12,000 parking spaces for the more than 50,000 people on its campus each day, the University of
Washington created U-PASS, a transportation management program designed to alleviate the parking shortage
and provide better transportation services to commuters. The U-PASS is a sticker placed on the back of the
university ID card that allows the user to take advantage of several alternative transportation modes. A quarterly
rate for students and faculty entitles them to unlimited rides on two primary transit agencies, free carpool parking
subsidized vanpool fares, ridematching service, night shuttle service, and merchant discounts.

The U-PASS program is funded through a combination of sources, with the administration's contribution
capped at over one million each year, leaving the revenue generated by the sale of the U-PASS and the customers
of the parking system to cover the cost of the program.

96-055 Resource Enhancement Winner$2,500

UNIVERSITY OF CALIFORNIAIRVINE

Rethinking Energy: A Comprehensive Approach

When the opening of three new energy-intensive research buildings left the University of CaliforniaIrvine
facing a major utility budget shortfall, the university took a revolutionary approach to energy management. To
compensate for the shortfall, the Facilities Management department developed and implemented a multi-
dimensional assessment and comprehensive redesign program to reduce energy consumption and expenditures.

The comprehensive energy approach began with a commitment from executive management to support and
make long-term investments in the program, and included such efforts as retrofitting projects, management
operational modifications, creation of energy efficiency design elements, development of a technology deploy-
ment plan, a forum for adopting best practices, customer support groups for feedback and process improvement a
partnership with utility company, and thorough analysis of financing alternatives.

The university's initiative eliminated a projected 1.5 million deficit and generated an annual savings of $1.9
million as well as significant environmental benefits.

96-003 Resource Enhancement Winner$2,500

VIRGINIA COMMONWEALTH UNIVERSITY

Resource Enhancement Through Restructuring
Virginia Commonwealth University developed a unique restructuring program that combines cost cutting with
revenue enhancements to generate funds for starting new programs or improving existing ones. The program's
success lies in the implementation of four simultaneous initiatives: traditional and nontraditional resource
allocation strategies, an administrative cost reduction program, a workforce transition plan, and an updated
strategic plan. The first three initiatives generated $38 million in savings for the university, and the updated
strategic plan provides direction for reallocation of this money.

As a result of its restructuring program, the university no longer depends upon increased tuition revenue and
state appropriations to provide additional resources required for infrastructure changes. The resource enhance-
ment through restructuring program has enabled the university to start a new School of Engineering, build a
research park, establish new interdisciplinary centers of academic excellence, attract faculty, expand the campus
library, and provide state-of-the-art technology.

96-043 Resource Enchancement WinnerHonorable Mention
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UNIVERSITY OF MISSOURICOLUMBIA

Open Bidding on Wholesale Electricity
To reduce electricity costs, the University of MissouriColumbia forged a contract to purchase 50 million
kilowatt-hours of interruptible electricity from a local utility company. This innovative wholesale electricity
contract met about one-third of the campus's electrical needs and cost less than generating the electricity through
the university power plant. Purchasing the electricity instead of generating it also means less wear on university
power plant equipment.

The University of MissouriColumbia's initiative demonstrates that, with a minimal amount of effort,
institutions can achieve substantial savings in utility costs. Unlike other energy-saving programs, wholesale
electrical purchases require no massive workforce retraining, equipment investments, or capital improvements
disruptions. To date, the contract has saved $210,000 for the first contract year, and could save at least $200,000
for each subsequent year of the program.

96-035 Resource Enhancement WinnerHonorable Mention

UNIVERSITY OF NEBRASKA MEDICAL CENTER

Moving Beyond Boundaries: Building High-Performance Individuals and Organizations
The University of Nebraska Medical Center instituted Moving Beyond Boundaries (MBB), a leadership develop-
ment process, to create new levels of decision making and enhance the medical center's long-term performance.
Staff who exhibit behavior that reflects the organization's values and who have the potential for additional
leadership responsibility are selected for the program.

The MBB program is a six-month process. Ten groups of 25 participants from various areas of the university
attend a series of six, two-day sessions at locations off campus. Participants who complete MBB gain (1) an
increased understanding of the academic health sciences center environment within the larger context of a global
environment; (2) better knowledge of business processes, especially as they relate to the changing management of
health care and higher education; and (3) a self-reference as university leadership, thinking beyond their
departments or academic units.

This initiative has strengthened the critical thinking abilities of staff. It has also encouraged flexibility
throughout the institution by empowering employees in nontraditional positions with leadership authority.

97-024 Management Winner$10,000

The following pages are from:

Source: National Association of College and University Business Officers (NACUBO). 1996 Higher Education Award Winners.
NACUBO, 1996.

LOYOLA COLLEGE IN MARYLAND

Self-Directed Work Teams
To improve operational efficiency, increase staff morale, and reduce operating expenses, the Physical Plant
Department at Loyola College in Maryland formed highly empowered, self-directed work teams to assist with
management functions. The college hired a consultant to assess the effectiveness of the change process, identify
problems, and develop a training program in such areas as conflict management, customer satisfaction, and
communications.

Team members are assigned lead roles in resolving problems, and they rely on open communication and
feedback to handle issues. Groups are formed within the teams to address individual issues as they arise. The
arrangement gives every team member a chance to participate in institutional decision making.

The proof of the teams' success is not only in the Physical Plant Department but throughout the campus:
management has learned more effective management techniques; housekeeping staff have increased their duties
by 50 percent, reducing overtime; and environmental services has improved the quality of the campus, making it
more appealing to students, prospective students, alumni, staff, and guests. As a result of these changes, the
department has saved more than $625,000 annually.

97-041 Resource Enhancement Winner$7,500
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MIAMI-DADE COMMUNITY COLLEGE

Florida Community College Software Consortium
To replace outdated computer systems, meet state requirements for uniform reporting methods, and satisfy user
demands, Miami-Dade Community College and seven other community colleges formed a partnership with the
computer company Software AG. This union produced the Florida Community College Software Consortium
(FCCSC). The consortium responded to its members' needs by developing a suite of applications for key
administrative areassuch as personnel and payroll, finance, student affairs, and facilities.

All modules were organized using state-of-the-art applications and technology. The system developed for
personnel and payroll contains modules for applicant tracking, demographics, job assignments, benefits, position
control, payroll, and time accounting. Finance modules include general ledger, budget, accounts payable,
accounts receivable, and purchasing. The student affairs modules integrate data from admissions, registrations,
records, curriculum, fees and tuition, and degree audit. Formal and on-the-job training enhanced staffs knowl-
edge about and comfort with the new database.

By mixing the college's personnel, financial and computer resources with those of other consortium members,
Miami-Dade Community College discovered a formula for efficiently maximizing its software and administrative
efforts. The modern computer system has eliminated unnecessary processes, reduced administrative costs and
provided the college with the technology it needs to enter the 21st century. Miami Dade-Community College has
saved over $3.5 million by participating in this partnership.

97-051 Resource Enhancement Winner$5,000

PURDUE UNIVERSITY

Avoiding Software Failure in the Year 2000
Purdue University's Management Information Department has developed conversion software that both identi-
fies possible computer problems in the year 2000 and introduces solutions to those programming issues. Dates in
computer programs are currently set so that only the last two digits of the year are variable. This will create data-
processing anxiety for many organizations at the turn of the century.

The software has converted 74 of Purdue's 133 COBOL subsystems. And about 2.3 million lines of code have
been scanned, modified, tested, and returned to production. The university has sold the distribution rights to the
software. Thanks to the conversion software, many information systems will have no problem outputting
December 31, 1999, and inputting January 1, 2000. Purdue's foresight in 1994 in recognizing the two-year digit
problem and the approach taken has saved the university more than $630,000.

97-011 Resource Enhancement Winner$5,000

CORNELL UNIVERSITY

Books In Print on Campus Network

Management at Cornell University's Campus Store understood that its customers appreciatedand deserved
convenient service. The store now provides its customers with 24-hour electronic access to Books in Print due to
a partnership with publisher R.R. Bowker. This free, automated service is the Campus Store's online connection
to its faculty, staff, students, and alumni. Individuals with a Cornell network ID can obtain information on U.S.
books.

With on-line Books in Print, the Campus Store can serve its customers in a more proactive way. Professors and
department coordinators can research a book's availability before placing their orders. Students can conduct book
searches using title or ISBN number. Users can also find price, copyright, and publisher information on the
integrated information network. In addition, customers can place book orders using this up-to-date system. Away
from campus, users can connect to Books in Print from their office, dormitory, or apartment desktops. On campus,
users can access the network from the library or nearest kiosk.

Cornell was one of the first universities to offer such a cost- and time-saving service. The on-line version of
Books in Print is one of the institution's most essential, and accessible, reference tools.

97-015 Process Improvement Winner$2,500
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FLORIDA STATE UNIVERSITY

Demand Analysis System
To improve the management of its enrollment and course offerings, Florida State University created Demand
Analysis System (DAS). This software program identifies the number of unfilled requests for classes, or the
"unmet demand," during the telephone-registration process.

The DAS helps the university's registrar and department heads track how many students request a particular
course and the student's class level. In the past, seniors complained about not getting the classes they needed to
graduate. Due to the analysis system, departments are able to respond to actual student demand; the unmet
demand of students has sharply decreased. The DAS has also enhanced the university's Three-year Baccalaureate
Program, which accelerates the rate of graduation while lowering overall tuition costs. The three-year program
would have been impossible to implement without the analysis system.

Florida State University has the best four-year graduation rate in the state university system because of the
DAS. But most importantly, the program has received high marks from the university's students.

97-043 Process Improvement Winner$2,500

EXHIBIT 2-4
Examples of Cost Saving Initiatives by Selected Colleges and Universities

Colleges and universities nationwide are facing escalating costs and decreasing state and Federal funding.
Therefore, many have implemented initiatives to save money and to reduce the need to increase tuitions too
steeply. The following examples are provided.

CALIFORNIA STATE UNIVERSITY SYSTEM

In December 1996, system officials reported productivity enhancements totaling over $17 million in direct
savings, avoided costs, improved services, and reallocation of expenditures. The largest cutbacks$9.4 million
came as the result of changes in the academic program, procurement process, distribution of information, facilities
management, environmental health and safety, and public safety. In dealing with those areas, the California
system eliminated some positions and consolidated others and cut the costs of both utilities and workers'
compensation.

The report detailed the amounts saved by:

Increasing use of and access to technology in curriculum development and course delivery, academic
support, and administrative services ($2.8 million).
Expanding working arrangements with partners both inside and outside the system. Those outside
included government agencies, private industry, and other universities and colleges. Internal collabora-
tions avoided costs by sharing training, equipment, curriculum development, and mainframe computer
support ($2.1 million).
Refinancing bonds, lowering insurance outlays, and altering short-term financing agreements
($1.6 million).
Improving services to students and employees involving recruitment and registration, financial aid process-
ing, automated fee payment, advisor consultations, degree audits, and the dissemination of everyday
information ($1.5 million).

BRANDEIS UNIVERSITY (MASSACHUSETTS)

Under the aegis of its Brandeis 2000 initiative, the university slashed the overall 1996-97 budget by over $500,000.
Areas of reduction included the following:
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Personnel costs in such categories as dining services, physical plant, administrative affairs, and communica-
tions$386,000.
Life, disability and other insurance, through rebidding the contracts$85,000.
Outside vendors, through renegotiation of agreements$79,000.
Printing, publication and mailing, both reductions and eliminations$50,000.

BOWDOIN COLLEGE (MAINE)

In 1990, this liberal-arts institution undertook what its treasurer has called a "3 R's" effortreorganization,
reallocation, and retrenchment." The plan focused on "straitjacketing revenues and cutting costs" in such areas
as:

Early retirementtwo packages offered as an inducement to cut more than 50 administrative and support
positions.

Staffingincreased use of part-time and temporary positions.
Vacanciesare filled only after careful review.

Implementation of these and other cost control efforts have reduced Bowdoin's budget by 30 percent in real
terms since 1990.

NORTHERN MICHIGAN UNIVERSITY

In 1994-95, Northern Michigan University (NMU) limited salary increases to no more than the rate of inflation.
The university also:

Eliminated the positions of almost 30 percent of executives and senior administrators, 20 percent of
administrative staff, and 10 percent of service staff.
Reduced health care costs by making an agreement with a Preferred Provider Organization.
Cut back sick leave and annual leave benefits for management and administrative/professional employees.

WASHINGTON STATE UNIVERSITY

Responding to demands from both the public and the state legislature, Washington State University has sought
greater efficiency through initiatives ranging from library cooperatives and academic-funding reallocations to
energy conservation. Some specific examples:

Ten percent budget cuts in central administration to help offset reductions in state funding.
Reallocation of funds from areas with declining enrollments to those that are attracting more and more
students.
Collaboration with Eastern Washington University to create and co-fund a cooperative academic library
with 30,000 volumes. Both staffing and space costs have been reduced for each institution.
Energy conservation measures that have produced annual savings of more than $1 million.

Recycling and composting programs that save money as well as protect the environmentand have drawn the
praise of the state's Department of Ecology.

CLARK UNIVERSITY (MASSACHUSETTS)

Rewarding academic success is an unusual and key element in Clark's effort to attract students: the university
offers students who maintain a B-plus average en route to an undergraduate degree a fifth year free to complete
several masters-level programs, including a master of arts degree and the MBA.
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In addition, Clark is striving to hold expenditures for administration and physical plant to about 10 percent of
its total budget. Among the initiatives taken to reach that goal:

Strategic fuel-purchasing.
Computerized energy co-generation and management (for example, using waste energy to heat and cool
buildings), resulting in an annual savings of one-third.
Consortium purchasing: in Clark's home city of Worcester, MA., 10 higher educational institutions and 20
other nonprofit institutions have banded together to purchase bulk items, saving almost 30 percent in the
process.
"Enterprise" budgeting, which treats certain parts of the university self-contained businesses.

Additional funding through stepped-up efforts to secure research and other types of grants.

UNIVERSITY OF VIRGINIA

Faced with a 1994 legislative appropriations act requiring emphasis on minimizing costs, preparing for increased
enrollments, and ensuring the effectiveness of course offerings, the University of Virginia restructured to
streamline operations and use savings to enhance core academic programs. Among the university areas whose
operations were revised (amount saved in parentheses):

The central offices of personnel, purchasing, and finance: nine positions reallocated and other changes
($231,250).
The employee health care plan: changes in coverage ($335,000).
The bursar's office: telephone course registration ($10,000 to $20,000).

The Electronic Forms and Information Warehouse: by computerization of frequently used information;
reduction of paper and processing costs ($85,000).

THE UNIVERSITY OF MISSOURI SYSTEM

The system has been moving to cut costs since 1992, when it set in motion a five-year financial plan that called for
generating $125 million in savings. Among the highlights of the plan:

A program of voluntary early-retirement incentives, coupled with attrition and layoffs, yielded a reduction
of 1,300 positions.
Computer systems on all of the campuses were consolidated.
The university and its employees, retirees, and their families changed to managed health care, resulting in
a first-year saving for all parties of $10.7 million.

Refinancing the university's debt has saved approximately $1.6 million over the past several years.

PRINCE GEORGE'S (MARYLAND) COMMUNITY COLLEGE

Faced with declining public funding, Prince George's Community College in 1991 began implementing a variety
of money-saving steps:

Eliminating cost-of-living salary increases.
Reducing class offerings by 10 percent in 1995.
Furloughing substantial numbers of employees, resulting in $600,000 in saved wages during a single year.

Downsizing in 1993 yielded annual reductions of $800,000.
Staff turnover resulted in net annual savings of over $400,000
Renegotiating fringe benefits, for a saving of $275,000.
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YORK COLLEGE OF PENNSYLVANIA

Through an on-going program of continuous improvement initiative in both quality and efficiency, York College
has achieved effective cost control consistent with high quality and instruction. Some specific indicators:

Contains total charges to less than 60 percent of the average for private colleges and universities.
Ranks in the top 25 percent in quality in the U.S. News and World Report survey of regional liberal arts
colleges.

Focuses on productivity in faculty and administrative staffing.

GEORGETOWN UNIVERSITY (WASHINGTON, DC)

This fall, Georgetown initiated the "Administrative Excellence" project with the goals of improving services
provided by the university and generating significant savings. The 18-month initiative will review all the
university's major processes (e.g. procurement procedures and facilities use, renovation, and construction) and
identify ways to increase the efficiency and effectiveness of the operations, while decreasing costs significantly.
Special task forces have been assigned to the critical areas of procurement and facilities management. Although
the university has not announced the targeted amount of cost reduction, officials report that savings will not come
from faculty salaries, research costs, or financial aid.

SOUTH DAKOTA STATE UNIVERSITY

South Dakota State University is the land grant university within South Dakota's Unified System of Higher
Education composed of six public universities. All universities are involved in a budget exercise called "Efficiency
through Redirection" whereby 5 percent of the institutional funding is being directed away from support of low
enrollment undergraduate (less than 10 students) and graduate (less than 7 students) courses toward the purchase
of new technology and the support of campus centers of excellence which reflect the focus of each university. The
University hopes to be better focused and technologically equipped without increasing spending as a result. The
South Dakota Unified System also recently created a consolidated student service center for application, financial
aid, housing, etc., resulting in substantial saving in student service personnel related expenses.

UNIVERSITY OF GEORGIA

The governor of Georgia, Zell Miller, requested that all government agencies identify five percent of their budget
that could be redirected to achieve greater efficiency. The University of Georgia developed a cost saving plan for
budget redirection which totaled well over five percent. The following actions were systemwide initiatives which
redirected funds in specific areas totaling over $21 million. The thirty-four campuses also developed over $37
million in redirection plans. The areas of redirection were professional development ($901,000), instructional
technology ($7,578,000), student information system ($2,885,900), strategic campus initiatives ($8,953,678),
and targeted nursing programs ($837,449).

INDEPENDENT CALIFORNIA COLLEGES AND UNIVERSITIES

Golden Gate University

Golden Gate University recently implemented a Responsibility Center Management (RCM) model for its
campuses. RCM is a management model that provides for decentralized decision making, the linking of planning
and budgeting, a performance-based reward system, and a higher level of accountability. Targets, qualitative and
quantitative, are set, results are measured and each RCM is rewarded both with bonuses for performance above
the targets and opportunity funds (i.e., "profits") to lavish on that awarded unit as they see fit. Unit performance
on costs has improved markedly as a result. The list of actions to reduce costs in all of the 37 units is very long.
Technology is behind many of them. Responsibility center management is a management tool that empowers
managers to be entrepreneurial and at the same time recognizes the cost of operations. It strengthens an
appreciation of trials and tribulations of running a business.
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Pepperdine University
Beginning in 1992, Pepperdine began a comprehensive planning process to reduce administrative costs in the
university. Formerly, five senior administrators reported to the President. In the reorganization, positions filled by
the Vice Presidents for Administration, Finance, Student Affairs and University Affairs were eliminated.
University management was reassigned by the President to three senior officers: a Provost (the chief academic
officer), an Executive Vice President (the chief operational officer) and an Executive Vice Chancellor (the chief
development officer). Certain managers and support staff were also eliminated or reassigned as a consequence of

the streamlined administrative team. Attendant expense budgets, personnel costs, and so forth, were also
available for reallocation.

The goal of reallocating $1 million was met. Actually, more than $1.5 million was reallocated, but the net
impact after establishing new offices and meeting resultant management needs was more than $1.1 million. A
portion of those funds was allocated directly to student and academic program budgets, and the remainder
continues to serve as a Strategic Initiative Fund (SIF), directed by the President and Provost, for projects serving
students in the classroom or otherwise in the campus environment. The SIF has been especially useful in funding

new technology.

Belmont University
In 1995, Belmont University received the Overall Innovative Management Achievement Award from the
National Association of College and University Business Officers for its comprehensive management initiative in
Continuous Quality Improvement. Continuous Quality Improvement at Belmont has changed the way work is
done, changed the attitudes of students, and changed how Belmont is viewed in the community. Teamwork has
become the way faculty and staff do business and measurement serves as the key driver to decision making.
Focusing on processes that directly impact student life, Belmont staff use Continuous Quality Improvement tools
to improve the way Belmont does business; and students and other stakeholders have benefited.

Stanford University
Since 1989, Stanford has made significant and sustained efforts to control its expense base and achieve
efficiencies. We have gone through three major budget reduction and down-sizing efforts during this period,
cutting approximately $50 million from the University's unrestricted budget of $450 million. Some of the more
significant cuts were achieved by eliminating the office of the Vice President for Administrative Resources and
streamlining administrative support services, outsourcing many legal services, and reducing facilities expenditures
through service adjustments, productivity savings, and conservation initiatives.

During this time, Stanford has also combined unrestricted funds with a variety of other sources to create new
academic initiatives and improve existing programs as well. Examples include:

New undergraduate initiatives such as Freshman and Sophomore Seminars designed to promote close
interaction with faculty; Sophomore Dialogue Tutorials, in which two to four students participate in
directed readings; and Sophomore and Honors Colleges, where students come to Stanford before the start
of the school year to live and work together in faculty-supervised academic programs.
The Pacific Initiative, which includes an Asia Pacific Scholars Program modeled after the Rhodes
Scholarships, a core faculty with new billets, and a restructured master's degree program in international
policy with a track designed for students particularly interested in Asia and the Pacific.
Increases in the number of undergraduate advisors, production of a training video for advisors, and creation
of an Undergraduate Advising Center Web site.
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EXHIBIT 2-5

A Measure of Instructional Productivity

Dr. George Waldner, President of York College of Pennsylvania, developed a "Quality Instruc-
tion Efficiency Index" for monitoring instructional productivity. A description follows.

In the normal course of institutional life in academia, there is a constant and passionate focus
on qualitative improvement. That is clearly desirable and highly consistent with the overall mission of
higher education. What is less prevalent, however, is a concomitant, vigorously advocated concern to
attain educational quality in a highly cost-efficient way.

One approach to engendering greater emphasis on efficiency issues is an index of instructional
productivity, which colleges and universities could use to measure their own productivity profile in
relationship to their self-selected peer group of institutions and, especially, in reference to their institu-
tional missions and circumstances.

Quality Instruction Efficiency Index

(QIEI)

Criteria Areas Maximum Points

1. FTE Student: FTE Faculty Ratio 20 (:1)
(.5 score points subtracted per unit over 25)

2. Average Full-time Faculty Instructional Load-Semester Hours
Per Academic Year (Fall plus Spring) 25
(.5 score points off for each hour over 25)

3. Percentage of Semester Hours Taught by Part-Time Faculty 15
(.5 score points off for each percentage point over 20)

4. Average Section Size 25
(.5 score points subtracted for each unit over 30)

5. Minimum Section Size 15
(.5 score points off for each unit over 20)

Maximum Score 100
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EXHIBIT 2-5 (Continued)

A Measure of Instructional Productivity

Space does not permit a full exposition of the QIEI, but the essential concepts are as follows:

Criterion #1

Criterion #2

Criterion #3

Criterion #4

Criterion #5

The Full-time Equivalent ratio of students to faculty is a foundation
indicator of both efficiency and quality. The index posits 20 as a
hypothetical norm. Institutions with richer (lower) ratios are
penalized on this measure; institutions with much higher ratios,
implying a diminution of quality, also lose some points.

The QIEI focuses on instruction, since that is the principal service
that students come to college to receive. Any excessive diversion of
full-time faculty resources away from instruction erodes efficiency,
while excessive teaching loads may impair quality. The norm is set at
25 semester hours per regular academic year, assuming that a full
time faculty member teaches 12 semester hours (4 sections) in each
semester, and that some faculty members opt to teach additional
sections.

Usage of part-time faculty, if done with appropriate support and not
excessive in focused areas, can greatly enhance efficiency. The norm
is set at 15%.

It is widely recognized that student participation in the learning
process enhances the quality of the educational experience. The
norm posited is a section size of 25, with deductions beyond the level
of 30.

Small sections are the great bane of instructional efficiency, but
sometimes essential in particular programs. Institutions need a policy
(with very few exceptions permitted) on the minimum number of
enrollees required for a course section to be offered. The norm is set
at 15.

The point of the QIEI is not to make all colleges conform to the same "cookie-cutter" ap-
proach. Rather, it is to provide a tool for a broadly participatory campus dialogue, including faculty,
administration, trustees, and students on what trade-offs the institution is making on the quality-
efficiency continuum and whether the choices are producing the desired results. The QIEI can also
highlight and lift up for emulation, particular peer institutions which excel at maximizing both quality
and efficiency.

Note: The foregoing material may be quoted or utilized only with the author's permission.
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Issue 3: Trends in college and university administrative costs,
including administrative staffing, ratio of administrative staff

to instructors, ratio of administrative staff to students,
remuneration of administrative staff, and remuneration of

college and university presidents or chancellors

Analysts examining rising higher education costs and prices typically include increased administrative costs as one
of the key explanations for escalating tuitions. The need to employ more administrators to cover both expanded
services and larger numbers of Federal, state, and local regulations combined with higher administrative salaries is
thought to drive administrative costs up. Many contend that these costs are, in turn, passed on to students.

Findings

Administrative expenditures increased as a share of total educational and general expenditures between
1980 and 1987 at all types of institutions public universities, public four-year colleges, public two-year
colleges, private universities, and private four-year colleges. Between 1987 and 1994, this ratio either
remained steady or fell. (Exhibit 3-1)
Administrative expenditures increased 24, 22, and 38 percent at public four-year, public two-year, and
private four-year institutions respectively, between 1980 and 1987, after adjusting for inflation. Between
1987 and 1994, administrative expenditures increased at the rate of inflation. (Exhibits 3-2, 3-3, and 3-4)
Between 1989 and 1994, the salaries for a wide variety of administrative positions increased, averaging
between 5 and 6 percent a year. After 1994, only chief executives and business officers maintained this rate
of increase, with deans of arts and science and directors of admissions and alumni affairs limited to cost of
living adjustments. (Exhibit 3-5)

Conclusions
Have increases in college and university administrative costs affected tuition increases?

Possibly. Administrative expenditures per full-time-equivalent student have increased between the mid 1970s
and mid 1990s and in some, but not all, types of institutions, the proportion of total educational and general
expenditures represented by administrative costs has increased slightly. Testimony before the Commission also
indicates that the administrative structure needed to support increasing numbers of state and Federal regulations
has driven up administrative expenditures.
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EXHIBIT 3-2

Education and General Expenditures by Type Per FTE Student
In Public Four-year Institutions: 1980, 1987, and 1994

Constant 1996 Dollars

instruction Administration
Student
Services Research Libraries

Public
Service

Maintenance

of Plant Scholarships
Mandatory

Transfers Total

1979-80 $5,394 $1,918 $643 $1,801 $485 $730 $1,344 $438 $179 $12,932

1986-87 5,991 2,369 713 2,082 458 831 1,362 503 205 14,502

1993-94 6,068 2,519 777 2,540 461 982 1,263 819 244 15,674

Includes four-year colleges and universities.
Source: Digest of Education Statistics, Tables 196, 338, and 339.

EXHIBIT 3-3

Education and General Expenditures by Type Per FTE Student
In Public Two-year Institutions: 1980, 1987, and 1997

Constant 1996 Dollars

Student Public Maintenance Mandatory
Instruction Administration Services Research Libraries Service of Plant Scholarships Transfers Total

1979-80 $2,951 $1,115 $507 $24 $188 $131 $688 $137 $127 $5,867

1986.87 3,104 1,363 588 7 142 136 722 140 52 6,254

1993-94 3,227 1,375 680 11 151 154 673 224 44 6,538

Source: Digest of Education Statistics, 1996, Tables 196 and 340.

EXHIBIT 3-4

Education and General Expenditures by Type Per FTE Student
In Private Four-year Institutions: 1980, 1987, and 1994

Constant 1996 Dollars

Instruction Administration

Student

Services Research Libraries

Public

Service

Maintenance

of Plant Scholarships

Mandatory

Transfers Total

1979-80 $5,540 $2,623 $845 $1,867 $548 $333 $1,521 $1,328 $276 $14,879

1986-87 6,853 3,624 1,169 2,145 560 497 1,659 2,036 346 18,889

1993-94 7,616 3,785 1,373 2,276 658 690 1,702 3,134 420 21,654

Includes four-year colleges and universities.
Source: Digest of Education Statistics, 1996, Tables 196, 341, and 342.
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EXHIBIT 3-5

Change in Median Salaries of Selected Administrators: 1989, 1994,
and 1997 (Constant 1996 Dollars)

Academic Year
1988-89 1993-94 1996-97

Job Title

Chief Executive of Single Institution $106,103 $111,079 $119,219

Dean of Arts and Sciences 82,230 86,644 83,548

Chief Business Officer 77,173 82,109 85,756

Director of Admissions 52,388 54,291 52,326

Director of Alumni Affairs 41,221 41,912 41,743

Sources: The Almanac of Higher Education 1989-90 p.44-45, The Almanac of Higher Education
1995, p.50-53, The Chronicle of Higher Education 1996-97Almanac Issue, p.24.
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Issue 4: Trends of (a) faculty workload and remuneration
(including the use of adjunct faculty), (b) faculty-to-student

ratios, (c) number of hours spent in the classroom by
faculty, and (d) tenure practices, and the impact of such

trends on tuition

Because higher education is a labor-intensive industry, changes in policies that affect the number of faculty
required to teach courses (workload and hours spent in the classroom), as well as the types of faculty hired (part-
time vs. full-time, senior vs. junior, tenured vs. not tenured) can have a major impact on an institutions' cost of
providing education. These costs, in turn, can be passed on to students in the form of tuition increases.

Tables presented in this section derive primarily from the 1988 and 1993 National Study of Postsecondary
Faculty (NSOPF) conducted by the National Center for Education Statistics. This is one of the few sources of
national faculty trend data that cover a broad range of issues. As a result, however, the most recent data is the fall
of 1992 (the next NSOPF survey is scheduled for the fall of 1999). Other sources of faculty trend data are
available on specific issues, such as compensation.

Findings

In the fall of 1992, 58 percent of all instructional faculty and staff' were employed full time and 42 percent
were employed part time. In the fall of 1987, 67 percent of all instructional faculty and staff were employed
full time and 33 percent were employed part time. (Exhibit 4-1)
There was a decline in the percentage of instructional faculty and staff who had tenure between the fall of
1987 and 1992 (from 58 percent to 54 percent) and an increase in the percentage of faculty who were not
on a tenure track at their institution (from 8 percent to 11 percent) during this same time period. (Exhibit
4-2)

There was an increase in the percentage of instructional faculty and staff who were instructors or lecturers
between the fall of 1987 and the fall of 1992. (Exhibit 4-3)
There was an increase in two measures of classroom workload between the fall of 1987 and the fall of 1992:
student contact hours increased from 300 to 337 during this period, and the mean number of classroom
hours increased from 9.8 hours to 11 hours. (Exhibit 4-5)
Full-time instructional faculty and staff in public institutions were more likely than their counterparts in
private institutions to believe that there had been pressure to increase their work load in recent years.
(Exhibit 4-8)

Faculty salaries essentially kept pace with inflation in the 1990s. (Exhibits 4-9 and 4-10)

Conclusions

Have changes in faculty composition and workload resulted in increased costs and tuition?

Probably not. Data indicate that institutions of higher education are relying more and more on part-time
faculty who are paid less and often do not receive benefits. There also appears to be an increase in the use of
instructors and lecturers who are also paid less than higher ranked faculty. In general, faculty salaries essentially
kept pace with inflation throughout the 1990s, indicating no major cost increases.
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EXHIBIT 4-1

Number and Percentage of Higher Education Instructional Faculty and Staff
by Employment Status and Type and Control of Institution: Fall 1987 and Fall 1992

Type and control of
institution and year

Instructional
faculty and staff

Employment status
Full-time Part-time

1992

All institutions' 904,935 58.4 41.6

Public research 132,717 80.9 19.1

Private research 49,423 65.1 34.9

Public doctoral2 73,570 71.8 28.2

Private doctoral2 46,699 61.4 38.6

Public comprehensive 141,533 66.8 33.3

Private comprehensive 75,085 51.4 48.6

Private liberal arts 58,961 64.5 35.5

Public 2-year 276,292 39.8 60.2

Other3 50,654 51.7 48.3

1987

All institutions' 769,825 66.9 33.1

Public research 119,334 85.6 14.4

Private research 53,120 78.3 21.7

Public doctoral2 67,678 83.2 16.8

Private doctoral2 39,793 63.0 37.0

Public comprehensive 130,341 74.5 25.5

Private comprehensive 60,457 60.9 39.1

Private liberal arts 55,391 69.4 30.6

Public 2-year 200,663 47.9 52.1

Other3 43,047 50.0 50.0

1 All accredited, nonproprietary U.S. postsecondary institutions that grant a 2-year (A.A.) or higher degree and

whose accreditation at the higher education level is recognized by the U.S. Department of Education.

2 Includes institutions classified by the Carnegie

3 Public liberal arts, private 2-year, and religious

Foundation as specialized medical schools.

and other specialized institutions, except medical.

SOURCE: U.S. Department of Education. National Center for Education Statistics. [1993 National Study of

Postsecondary Faculty (NSOPF-93)] Instructional Faculty and Staff in Higher Education Institutions: Fall 1987

and Fall 1992, Table 2.1, NCES 97-447, by Rita Kirshstein, Nancy Matheson, and Zhongren Jing.

Project Officer: Linda J. Zimbler. Washington, DC: 1997.
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EXHIBIT 4-2

Number and Percentage of Full-time Higher Education Instructional Faculty and Staff,
by Tenure Status and Type and Control of Institution: Fall 1987 and Fall 1992

Type and control of
institution and year

Tenure status
Full-time

instructional
faculty and staff Tenured

On tenure
track

No tenure
Not on system for

tenure track faculty status

No tenure
system at
institution

1992

All institutions' 528,260 54.2 21.5 11.2 4.7 8.4

Public research 107,358 63.4 19.7 12.1 4.5 0.3
Private research 32,164 49.8 22.8 17.6 9.0 0.9
Public doctoral2 52,808 53.6 26.7 15.7 3.8 0.2
Private doctoral2 28,684 45.6 27.1 13.9 7.6 5.8
Public comprehensive 94,477 60.7 24.5 11.1 3.3 0.4
Private comprehensive 38,561 52.9 26.1 12.3 3.7 5.1
Private liberal arts 38,052 46.0 25.4 12.6 5.1 10.9
Public 2-year 109,957 52.7 15.2 6.0 4.3 21.8
Other3 26,200 28.6 14.2 7.3 7.0 42.9

1987

All institutions" 515,138 58.4 21.0 7.9 3.6 9.1

Public research 102,115 66.9 19.2 8.5 4.6 0.7
Private research 41,574 52.4 29.7 13.1 3.2 1.7
Public doctoral2 56,294 58.1 27.1 11.6 3.0 0.2
Private doctoral2 25,065 43.7 28.1 2.1 6.6 19.6
Public comprehensive 97,131 65.2 22.1 8.7 2.9 1.1
Private comprehensive 36,842 54.9 29.4 8.7 3.8 3.2
Private liberal arts 38,446 49.4 24.5 8.2 5.3 12.7
Public 2-year 96,144 59.6 9.1 4.0 2.3 25.0
Other3 21,528 34.6 16.1 4.3 3.4 41.7

All accredited, nonproprietary U.S. postsecondary institutions that grant a 2-year (A.A.) or higher degree and
whose accreditation at the higher education level is recognized by the U.S. Department of Education.

2 Includes institutions classified by the Carnegie Foundation as specialized medical schools.

3
Public liberal arts, private 2-year, and religious and other specialized institutions, except medical.

SOURCE: U.S. Department of Education. National Center for Education Statistics. [1993 National Study of
Postsecondary Faculty (NSOPF-93)] Instructional Faculty and Staff in Higher Education Institutions: Fall 1987
and Fall 1992, Table 2.5, NCES 97-447, by Rita Kirshstein, Nancy Matheson, and Zhongren Jing.
Project Officer: Linda J. Zimbler. Washington, DC: 1997.
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EXHIBIT 4-3

Number and Percentage of Full-time Higher Education Instructional Faculty and Staff
in 4-year Institutions, by Tenure Status and Program Area: Fall 1987 and Fall 1992

Program area and year

Tenure status

Full-time No tenure No tenure

instructional On tenure Not on system for system at

faculty and staff Tenured track tenure track faculty status institution

1992
All program areas in 4-year institutions. 405,783 55.5 23.5 12.4 4.5 4.1

Agriculture/home economics 9,698 72.4 19.3 4.1 3.5 0.7

Business 28,895 51.5 29.9 10.4 3.6 4.5

Education 30,127 54.9 23.6 14.1 4.7 2.7

Engineering 20,381 61.8 27.5 6.0 1.4 3.3

Fine arts 26,874 52.9 22.1 9.7 3.4 11.9

Humanities 54,093 59.9 18.7 11.6 5.5 4.3

Natural sciences 79,663 63.7 21.4 9.0 3.1 2.8

Social sciences 48,030 63.4 23.0 8.5 2.5 2.7

All other fields 44,346 49.1 25.7 13.6 6.8 4.8

1987
All program areas in 4-year institutions 414,832 58.5 23.9 8.9 3.9 4.7

Agriculture/home economics 10,104 75.3 16.8 4.9 2.6 0.4

Business 28,630 42.9 36.7 11.5 3.6 5.3

Education 31,812 60.5 18.9 12.5 3.6 4.5

Engineering 20,915 61.8 29.9 4.5 2.4 1.2

Fine arts 27,628 56.5 23.0 8.1 4.7 7.7

Humanities 60,781 68.7 15.8 6.7 4.7 4.1

Natural sciences 74,852 63.3 23.2 7.2 3.2 3.2

Social sciences 47,324 67.9 21.9 5.2 1.9 3.1

All other fields 29,042 53.5 31.2 9.0 3.4 3.0

* Health sciences faculty are included in the program area but are not shown separately. See Technical Notes

for details.

SOURCE: U.S. Department of Education. National Center for Education Statistics. [1993 National Study of
Postsecondary Faculty (NSOPF-93)] Instructional Faculty and Staff in Higher Education Institutions: Fall 1987

and Fall 1992, Table 2.6, NCES 97-447, by Rita Kirshstein, Nancy Matheson, and Zhongren Jing.

Project Officer: Linda J. Zimbler. Washington, DC: 1997.
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EXHIBIT 4-4

Number and Percentage of Full-time Higher Education Instructional Faculty and Staff,
by Academic Rank and Type and Control of Institution: Fall 1987 and Fall 1992

Type and control of
institution and year

Full-time
instructional

faculty and staff

Academic rank
Full

professor
Associate
professor

Assistant
professor

Instructor
or lecturer

Other ranks/
not applicable

1992

All institutions' 528,260 30.4 23.4 23.5 16.2 6.4

Public research 107,358 39.8 26.4 22.7 7.8 3.4
Private research 32,164 33.3 22.7 27.0 11.2 5.8
Public doctoral2 52,808 31.3 26.3 31.2 9.3 2.0
Private doctoral2 28,684 30.5 26.8 29.1 10.9 2.7
Public comprehensive 94,477 34.3 26.9 26.1 11.2 1.5
Private comprehensive 38,561 26.8 29.0 31.9 9.2 3.2
Private liberal arts 38,052 28.7 25.3 29.9 10.8 5.4
Public 2-year 109,957 19.1 12.9 11.3 40.1 16.7
Other3 26,200 27.8 23.4 21.8 13.2 13.8

1987

All institutions' 515,138 32.7 23.5 23.0 13.4 7.5

Public research 102,115 44.3 27.8 21.8 5.9 0.2
Private research 41,574 37.9 25.2 29.0 5.7 2.2
Public doctoral2 56,294 34.2 30.4 26.9 7.8 0.7
Private doctoral2 25,065 33.2 27.7 30.2 9.0 0.0
Public comprehensive 97,131 36.8 26.1 23.3 12.6 1.2
Private comprehensive 36,842 31.1 28.9 32.8 6.8 0.4
Private liberal arts 38,446 30.4 22.2 31.2 10.6 5.7
Public 2-year 96,144 15.6 9.4 11.2 33.8 29.9
Other3 21,528 27.2 20.2 18.3 12.4 22.0

All accredited, nonproprietary U.S. postsecondary institutions that grant a 2-year (A.A.) or higher degree and
whose accreditation at the higher education level is recognized by the U.S. Department of Education.

2
Includes institutions classified by the Carnegie Foundation as specialized medical schools.

3
Public liberal arts, private 2-year, and religious and other specialized institutions, except medical.

SOURCE: U.S. Department of Education. National Center for Education Statistics. [1993 National Study of
Postsecondary Faculty (NSOPF-93)] Instructional Faculty and Staff in HigherEducation Institutions: Fall 1987
and Fall 1992, Table 2.3, NCES 97-447, by Rita Kirshstein, Nancy Matheson, and Zhongren Jing.
Project Officer: Linda J. Zimbler. Washington, DC: 1997.
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EXHIBIT 4-5

Mean Number of Classroom Hours and Student Contact Hours of
Full-time Instructional Faculty and Staff, by Type and Control of

Institution: Fall 1987 and Fall 1992

Type and control of
institution and year

Full-time instructional
faculty and staff

Mean classroom
hours

Mean student
contact hours'

1992

All institutions2 528,260 11.0 337.4

Public research 107,358 6.9 281.3

Private research 32,164 7.1 231.7

Public doctoral3 52,808 9.7 337.1

Private doctoral3 28,684 8.3 395.6

Public comprehensive 94,477 10.9 337.0

Private comprehensive 38,561 10.6 273.6

Private liberal arts 38,052 11.0 242.4

Public 2-year 109,957 16.3 457.3

Other4 26,200 12.9 321.4

1987

All institutions2 515,138 9.8 300.4

Public research 102,115 6.7 263.5

Private research 41,574 5.9 225.5

Public doctoral3 56,294 8.1 285.9

Private doctoral3 25,065 6.7 200.1

Public comprehensive 97,131 10.4 316.7

Private comprehensive 36,842 10.8 276.1

Private liberal arts 38,446 10.5 234.5

Public 2-year 96,144 15.1 420.8

Other4 21,528 10.8 322.6

'Number of hours per week spent teaching classes, multiplied by the number of students in those classes.

All accredited, nonproprietary U.S. postsecondary institutions that grant a 2-year (A.A.) or higher degree and

whose accreditation at the higher education level is recognized by the U.S. Department of Education.

Includes institutions classified by the Carnegie Foundation as specialized medical schools.

4 Public liberal arts, private 2-year, and religious and other specialized institutions, except medical.

SOURCE: U.S. Department of Education. National Center for Education Statistics. [1993 National Study of
Postsecondary Faculty (NSOPF-93)] Instructional Faculty and Staff in Higher Education Institutions: Fall 1987

and Fall 1992, Table 3.5, NCES 97-447, by Rita Kirshstein, Nancy Matheson, and Zhongren Jing.

Project Officer: Linda J. Zimbler. Washington, DC: 1997.
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EXHIBIT 4-6

Mean Number of Hours Worked by Full-time Instructional Faculty and Staff,
by Type and Control of Institution: Fall 1987 and Fall 1992

Type and control of Full-time instructional Mean hours worked
institution and year faculty and staff per week

1992

All institutions' 528,260 52.5

Public research 107,358 56.4
Private research 32,164 57.6
Public doctoral2 52,808 55.1
Private doctoral2 28,684 53.4
Public comprehensive 94,477 52.4
Private comprehensive 38,561 51.9
Private liberal arts 38,052 52.5
Public 2-year 109,957 46.9
Other3 26,200 49.0

1987

All institutions' 515,138 52.7

Public research 102,115 56.8
Private research 41,574 56.1
Public doctoral2 56,294 54.7
Private doctoral2 25,065 52.2
Public comprehensive 97,131 52.7
Private comprehensive 36,842 51.2
Private liberal arts 38,446 52.5
Public 2-year 96,144 46.9
Other3 21,528 51.9

1

All accredited, nonproprietary U.S. postsecondary institutions that grant a 2-year (A.A.) or higher degree and
whose accreditation at the higher education level is recognized by the U.S. Department of Education.

2
Includes institutions classified by the Carnegie Foundation as specialized medical schools.

3
Public liberal arts, private 2-year, and religious and other specialized institutions, except medical.

SOURCE: U.S. Department of Education. National Center for Education Statistics. [1993 National Study of
Postsecondary Faculty (NSOPF -93)J Instructional Faculty and Staff in HigherEducation Institutions: Fall 1987
and Fall 1992, Table 3.1, NCES 97-447, by Rita Kirshstein, Nancy Matheson, and Zhongren Jing.
Project Officer: Linda J. Zimbler. Washington, DC: 1997.
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EXHIBIT 4-7

Percentage Distribution of Full-time Instructional Faculty and Staff, by Time Allocation
and Type and Control of Institution: Fall 1987 and Fall 1992

Type and control of
institution and year

Full-time
instructional

faculty and staff

Percentage of time spent
Teaching
activities

Research
activities

Administrative
activities

Other
activities

1992

All institutions' 528,260 54.4 17.6 13.1 14.7

Public research 107,358 40.4 31.5 12.9 15.2

Private research 32,164 34.6 35.3 12.8 16.8

Public doctoral2 52,808 46.8 23.8 13.2 16.1

Private doctoral2 28,684 44.5 21.7 15.7 18.1

Public comprehensive 94,477 60.2 14.0 12.0 13.7

Private comprehensive 38,561 59.5 11.8 14.6 13.8

Private liberal arts 38,052 63.5 9.6 14.7 11.8

Public 2-year 109,957 68.7 4.5 12.0 14.6

Other3 26,200 60.8 10.7 14.9 13.5

1987

All institutions' 515,138 57.1 17.3 13.2 12.5

Public research 102,115 43.6 30.1 13.9 12.3

Private research 41,574 42.1 30.6 13.2 14.2

Public doctoral2 56,294 47.8 22.8 14.7 14.7

Private doctoral2 25,065 41.1 26.4 12.8 19.6

Public comprehensive 97,131 63.5 12.3 12.8 11.4

Private comprehensive 36,842 63.7 11.2 14.2 11.0

Private liberal arts 38,446 66.8 10.5 13.8 9.0

Public 2-year 96,144 73.3 4.2 10.9 11.6

Other3 21,528 63.6 8.8 15.2 12.5

All accredited, nonproprietary U.S. postsecondary institutions that grant a 2-year (A.A.) or higher degree and

whose accreditation at the higher education level is recognized by the U.S. Department of Education.

2 Includes institutions classified by the Carnegie Foundation as specialized medical schools.

3 Public liberal arts, private 2-year, and religious and other specialized institutions, except medical.

SOURCE: U.S. Department of Education. National Center for Education Statistics. (1993 National Study of
Postsecondary Faculty (NSOPF -93)J Instructional Faculty and Staff in Higher Education Institutions: Fall 1987
and Fall 1992, Table 3.3, NCES 97-447, by Rita Kirshstein, Nancy Matheson, and Zhongren Jing.

Project Officer: Linda J. Zimbler. Washington, DC: 1997.
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EXHIBIT 4-8

Percentage Distribution of Full-time Instructional Faculty and Staff, by
Perception of Pressure to Increase Work Load in Recent Years and Type

and Control of Institution: Fall 1992

Type and control of
institution and year

Full-time
instructional

faculty and staff Worsened
Stayed the

same Improved
Don't
know

1992

All institutions' 528,260 51.2 34.4 8.3 6.1

Public research 107,358 61.9 25.3 7.2 5.5
Private research 32,164 45.6 41.2 5.5 7.7
Public doctoral2 52,808 60.1 27.2 6.9 5.8
Private doctoral2 28,684 40.8 42.0 10.1 7.2
Public comprehensive 94,477 53.6 32.6 8.4 5.4
Private comprehensive 38,561 36.4 44.3 12.8 6.5
Private liberal arts 38,052 40.2 39.7 13.4 6.8
Public 2-year 109,957 49.3 38.6 6.4 5.8
Other3 26,200 45.1 36.8 10.2 7.9

1

All accredited, nonproprietary U.S. postsecondary institutions that grant a 2-year (A.A.) or higher degree and

whose accreditation at the higher education level is recognized by the U.S. Department of Education.

2 Includes institutions classified by the Carnegie Foundation as specialized medical schools.

3 Public liberal arts, private 2-year, and religious and other specialized institutions, except medical.

SOURCE: U.S. Department of Education. National Center for Education Statistics. [1993 National Study of
Postsecondary Faculty (NSOPF-93)] Instructional Faculty and Staff in Higher Education Institutions: Fall 1987
and Fall 1992, Table 3.11, NCES 97-447, by Rita Kirshstein, Nancy Matheson, and Zhongren Jing.

Project Officer: Linda J. Zimbler. Washington, DC: 1997.
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EXHIBIT 4-9

Average Faculty Salary Levels by Sector, Institution Type,
and Academic Rank: 1985-86, 1990-91, and 1996-97

(1996 Constant Dollars)

SALARY
1985-86 1990-91 1996-97

Public
Doctoral Institutions

Academic Rank
Professor $66,435 $72,568 $72,220
Associate 48,747 52,820 52,110
Assistant 40,902 44,393 43,625
Instructor 29,791 31,104 32,127
Lecturer 35,623 37,562 36,989
No rank 36,206 38,789
All combined 52,830 57,202 59,851

General Baccalaureate Institutions
Academic Rank
Professor 51,926 53,901 54,614
Associate 43,381 45,077 44,935
Assistant 36,294 37,682 37,545
Instructor 29,368 31,824 30,048
Lecturer 32,430 32,544 31,137
No rank 43,985 34,656
All combined 41,456 43,709 43,794

Two Year Colleges with Ranks
Academic Rank
Professor 50,847 54,081 52,752
Associate 43,395 45,701 43,887
Assistant 37,154 38,259 38,099
Instructor 31,234 32,484 33,641
Lecturer 27,049 26,998 29,188
No rank 30,156 35,067
All combined 41,573 43,721 43,356

Private Independents
Doctoral Institution

Academic Rank
Professor 77,561 87,573 92,112
Associate 53,019 59,327 60,360
Assistant 43,527 49,987 51,255
Instructor 34,078 38,823 39,574
Lecturer 36,250 41,368 40,337
No rank 41,224 44,861
All combined 60,850 68,810 72,296
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EXHIBIT 4-9 (Continued)

Average Faculty Salary Levels by Sector, Institution Type,
and Academic Rank: 1985-86, 1990-91, and 1996-97

(1996 Constant Dollars)

SALARY

1985-86 1990-91 1996-97
General Baccalaureate

Academic Rank
Professor 55,702 59,555 62,047
Associate 42,273 45,858 46,819
Assistant 34,471 37,898 38,393
Instructor 27,253 30,576 30,080
Lecturer 35,405 39,423 39,444
No rank 40,503 36,009
All combined 42,346 46,362 48,455

Source: American Association of University Professors, Academe , 1996-97, 90-91, 85-86, p. 26, 21, and 9.
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EXHIBIT 4-10

Percentage Increases in Real Salaries for All Faculty Ranks

Year Professor Associate Assistant Instructor All Ranks

1976-77 -0.2 -0.2 -0.2 -0.2 -0.2

1977-78 -1.4 -1.2 -1.3 -1.2 -1.3

1978-79 -3.1 -2.9 -2.8 -2.7 -2.9

1979-80 -5.1 -5.5 -5.7 -6.1 -5.4

1980-81 -3.3 -3.6 -3.3 -3.5 -3.4

1981-82 -0.1 -0.1 -0.2 -0.7 -0.1

1982-83 2.4 2.4 2.9 2.8 2.5

1983-84 -0.8 0.6 1.2 1.3 0.9

1984-85 2.7 2.4 2.6 2.2 2.6

1985-86 2.2 2 2.3 2 2.2

1986-87 4.8 4.6 4.5 3.8 4.7

1987-88 0.6 0.4 0.5 -0.6 0.5

1988-89 1.3 2.2 1.5 0.9 1.3

1989-90 1.6 1.6 1.6 0.7 1.4

1990-91 -0.6 -0.8 -0.6 -1.1 -0.7

1991-92 0.3 0.4 0.7 0.8 0.4

1992-93 -0.3 -0.6 -0.3 -0.6 -0.4

1993-94 0.3 0.4 0.3 0.5 0.3

1994-95 0.7 0.7 0.5 0.8 0.7

1995-96 0.6 0.4 0.2 0.1 0.4

1996-97 -0.4 -0.3 -0.9 -0.1 -0.3

Source: American Association of University Professors, Academe , March/April 1997, p.14.
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EXHIBIT 4-11

Teaching Responsibilities at Yale University by Department

Department
Hours Taught by

Teaching Assistants
Hours Taught by Tenured
& Tenure-Track Faculty

American Studies 44.0 18.5

Art History 34.0 34.0

Economics 49.0 34.0

English 75.5 76.0

French 59.0 16.5

German 51.0 13.0

History 132.0 83.5

Italian 55.0 12.5

Latin 21.5 9.0

Music 46.5 30.0

Philosophy 36.5 36.5

Political Science 57.0 72.5

Russian 32.5 20.0

Sociology 29.0 28.5

Spanish 83.0 20.0

All Departments 864.0 765.5

SOURCE: Federation of University Employees at Yale, Study Shows Teaching Assistants
Do Majority of Teaching at Yale, March 28, 1995.
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Issue 5: Trends in (a) the construction and renovation of
academic and other collegiate facilities, and (b) the
modernization of facilities to access and utilize new

technologies, and the impact of such trends on tuition

An often-cited explanation for increasing college tuition is a decaying physical plant
exacerbated by years of deferring needed repairs and renovations. A recent National Science Foundation survey
of scientific and engineering research facilities estimated that deferred maintenance costs to replace or repair
existing science and engineering facilities was approximately $9.3 billion.' Another recent report, A Foundation to
Uphold, estimates deferred maintenance costs for all campus facilities to be approximately $26 billion.2

In addition to the costs of maintaining and renovating their buildings, higher education institutions must also
face the costs associated with the quality of resources located within their infrastructure. Both library expendi-
tures and the cost of technology continue to require substantial funds from higher education institutions. Thus,
not only are many college and university buildings and laboratories old and outdated in terms of computer wiring
and other types of infrastructure needs, but they are also struggling to maintain quality information access within
the walls of these buildings on our nation's campuses.

Findings

Academic Facilities

An average of 27.5 percent of the gross square footage of campus buildings was renovated between 1975
and 1990. (Exhibit 5-1)
Two-year colleges and medical schools have the newest facilities; almost three-quarters of their gross
square footage was renovated or constructed between 1975 and 1990. (Exhibit 5-2)
Half of all respondents to a recent campus facilities survey reported their accumulated deferred mainte-
nance had increased since 1988. (Exhibit 5-3)
The estimated average deferred maintenance (ADM) for public research institutions was $63.9 million;
the average ADM for private research institutions was $59.1 million: the average ADM for public four-year
colleges was $19.2 million; and for private four-year colleges the average ADM was reported to be $6.5
million. (Exhibit 5-5)

Science and Engineering Research Facilities

The amount of science and engineering research space in need of repair generally increased in all fields
between 1988 and 1996. (Exhibit 5-10)
Colleges and universities spent $2.8 billion to construct science and engineering research facilities during
fiscal years 1994 and 1995. (Exhibit 5-11)
Colleges and universities spent $1.1 billion to repair or renovate science and engineering research facilities
during fiscal years 1994 and 1995. (Exhibit 5-12)
The total estimated cost for deferred science and engineering research construction and repair/renovation
projects in 1996 was $9.3 billion. (Exhibit 5-13)

Library Expenditures by Type of Institution

Private university libraries spent more per full-time-equivalent student than other types of institutions.
(Exhibit 5-14)
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While per-full-time-equivalent student expenditures by private university libraries declined during the
early 1980's, overall they rose. The average library expenditure per-full-time-equivalent student remained
steady at other types of institutions. (Exhibit 5-14)

Technology Costs

Technology costs are a growing concern for more institutions. According to The 1997 National Survey of
Information Technology in Higher Education, 20.4 percent of survey respondents (up from 17.4 percent the
previous year) identify "financing the replacement of aging hardware and software" as the most pressing
information technology issue for their campus.
Between 1994 and 1997 the percentage of courses that used technology in instruction including E-mail,
Internet, and CD-Rom based materials, increased. (Exhibit 5-15)
Growing numbers of institutions, particularly public colleges and universities, are charging mandatory user
fees to help support the campus technology infrastructure and underwrite some of the operating costs
associated with academic computing. (Exhibit 5-16)
Less than a third of the campuses participating in The 1997 National Survey of Information Technology in
Higher Education reported a working financial plan for information technology. The vast majority of US
colleges and universities (70.1 percent) continue to fund most of their equipment, network, and software
expenses with one-time budget allocations or special appropriations. (Exhibit 5-17)
The total cost of incorporating information technology in education is not explicit. Some costs (i.e.,
monetary costs, such as computer and network hardware and software) are obvious, while others (i.e., space
and time costs) are difficult to quantify. (Tissue, Brian M. The Costs of Incorporating Information
Technology in Education. http://www.chem.vt. edu/archive/chemconf97/paper04.html#3

Conclusions
Have costs to construct and renovate campus facilities affected tuition increases?

Probably. Deferred maintenance costs appear to be increasing and the amount of science and engineering
research space in need of repair generally rose between 1988 and 1996. Furthermore, all types of colleges and
universities report large deferred maintenance costs, ranging from $4.8 million in two-year colleges to $63.9
million in public research universities. These deferred maintenance costs suggest that facilities costs will continue
to exert pressure on institutions to either raise tuitions or revenue from sources other than tuition.

Have technology costs driven tuitions up?

Possibly. As is the case with elementary/secondary education, technology has become an integral part of
today's college and university campus. Technology costs are a growing concern for higher education institutions,
although data that explicitly specify how much colleges and universities are spending on technology are not
readily available.
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EXHIBIT 5-1

Percentages of Total Gross Square Footage Renovated Between 1975 and 1990
by Type of Institution

Public Research Private Research Doctoral'
Universities

Public
4-yr/MA

Private
Masters

Below 10% 38.8% 25.0% 19.0% 28.8% 25.0%
10% to 19% 25.8 25.0 28.6 32.2 12.5
20% to 29% 16.1 16.7 19.0 11.8 29.2
30% to 39% 16.1 16.7 19.0 6.8 12.5
40% to 49% 3.2 0.0 9.6 6.8 4.2
50% to 59% 0.0 8.3 0.0 3.4 8.3
60% Or More 0.0 8.3 4.8 10.2 8.3
Total 100.0% 100.0% 100.0% 100.0% 100.0%

Median 14.4% 20.0% 21.2% 16.6% 24.3%
Mean 17.2% 24.4% 23.4% 23.7% 26.3%

Number 31 12 21 59 24

Private
4-Year

Pub/Priv HBCUs 2-Year
Colleges

Medical Colleges All
Respondents

Below 10% 12.5% 28.6% 45.7% 22.2% 27.0%
10% to 19% 28.6 14.3 14.3 33.3 25.1
20% to 29% 16.1 14.3 8.6 0.0 14.9
30% to 39% 12.5 14.3 5.7 22.2 11.8
40% to 49% 7.1 0.0 5.7 0.0 5.5
50% to 59% 7.1 0.0 2.9 11.1 4.3
60% Or More 16.1 28.6 17.1 11.1 11.4
Total 100.0% 100.0% 100.0% 100.0% 100.0%

Median 25.6% 25.0% 13.0% 18.3% 19.1%
Mean 33.8% 30.8% 28.9% 30.6% 27.5%

Number 56 7 35 9 255

Source: APPA (1997), A Foundation to Uphold, Table 11-6.
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EXHIBIT 5-2

Percentage of Total Gross Square Footage Renovated and
Constructed Between 1975 and 1990 by Type of Institution

Percent
Renovated

Percent
Constructed

Percent
Combined

Two-Year Colleges 25.6% 50.1% 75.7%
Medical Colleges 25.8 48.0 73.8
Public/Private HBCUs 28.3 31.1 59.4
Public Four-year/Masters 22.3 33.6 55.9
Private Masters Universities 24.1 28.5 52.6

Private Four-year Colleges 32.4 19.8 52.2
Private Research Universities 22.7 27.3 50.0
Doctoral Universities 22.2 23.1 45.3
Public Research Universities 16.3 25.1 41.4
All Colleges 23.2 32.3 55.5

Source: APPA (1997), A Foundation to Uphold, p. 94.

Note: This table does not eliminate duplicates-facilities that were constructed and renovated between 1975 and
1990. Thus, it overestimates the newness of the facilities.
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EXHIBIT 5-3

Changes in Accumulated Deferred Maintenance
Since 1988, by Type of Institution

Public Research Private Research Doctoral
Universities

Public:
Four-year/MA

Private
Masters

Increased 76.0%* 42.9% 57.9% 62.2% 36.4%

Decreased 8.0* 23.8 21.0 16.2 36.4

Same 14.0 23.8 15.8 13.5 18.2

No Answer 2.0 9.5 5.3 8.1 9.0

Total 100.0% 100.0% 100.0% 100.0% 100.0%

Number 50 21 38 74 33

Private
4-Year

Pub/Priv HBCUs 2-Year
Colleges

Medical Colleges All
Respondents

Increased 32.9%* 47.2% 40.3% 38.9% 49.5%

Decreased 45.2* 22.2 12.3 27.8 23.5

Same 12.3 25.0 24.6 22.2 17.5

No Answer 9.6 5.6 22.8* 11.1 9.5

Total 100.0% 100.0% 100.0% 100.0% 100.0%

Number 73 36 57 18 400

* Indicates percentages are statistically significantly different from other row percentages,
at the 0.05 level of significance.

Source: APPA (1997). A Foundation to Uphold. Table IV-1.
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EXHIBIT 5-4

Total Funding Necessary To Eliminate Accumulated Deferred Maintenance At The End Of 1994-95,
By Type of Institution

Millions
Public

Research
Private

Research
Doctoral

Universities
Public

4-YR/MA
Private
Masters

Private
4-Year

Pub/Priv
HBCUs

2-Year
Colleges

Medical
Colleges

Al)
Respondents

Under $1.00 4.5% 11.1% 3.1% 4.5% 17.8% 23.5% 31.0% 41.4% 13.3% 17.0%
$1 to $2.9 0.0 0.0 6.2 16.4 25.0 30.9 20.7 23.9 13.3 17.2
$3 to $6.9 0.0 5.6 6.2 25.4 25.0 20.6 17.2 13.0 0.0 14.9
$7 to $10.9 2.2 0.0 18.9 11.9 3.6 7.4 6.9 2.2 13.3 7.5
$11 to $14.9 4.5 0.0 3.1 8.8 3.6 1.5 6.9 4.3 13.3 4.9

$15 to $20.9 4.5 11.1 21.9 7.5 14.3 8.8 10.3 6.6 26.7 10.3
$21 to $29.9 2.2 11.1 12.5 7.5 7.1 4.4 0 4.3 6.7 5.8
$30 to $44.9 8.8 5.6 0 6 3.6 2.9 3.5 0.0 6.7 4.0
$45 to $53.9 13.3 5.6 9.4 3 0.0 0.0 0.0 0.0 0.0 3.4
$54 to $59.9 4.5 0.0 0 1.5 0.0 0.0 0.0 0.0 0.0 0.9

$60 to $69.9 11.1 11.1 9.4 0.0 0.0 0.0 0.0 0.0 0.0 2.9
$70 to $79.9 17.8 0.0 3.1 0.0 0.0 0.0 0.0 0.0 0.0 2.6
$80 to $89.9 2.2 0.0 3.1 3.0 0.0 0.0 0.0 0.0 0.0 1.1
$90 to $99.9 0.0 5.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.3
$100 or More 24.4 33.2 3.1 4.5 0.0 0.0 3.5 4.3 6.7 7.2

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Median $63.1 $48.0 $17.4 $9.2 $6.3 $2.7 $2.8 $1.7 $14.5 $7.5

Number 45 18 32 67 28 68 29 46 15 348

Source: APPA (1997), A Foundation to Uphold, Table IV-2.

EXHIBIT 5-5

Estimated Average and Total Accumulated Deferred Maintenance For All
Colleges, By Type of Institution

[dollar amounts in millions]

Average
ADM- Low Middle High

Public Research $63.9 $5,160 $5,432 $5,703
Private Research 59.1 2,190 2,305 2,420
Doctoral Universities 24.6 2,524 2,657 2,790
Public 4-Year/Masters 19.2 5,890 7,392 7,762
Private Masters 8.4 1,557 2,108 2,213

Private 4-Year 6.5 2,224 3,263 3,426
Public/Private HBCUs 6.3 481 617 648
2-Year Colleges 4.8 4,549 6,864 7,207
Medical Colleges 19.7 1,033 1,418 1,489
All Colleges $25,608 $32,056 $33,658

Averages are for the responding colleges.

Source: APPA (1997), A Foundation to Uphold, Table IV-3.
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EXHIBIT 5-6
Additions to Public Institutions Physical Plants by Type of Addition: 1969-1994

Land

s Buildings
Equipment

A'=. AN Al' Ab 1b Ab Ab A Ab RP Ri\ RiV RP 4' CP i3 8 q§5 45 4' 4\ 4Y 45 ek
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Source: National Center for Education Statistics, "Financial Statistics of Institutions of Higher Education" surveys and IPEDS "Finance"
surveys.
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EXHIBIT 5-7
Additions to Private Institutions Physical Plants by Type of Additions, 1969-1994

Land

Buildings I

Equipment

. ....... - ..... -

Source: National Center for Education Statistics, "Financial Statistics of Institutions of Higher Education" surveys and IPEDS "Finance"
surveys.
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EXHIBIT 5-9

Sources of Funds for Construction and Renovation, by Sector: 1994

Institutional Funds

(21.1%)

Foundation Gifts
(0.4%)

Federal Funds (3.1%)

PUBLIC

Private Gifts (1.6%) Taxable Bonds (1.9%)

Other Sources (3.8%)

Tax-Exempt Bonds
(20.6%) Commercial Loans

(0.9%)

Rivate Gifts
25%

Internal Loans (2.0%)

PRIVATE

Taxable Bonds (0.8%)

Other Sources (7.5%)

State Funds (1.6%)
Internal Loans (3.2%)

Commercial Loans
(4.7%)

State Funds (44.6%)

Institutional Funds
(29.7%)

Tax-Exempt Bonds
(20.3%)

Federal Funds (0.8%)
Foundation Gifts

(5.7%)

Source: APPA (1997). A Foundation to Uphold. Figure 10.
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EXHIBIT 5-10

Trends in the Amount of Science and Engineering Research Space
Requiring Repair/Renovation or Replacement by Field: 1988-1996

[net assignable square feet in millions]

Field 1988 1990 1992 1 1994 1 1996
Biological sciences-outside medical
school 2.4 2.5 2.6 3.2 3.4

Physical sciences 2.9 2.7 2.4 3.1 3.4

Psychology 0.4 0.4 0.3 0.4 0.4

Social sciences 0.3 0.3 0.4 0.3 0.5

Mathematics 0.1 0.1 0.1 0.1 0.1

Computer sciences 0.2 0.1 0.1 0.1 0.2
Earth, atmospheric, and ocean
sciences 0.9 0.9 0.8 1.3 1.3

Engineering 2.2 2.6 2.3 3.2 4.0

Agricultural sciences 3.6 4.6 5.2 4.4 5.3
Medical sciences-outside medical
school 0.8 0.9 1.0 1.0 1.5

Medical sciences-medical school 2.4 1.9 2.7 2.9 3.6

Biological sciences-medical school 1.0 1.2 1.6 1.6 1.6

'Includes both "require major repair or renovation" and "requires replacement."

Source: National Science Foundation (1996). Scientific and Engineering Research Facilities
at Colleges and Universities.
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EXHIBIT 5-11

Trends in Expenditures to Construct Science and Engineering
Research Facilities by Institution Type: 1986-1995

[Constant 1995 dollars in millions]'

Institution Type 1986-1987 1988-1989 1990-1991 1992-1993 1994-1995

Total $2,570 $2,874 $3,353 $3,040 $2,768

Doctorate-granting 2,365 2,700 3,207 2,940 2,437

Top 100 in research expenditures 2,003 1,817 2,278 2,193 2,007

Other 361 883 931 747 430

Nondoctorate-granting 204 175 144 99 331

'Current dollars have been adjusted to 1995 constant dollars using the Bureau of the Census's
Composite Fixed-Weighted Price Index for Construction.

Source: National Science Foundation (1996). Scientific and Engineering Research Facilities at

Colleges and Universities.

EXHIBIT 5-12

Trends in Expenditures for Capital Projects Costing Over $100,000 to
Repair/Renovate Science and Engineering Research Facilities

by Institution Type: 1986-1995
[Constant 1995 dollars in millions]'

Institution Type 1986-1987 1988-1989 1990-1991 1992-1993 1994-1995

Total $1,050 $1,178 $931 $905 $1,058

Doctorate-granting 993 1,142 895 868 981

Top 100 in research expenditures 747 563 713 673 755

Other 246 578 182 195 226

Nondoctorate-granting 56 35 36 37 77

'Current dollars have been adjusted to 1995 constant dollars using the Bureau of the Census's
Composite Fixed-Weighted Price Index for Construction.

Source: National Science Foundation (1996). Scientific and Engineering Research Facilities at

Colleges and Universities.
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EXHIBIT 5-13

Expenditures for Deferred Capital Projects to Construct or Repair/Renovate
Science and Engineering Research Facilities by Institution Type,

Type of Project, and whether Project was Included in Institutional Plans
[dollars in millions]

Included in
Institutional Plans

Not included in
Institutional Plans

To
To construct To To construct repair/renovate

Institution Type new S&E repair/renovate new S&E existing S&E Total
research existing S&E research research
facilities research facilities facilities facilities

Total $4,629 $2,790 $1,046 $876 $9,341

Doctorate-granting 4,307 2,495 1,004 763 8,569

Top 100 in research
expenditures 3,480 1,653 904 601 6,638

Other 827 842 101 162 1,932

Nondoctorate-granting 322 295 42 113 772

Source: National Science Foundation/SRS, 1996 Survey of Scientific and Engineering Research Facilities
at Colleges and Universities.
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EXHIBIT 5-15

Rising Use of Technology in Instruction
35

(percentage of courses)

30

25

20

15

10

___

I
E-Mail Internet

Resources
WWW
Pages

Computer
Simulations
or Exercises

Presentation
Handouts

Multimedia CD-ROM
Based

Materials

1994 1995 1996 1997

Source: Kenneth C. Green, The National Survey of Information Technology in Higher Education, October 1997.
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EXHIBIT 5-16

Mandatory Student Fees for IT

70
(percentage of campuses requiring students to pay mandatory computing/IT fees)

60

50

40

30

20

10

0

$131
_ $140

_

_
_
_
_

_
_

_

_
_
_
_

_
_
_
_

_
_
_
_

$112
$55

$102

Public
University

x1995

Private
University

Public 4-Yr.
College

Private 4-Yr.
College

Community
College

1996 1997 ($.average annual IT fee for a full-time student, Fall 1997)

Source: Kenneth C. Green, The National Survey of Information Technology in Higher Education, October 1997.
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EXHIBIT 5-17

Financial Plan for IT

50

40

30

20

10

(percentages, by campus type)

One-time
Budget Allocation

I. 1990 1991 1992

Developing an
Amortization Plan

1993 1994

Have a Plan to
Amortize Computers

1995 1996 1997

Source: Kenneth C. Green, The National Survey of Information Technology in Higher Education, October 1997.

344



Issue 6: The extent to which increases in institutional aid and
discounting have affected tuition increases, (including the
demographics of students receiving such aid, the extent to
which such aid is provided to students with limited need in
order to attract such students to particular institutions or

major fields of study, and the extent to which Federal
financial aid, including loan aid, has been used to

offset such increases)
Changes in tuition can result from many different factors. One of the factors thought to increase tuition is
institutional aid, which is most frequently offered in the form of tuition discounts and fee waivers. It is contended
that tuition is increased to help fund this internal source of student financial assistance. While the data seem to
support this observation, the trigger for this action seems to be that external sources of financial assistance (in the
form of Federal and state student aid) have failed to keep pace with increasing student need.

Findings

Between 1987-88 and 1996-97, institutional aid increased in inflation-adjusteddollars by over 100 percent.
During the same period, inflation-adjusted tuition increased by 34 percent at private four-year institutions
and by 46 percent at public-four year colleges. (Exhibit 6-1)
Most of the resources required for institutional aid are generated from tuition. It is noteworthy, therefore,
that tuition and fees have increased faster than the total price of attendance (tuition, room, board, etc.). In
inflation-adjusted dollars, while the total price of attendance at private four-year institutions increased by
28 percent between 1987-88 and 1996-97, tuition and fees increased by 34 percent. A similar, but more
extreme pattern, is observed at public four-year institutions. In this sector, the total price of attendance
increased by 24 percent in inflation-adjusted dollars, but tuition and fees increased by 46 percent. (Exhibit

6-2)
Traditionally, Federal student aid has provided the largest share of financial assistance to students, and still

does. However, during the last decade, the share of total student financial assistance provided by
institutional aid has increased from about 15 percent to 20 percent. In inflation-adjusted dollars, between
1987-88 and 1996-97, institutional aid increased by 102 percent. During the same period, Federal aid
increased by only 59 percent. (Exhibit 6-1)
Increased institutional aid appears to be targeted toward dependent students. In inflation-adjusted dollars,
the average institutional aid awarded to independent students changed relatively little between 1987 and
1996. (Exhibit 6-4)
At public four-year institutions, institutional aid for dependent students appears to be directed at relatively
low-income families (i.e., those with incomes less than $40,000). For these students, average institutional
aid approximately doubled between 1986-87 and 1995-96. (Exhibit 6-4)
At private four-year institutions, average institutional aid per dependent student increased by over 75
percent in inflation-adjusted dollars between 1986-87 and 1995-96. At these institutions, increased
institutional aid appears to be less targeted toward students from low-income families, with students from
all economic backgrounds experiencing substantial increases in institutional grants.
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Conclusions
Have increases in institutional aid affected tuition increases?

Possibly. Institutional aid, in both public and private four-year institutions, increased considerably faster than
tuition between 1986-87 and 1995-96. However, it is difficult to determine whether tuition increases can be
attributed to increases in this type of financial aid. Work currently in progress will help to address this issue.
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EXHIBIT 6-4

Average Institutional Grant By Type of Institution, Dependency, and Income
Level in Constant Dollars: 1987-1996
(For All Students-Aided and Unaided)

Public Four-Year Public Two-Year Private Four-Year
1987 1996 1987 1996 1987 1996

Dependent students $295 $495 $124 $145 $1,966 $3,468

Income Level*
Low 364 728 144 177 2,483 4,141
Middle 331 506 131 131 2,393 4,396
Upper Middle 281 345 89 128 2,051 3,624
Upper 151 255 60 100 1,044 1,895

Independent students 341 286 106 114 1,350 1,330

Income Level **
Low 381 363 77 143 1,610 1,719
Middle 341 285 140 45 1,323 1,309
Upper 260 122 113 157 1,000 721

* Income levels for dependent students (1996 dollars): Low= less than $40,000; Middle = $40-59,999;
Upper Middle= $60-79,999; Upper=greater than $80,000

**Income level for independent students (1996 dollars): Low= less than $10,000; Middle = $10-24,999;
Upper = greater than $25,000

Sources: NCES, NPSAS:96 Undergraduate Students 10/1/97
NCES, NPSAS:87 Undergraduate Students 5/23/97

BEST COPY AVAILASLE



Issue 7: The extent to which Federal, State, and local laws,
regulations, or other mandates contribute to increasing

tuition, and recommendations on reducing those mandates

Institutions of higher educationlike organizations in other industriesare required to comply with Federal,
state, and local laws, regulations, or other mandates. Many of these laws and regulations, designed to ensure
accessibility, job security, or healthy environments, translate into increased expenditures on the part of the
institutions. The increased expenditures, in turn, may be passed on in part to students in the form of increased

tuition and fees.

Findings
[Note: the tables presented in this section focus on the Americanwith Disabilities Act, largely because more data

exist on this legislation than other types of regulations. Other information in this section is less quantifiable; it

comes from testimony presented to the Commission.]
Respondents to a recent survey on college and university facilities issues reported spending nearly $97
million, or an average of $286,000, on ADA compliance construction and renovation during the 1993-
1994 academic year (338 respondents).
Almost 61 percent of research universities indicated that they would need to spend over $6 million to
achieve compliance with ADA. However, only 10 percent of respondents in other types of institutions
reported that they would have to spend this much.

Conclusions
Do Federal, state, and local laws, regulations, and mandates contribute to increased tuition?

Probably. Although higher education institutions should comply with regulations and mandates to ensure safe

operation, such compliance clearly increases institutional costs.
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EXHIBIT 7-1
Summary of Commission's Findings Related to Laws, Regulations

and Mandates

The Commission has heard testimony related to three major areas of laws, regulations, and mandates:
environmental, toxic material, and occupational safety regulations; regulations under the Higher Education
Act; and regional and specialized/professional accreditation. What follows are highlights of the testimony
presented to the Commission.

Environmental, Toxic Material and Occupational Safety Regulations

Colleges should be required to handle toxic and hazardous materials properly and safely, and they should
meet basic safe operating standards. However, the laws and regulations governing these issues are written for
application in factory settings where tons of materials are handled and where operations involve supervisor-
employee relations. Examples of the application of such regulations to academic settings include:

Research and teaching at a major university produces 25,000 small containers of chemical waste a year.
Under state law, an error in labeling any of these containers may lead to sanctions and fines.

A major university reports that regulations bar incorporating waste treatment into the curriculum. A
chemistry experiment may not add the steps necessary to render waste non-hazardous. Regulations
require that only licensed and heavily regulated facilities carry out such work.

A major university will have 1,000 to 3,000 individual laboratories. Many are required under the Clean
Air Act to track and report fuel usage from each piece of combustion equipment, regardless of size, and
report it to regulatory agencies. The universities are not required to install pollution devices or modify
operations; they are only required to report the number. One university reports that it spent $150,000 on
the first phase of meeting these standards.

The EPA is proposing new controls on air emissions from chemical laboratories. Retrofitting hoods for the
new regulation is estimated to cost $8,000 to $20,000 per hood. Major universities with thousands of
hoods are looking at an additional capital cost of up to $20 million with annual operating costs of $1-3
million.

The Higher Education Act

Colleges and universities are responsible for the proper handling of more than $30 billion annually in
Federal student aid grants and loans. Most of this activity is governed by Parts G and H of Title IV of the Higher
Education Act (HEA). Unfortunately, the regulations to implement Federal student aid programs and to
assure appropriate stewardship of taxpayer funds have become so extensive and internally inconsistent that
excessive cost is incurred by institutions and the Department ofEducation.

The redundancy and inconsistency of the regulations also make compliance and enforcement difficult.
Since the regulations are often inconsistent, no institution in the country can be sure it is in compliance. In
several sections of the HEA, the Congress has mandated that institutions make available to students,
prospective students, and employees certain kinds of information, (e.g., campus crime statistics, graduation
rates, etc.). There are now 14 redundant, but slightly different, reporting requirements for campus crime.

The Commission heard presentations focusing on the litigation costs of colleges fighting the Program Review
(audit) function of the Department of Education and the difficulty of obtaining effective due process. Claims
for multiple millions of dollars are often decided at the $100,000 level when an administrative law judge finds
that Program Review failed to consider a reasonable interpretation of regulation from the college. The litigation
cost, however, is high.

355
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EXHIBIT 7-1 (Continued)
Summary of Commission's Findings Related to Laws, Regulations

and Mandates

Regional and Special Accreditation

Accreditation was created by colleges and universities, but over the years it has taken on its own life.
There is general concern throughout higher education that accreditation, particularly specialized and profes-
sional accreditation, needs to be rethought, because the cost in direct dollars, and more substantially in the
diversion of faculty and staff resources, is too high.
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EXHIBIT 7-2

List of Federal and State Legislation with Potential Impact on Tuition and Fees

Federal Legislation
Americans with Disabilities Act (1990)
Animal Research Space Regulations
Tax-exempt bond limitations ($150 million limit for private institutions)
Balanced Budget Act of 1997 (covers the following programs)

TRIO
State Student Incentive Grants (eliminate program)
Supplemental Educational Opportunity Grant
Veterans Education Outreach Program
Federal Work-Study (increase funding)
Perkins Loans Capital Contributions (reduce funding)
Education Investment Accounts (IRA's)
Pell Grant Expansion to $3000 (up $300)
Hope Scholarship & Lifelong Learning Tax Credits
Loan Interest Deductibility ($2,500 deduction)
Loan Forgiveness
TIAA-CREF Tax-exempt status eliminated
Scholarship & Fellowship Programs (increase funding)
AmeriCorp (threats to cut funding)

1993 Pell-Grant Modifications
Increase in Minimum Wage
Family and Medical Leave Act of 1993
Employee Education Assistance Act (tax-exemption of employee education benefits)
Student Right-to-Know and Campus Security Act of 1990
Affirmative Action (elimination of mandatory retirement)
Environmental Legislation (waste disposal, asbestos abatement)
Telecommunications Act of 1996
Title IX (Gender Equityparticularly as it relates to funding of sports)

State Legislation
Land Grant Institutions (Cooperative Extension Requirements)
State Tuition & Fees Policies
Remediation Services
Child Care Facilities (Mandates regarding the accessibility and quality of child care
facilities)
Distance Learning & Technology Requirements

3 5 7
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EXHIBIT 7-3

Expenditures for ADA Compliance in 1993-94 by Type of Institution

Public
Research

Private
Research

Doctoral
Universities

Public
Four-yr/MA

Private
Masters

Nothing 0.0% 0.0% 0.0% 9.1% 3.9%

Under $25,000 4.8 0.0 5.9 19.7 34.6

$25,000 to $49,999 2.4 7.1 17.6 10.6 19.2

$50,000 to $74,999 4.8 7.1 11.8 15.2 3.8

$75,000 to $99,999 0.0 0.0 8.8 4.5 0.0

$100,000 to $149,999 2.4 14.3 23.6 9.1 19.2

$150,000 to $299,999 19.0 35.8 14.7 15.2 7.7

$300,000 to $499,999 19.0 7.1 2.9 10.6 7.7

$500,000 to $999,999 19.0 14.3 11.8 4.5 0.0

$1 Million or More 28.6 14.3 2.9 1.5 3.9

Total 100.0% 100.0% 100.0% 100.0% 100.0%

Median $450,000 $233,000 $112,500 $67,500 $40,000

Mean $1,089,000 $402,900 $238,000 $146,000 $128,500

Number of Institutions 42 14 34 66 26

Private
Four-year

Public/Private
HBCUs

Two-year
Colleges

Medical
Colleges

All

Respondents

Nothing 15.3% 3.6% 10.2% 0.0% 6.8%

Under $25,000 30.8 10.7 40.8 21.4 21.3

$25,000 to $49,999 13.8 10.7 16.4 0.0 11.8

$50,000 to $74,999 10.8 17.9 6.1 21.4 10.7

$75,000 to $99,999 7.7 7.1 2.0 7.1 4.4

$100,000 to $149,999 7.7 10.7 8.2 7.1 10.4

$150,000 to $299,999 6.2 10.7 10.2 21.4 13.3

$300,000 to $499,999 6.2 0.0 6.1 0.0 7.7

$500,000 to $999,999 0.0 17.9 0.0 14.3 7.1

$1 Million or More 1.5 10.7 0.0 7.1 6.5

Total 100.0% 100.0% 100.0% 100.0% 100.0%

Median $31,900 $100,000 $24,400 $100,000 $73,600

Mean $92,200 $400,800 $63,500 $285,400 $286,300

Number of Institutions 65 28 49 14 338

Source: APPA (1997), A Foundation to Uphold, Table V-3.

BEST COPY AVM -LE
358



STRAIGHT TALK ABOUT COLLEGE COSTS AND PRICES

292

EXHIBIT 7-4

Estimated Total Costs of Achieving
Compliance with the ADA by Type of Institution

Public
Research

Private
Research

Doctoral
Universities

Public
Four-yr/MA

Private
Masters

None 0.0% 0.0% 3.6% 1.6% 0.0%
Under $500,000 13.5 0.0 14.8 25.0 33.3
$500,000 to $1,000,000 0.0 7.1 3.7 15.6 25.0
$1,000,000 to $1,999,999 0.0 7.1 25.9 17.2 25.0
$2,000,000 to $2,999,999 8.1 7.1 14.8 1.6 16.7
$3,000,000 to $5,999,999 13.5 28.6 25.9 15.6 0.0
$6,000,000 to $9,999,999 16.3 21.4 3.7 10.9 0.0
$10 Million or More 48.6 28.6 11.2 12.5 0.0
Total 100.0% 100.0% 100.0% 100.0% 100.0%

Median $8,500,000 $6,000,000 $2,375,000 $1,455,000 $833,000
Mean $12,867,000 $8,795,000 $4,997,000 $3,856,000 $895,000

Number of Institutions 37 14 27 64 24

Private Public/Private Two-year Medical All
Four-year HBCUs Colleges Colleges Respondents

None 7.1% 0.0% 2.1% 0.0% 2.0%
Under $500,000 37.5 17.6 60.4 18.2 29.5
$500,000 to $1,000,000 16.1 23.5 16.7 18.2 13.8
$1,000,000 to $1,999,999 23.2 5.9 8.3 0.0 14.4
$2,000,000 to $2,999,999 8.9 17.6 4.2 18.2 8.4

$3,000,000 to $5,999,999 5.4 5.9 8.3 7.1 13.1
$6,000,000 to $9,999,999 1.8 11.9 0.0 21.4 6.7
$10 Million or More 0.0 17.6 0.0 0.0 12.1
Total 100.0% 100.0% 100.0% 100.0% 100.0%

Median $667,000 $2,167,000 $897,000 $2,750,000 $1,326,000
Mean $888,000 $4,281,000 $694,000 $2,529,000 $3,980,000

Number of Institutions 56 17 48 11 298
Source:APPA (1997). A Foundation to Uphold, Table V-4.
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EXHIBIT 7-5

Estimated Average Per Student Costs of Achieving
Compliance with the ADA by Type of Institution

Public
Research

Private
Research

Doctoral Public
Universities Four-yr/MA

Private
Masters

Under $100 13.5% 7.7% 18.5% 25.8% 25.0%
$100 to $199 8.2 15.4 11.1 17.7 16.7
$200 to $299 13.5 7.7 22.3 11.3 16.7
$300 to $499 18.9 7.7 29.6 12.9 8.2
$500 to $999 21.6 23.0 7.4 9.7 20.8
$1,000 to $1,199 5.4 15.4 3.7 3.2 4.2
$1,200 to $1,999 13.5 7.7 3.7 8.1 4.2
$2,000 or More 5.4 15.4 3.7 11.3 4.2
Total 100.0% 100.0% 100.0% 100.0% 100.0%

Median $470 $750 $290 $260 $250
Mean $705 $1,100 $515 $720 $520

Number of Institutions 37 13 27 62 24

Private Public/Private Two-year Medical All
Four-year IIB CUs Colleges Colleges Respondents

Under $100 20.0% 0.0% 34.8% 18.2% 21.2%
$100 to $199 16.4 5.9 10.9 0.0 13.0
$200 to $299 5.4 23.5 6.5 9.1 11.6
$300 to $499 7.3 5.9 19.6 0.0 13.7
$500 to $999 20.0 17.6 15.2 27.3 16.5
$1,000 to $1,199 16.4 0.0 0.0 0.0 5.8
$1,200 to $1,999 3.6 11.8 4.3 18.1 7.3
$2,000 or More 10.9 35.3 8.7 27.3 10.9
Total 100.0% 100.0% 100.0% 100.0% 100.0%

Median $550 $675 $265 $950 $375
Mean $920 $1,700 $650 $2,410 $850

Number of Institutions 55 17 46 11 292
Source: APPA (1997). A Foundation to Uphold. Table V-5.
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Issue 8: The establishment of a mechanism for a more timely
and widespread distribution of data on tuition trends and

other costs of operating colleges and universities

Analyzing tuition trends as well as the costs of operating colleges and universities is a complex phenomenon. In
both public and private institutions, students do not pay the full cost of their education. Revenues other than
tuition, such as state appropriations in public colleges and universities or endowments in some select institutions,
contribute to the educational costs. Collecting, tracking, and making sense of these types of data is critical to
understanding college costs and prices.

Available Data Sources
The U.S. Department of Education collects a considerable amount of data that inform discussions of higher
education costs and prices. These data are listed below.

The Integrated Postsecondary Education Data System (IPEDS). This system of surveys collects data
from postsecondary institutions on a number of issues that include:

Characteristics of Institutions*
Fall Enrollments*
Fall Enrollments in Occupationally Specific Programs
Completions (degrees awarded) *
Salaries, Tenure, and Benefits of Full-time Instructional Faculty*
Financial Statistics*
College and University Libraries
Fall Staff

* Collected annually.
The National Postsecondary Student Aid Study (NPSAS). Conducted every three years since 1986,
NPSAS collects data from students enrolled in all types of postsecondary education institutions. Data from
parents are also collected. A major purpose of NPSAS is to determine how students and their families pay
for college. As such, considerable information on financial aid is gathered.
The National Study of Postsecondary Faculty (NSOPF). This comprehensive survey of faculty was
conducted in both 1988 and 1993 and is scheduled to be conducted again in 2000. Data are collected on
the backgrounds and composition of faculty; workload and work-related activities; salaries; and job
satisfaction.

Postsecondary Education Quick Information System (PEQIS). Designed to collect data from institu-
tions of higher education quickly, PEQIS surveys have gathered information on a number of issues related
to higher education finance issues.

Additional data collected that relate to higher education finance issues include:
The College Board's Annual Survey of Colleges. Institutional-level data are collected on tuition and
fees charged students, financial aid awarded, and the characteristics of students who attend.
The National Association of State Scholarship and Grant Programs Annual Survey. This survey
collects data pertaining to the total grant aid awarded by states, need-based grants to both undergraduate
and graduate students, and non-need-based grants to undergraduate and graduate students.

3C1
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Conclusions
Are the data currently available adequate for understanding and monitoring college costs and prices?

Not completely. Considerable data are available, both through IPEDS and the College Board, on tuition and
other price-related issues. These data are collected annually and generally released in a timely manner. Data on
institutional costs, although collected annually through the IPEDS Finance Survey, are typically released several
years after they are collected. Furthermore, these data do not provide the kind of information that allows for a
clear understanding of where and how colleges and universities spend their money.
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Issue 9: The extent to which student financial aid programs
have contributed to changes in tuition

The relentless growth in student financial aid programs over the last two decades or so is considered, in some
quarters, to be one of the factors causing tuitions to increase. It is sometimes argued that the additionalresources
made available by these programs are "appropriated" by universities and colleges in the form of higher tuition and
fees. Factoring in increases in the number of students receiving aid that have accompanied increases in financial
aid spending reveals, however, that the average amount of aid delivered to each college student has generally not
kept up with inflation, let alone the increases in the price of attending colleges and universities. The methodolo-
gies currently used to assess the relationship between financial aid and tuition levels are inadequate.

Findings

In current dollars, total student financial aid from all sources increased by 128 percent between 1987-88
and 1996-97. About three-fourths of this total is provided by the Federal student aid programs. (Exhibit 9-
1)

In global terms, growth in student aid has substantially outpaced growth in the price of attendance.
Regardless of source, student' id increased in current dollars by well over 100 percent between 1986-87 and
1996-97. Over this same period, at private and public four-year institutions, average total price of
attendance increased by 76 and 70 percent respectively. (Exhibits 9-1 and 9-2)
The number of aid recipients has grown along with rising student aid levels. For example, although Federal
loan dollars increased by 118 percent between 1986-87 and 1996-97, the number of borrowers grew by
almost 88 percent. (Exhibit 9-3)
As a result of the growth in the number of students needing aid, average awards per recipient have
increased at rates substantially below the rates of increase in tuition or total price (tuition, room, board,
etc.) of attendance. Moreover, average loan amounts have barely kept pace with inflation, and the value of
Pell grants and awards in other state grant and Federal programs actually have failed to keep pace with
inflation, sometimes substantially so. (Exhibits 9-2 and 9-3)

Conclusions
Have student financial aid programs contributed to tuition increases?

Uncertain. There has been an ongoing debate regarding whether the availability of Federal student aid is
related to the rapid growth of college costs and tuitions over the past two decades. In examining this issue, it is
important to distinguish between the possible impact of Federal grants and Federal loans. The maximum Pell
grant has not increased substantially over time but the numbers of students borrowing money and the total
amount of money borrowed has increased. Loans constitute more than half of all student aid and covermore than
a third of the total price of attendance.

It is unlikely that Federal grants have had an impact on the growth of tuitions at either public or private
institutions. The relationship between Federally-sponsored loans and tuition growth is more problematic,
however. Researchers and policy analysts reach differing conclusions on this issue.
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EXHIBIT 9-4

The Relationship Between Student Aid and Tuition

Perhaps because student financial need rises with increases in tuition, to most observers it makes it appear
possible for colleges and universities to be able to capture more Federal aid by raising tuition. To the extent that
the design of Federal student aid programs is such that institutions can easily capture additional aid dollars by
raising their tuition, it is reasonable to expect them to do so.' At a theoretical level, the validity of this contention
can be evaluated by examining the extent to which the Federal student aid programs create an incentive for
colleges and universities to capture Federal aid. In addition, there now exists a small body of empirical evidence
to inform us about how institutions respond to changes in the Federal aid programs and the increased availability
of Federal student aid.

What does theory suggest?

Whether colleges and universities in practice are able to capture more Federal aid dollars by raising tuition can
be assessed by examining how the main Federal aid programs Pell Grant, Campus-Based Aid, and the student
loan programs react to increases in tuition.

Among the potential recipients of Pell grant awards, relatively few will obtain a grant that meets full need below
the maximum grant (which is $2,700 in 1997-98). Only in these relatively few cases will an increase in tuition
allow students (and subsequently the school) to receive a larger Pell grant. Moreover, because a student's price of
attendance effectively is no longer a factor in the Pell grant award calculation, any potential linkage between grant
aid and tuition is greatly weakened.

As for the campus-based aid programs, most institutions already receive the maximum funding allowed by the
regulations. Thus, higher tuition will not produce increased funds.

Of all the different Federal aid programs, the student loan program is perhaps the most likely to affect tuition.
However, many students already borrow the maximum loan amount.' Therefore, if institutions increase tuition to
qualify more students for loans, a substantial part of the cost of the loan will be incurred by these students or their
families. To the extent that more students have loans under the maximum borrowing limits in the public sector
than in the private, there may be some potential for Federal aid increases to fuel higher tuition in the public sector.

Based on the above expectations, a priori there does not appear to be any substantial incentive within the
current Federal aid system for colleges and universities to increase tuition. The available empirical evidence,
which is reviewed briefly below, also seems to support this view.

What does the empirical evidence suggest?

In their groundbreaking study (based on data for 1978-79 and 1985-86), McPherson and Schapiro' found that:

There is no evidence that private universities increase their tuition when they receive more Federal student
aid.

Between the late 1970s and mid 1980s, public four-year institutions appeared to raise tuition as Federal
student aid increases. However, McPherson and Schapiro argued more recently that the substantial
increases in tuition that have occurred at these institutions since the mid 1980s will mean that far fewer of
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them can gain Federal student aid revenue by increasing tuition. Thus, at present, the effect of Federal
student aid on public tuition may have been substantially reduced. This view is supported by a more recent
study by Coopers & Lybrand which, using data from 1989-90 and 1994-95, found no statistical evidence
that increases in Federal student aid produce tuition increases among public four-year institutions.'

Federal student aid has no statistically significant impact on tuition at public two year institutions.

The Coopers & Lybrand study reports that Federal grant aid has the effect of reducing tuition. However,
in practice, this effect is minimal because grant aid has barely increased in real terms in recent years.

What We Know About the Relationship Between Institutional Aid and Tuition

Both the McPherson and Schapiro study and the Coopers & Lybrand report examine empirically whether
increases in Federal aid reduces an institution's commitment to provide student aid from its own resources. These
studies found that:

At private institutions, spending on institutional aid actually tends to increase when Federal student aid

increases. McPherson and Schapiro estimated that for every $100 increase in Federal student aid,
institutional aid increases by $20. They hypothesize that the increased availability of Federal aid encour-
ages lower income students to attend college, and this requires the institutions to draw more heavily on
their own internal aid resources.

Among public institutions, there is no evidence to suggest that Federal student aid is treated as a substitute
for institutional aid.

At private institutions, the Coopers & Lybrand study estimates that about 15 percent of tuition increases
on average are earmarked for institutional student aid.

The empirically-based findings cited above demonstrate that the effect of Federal and institutional aid on
tuition is not a simple issue. Viewed in a comparative sense, rather than as individual findings, the issue looks
even more complicated because it also appears that:

a) grants and loans each exert a differential impact on tuition;

b) private and public institutions respond in different ways to increases in aid availability; and

c) the effects of increases aid on tuition may vary over time.

Federal Aid, Institutional Aid, and Tuition: What We Don't Know

Even though there is an increasing amount of discussion about, and analysis of, the relationships between
Federal aid, institutional aid, and tuition, several unresolved issues remain. These are briefly described below:

Very little empirical analysis has been conducted on the way proprietary schools respond to increases in Federal
student aid. Anecdotal evidence suggests that at least some proprietary schools set tuition and other charges in
relation to Pell grant awards and maximum loan limits.' However, in practice, any such proclivity probably has
been heavily constrained because Pell grant awards, and the maximum borrowing limits for undergraduate
freshmen and sophomores, have increased only modestly in recent years.

In examining the relationship between the availability of Federal student aid and tuition, there is some dispute
about whether the loan subsidy value is the appropriate measure to use. The McPherson and Schapiro and
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Coopers & Lybrand studies both use this measure, but others have suggested that the absolute amount of loans
borrowed is a more appropriate measure.'

College and university tuitions increase for a complex set of reasons, and there are all kinds of interactions going
on between several major actors. Many of these interactions remain unexplored and unquantified. Moreover, the
studies that have been completed focus on the direct effects only, even though there are many indirect effects and
associations. For instance, although there may appear to be an association between increases in Federal aid and
increases in tuition, there may not be a direct causal relationship. To properly inform policy, much more work
needs to be conducted to uncover the major causal paths within the complex set of relationships that determine
tuition increases.

Finally, not much is known about how institutional aid is used by institutions in their competitive strategy, or
of its role in revenue management. The Coopers & Lybrand study found that about 15 percent of tuition increases
at private institutions is devoted to institutional aid. But is this proportion increasing and, if so, why?

'McPherson, S. & Schapiro, O.M. "The Student Aid Game." Princeton University Press, New Jersey, 1998, p.
81.

'Ibid., p. 83.
'McPherson, S. & Schapiro, 0. M. "Keeping College Affordable: Government and Educational Opportunity."

Washington, DC: Brookings Institution, 1991.
'Coopers & Lybrand, LLP. "The Impact of Federal Student Assistance on College Tuition Levels." Washing-

ton, DC: American Council on Education, 1997.
'Hauptman, A. M. & Krop, C. "Federal Student Aid and the Growth in College Costs and Tuitions: Is There

a Relationship." p.4. Paper submitted to the National Commission on the Cost of Higher Education, November
1997.

'Ibid., p. 7.



Issue 10: Trends in State fiscal policies that have
affected college costs

State fiscal policies have a significant impact on tuition, particularly at public institutions, where state appropria-
tions fund a significant portion of educational and general expenditures. The impact of changes in state fiscal
policies was felt most recently during the recession of the early 1990s, when tight state budgets, combined with
competing demands for state dollars, resulted in cuts in state higher education appropriations.

To provide a background for these issues, this section presents trends in state appropriations to higher
education and trends in the share of revenue funded by different sources (including state governments). One
issue to consider when examining this issue is that the data presented are national averages; as such, variation in
state trends may be lost in the aggregation. For example, between 1994 and 1995, five states Alaska, Montana,
New Jersey, Texas, and Washington decreased appropriations to higher education, while six states
Alabama, Idaho, Mississippi, Missouri, New Mexico, and Rhode Island had double digit increases in appropria-
tions.

Findings
State appropriations to higher education decreased between 1991 and 1992 and again between 1992 and
1993, then increased between 1993 and 1994. (Exhibit 10-1)
The state share of current-fund revenues at higher education institutions dropped from 46 percent in 1980-
81 to 36 percent in 1993-94. During this same period of time, the tuition and fees share increased from 13
percent to 18 percent. (Exhibit 10-4)
The state share of community college revenues dropped from 50 percent in 1980 to 39 percent in 1994; the
tuition share increased from 15 percent in 1980 to 21 percent in 1994. (Exhibit 10-5)
An AASCU survey of higher education administrators indicated that cuts in state appropriations most
harmed: program offerings, access, and building maintenance.

Conclusions
Have trends in state fiscal policies affected college costs?

In the language of the Commission, "costs" are the expenses of an institution to provide an education. The data
examined related to state fiscal policies have not affected costs; however, cuts in appropriations have forced many
institutions to examine their revenues and expenditures.

Cuts in state appropriations appear to be related to tuition increases in public institutions in the early 1990s.
During the period in which states were cutting appropriations to higher education, tuitions in publiccolleges and
universities increased more rapidly than they had in previous or subsequent years.
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EXHIBIT 10-1

State Appropriations for Higher Education, in Millions: 1980-1994
(in Current Dollars)

Total
Appropriations

Percent Change
from Previous Year

1980 19,219,837

1981 21,261,805 10.6%

1982 23,417,094 10.1%

1983 24,758,748 5.7%

1984 26,261,710 6.1%

1985 28,787,388 9.6%

1986 31,162,946 8.3%

1987 32,497,326 4.3%

1988 34,514,618 6.2%

1989 36,246,499 5.0%

1990 39,337,633 8.5%

1991 40,887,720 3.9%

1992 40,066,823 -2.0%

1993 39,394,110 -1.7%

1994 40,775,658 3.5%

Source: AASCU Report of the States, 1994.
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EXHIBIT 10-5

Share of Community College Revenues by Source: 1980-1994

Federal State Local Tuition Other

1980 6.7 50.1 17.4 15.0 10.8

1983 9.4 46.3 17.2 16.6 10.6

1985 9.7 46.9 17.7 15.8 9.9

1988 9.6 45.5 18.3 16.5 10.2

1990 10.0 44.7 17.5 17.3 10.4

1992 12.2 40.3 17.3 20.0 10.2

1994 12.7 39.0 17.3 20.5 10.5

Source: AACC National Profile of Community Colleges: Trends and Statistics , 1997-1998,
Table T5.2.



Issue 11: The adequacy of existing Federal and State financial
aid programs in meeting the costs of attending colleges and

universities

An assessment of the adequacy of existing financial aid programs must consider the vast difference in the price of
attending different types of postsecondary institutions. This is complicated by the underlying "price-equalization"
character of determining the Expected Family Contribution (EFC) which, in turn, determines financial need
(total price of attendance less EFC). Such an assessment might also consider competing conceptions of the
proportion of financial need Federal and state financial aid programs should meet.

Findings
For all full-time dependent students attending public universities, 63 percent of need was met by some form
of financial aid in 1996. The average dollar amount of unmet need for these students was $2,653. Federal
aid programs alone met 42 percent of the need of dependent students attending public universities.
Federal aid in the form of grants was primarily directed toward low-income students for whom Federal
grants cover 12 percent of financial need. (Exhibit 11-1)
At public colleges, financial aid met 65 percent of need for full-time dependent students. The amount of
unmet need varied considerably by income levels: upper income level students had no need unmet by
financial aid, while low, middle, and upper-middle income level students had $3,179, $1,353, and $89,
respectively. (Exhibit 11-2)
For full-time dependent students attending public two-year colleges, the average need unmet by financial
aid was $2,896. Financial aid met 33 percent and Federal aid met 22 percent of need for these students.
(Exhibit 11-3)
For full-time dependent students attending private universities, the average need unmet by financial aid
was $5,931. The percentage of need met by all forms of financial aid for dependent students attending
private universities is the same as that of students attending public universities, 63 percent. Federal aid,
however, plays a smaller relative role in the private sector, meeting 14 percent of need. (Exhibit 11-4)

At private colleges, 74 percent of the need of dependent students is met by some form of financial aid, 24
percent by Federal sources. The average need unmet for these students was $3,273, in 1996. (Exhibit 11-

5)

Conclusions
Are existing Federal and state financial aid programs adequate in meeting the financial needs of students?

It depends. There are many different ways to think about the "adequacy" of financial aid programs. Many
students receive some type of financial aid; approximately two thirds of all full-time, dependent students who
attended public four-year institutions in the fall of 1995 and 80 percent of these same types of students who
attended private four-year institutions received some type of financial aid. Furthermore, the lower the income of
the student's family, the more likely the student is to receive aid.

Students still have "unmet" financial need, however. Government, higher education institutions, the private
sector and families all need to share the responsibility of assuring that the needed financial resources are available
for all students wishing to pursue a postsecondary education.

309 3 8 2



E
X

H
IB

IT
 1

1-
1

F
in

an
ci

al
 A

id
 R

ec
ei

ve
d 

by
 S

tu
de

nt
s 

w
ith

 N
ee

d
A

tte
nd

in
g 

P
ub

lic
 U

ni
ve

rs
iti

es
: 1

99
6

P
er

ce
nt

of
 A

ll

S
tu

de
nt

s
W

ith
 N

ee
d

A
ve

ra
ge

am
ou

nt

of
 n

ee
d

T
ot

al

A
id

A
m

ou
nt

T
ot

al

G
ra

nt
s

T
ot

al

Lo
an

s

T
ot

al

O
th

er
*

F
ed

er
al

G
ra

nt
s

F
ed

er
al

Lo
an

s

F
ed

er
al

O
th

er
*

N
ee

d

U
nm

et

by
T

ot
al

A
id

N
ee

d

U
nm

et

by
G

ra
nt

s

N
ee

d

U
nm

et

by
F

ed
er

al

G
ra

nt
s

D
ep

en
de

nt
 s

tu
de

nt
s

67
%

$7
,2

51
$4

,5
98

$1
,9

38
$2

,4
16

$2
44

$5
70

$2
,3

60
$9

7
$2

,6
53

$5
,3

13
$6

,6
80

U
)

In
co

m
e 

Le
ve

l*
*

C
)

Lo
w

98
9,

38
9

5,
65

2
2,

93
3

2,
43

6
28

3
1,

10
5

2,
39

3
12

6
3,

73
8

6,
45

7
8,

28
5

M
id

dl
e

92
5,

91
8

3,
69

1
1,

14
4

2,
34

4
20

3
92

2,
28

6
90

2,
22

8
4,

77
5

5,
82

7
U

pp
er

 M
id

dl
e

57
4,

36
3

3,
29

3
81

6
2,

26
6

21
1

6
2,

23
0

38
1,

07
0

3,
54

7
4,

35
8

U
pp

er
18

4,
15

1
3,

76
5

66
4

2,
89

5
20

5
0

2,
70

8
60

38
7

3,
48

7
4,

15
1

0 C -3 n
In

de
pe

nd
en

t s
tu

de
nt

s
93

9,
84

9
6,

73
8

1,
91

5
4,

23
5

58
8

1,
10

2
4,

22
2

90
3,

11
2

7,
93

4
8,

74
7

0
In

co
m

e 
Le

ve
l *

**
0

Lo
w

10
0

11
,1

87
7,

52
4

2,
45

2
4,

39
4

67
8

1,
54

7
4,

37
7

14
5

3,
66

3
8,

73
5

9,
64

0
M

id
dl

e
10

0
9,

15
7

6,
25

7
1,

72
3

4,
12

3
41

0
81

7
4,

11
2

18
2,

90
0

7,
43

4
8,

34
0

U
pp

er
69

7,
23

3
5,

34
1

70
1

3,
97

8
66

2
33

8
3,

97
8

63
1,

89
2

6,
53

2
6,

89
5

*A
id

 n
ot

 c
la

ss
ifi

ed
 a

s 
gr

an
ts

 o
r 

lo
an

s.
 In

cl
ud

es
 w

or
k 

st
ud

ey
, a

ss
is

ta
nt

sh
ip

s,
 v

et
er

an
s

be
ne

fit
s,

 m
ili

ta
ry

 tu
iti

on
 a

id
, v

oc
at

io
na

l r
eh

ab
ili

ta
tio

n 
an

d 
JT

P
A

**
 In

co
m

e 
le

ve
ls

 fo
r d

ep
en

de
nt

 s
tu

de
nt

s 
(1

99
6 

do
lla

rs
):

 L
ow

=
 le

ss
 th

an
 $

40
,0

00
; M

id
dl

e 
=

 $
40

-5
9,

99
9;

 U
pp

er
 M

id
dl

e=
 $

60
-7

9,
99

9;
U

pp
er

=
gr

ea
te

r 
th

an
 $

80
,0

00
**

*I
nc

om
e 

le
ve

l f
or

 in
de

pe
nd

en
t s

tu
de

nt
s 

(1
99

6 
do

lla
rs

):
 L

ow
=

 le
ss

 th
an

 $
10

,0
00

; M
id

dl
e

=
 $

10
-2

4,
99

9;
 U

pp
er

 =
 g

re
at

er
 th

an
 $

25
,0

00

S
ou

rc
e:

 N
C

E
S

, N
P

S
A

S
:9

6 
U

nd
er

gr
ad

ua
te

 S
tu

de
nt

s 
10

/1
/9

7

r
3L

3

I 
C

O
PY

 A
V

A
IL

A
iii

J

3 
S 

4

rn rn



E
X

H
IB

IT
 1

1-
2

F
in

an
ci

al
 A

id
 R

ec
ei

ve
d 

by
 S

tu
de

nt
s 

w
ith

 N
ee

d 
A

tte
nd

in
g 

P
ub

lic
 C

ol
le

ge
s:

 1
99

6

P
er

ce
nt

of
 A

ll
S

tu
de

nt
s

W
ith

 N
ee

d

A
ve

ra
ge

am
ou

nt
of

 n
ee

d

T
ot

al

A
id

A
m

ou
nt

T
ot

al

G
ra

nt
s

T
ot

al

Lo
an

s

T
ot

al

O
th

er
*

F
ed

er
al

G
ra

nt
s

F
ed

er
al

Lo
an

s

F
ed

er
al

O
th

er
*

N
ee

d

U
nm

et

by T
ot

al

A
id

N
ee

d

U
nm

et

by

G
ra

nt
s

N
ee

d

U
nm

et

by

F
ed

er
al

G
ra

nt
s

D
ep

en
de

nt
 s

tu
de

nt
s

71
%

$6
,2

04
$4

,0
23

$1
,6

22
$2

,1
49

$2
52

$7
10

$1
,6

58
$1

15
$2

,1
82

$4
,5

82
$5

,4
94

In
co

m
e 

Le
ve

l*
*

Lo
w

99
7,

70
3

4,
52

4
2,

32
5

1,
93

1
26

8
1,

18
9

1,
70

8
13

7
3,

17
9

5,
37

8
6,

51
4

M
id

dl
e

87
4,

85
5

3,
50

2
84

8
2,

40
5

24
9

97
1,

74
7

96
1,

35
3

4,
00

7
4,

75
8

U
pp

er
 M

id
dl

e
41

3,
03

4
2,

94
5

33
1

2,
43

8
17

6
0

1,
50

0
56

89
2,

70
3

3,
03

4

U
pp

er
16

2,
72

5
3,

38
2

43
1

2,
70

9
24

2
31

75
8

95
-6

58
2,

29
4

2,
69

4

In
de

pe
nd

en
t s

tu
de

nt
s

92
8,

87
7

5,
71

2
2,

11
4

3,
01

1
58

7
1,

31
7

3,
00

0
14

8
3,

16
5

6,
76

4
7,

56
1

In
co

m
e 

Le
ve

l -
Lo

w
10

0
10

,0
99

6,
49

5
2,

75
9

3,
12

1
61

4
1,

81
2

3,
10

0
23

1
3,

60
5

7,
34

0
8,

28
8

M
id

dl
e

99
8,

42
0

5,
23

7
1,

59
7

3,
05

4
58

6
95

4
3,

05
4

67
3,

18
3

6,
82

3
7,

46
6

U
pp

er
64

5,
46

0
3,

86
7

82
9

2,
54

6
49

3
26

7
2,

54
6

14
1,

59
3

4,
63

1
5,

19
2

*A
id

 n
ot

 c
la

ss
ifi

ed
 a

s 
gr

an
ts

 o
r 

lo
an

s.
 In

cl
ud

es
 w

or
k 

st
ud

ey
, a

ss
is

ta
nt

sh
ip

s,
 v

et
er

an
s 

be
ne

fit
s,

 m
ili

ta
ry

 tu
iti

on
 a

id
, v

oc
at

io
na

l r
eh

ab
ili

ta
tio

n 
an

d 
JT

P
A

**
 In

co
m

e 
le

ve
ls

 fo
r 

de
pe

nd
en

t s
tu

de
nt

s 
(1

99
6 

do
lla

rs
):

 L
ow

=
 le

ss
 th

an
 $

40
,0

00
; M

id
dl

e 
=

 $
40

. 5
9,

99
9;

 U
pp

er
 M

id
dl

e=
 $

60
-7

9,
99

9;
 U

pp
er

=
gr

ea
te

r 
th

an
 $

80
,0

00

**
*I

nc
om

e 
le

ve
l f

or
 in

de
pe

nd
en

t s
tu

de
nt

s 
(1

99
6 

do
lla

rs
):

 L
ow

=
 le

ss
 th

an
 $

10
,0

00
; M

id
dl

e 
=

 $
10

-2
4,

99
9;

 U
pp

er
 =

 g
re

at
er

 th
an

 $
25

,0
00

S
ou

rc
e:

 N
C

E
S

, N
P

S
A

S
:9

6 
U

nd
er

gr
ad

ua
te

 S
tu

de
nt

s 
10

/1
/9

7

3E
r

38
5



E
X

H
IB

IT
 1

1-
3

F
in

an
ci

al
 A

id
 R

ec
ei

ve
d 

by
 S

tu
de

nt
s 

w
ith

 N
ee

d 
A

tte
nd

in
g 

P
ub

lic
 T

w
o-

Y
ea

r 
C

ol
le

ge
s:

 1
99

6

P
er

ce
nt

of
 A

ll
S

tu
de

nt
s

W
ith

 N
ee

d

A
ve

ra
ge

am
ou

nt

of
 n

ee
d

T
ot

al

A
id

A
m

ou
nt

T
ot

al

G
ra

nt
s

T
ot

al

Lo
an

s

T
ot

al

O
th

er
*

F
ed

er
al

G
ra

nt
s

F
ed

er
al

Lo
an

s

F
ed

er
al

O
th

er
*

N
ee

d

U
nm

et

by

T
ot

al

A
id

N
ee

d

U
nm

et

by

G
ra

nt
s

N
ee

d

U
nm

et

by

F
ed

er
al

G
ra

nt
s

D
ep

en
de

nt
 s

tu
de

nt
s

60
%

$4
,3

41
$1

,4
45

$1
,0

29
$3

11
$1

06
$6

35
$2

68
$5

0
$2

,8
96

$3
,3

12
$3

,7
06

In
co

m
e 

Le
ve

l*
*

Lo
w

95
5,

13
6

1,
82

2
1,

40
1

28
7

13
4

93
2

27
7

70
3,

31
4

3,
73

5
4,

20
4

M
id

dl
e

67
2,

89
9

74
7

30
0

40
2

44
26

26
9

3
2,

15
3

2,
59

9
2,

87
4

U
pp

er
 M

id
dl

e
11

lo
w

 n
lo

w
 n

lo
w

 n
lo

w
 n

lo
w

 n
lo

w
 n

lo
w

 n
lo

w
 n

lo
w

 n
lo

w
 n

lo
w

 n
U

pp
er

8
lo

w
 n

lo
w

 n
lo

w
 n

lo
w

 n
lo

w
 n

lo
w

 n
lo

w
 n

lo
w

 n
lo

w
 n

lo
w

 n
lo

w
 n

In
de

pe
nd

en
t s

tu
de

nt
s

81
6,

87
9

3,
12

5
1,

55
9

1,
00

0
56

7
1,

23
1

1,
00

0
15

2
3,

75
4

5,
32

1
5,

64
8

In
co

m
e 

Le
ve

l *
**

Lo
w

10
0

7,
72

1
3,

56
8

1,
95

3
92

5
69

0
1,

56
7

92
4

22
4

4,
15

3
5,

76
8

6,
15

4
M

id
dl

e
96

6,
46

6
2,

74
8

1,
26

6
1,

09
3

38
9

1,
00

1
1,

09
3

74
3,

71
8

5,
20

0
5,

46
6

U
pp

er
37

4,
89

7
2,

57
4

93
2

1,
00

7
63

4
64

1
1,

00
7

11
7

2,
32

4
3,

96
5

4,
25

6

*A
id

 n
ot

 c
la

ss
ifi

ed
 a

s 
gr

an
ts

 o
r 

lo
an

s.
 In

cl
ud

es
 w

or
k 

st
ud

ey
, a

ss
is

ta
nt

sh
ip

s,
 v

et
er

an
s 

be
ne

fit
s,

 m
ili

ta
ry

 tu
iti

on
 a

id
, v

oc
at

io
na

l r
eh

ab
ili

ta
tio

n 
an

d
JT

P
A

**
 In

co
m

e 
le

ve
ls

 fo
r 

de
pe

nd
en

t s
tu

de
nt

s 
(1

99
6 

do
lla

rs
):

 L
ow

=
 le

ss
 th

an
 $

40
,0

00
; M

id
dl

e
=

 $
40

-5
9,

99
9;

 U
pp

er
 M

id
dl

e=
 $

60
-7

9,
99

9;
 U

pp
er

=
gr

ea
te

r 
th

an
 $

80
,0

00
**

*I
nc

om
e 

le
ve

l f
or

 in
de

pe
nd

en
t s

tu
de

nt
s 

(1
99

6 
do

lla
rs

):
 L

ow
=

 le
ss

 th
an

 $
10

,0
00

; M
id

dl
e

=
 $

10
-2

4,
99

9;
 U

pp
er

 =
 g

re
at

er
 th

an
 $

25
,0

00

S
ou

rc
e:

 N
C

E
S

, N
P

S
A

S
:9

6 
U

nd
er

gr
ad

ua
te

 S
tu

de
nt

s 
10

/1
/9

7



E
X

H
IB

IT
 1

1-
4

F
in

an
ci

al
 A

id
 R

ec
ei

ve
d 

by
 S

tu
de

nt
s 

w
ith

 N
ee

d 
A

tte
nd

in
g 

P
riv

at
e 

U
ni

ve
rs

iti
es

:
19

96

P
er

ce
nt

of
 A

ll
S

tu
de

nt
s

W
ith

 N
ee

d

A
ve

ra
ge

am
ou

nt
of

 n
ee

d

T
ot

al

A
id

A
m

ou
nt

T
ot

al

G
ra

nt
s

T
ot

al

Lo
an

s

T
ot

al

O
th

er
*

F
ed

er
al

G
ra

nt
s

F
ed

er
al

Lo
an

s

F
ed

er
al

O
th

er
*

N
ee

d

U
nm

et

by
T

ot
al

A
id

N
ee

d

U
nm

et

by
G

ra
nt

s

N
ee

d

U
nm

et

by
F

ed
er

al

G
ra

nt
s

D
ep

en
de

nt
 s

tu
de

nt
s

86
%

$1
6,

19
7

$1
0,

26
5

$5
,9

15
$3

,4
36

$9
14

$4
58

$1
,4

41
$3

87
$5

,9
31

$1
0,

28
2

$1
5,

73
9

In
co

m
e 

Le
ve

l*
*

Lo
w

99
21

,5
40

14
,1

34
9,

26
1

3,
88

5
98

8
1,

29
7

2,
43

1
55

6
7,

40
6

12
,2

79
20

,2
43

M
id

dl
e

98
17

,8
02

11
,6

34
6,

82
5

3,
67

4
1,

13
5

12
5

1,
85

1
42

8
6,

16
8

10
,9

77
17

,6
77

U
pp

er
 M

id
dl

e
95

14
,3

89
8,

09
7

4,
15

7
3,

09
4

84
6

63
1,

03
9

31
3

6,
29

3
10

,2
33

14
,3

26

U
pp

er
66

10
,3

46
6,

45
6

2,
73

0
3,

00
0

72
6

16
32

3
21

8
3,

89
0

7,
61

6
10

,3
31

In
de

pe
nd

en
t s

tu
de

nt
s

97
16

,6
88

9,
65

4
4,

26
5

4,
41

7
97

2
89

7
4,

37
4

18
2

7,
03

3
12

,4
23

15
,7

91

In
co

m
e 

Le
ve

l *
-

Lo
w

10
0

19
,1

36
11

,3
09

5,
42

7
4,

79
0

1,
09

2
1,

47
6

4,
76

0
28

0
7,

82
7

13
,7

09
17

,6
60

M
id

dl
e

10
0

15
,6

37
8,

41
3

3,
33

1
4,

13
8

94
4

41
8

4,
05

4
10

7
7,

22
4

12
,3

06
15

,2
19

U
pp

er
83

12
,0

73
7,

54
8

2,
90

2
3,

94
3

70
3

24
2

3,
94

3
63

4,
52

5
9,

17
1

11
,8

31

*A
id

 n
ot

 c
la

ss
ifi

ed
 a

s 
gr

an
ts

 o
r 

lo
an

s.
 In

cl
ud

es
 w

or
k 

st
ud

ey
, a

ss
is

ta
nt

sh
ip

s,
 v

et
er

an
s 

be
ne

fit
s,

 m
ili

ta
ry

 tu
iti

on
 a

id
,v

oc
at

io
na

l r
eh

ab
ili

ta
tio

n 
an

d 
JT

P
A

**
 In

co
m

e 
le

ve
ls

 fo
r 

de
pe

nd
en

t s
tu

de
nt

s 
(1

99
6 

do
lla

rs
):

 L
ow

=
 le

ss
 th

an
 $

40
,0

00
; M

id
dl

e 
=

 $
40

-5
9,

99
9;

 U
pp

er
 M

id
dl

e=
 $

60
-7

9,
99

9;
 U

pp
er

=
gr

ea
te

r 
th

an
 $

80
,0

00

*-
In

co
m

e 
le

ve
l f

or
 in

de
pe

nd
en

t s
tu

de
nt

s 
(1

99
6 

do
lla

rs
):

 L
ow

=
 le

ss
 th

an
 $

10
,0

00
; M

id
dl

e 
=

 $
10

-2
4,

99
9;

 U
pp

er
 =

 g
re

at
er

th
an

 $
25

,0
00

S
ou

rc
e:

 N
C

E
S

, N
P

S
A

S
:9

6 
U

nd
er

gr
ad

ua
te

 S
tu

de
nt

s 
10

/1
/9

7

39
0

33
9



E
X

H
IB

IT
 1

1-
5

F
in

an
ci

al
 A

id
 R

ec
ei

ve
d 

by
 S

tu
de

nt
s 

w
ith

 N
ee

d 
A

tte
nd

in
g 

P
riv

at
e 

C
ol

le
ge

s:
 1

99
6

D
ep

en
de

nt
 s

tu
de

nt
s

In
co

m
e 

Le
ve

l*
*

Lo
w

M
id

dl
e

U
pp

er
 M

id
dl

e
U

pp
er

In
de

pe
nd

en
t s

tu
de

nt
s

In
co

m
e 

Le
ve

l *
-

Lo
w

M
id

dl
e

U
pp

er

P
er

ce
nt

of
 A

ll

S
tu

de
nt

s

W
ith

 N
ee

d

87
%

99 99 91 51 91 99 99 73

A
ve

ra
ge

T
ot

al
T

ot
al

T
ot

al
T

ot
al

F
ed

er
al

F
ed

er
al

F
ed

er
al

N
ee

d
N

ee
d

N
ee

d

am
ou

nt
A

id
G

ra
nt

s
Lo

an
s

O
th

er
*

G
ra

nt
s

Lo
an

s
O

th
er

*
U

nm
et

U
nm

et
U

nm
et

of
 n

ee
d

A
m

ou
nt

by
by

by
T

ot
al

G
ra

nt
s

F
ed

er
al

A
id

G
ra

nt
s

$1
2,

67
6

$9
,4

03
$5

,3
01

$3
,4

34
$6

68
$7

24
$1

,8
96

$3
64

$3
,2

73
$7

,3
75

$1
1,

95
2

cn 3
15

,0
66

10
,1

92
6,

26
0

3,
21

6
71

6
1,

55
4

2,
39

9
42

0
4,

87
4

8,
80

6
13

,5
12

s -1

12
,8

76
9,

69
6

5,
17

5
3,

75
7

76
4

17
6

2,
02

4
44

0
3,

18
0

7,
70

0
12

,6
99

H > t-
,

9,
89

0
9,

10
9

4,
73

7
3,

79
6

57
6

8
1,

42
3

25
5

78
1

5,
15

3
9,

88
3

x
8,

24
3

6,
73

4
3,

20
8

3,
06

8
45

7
15

65
7

18
1

1,
50

9
5,

03
5

8,
22

7
,:' 0 c H

e.
. )

 n
13

,3
62

8,
60

3
3,

67
4

4,
19

8
73

1
1,

32
5

4,
12

1
15

2
4,

75
9

9,
68

8
12

,0
37

m c-
,

m c
14

,8
49

9,
82

3
4,

65
0

4,
32

0
85

3
1,

97
2

4,
30

9
22

1
5,

02
6

10
,1

99
12

,8
76

9,

13
,2

73
7,

16
6

3,
07

7
3,

44
5

64
4

1,
04

5
3,

40
7

12
4

6,
10

7
10

,1
95

12
,2

28
10

,5
18

8,
07

1
2,

51
6

4,
95

0
60

4
40

5
4,

68
8

53
2,

44
7

8,
00

2
10

,1
13

i
*A

id
 n

ot
 c

la
ss

ifi
ed

 a
s 

gr
an

ts
 o

r 
lo

an
s.

 In
cl

ud
es

 w
or

k 
st

ud
ey

, a
ss

is
ta

nt
sh

ip
s,

 v
et

er
an

s 
be

ne
fit

s,
 m

ili
ta

ry
 tu

iti
on

 a
id

, v
oc

at
io

na
l r

eh
ab

ili
ta

tio
n 

an
d 

JT
P

A

**
 In

co
m

e 
le

ve
ls

 fo
r 

de
pe

nd
en

t s
tu

de
nt

s 
(1

99
6 

do
lla

rs
):

 L
ow

=
 le

ss
 th

an
 $

40
,0

00
; M

id
dl

e 
=

 $
40

-5
9,

99
9;

 U
pp

er
 M

id
dl

e=
 $

60
-7

9,
99

9;
 U

pp
er

=
gr

ea
te

r 
th

an
 $

80
,0

00

-*
In

co
m

e 
le

ve
l f

or
 in

de
pe

nd
en

t s
tu

de
nt

s 
(1

99
6 

do
lla

rs
):

 L
ow

=
 le

ss
 th

an
 $

10
,0

00
; M

id
dl

e 
=

 $
10

-2
4,

99
9;

 U
pp

er
=

 g
re

at
er

 th
an

 $
25

,0
00

S
ou

rc
e:

 N
C

E
S

, N
P

S
A

S
:9

6 
U

nd
er

gr
ad

ua
te

 S
tu

de
nt

s 
10

/1
/9

7



ISSUE 11

315

EXHIBIT 11-6

The Contribution of Federal, State, and Institutional Financial Aid
to Student Need by Type and Sector of Institution: 1996*

Need not
Total Federal State Institutional met by
Costs Need** Aid Aid Aid Financial Aid

Full-time students

Institution type

Public 4-year $10,842 $7,393 $4,785 $602 $758 $1,248

Public 2-year 7,366 5,350 2,594 318 269 2,168

Private 4-year 18,856 13,319 5,598 886 4,299 2,536

Private 2-year 13,226 9,976 4,766 889 786 3,536

Part-time students

Institution type

Public 4-year 9,583 6,626 4,331 280 379 1,636

Public 2-year 5,942 3,912 1,822 166 114 1,811

Private 4-year 12,509 8,596 4,806 627 1,142 2,021

Private 2-year 10,839 7,380 3,327 662 366 3,025

Source: National Postsecondary Student Aid Study, 1996.

* Only includes full-year students with financial need
** Total Cost - Expected Family Contribution
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The Unfinished Agenda

Colleges and universities are complex institutions serving millions of students. In the relatively short period of
time since the establishment of the National Commission on the Cost of Higher Education, numerous issues have
been identified that could contribute to rising college tuitions. Time, as well as the availability of data, did not
allow for the thorough review of all of these issues.

Graduate Education. How has the price of graduate education changed over time? What are the relative
costs of graduate education as compared to undergraduate education? How can we distinguish these costs?
Are undergraduate tuitions paying for graduate programs? Is the time to obtain a Ph.D. increasing?
Part-time Students. How much do part-time students pay to attend a postsecondary institution? What is
their price of attendance? How much and what types of financial aid do they receive? How much does it
cost institutions to educate part-time students? Do part-time students need special types of services that
differ from those of full-time students?

Nontraditional Students. (Often considered to be students over the age of 22 who do not necessarily
attend full-time; part-time students can be subsumed under nontraditional students). What types of
financial aid do nontraditional students receive? What types of additional supports do they need?
Faculty Workload. How do faculty spend their time? How can we improve upon current methods of
obtaining data on faculty work? How much are they asked to teach? How frequently are faculty able to
substitute activities for actual classroom teaching? Are there more efficient ways to teach?
Persons Who Do Not Attend. Why do some high school graduates not pursue a college education? To
what extent do financial concerns keep persons from enrolling?
Proprietary Schools. How much do proprietary students pay to attend their institutions? What does it
cost a proprietary school to educate students? How much and what types of financial aid do proprietary
school students receive? Has the availability of Federal aid, both loans and grants, influenced tuition
growth in proprietary schools?
Costs and Quality. To what extent are changes in higher education costs related to changes in the quality
of higher education? How are higher education products affected by changes in costs? How can quality be
improved and costs reduced?

Technology. How can advances in technology change the delivery of higher education? How can
technology help colleges and universities to reduce their costs?
Saving to Pay for College. How can students and their families save more efficiently to pay for college?
What types of incentives might encourage families to save?
Higher Education and the Business Community. How can businesses become more involved to help
reduce some of the costs of higher education? To what extent are businesses currently providing tuition
benefits for employees?

Remedial Education. What does it cost colleges and universities to offer remedial education? How can
higher education work with elementary and secondary schools to ensure that students are better prepared
for college work?

Tuition Remission. Does offering faculty tuition remission for family members drive up institutional
costs?

Information Needs. What kinds of information and publications would assist parents and students to
make informed decisions about attending college?
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EXHIBIT A

Institutions Offering Remedial Courses in Fall 1995, by Subject Area
and Institutional Characteristics

Institutional characteristic

Number of higher
education institutions

with freshmen

Percent of higher education institutions enrolling
freshmen that offer remedial courses in:

Reading, writing,
or mathematics Reading Writing Mathematics

All institutions 3,060 78 57 71 72

Type
Public 2-year 950 100 99 99 99

Private 2-year 350 63 29 61 62

Public 4-year 550 81 52 71 78

Private 4-year 1,200 63 34 52 51

Minority enrollment
High 340 94 87 85 93

Low 2,720 76 53 70 70

Note: Data are for higher education institutions in the 50 states, the District ofColumbia, and Puerto Rico that
enroll freshmen. The numbers of institutions have been rounded to the nearest 10. Numbers of institutions

with freshmen may not sum to total because of rounding.

Source: U.S. Department of Education, National Center for Education Statistics, PostsecondaryEducation

Quick Information System, Survey on Remedial Education in Higher Education Institutions, 1995.
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EXHIBIT B

Freshman Remedial Enrollment in Fall 1995, by Subject Area
and Institutional Characteristics

Institutional characteristic

Number of first-time
freshmen

(in thousands)

Percent of all entering first-time freshmen
that enrolled in remedial courses in:

Reading, writing,
or mathematics Reading Writing Mathematics

All institutions 2,128 29 13 17 24

Type
Public 2-year 943 41 20 25 34
Private 2-year 56 26 11 18 23
Public 4-year 726 22 8 12 18
Private 4-year 403 13 7 8 9

Minority enrollment
High 338 43 25 29 35
Low 1,790 26 11 15 21

Note: Data are for higher education institutions in the 50 states, the District of Columbia, and Puerto Rico that
enroll freshmen. Institutions that offered remedial reading, writing, and mathematics courses were asked about
the percent of entering freshmen that enrolled in any remedial course in one or more of these subject areas,
and that enrolled in remedial courses in each subject area. This information about the percent of entering
freshmen enrolled in remedial courses was then combined with information about the total number of first-time
freshmen (both full and part time) enrolled at all institutions with freshmen to obtain national estimates of the
number of entering first-time freshmen enrolled in remedial courses. The total number of first-time freshmen
was obtained from the Integrated Postsecondary Education Data System (IPEDS) 1994 Fall Enrollment file
(the most recent year for which data were available). The percent of first-time freshmen enrolled in remedial
courses was then calculated by dividing the sum of first-time freshmen taking remedial courses by the sum of
all first-time freshmen enrolled at all institutions with freshmen.

Source: U.S. Department of Education, National Center for Education Statistics, Postsecondary Education
Quick Information System, Survey on Remedial Education in Higher Education Institutions, 1995.
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EXHIBIT C

Approximate Average Length of Time a Student Takes Remedial
Courses at the Institution, by Institutional Characteristics: 1995

(Percent of higher education institutions offering remedial courses)

IInstitutional characteristic Less than 1 year 1 Year More than 1 year

All institutions 67. 28 5

Type
Public 2-year 46 44 10

Private 2-year 95 5 0

Public 4-year 69 27 3

Private 4-year 84 14 2

Minority enrollment
High 53 34 13

Low 69 27 4

Note: Data are for higher education institutions in the 50 states, the Distirct of Columbia, and

Puerto Rico that enroll freshmen. Percents are based on institutions that offered at least

one remedial reading, writing, or mathematics course in fall 1995. Percents are computed
across each row, but may not sum to 100 because of rounding. Zeros indicate that no
institution in the sample gave the indicated response.

Source: U.S. Department of Education, National Center for Education Statistics,
Postsecondary Education Quick Information System, Survey on Remedial Education in

Higher Education Institutions, 1995.
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EXHIBIT D

Reasons Institutions Did Not Offer Remedial Courses in Fall 1995

(Percent of higher education institutions not offering remedial courses)

Remedial courses were not
needed

Institutional policy does not
allow remedial courses

Students who need
remediatlon take it elsewhere

State policy or law does not
allow remedial courses

Other reasons

I 66%

I 27%

I 22%

5%

0 20 40 60 80 100

Percent of institutions

Note: Data are for higher education institutions in the 50 states, the District of Columbia, and
Puerto Rico that enroll freshmen. Percents are based on those institutions that did not offer any
remedial reading, writing, or mathematics courses in fall 1995.

Source: U.S. Department of Education, National Center for Education Statistics, Postsecondary
Education Quick Information System, Survey on Remedial Education in Higher Education
Institutions, 1995.
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EXHIBIT E

Whether State Policies or Laws Affect Higher Education Institutions' Remedial
Education Offerings, and How Those Policies or Laws Affect Remedial Offerings,

By Institutional Characteristics: 1995

Institutional
characteristics

State policies or
laws affect

remedial offerings
at institutions

offering remedial
courses

How state policies or laws affect remedial offerings*

Required
to

offer

Encouraged
to

offer

Discouraged
from

offering

Offerings
are

restricted Other

All institutions 33 59 19 4 7 10

Type
Public 2-year 57 71 19 1 4 6

Private 2-year 3 (#) (#) (#) (#) (#)

Public 4-year 40 35 24 15 14 13

Private 4-year 7 (#) (#) (#) (#) (#)

Minority enrollment
High 43 55 19 6 10 10

Low 31 60 20 4 6 10

Percents are based on those institutions offering remedial courses with state policies or laws that affect remedial

offerings. Percents are computed across each row, but may not sum to 100 because of rounding.

(#) Too few cases for a reliable estimate.

Note: Data are for higher education institutions in the 50 states, the District of Columbia, and Puerto Rico that

enroll freshmen. Percents in the first column are based on institutions that offered at least one remedial reading,

writing, or mathematics course in fall 1995.

Source: U.S. Department of Education, National Center for Education Statistics, Postsecondary Education Quick

Information System, Survey on Remedial Education in Higher Education Institutions, 1995.
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EXHIBIT F

The Cost of Remedial Education in Four States

City University of New York reports that the combined cost of remedial education for
four-year and two-year colleges is approximately $35 million a year. This is roughly 2.9
percent of their $1.2 billion budget (The New York Times, March 19, 1997).

Texas's Higher Education Coordinating Board reported that state spending on remedial
education rose from $39 million in 1988-89 to $153 in the biennium. The largest
increase was in community colleges, raising state spending from $30 million dollars in
1988-89 to $127 million in 1996 (The Chronicle of Higher Education, August 2, 1996).

The Florida House of Representatives Committee on Higher Education reported that with
nearly 70 percent of community college freshman requiring remedial education courses,
community colleges are spending $53 million dollars a year on providing this type of
instruction (The New York Times, February 13, 1996).

In 1993-94 California spent $9.3 million, approximately .6 percent of California State
University expenditures ($1.446) on remedial courses for students on its 22 campuses
(Board of Trustees Report, California State University, January 24-25, 1995).
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