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INTRODUCTION

You have to give credit to Muhlenberg College,
the private liberal arts school in Allentown, PA.
Few institutions have been as upfront about the
way colleges have, over the last several decades,
fundamentally changed the way they award
financial aid.

A page on Muhlenberg’s website, entitled “The Real
Deal on Financial Aid,” acknowledges that colleges
are increasingly using their own institutional aid
dollars as a “recruiting tool,” rather than as a means
of meeting a student’s financial need. “As colleges
continue to shape, rather than simply fill, their
classes, money has become a means to enrolling the
particular students that an institution most wants.”!

Where in the past “everybody who got in, who
needed money, got money,” the school’s website
states, colleges have become “increasingly reluctant
to part with their money to enroll students who
don'’t raise their academic profile.”?

In practice, this means that the highest-achieving
students, who often come from affluent families,
receive the most generous financial aid packages
from their schools. For example, at Muhlenberg,
about a third of freshmen receive institutional aid
even though they have no financial need. These
top students, many of whom come from wealthy
suburbs in the Northeast, receive an average of
about $12,500 a year in so-called merit aid.?

In contrast, financially needy students are often
“gapped,” the website states, meaning that the aid
packages they receive don’t come close to covering
their costs. This is certainly true at Muhlenberg,
where the lowest-income students pay an average
net price — the amount of money that students
and their families have to pay after all grant and
scholarship aid is deducted from the listed price —
nearly $19,000 a year.

Unfortunately, the way that the Pennsylvania
college spends its institutional aid dollars is
becoming increasingly common at four-year
institutions across the country. Low-income
students are paying a high price for these policies.

This report examines U.S. Department of Education
data showing the average net price for students
from families making $30,000 or less at more than
1,400 four-year colleges in the 2013-14 academic
year. The analysis finds that hundreds of colleges
expect the neediest to pay an amount that equals
more than half of their families’ yearly earnings.

This report follows up on two previous papers that
New America has published that looked at the net
price data for the 2010-11° and 2011-12° academic
years. The news is that things are mostly getting
worse.
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The financial hurdles, the analysis finds,
continue to be highest in the private nonprofit
college sector, where only a few dozen mostly
exclusive colleges meet the financial need of

the low-income students they enroll. Overall, 94
percent of the private colleges examined charge
the lowest-income students an average net price
over $10,000. The number of private colleges that
charge these students an average net price over
$15,000 continues to grow, as does the number of
institutions that charge these students more than
$20,000.

Many private colleges have small endowments,
making it extremely difficult for them to provide
adequate support to students with the greatest
need. Indeed, it is often the poorest schools that
enroll the largest proportion of federal Pell Grant
recipients and charge these students high net
prices because of their own limited resources. At
the same time, many of these colleges provide deep
discounts to wealthier students, no matter what
their academic record, because school officials
believe it is necessary for the institutions’ survival.’
After all, it’s more profitable for schools to provide
five “merit” scholarships of $5,000 each to entice
affluent students who will be able to pay the
balance - even if they have less than stellar grades
— than it is to provide a single $25,000 grant to a
high-achieving low-income student.

In the face of steep state budget cuts over the past
decade, public colleges are increasingly adopting the
“enrollment management” tactics of their private-
college counterparts - to the detriment of low-income
and working-class students alike.

This is not, however, just a question of institutional
wealth. Some of the country’s most prosperous
private colleges are stingy with need-based aid.
These institutions tend to use their financial aid to
reel in the top students, as well as the most affluent.

While the problem is not as extreme among public
colleges and universities, it continues to rapidly
escalate. In the face of steep state budget cuts over
the past decade, public colleges are increasingly
adopting the “enrollment management” tactics of
their private-college counterparts — to the detriment
of low-income and working-class students alike.?
In fact, nearly half of public four-year colleges
examined now leave the most financially needy
students on the hook for more than $10,000 per
year. Back in 2010-11, only about a third of these
public institutions charged the lowest-income
students that much.

These actions fly in the face of national goals to
increase access to higher education and help more
students earn high-quality degrees. Fifty years ago,
the federal government committed itself to removing
the financial barriers that prevent low-income
students from enrolling in and completing college.
Policymakers have sought to achieve this goal
primarily through the Pell Grant program, which
spent about $34 billion in the 2014 fiscal year to help
more than 9 million financially needy students pay
for college.
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For years, colleges complemented the government’s
efforts by using their financial aid resources to
open their doors to the neediest students. But those
days appear to be in the past. Over the last several
decades, a powerful enrollment management
industry has emerged to show colleges how they
can use their institutional aid strategically in the
pursuit of high-achieving and affluent students.*

Worse yet, there is compelling evidence to suggest
that many schools are engaged in an elaborate shell
game: using Pell Grants to supplant institutional aid
they would have otherwise provided to financially
needy students, and then shifting their own funds to
help recruit wealthier students." This is one reason
why even after the federal government has almost
doubled the total amount it spends on Pell Grants
each year, low-income students continue to take on
heavier debt loads than ever before.”? They are not
receiving the full benefits intended.

Overall, too many four-year colleges, both public
and private, are failing to help the government
achieve national college access goals. They are,
instead, adding hurdles that could stymie the
educational progress of needy students or leave
these students with mountains of debt after they
graduate.

Remarkably, the retrenchment in colleges’
commitment to helping low-income students has
barely registered in Washington. Federal officials
appear to be operating under the assumption
that colleges are continuing to complement the
government’s efforts, rather than increasingly
undermining them.

The time has come for policymakers to take notice.
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ABOUT AVERAGE NET PRICE DATA

When judging a college’s commitment to serving
low-income students, policymakers, researchers,
and journalists have mostly relied on a single
measure: the percentage of Pell Grant recipients
each college enrolls. But while this data set provides
a useful tool for comparing colleges based on their
record of enrolling low-income students, it doesn’t
tell us anything about the schools’ commitment to
making college affordable for these individuals.

In 2008, Congress recognized the need for
policymakers to get better information about how
colleges are spending their institutional aid dollars
- financial aid they provide students from their own
resources. As part of legislation to reauthorize the
Higher Education Act, lawmakers required colleges
to report to the U.S. Department of Education their
average “net price” — the average amount of money
that students and their families have to pay after
all grant and scholarship aid is deducted from the
listed price. Congress specified that colleges should
report the net price broken down by income only
for first-time, full-time students who receive federal
financial aid.B

The net price data provide a pretty clear picture of
the financial hurdles that low-income students face
at individual campuses, and they open a window
on how colleges are spending their institutional
aid dollars. But the view is far from complete, as
the data include only those students who receive

federal Title IV grants or loans. Wealthy students
who receive only merit aid from their schools are not
captured in these data. As a consequence, we don’t
know the full extent to which colleges are using
their aid to help those without financial need.

Another complication with the net price data is
that some colleges calculate student and family
income differently than the federal government.
The vast majority of colleges determine student
and family income and aid packages using the
“federal methodology” — the same formula that
the federal government employs to calculate
eligibility for things like Pell Grants. But some
elite private colleges use their own “institutional
methodologies” to determine student and family
income for awarding their institutional aid dollars.
These calculations tend to be more exacting

than the federal formula for determining need.

For example, in the case of divorce, some of

these schools, unlike the government, take into
account the income of the noncustodial parent
when awarding their own aid. These institutional
formulas can produce income estimates for students
and their families that differ significantly from the
results under federal calculations.

A 2014 report in The Chronicle of Higher Education
suggests that an unknown number of elite colleges
are counting only students they consider to be
needy, based on their more exacting standards, in
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the lowest-income net price bracket.* As a result,
they are excluding from the lowest-income band
students that the government determines to be poor
but the institutions don’t. This choice can make
colleges look more generous than other elite schools
that use the federal methodology to calculate the
average net price data they provide the Education
Department. It is important to remember that this

issue applies only to some elite colleges and is not
an issue for most institutions. To the extent that
some colleges are reporting net price data this way,
the broad problem described in this report — high
net prices being charged to students the government
considers to be low income - is even worse than our
analysis suggests.

METHODOLOGY

Like the two previous Undermining Pell reports,
this paper judges four-year colleges based on two
criteria: the proportion of Pell Grant recipients they
enroll and the average net price they charge the
lowest-income students.

Colleges report both the Pell and net-price-by-
income data to the U.S. Department of Education’s
Integrated Postsecondary Education Data System
(IPEDS), which displays the school-by-school data
on the College Navigator website.

The Pell data represent the percentage of all
undergraduates on a campus that have received
Pell Grants. The average net price data represent the
average amount of money that students and their
families have to pay after all grant and scholarship
aid is deducted from the listed price. Colleges report
the net price data broken down by income only for

first-time, full-time students who receive federal
financial aid. Public colleges and universities report
on in-state students only. This paper specifically
looks at the data for students with family income of
$30,000 or less. Both the Pell and net price data are
for the 2013-14 academic year.

This year’s paper examines 824 private nonprofit,
four-year colleges and 591 public four-year colleges.
The paper looks at schools with undergraduate
enrollments of 750 or more that are located in the 50
states and the District of Columbia (although a few
institutions with lower enrollments were included if
they appeared in previous volumes of Undermining
Pell). Colleges that did not report average net price
data to IPEDS were excluded, as were private
colleges for which endowment information wasn’t
readily available.

EDUCATION POLICY



PRIVATE NONPROFIT COLLEGES

Some private nonprofit colleges are making
extraordinary efforts to recruit, enroll, and
financially assist low-income students.
Unfortunately, they are few and far between. Only
49 private colleges, or 6 percent of the schools
examined, charged freshmen with family incomes of
$30,000 or less an average net price under $10,000
in the 2013-14 school year.

Certainly, a substantial number of private colleges
have small endowments, making it extremely
difficult for them to provide adequate support

to students with the greatest need. Indeed, it is
often the poorest schools that enroll the largest
proportion of Pell Grant recipients and charge
these students high net prices because of their own
limited resources.

However, many private colleges that have the means
to enroll a substantial share of Pell Grant recipients
and charge them a low price choose not to do so.
These include some of the country’s most exclusive
colleges, which tend to have generous financial aid
policies but few low-income students. They also
include a large number of colleges that use their
institutional aid as a competitive weapon to attract
the students they desire, rather than to meet the
financial need of their students.

This paper examined 824 private nonprofit, four-
year colleges and found the following:

775 private colleges, or 94 percent of those
examined, charged freshmen with family
incomes of $30,000 or less an average net price
of over $10,000; 596, or 72 percent, charged
over $15,000; 246, or 30 percent, charged over
$20,000; and 8s, or 10 percent, required these
students to come up with an average of more
than $25,000 each year.

The proportion of Pell Grant recipients that
colleges enroll and the net price they charge
them is closely tied to the schools’ wealth. To
illustrate:

¢ At 590 private colleges, or 72 percent of
those examined, Pell Grant recipients
made up 25 percent or more of the student
body. The median endowment for these
schools was $31 million, and the median
net price they charged the lowest-income
freshmen was $17,189.

¢ In contrast, at 62 private colleges, or 8
percent of those examined, Pell Grant
recipients made up less than 15 percent
of the institutions’ student bodies. The
median endowment for these schools was
$662 million, and the median net price
they charged the neediest freshmen was
$11,894.
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¢ This is not, however, just a question of
wealth. There were 102 private colleges with
endowments of more than $250 million that
charged low-income freshmen an average
net price over $10,000; 72 that charged over
$15,000; 41 that charged over $20,000; and 20
that charged over $25,000.

Private College Trends

Overall, when looking at the average net price
differences from 2010-11 to 2013-14, after adjusting
for inflation, the report found that 489, or about
60 percent of the private colleges examined, have
increased the average net price they charge the
lowest-income freshmen. Of those schools:

* 364, or 44 percent, saw their average net price
go up by at least $1,000.

e 227, or 28 percent, saw their average net price go
up by at least $2,500.

e 75, 0r 9 percent, saw their average net price go
up by at least $5,000.

Over that same time period:

¢ The number of private colleges that charged the
most financially needy an average net price over
$15,000 has grown to 594, or 72 percent of those
examined, from 563, or 69 percent.

¢ The number of private colleges that charged
the lowest-income an average net price over
$20,000 has increased to 245, or 30 percent of
those examined, from 224, or 27 percent.

Private Colleges: High Pell, Low Net Price

There are 25 private nonprofit colleges at which
Pell Grant recipients make up more than15

percent of their students and that have average
net prices for the lowest-income under $10,000.

Twelve of these colleges are among the wealthiest
higher education institutions in the country.

The other 13 are a diverse group made up

mostly of colleges that enroll fewer than 2,000
undergraduates. The poorest (with endowments
under $100 million) are predominantly religiously
affiliated schools that have a mission of serving
financially needy students.

Of the 12 wealthy colleges on the list, three have
Pell enrollments over 20 percent or more. These
three schools — Amherst, Columbia, and Grinnell
— generally have strong leaders who have made a
personal commitment to making their campuses,
which have long been among the most elite in the
country, socioeconomically diverse. In so doing,
they have bucked conventional wisdom and have
shown that even the most selective schools can
find large numbers of low-income students who
can thrive at their institutions. (Vassar College,
which we highlighted in Undermining Pell II, just
missed making this list, as it charged its lowest-
income students an average net price of $10,558 in
2013-14.)

Grinnell College in Iowa has long been committed
to enrolling low-income students. Currently, nearly
a quarter of the school’s students are Pell Grant
recipients. The college, which has one of the largest
endowments among private liberal arts colleges,
not only welcomes financially needy students but
provides them with enough financial and academic
support to help them succeed at the school.*

Grinnell is “need blind” in admissions, meaning
that it doesn’t take financial considerations into
account when admitting students. It also pledges to
meet the full financial need of students with grants
and a relatively small amount of federal loan debt.
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Figure 1 | Private Colleges: High Pell, Low Net Price
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These policies have proven to be extremely
expensive for a school that, despite its large
endowment, admits such a large share of low-
income students, enrolls far fewer “full-pay”
students than many of its peers, and generates
considerably less in philanthropic support that can
be spent on need-based financial aid. Worried that
these practices were not sustainable, the college’s
board of trustees created a stir on campus in 2012
when it considered abandoning the institution’s
need-blind policy.”

Many colleges, under financial stress, would likely
have reduced the share of low-income students
they enroll. Not Grinnell. Instead, the school’s
administrators have bolstered the college’s student
aid budget, primarily by boosting the number of
international students who can pay full freight and
strengthening its alumni fundraising efforts.®

In addition, the college plans to reduce its spending
on merit aid. In 2013-14, about 15 percent of its
freshmen received scholarships from the school and
had no financial need, according to data that the
school provides to magazines that rank colleges.?
“Merit aid has helped Grinnell both attract highly
qualified students and generate revenue for the
purpose of underwriting the costs associated with
our commitments to diversity and access,” Joe
Bagnoli, Grinnell’s vice president for enrollment,
and dean of admission and financial aid, wrote in
an e-mail in December.?

“By building stronger market demand for the
tremendous program Grinnell offers, we plan to
begin reducing our investment in merit aid without
compromise to the academic profile of our student
body and without losses to student revenue,”

he wrote. “It’s a delicate balance (we cannot too
quickly remove merit aid before achieving a more
competitive market position) but we are optimistic
that we can recover current investments in merit
aid while continuing to attract an outstanding and
diverse student body.”*

Pleased with the results of these changes, the board
recently agreed to keep Grinnell need-blind for at

least another three years.? “It’s been a long climb,”
Bagnoli said in a separate interview. “But we are
increasingly convinced that being need-blind is a
critical element of our institutional identity.”*

Where does Grinnell’s commitment to
socioeconomic diversity come from? Officials

there say it is in keeping with the college’s history
of social activism.? The school was founded

in the mid-19™ century by social reformers and
abolitionists. One of the institution’s major
benefactors — Josiah Bushnell Grinnell — was a
“conductor” on the Underground Railroad, which
helped transport slaves to states in which they could
gain their freedom.> Nearly a century later, Grinnell
alumni, such as Harry Hopkins, were key architects
of Franklin Roosevelt’s New Deal programs.?

Today, the college lists “social responsibility” as one
of its three core values.?” “The students we choose
to admit are an expression of those commitments,”
said Bagnoli.?®

Grinnell has proven adept at finding low-income
students who have the academic qualifications
to succeed at the school. In addition to its

own recruiting, the college works with outside
organizations that identify financially needy
students who have the potential to thrive at
academically challenging schools. For example,
the college has partnerships with the following
organizations:

e The Posse Foundation, which sends groups of
low-income and minority students to the school
from New Orleans and Washington, DC.»

¢ QuestBridge, a nonprofit organization that acts
as a matchmaker between low-income students
and elite colleges.>°

¢ Chicago Scholars, which brings to the college
“academically driven, first-generation college

students from under-resourced communities.”3

The college also flies first-generation and other
underrepresented prospective students to the school
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twice a year so that they can see and experience the
campus for themselves.

Recruiting high-achieving, low-income students
will remain a high priority at Grinnell, according

to its president, Raynard S. Kington. “Right now,
this country needs all the brainpower we can find,”
Kington said. “We need leaders with different
experiences and points of view. And we don’t think
students’ ability to get a first-rate college education
and contribute to society should be limited by their
family resources.” 3

Private Colleges: Low Pell, Low Net Price

There are 24 private nonprofit colleges that enroll
arelatively small share of Pell Grant recipients
but support them generously - charging net
prices to the lowest-income ranging from $353

at Washington and Lee to $9,638 at Georgetown
University.

This group includes five Ivy League institutions:
Dartmouth, Harvard, Princeton, the University of
Pennsylvania, and Yale. These colleges are so rich
that they can afford to be need-blind in admissions
and to meet the full financial need of students with
grant aid. Yet, they have long been bastions of
privilege, enrolling only a small share of low-income
students.

Most of the other colleges in this group are elite
liberal arts colleges that meet the full financial

need of the limited number of low-income students
they enroll with grants and federal loans. While
some of the institutions are “need blind,” others

are “need aware,” meaning that they take financial
considerations into account when admitting a
subset of their students. Eight of these colleges —
Bowdoin, Claremont McKenna, Davidson, Duke,
Harvey Mudd, Kenyon, the University of Notre
Dame, and Washington and Lee — also offer merit
aid to attract top students. These schools, however,
tend to award non-need-based aid to a smaller share
of students than institutions that charge low-income
students a high average net price.

At Duke, for instance, only 67 freshmen, or 4
percent of the incoming class, had no financial need
and received scholarships in 2013-14, averaging
about $56,000 each.?* Duke’s aim with this kind of
scholarship is entice students to the school who
may otherwise go to an Ivy League institution .3

Duke’s scholarships are “designed to put paying
for tuition, room, and board out of the equation
when it comes to the decision to embrace all that
Duke has to offer,” the university’s website states.®
Scholarship recipients receive extra perks as well.
For example, they have “access to ‘educational
enrichment funding’ that supports research
interests, conference presentations, service, and
other career-enhancing endeavors.”

Some of the schools on this list are among the
country’s least socioeconomically diverse colleges.
At Kenyon College, for example, Pell Grant
recipients made up only 10 percent of the student
body in 2013-14. Leaders at Kenyon, however, say
they are trying to increase the share of low-income
students they enroll. “It’s clear to us that we can
do better than where we are and where we’ve been
in recent years,” said Sean Decatur, the college’s
president.

As part of its effort to become more diverse, Kenyon
simplified its admissions application, removing
extra essays that it had required students to

write. The school found that the application’s
length discouraged first-generation students from
applying. Decatur thinks that this change, which
occurred before he came to Kenyon in 2013, has paid
off. “We’ve seen increases in the socioeconomic
diversity of our application pool,” he said.>®

For the 2015-16 freshman class, Kenyon admitted
408 minority students, up 9 percent from the
previous year, and 128 first-generation students,
the second most the college has accepted in the last
decade.®
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Figure 2 | Private Colleges: Low Pell, Low Net Price
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Private Colleges: Low Pell, High Net Price

Muhlenberg College has not made much of an
effort in recent years to recruit and support low-
income students. Only 8 percent of the college’s
students qualify for Pell Grants, making it one
of the least socioeconomically diverse colleges
in the country. And the school charges the most
financially needy freshmen an average net price
of $18,765 a year.

In an interview last spring, Randy Helm, who was
Muhlenberg’s president at the time, said that the
school wasn’t interested in making a concerted
effort to enroll more low-income students.4°

“Just trying to increase the number of Pell Grant
recipients might be good for PR but may be bad
policy for our college,” he said.*

Helm, who retired in June after 12 years in the
college’s top post, didn’t think it would be healthy
for Muhlenberg to pursue more Pell-eligible
applicants. If it did, he said, the school would

have to spend its entire $36 million financial aid
budget supporting them, and wouldn’t have any

aid left for middle-income students who are also
struggling to pay the school’s $55,000 annual cost of
attendance.*

“We’re not going to be a school that serves the very,
very rich and the very, very poor,” he stated. “I don’t
think that would be fair to middle-income students,
the college, or the country.”s

But there is another reason that Muhlenberg has
been wary of increasing its pool of Pell Grant
recipients and it has little to do with the middle
class. The college devotes a significant share of its
institutional aid to the pursuit of high-achieving
students, who often come from wealthy families.
The school, in other words, has used merit aid to try
to propel itself up the private college pecking order.

The college made its intentions clear in its latest
strategic plan, which was written in 2010. “During
the second decade of the twenty-first century,
Muhlenberg College will strengthen its competitive

position among our nation’s leading private
residential liberal arts colleges,” the plan states.
“We will increasingly become a school of choice for
highly talented students.”44

In the 2013-14 academic year, 36 percent of freshmen
at Muhlenberg had no financial need and received
merit scholarships, averaging about $12,215 each.”
This assistance has played a key role in the college’s
efforts to, according to its strategic plan, “maintain
aggressive recruiting efforts in the northeast United
States, while developing a more competitive
admissions presence in selected states beyond the
region and internationally.”“¢

To be fair, the strategic plan reflected the vision
of Helm, the former president. John Williams, the
new president, has written that he is “committed
to taking concrete steps toward a more just and
equitable community.”# Time will tell whether
Williams, an African American man whose
background is mostly in business, will change the
college’s priorities.®

Muhlenberg is one of 48 private colleges that enroll
15 percent or fewer Pell Grant recipients and charge
the lowest-income freshmen an average net price
ranging from $10,049 at Johns Hopkins University to
$31,393 at the Manhattan School of Music. At more
than one-third of these institutions, the neediest
freshmen pay an average net price of $20,000 or
more.

Like Muhlenberg, many of these colleges use merit
aid as part of a broader strategy to build their
prestige and raise their rankings. And while many of
the institutions strive to compete with the most-elite
institutions for top students, their endowments,
while substantial, tend to pale in comparison. As a
result, these institutions often have to rely heavily
on tuition dollars to finance their operations, giving
them a significant incentive to use their institutional
aid to attract full-pay students as well. Meanwhile,
low-income students who enroll in these schools

are generally left with a large gap between what the
government says they should be expected to pay
and what they are being charged.

Undermining Pell lll: The News Keeps Getting Worse for Low-Income Students
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Figure 3 | Private Colleges: Low Pell, High Net Price
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This is certainly true at Catholic University in the
nation’s capital, where low-income freshmen are
left on the hook for nearly $30,000. Why does the
university, which was founded by Catholic bishops
and has strong ties to the Vatican, leave the neediest
students with such a large funding gap? In an
interview with The Hechinger Report in 2014, W.
Michael Hendricks, at the time the school’s vice
president for enrollment management, said that
Catholic primarily uses its financial aid to attract
“higher end” students.* According to Hechinger, the
school’s aim is to enroll “the kind of high-achieving
wealthy students that can improve a school’s
prestige and bolster its bottom line.”s® And, in fact,
29 percent of Catholic University freshmen had no
financial need and received merit aid in 2013-14,
averaging about $15,000 each.>

Catholic University officials say they have

counseled some low-income applicants to go to

a less expensive school. The university does this,
Hendricks said, because it doesn’t want the neediest
students to take on large amounts of debt. Loading
low-income students with debt “totally flies in

the face of our mission,” he said. Even so, many
financially needy students who attend the school
have no other choice than to take on hefty loans.?

Private Colleges: High Pell, High Net Price

At 727 of the 824 private colleges examined, Pell
Grant recipients make up more than 15 percent

of the student body and the lowest-income
freshmen are charged an average net price over
$10,000. This group includes 31 wealthy schools,
with endowments of $500 million or more. Most
of these colleges are very active in the financial
aid arms race - doling out substantial amounts of
merit aid to compete for top students.

At the other end of the spectrum, 539 of these
colleges have endowments of less than $100 million.
Like their wealthier peers, these institutions offer
generous discounts to try to attract students. But
they do so for an entirely different reason: Many of
them consider it a matter of survival.

When Gerald Turner became the president of
Southern Methodist University (SMU) in 1995, he
vowed to make the private college in Dallas as
competitive academically as it is on the football
field. To achieve this, he set an ambitious goal for
the school: to land a top-50 ranking in U.S. News &
World Report .53

“We said we wanted to be among the top 50
universities, and since U.S. News was around, that’s
the list we used,” Turner recently told D Magazine.
“That captured a lot of things. To be among the

top institutions, you’ve got to have better students.
You've got to have better faculty. You got to have
facilities that attract better people. Your endowment
has to be bigger.”s

Like many colleges that have aimed to rise up the
rankings, SMU sought out top-notch professors,
raised academic standards and went on a building
spree, constructing fancy new dormitories as well as
state-of-the-art academic, research and recreational
facilities. And the administration opened up the
university’s coffers to try to attract, with generous
merit scholarships, a higher-achieving student body.

Today, all students who apply for admission are
automatically considered for a variety of academic
scholarships. Students who have shown “exemplary
academic and leadership skills” may receive the
President’s Scholarship, which covers full tuition
and fees (over $48,000 in 2015-16) and the cost of
studying abroad, as well as room and board for
those who live on campus. Other students who
have high SAT scores and rank at the top of their
high school class can receive the Cornerstone
Scholarship, Founders’ Scholarship, or Second
Century Scholarship, which cover part of the
tuition.®

Many of these scholarships go to wealthy students.
In 2013-14, 34 percent of freshmen at SMU had no
financial aid and received merit aid, averaging
nearly $19,000 a year.s
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Figure 4 | Private Colleges: High Pell, High Net Price (with Endowments Over $500 Million)
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The university’s low-income students have not
fared as well. While Pell Grant recipients make

up 16 percent of the school’s student body, the
university covers the full financial need of only
about 38 percent of aid recipients on its campus.’’
Meanwhile, SMU charges freshmen from families
making $30,000 or less a hefty average net price of
$20,936.

The university, which is now celebrating its 100-
year anniversary, shows no sign of retreating from
its aggressive use of merit aid. While the school has
made major strides over the past two decades, it still
has not received a top-50 ranking (it is now ranked
61%t among national universities®® — more than 40
spots higher than it ranked two decades ago).
Turner remains committed to getting the university
into the top tier.®°

“Twenty years ago, we started with a commitment
to improve the academic quality of the institution
and its national visibility,” Turner said. “That’s still
the No. 1 goal.”®

SMU is one of six colleges on this list that provide
more than 20 percent of their non-needy freshmen
with merit aid, while charging the lowest-income
an average net price over $20,000. The others are:
Baylor University (36 percent merit aid, $26,449 net
price for freshmen with the greatest need); Fordham
University (24 percent, $24,556); Rensselaer
Polytechnic Institute in New York (23 percent,
$24,151); University of Miami (33 percent, $24,792);
and Yeshiva University (23 percent, $20,333).% Just
as at SMU, a larger share of affluent freshmen at
these schools receive merit aid than low-income
students receive Pell Grants on these campuses.

Among private colleges, the schools with the
fewest resources tend to serve the largest share
of low-income students. For instance, Pell Grant
recipients make up an average of 40 percent of
the student body at the 552 private colleges with
endowments of less than $100 million, compared
with 16 percent at those with at least $1 billion

endowments. These lesser-endowed schools have

a difficult time supporting the large numbers

of low-income students they enroll, charging

the neediest freshmen an average net price of
$18,066 (compared with $11,574 at schools with
endowments of $1 billion or more). Unsurprisingly,
low-income students are less likely to remain in and
graduate from these schools than they are at richer
institutions.

While many of these schools used to provide need-
based aid exclusively, they say they simply can’t
afford to continue to do so. Instead, they offer deep
discounts on their tuition just to get more-affluent
students in the door. Because these schools are

so dependent on tuition revenue, their success in
meeting their enrollment goals each year can be
critical to their survival.

Admissions experts say that providing discounts

on tuition can be an effective short-term tactic for
struggling colleges, as long as they can bring in
larger numbers of students without having to add
new faculty or build new facilities.® But as a longer-
term strategy, it can be treacherous — the more
tuition-dependent schools discount their tuition,
the less they have to spend in other areas important
to student recruitment, including the quality of the
academic programs and the upkeep of facilities.*

Take Sweet Briar College, which nearly shut down
last year. The small women’s college near Virginia’s
Blue Ridge Mountains has seen its enrollment
decline nearly every year for the past six years.®

To try to reverse this trend, the school significantly
increased the discount it provided incoming
students — from about 49 percent of the tuition and
fees in 2009-10 to nearly 62 percent in 2014-15.% But
the strategy did not work. Enrollment continued to
decline, and because of the discounts, Sweet Briar’s
net revenue plunged.’As a result, the institution has
had to dig ever-deeper into its endowment to fund
operations.®®

The combination of these factors sent Sweet Briar
into a “death spiral.”® In March 2015, Sweet Briar’s
then president, James F. Jones Jr. shocked the

Undermining Pell lll: The News Keeps Getting Worse for Low-Income Students
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higher education world when he announced that
the 114-year-old institution would be closing its
doors. “The declining number of students choosing
to attend small, rural, private liberal arts colleges
and even fewer young women willing to consider a
single-sex education, and the increase in the tuition
discount rate that we have to extend to enroll each
new class is financially unsustainable,” he said at
the time.”®

In June, a group of Sweet Briar alumni, with the
help of Virginia’s attorney general, saved the school
for now. But it’s unclear whether the school’s new
leadership will be able to reverse the negative
trends, including the college’s sky-high tuition
discount rate. Until the school is able to do so, its
future will remain in doubt.”

PUBLIC COLLEGES

As we have seen, only a small number of private
colleges are using their financial aid resources to
make college more accessible and affordable for
the neediest students. Instead, the vast majority are
charging freshmen with family incomes of $30,000
or less a net price exceeding $10,000.

The news is somewhat better in the public higher
education sector. Nearly half of the 591 public
four-year colleges and universities examined in this
paper enroll at least 25 percent low-income students
and charge the neediest freshmen a net price of less
than $10,000.

But don’t be fooled. Over the past two decades, there
has been a fundamental shift in the admissions
practices of many public universities. Stung by
sharp state budget cuts at the same time they are
seeking greater prestige, these universities are

increasingly pitted against one another, fiercely
competing for students that they most desire: the
best and the brightest, and those wealthy enough to
pay full freight. And they are using a large share of
their institutional aid dollars — money that could be
going to students who truly need it — to entice these
generally privileged students to their schools.”

This paper examined 591 public four-year colleges,
including all of the public flagship universities
and many state regional colleges, and found the
following:

e 279 public colleges, or 47 percent of those
examined, charged the lowest-income in-state
freshmen a net price over $10,000; and 38 of
those institutions, or 6 percent of the schools,
required these students to come up with $15,000
or more.
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¢ Many of these high-net price colleges are in
states that have adopted a high-tuition model.
For example, 57 of these colleges, or 20 percent
of the institutions that charged low-income
freshmen a high average net price, are located
in just two states — Ohio and Pennsylvania -
that have long followed such a model.

¢ Low-income freshmen attending public
universities in their home states paid an average
net price above $10,000 in more than half of the
states.

e Many public colleges that have the means to
enroll a significant share of Pell Grant recipients
and charge them a low net price choose not
to do so. These include some of the country’s
most exclusive campuses, which enroll only a
small proportion of low-income students. They
also include a substantial number of colleges
that use their institutional aid as a competitive
weapon to attract the students they desire,
rather than to meet the financial need of their
in-state students.

Public College Trends

Overall, when looking at the average net price
differences from 2010-11 to 2013-14, after adjusting
for inflation, the report found that 427, or 72 percent
of the public colleges examined, have increased the
average net price they charge the lowest-income
freshmen during that period of time. Of those
schools:

* 304, or 52 percent, saw their average net price
go up by at least $1,000.

* 129, or 22 percent, saw their average net price go
up by at least $2,500.

e 17, or 3 percent, saw their average net price go
up by at least $5,000.

Over that same time period:

¢ The number of public colleges that charged
freshmen with family incomes of $30,000 or less
an average net price under $10,000 has fallen
from 385, or 65 percent of the schools examined,
to 312, or 53 percent.

¢ The number of public colleges that charged
the lowest-income freshmen an average net
price over $15,000 has remained fairly steady,
increasing by only seven schools.

Best of the Best: Low-Tuition States

For generations, states made college affordable
for all of their citizens by keeping the prices of
their public higher education institutions low.
But as more and more states have divested from
their public college systems, those days are
increasingly in the past.

Those in the higher education policy world have
long debated about the effectiveness and efficiency
of states’ historic low-tuition model.”® Some student
aid experts have advocated against this approach,
saying that it doesn’t target subsidies effectively
because it lowers the cost of higher education for
the rich and the poor alike. They have argued that
low-income students would benefit more from a
high-tuition, high-aid model, in which states devote
their subsidies exclusively to those who couldn’t
afford to go to college without the help.”

The data in this report, however, don’t bear this out.
In fact, they clearly show that the lowest-income
students fare much better in states that have kept
the costs of attending their public higher education
institutions relatively low.

Take, for example, the state of Washington, which
has a relatively low-cost public higher education
system. In the Evergreen State, in-state public
four-year college freshmen with family incomes of
$30,000 or less paid an average net price of $7,389 in
the 2013-14 academic year.
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Figure 5 | Cheapest and Most Expensive States for Low-Income Students
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In contrast, the most financially needy in-state
freshmen attending public four-year colleges in
South Carolina paid an average net price that was
almost double that amount: $13,266. And while only
one four-year public college in Washington state
charged the lowest-income freshmen an average
net price over $10,000 ($10,296 at Washington
State University), 10 of 11 public colleges in South
Carolina did so, with two charging over $15,000.
Take the University of South Carolina, which has
been an extremely aggressive participant in the
merit-aid wars.”> The neediest in-state freshmen at
the flagship campus in Columbia paid an average
net price of nearly $16,500.

In addition to Washington, other low-cost states that
stand out in terms of keeping their public colleges
accessible and affordable for the lowest-income
in-state students include: Hawaii (average net price
of $6,951), Alaska ($7,005), California ($7,089), and
North Carolina ($7,396).

Meanwhile, low-income in-state freshmen who
attend public four-year colleges face average net
prices over $10,000 in 27 states, including high-
tuition ones such as New Hampshire ($14,468),
Pennsylvania ($13,655), Vermont ($13,153), and
Alabama ($13,138).

Public Colleges: Low Pell, Low Net Price

Forty-three public colleges and universities
enroll 25 percent or fewer Pell Grant recipients
and charge the lowest-income in-state freshmen
an average net price under $10,000 - ranging
from $4,059 at Brazosport College in Texas to
$9,704 at the State University of New York’s at
Geneseo.

This group includes some of the most elite public
universities in the country. Like their private-college
counterparts, these schools tend to offer generous
amounts of need-based aid. Yet, compared with
other state colleges, these institutions enroll only a
small share of low-income students.

Take the University of Michigan, which meets

the full financial need of more than three-

quarters of its low-income in-state students. Pell
Grant recipients make up only 16 percent of the
students at the institution, making it the 10th

least socioeconomically diverse public college or
university in the country (a dishonor it shares with
the University of Indiana at Bloomington).

But university leaders are taking steps that may help
the school get off this list in the near future.

Mark Schlissel, who is now in his second year as
president of the University of Michigan, has made
increasing socioeconomic diversity a key goal

of his administration.” “Dedication to academic
excellence for the public good is inseparable from
our commitment to diversity, equity, and inclusion,”
he said at a campus diversity summit in September.
“We cannot be excellent without being diverse in
the broadest sense of that word.”””

Campus activists believe that university officials
only started taking this issue seriously after the
Black Student Union held protests demanding
greater diversity a year before Schlissel’s arrival.”®

Regardless, since taking the post, Schlissel has
introduced two new programs that are designed

to bring more low-income students to campus. In
August, the university announced the creation of
a two-year pilot program aimed at encouraging
high-achieving low-income students to apply to
the school. Under the “High Achieving Involved
Leader” (HAIL) program, the university will send

a specialized admissions packet to a select group
of students that includes a step-by-step guide on
how to apply to the school. Students who apply
will receive vouchers covering their application
fees. Those who are admitted will be able to attend
tuition-free. They also will be eligible for additional
student aid to cover their living expenses.”

The HAIL program, which higher education

expert and economist Susan Dynarski helped the
university develop, is designed to help low-income
students overcome barriers they often face: having
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Figure 6 | Public Colleges: Low Pell, Low Net Price
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trouble understanding the steps they need to apply
for college and finding the money to pay for it.%°
“Our financial aid package for low-income students
is the best among all colleges and universities in the
state, usually covering the full cost of tuition at our
Ann Arbor campus,” Pam Fowler, the university’s
financial aid director, said in a news release. “HAIL
is an important new way to get the attention of
families and make them aware of what is available
to them at Michigan.”®

In October, the university unveiled another new
program, which will provide college preparatory
classes to middle-school and high-school students
in two low-income school districts in Michigan that
serve a high concentration of minority students.
Students who complete the Wolverine Pathways
program and are admitted to the university will
receive full-tuition scholarships for four years.®

Dedication to academic
excellence for the public good is
inseparable from our commitment
to diversity, equity, and inclusion.
We cannot be excellent without
being diverse in the broadest
sense of that word.

— Mark Schlissel, President,
University of Michigan

“Wolverine Pathways is an important next step for
the University of Michigan as we continue to look
for ways to identify talented students and cultivate
U-M applicants from all parts of our state,” Schlissel
stated.®

While the University of Michigan has fared poorly
— at least up until now — in terms of enrolling Pell
Grant recipients, the College of William & Mary

in Virginia is the least socioeconomically diverse
public college in the country. Pell Grant recipients
make up just 12 percent of the student body there.

The University of Virginia does only slightly better,
with 13 percent of its students receiving Pell Grants.

Public Colleges: High Net Price

In the 1990s, Auburn University [AU) was the hot
public university in Alabama. It was the school of
choice for many of the state’s top students.

But after the century turned, the university’s
fortunes changed as it became mired in controversy
and mismanagement. The board of trustees fired a
popular president and replaced him with a series of
interim leaders.® Soon afterward, the university’s
accreditor, the Southern Association of Colleges
and Schools (SACS), put the school on probation
because of concerns about how the board was
operating.® Then allegations of academic fraud
involving the football team roiled the campus.?¢

To add insult to injury, Auburn’s biggest rival, the
University of Alabama (U of A), was on the rise. In
2003, the University of Alabama’s new president
Robert E. Witt laid down a challenge to the school’s
admissions office: to “recruit top student scholars
with the same fervor as top athletic prospects, and
look beyond the state’s borders to find them.”®
Alabama’s admissions staff, which was also charged
with expanding the school’s enrollment from 19,000
to 28,000 over a 10-year period, met the challenge
head on. Armed with generous merit-based
scholarship packages, the school’s recruiters were
remarkably successful in attracting nonresident
students.®® And as the university rose in stature, it
started attracting a larger share of Alabama’s best
students.

The University of Alabama’s success was threatening
to Auburn. In 2006, an outside consulting company
warned Auburn officials that “the U. of A’s
aggressive recruitment of high academic achievers
could reduce AU’s share of strong-in-state students
and damage AU’s reputation.”®

By the time Jay Gogue, the former president of
New Mexico State University and the University
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of Houston, became Auburn’s president in 2007,
“this was about as dysfunctional a university as
anywhere in America,” Wayne Flint, a retired
Auburn history professor, told the Tuscaloosa News
at the time.?°

To help turn things around at Auburn, Gogue
borrowed a page from Witt and directed his
admissions staff to aggressively pursue “more
highly-performing students” and use merit aid to get
them. “There’s going to be a lot of emphasis to raise
private money to support scholarships,” Gogue said
at the time

In an interview with the local newspaper, Wayne
Alderman, Auburn’s dean of enrollment services,
noted how big a change this was for the university.
“Alabama’s done great with scholarships,” he said.
“Auburn traditionally has not put much money into
scholarships but some of that is, we’ve always been
able to attract a pretty good student body. Still, we
have to be more competitive with scholarships.”

In 2006-7, Auburn spent about $9 million to provide
merit scholarships to 11 percent of freshmen

who had no financial need. Eight years later, the
university spent $35 million to provide merit aid to
32 percent of freshmen without financial need.

Currently, in-state students with an ACT score

of 33-36 or an SAT score of more than 1,440 and

a minimum 3.5 GPA are eligible for a full-tuition
scholarship from Auburn, renewable for four years.
Out-of-state students with those credentials are
eligible for a scholarship worth $64,000 over four
years. Both in-state and out-of-state students with
slightly lower grades and test scores are eligible for
lesser awards.?

By the standards that colleges use to judge their
performance these days, Gogue’s efforts have mostly
paid off. According to the university, the academic
profile of its students has steadily improved

since 2007. The school now enrolls more than 150
National Merit Scholars, six times more than it did

a decade ago.” Still, U.S. News continues to rank the
University of Alabama slightly ahead of Auburn.*

But with all the money Auburn spends recruiting
the best and the brightest and the wealthiest
students, the university appears to have little left
over for those with the greatest financial need. Pell
Grant recipients make up only 16 percent of the
school’s student body, and the lowest-income in-
state freshmen pay an average net price of $13,814.

Auburn is one of 279 public colleges that charge the
lowest-income in-state freshmen a net price over
$10,000. Like Auburn, many of these schools are
active participants in the institutional financial aid
arms race.

At the University of Cincinnati (UC), for example,
nearly one-fifth of the freshmen have no financial
need and receive merit aid, averaging $5,395 each.”
This investment has helped the university, which
aims to establish itself as an “elite university,”
shoot up the U.S. News rankings.?

But low-income students at UC are paying a hefty
price for this policy. While Pell Grant recipients
make up 26 percent of the student body, the most
financially needy in-state freshmen pay an average
net price of more than $16,000. Only 20 other public
universities charge low-income students more.

Public flagship and research universities are not the
only institutions making significant investments in
non-need-based aid. Many state regional colleges
are participating in the merit-aid arms race as
well.1°

Central Michigan University, for example, has
significantly increased its spending on merit aid in
recent years to try to stem a decline in enrollments.

With a steep reduction in the supply of high school
graduates in Michigan and intense competition
among colleges in the state for this shrinking pool
of students, Central Michigan’s fortunes were
flagging.!*! In 2011-12, the school saw its enrollment
fall by more than 2 percent, and it was projecting
more-substantial drops for the future. At the same
time, the school was reeling from state budget cuts.
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Figure 7 | Public Colleges: High Net Price
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State % Pell
LA 78%
MS 33%
WV 36%
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co 52%
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Note: The list above shows 75 public colleges with high net prices for low-income students. The remaining colleges with net prices above
$10,000 are included in the interactive web application at
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To respond to these threats, Central Michigan
officials created an enrollment management office
that would allow them to be more strategic in

the way they pursued students. As part of this
effort, they decided to start recruiting students as
early as ninth grade. They also vowed to become
more aggressive about recruiting out-of-state and
international students.**?

But their top priority was to “reengineer” their
institutional aid policies so that they could
“award more and larger merit scholarships for
prospective students with GPAs of at least 3.0.”13
Previously, they had provided scholarships only
to students with a 3.5 GPA or better. “Fortunately
and unfortunately, college cost has become a
considerable factor in recruitment and retention.
And how you best control college cost is through
financial aid,” Steven Johnson, the university’s
enrollment manager said when announcing the new
policy. “We want to incentivize students who are
successful academically.”4

To pay for these changes, university officials
announced in 2013 that they would increase the
school’s institutional aid budget by $6 million to
provide merit scholarships to an additional 8oo
freshmen.!o

In 2013-14, 14 percent of freshmen who lacked
financial need received merit scholarships,
averaging about $4,500 each.”*® It’s too early to
know whether the new strategy is paying off in
terms of more enrollments.'*” But the fact that the
university is becoming more generous with merit
aid can’t be good news for the lowest-income in-
state students, who already pay an average net price
of nearly $11,000.

Moving in the Wrong Direction

The more public colleges and universities compete
nationally for the best [and, in many cases, the
wealthiest) students, the greater the pressure on
the schools to use their financial aid strategically -
both for offensive and defensive purposes.

Lately, the University of Wisconsin at Madison

has been feeling the heat.’*® Armed with generous
merit-aid scholarship packages, other states’ public
flagship universities have been luring the best and
brightest Wisconsin students to their institutions.
“Between 10,000 and 14,000 Wisconsin high school
graduates leave the state each year for colleges

in other states,” the Milwaukee Journal Sentinel
reported in October. “Minnesota, Illinois, Indiana
and Ohio are the top destinations.”**® Asked what
the university has been doing to persuade top
students to stay in-state, UW-Madison’s Chancellor
Rebecca Blank told the newspaper, “We do
nothing.”

It worries me a great deal, the
type of merit aid | see being
offered to top students from
Wisconsin. As far as I’'m concerned
- I'm an economist - that’s a

real waste of where we should be
spending our money in higher ed.

— Rebecca Blank, Chancellor of the
University of Wisconsin at Madison

Compared with other public flagship and research
universities, the University of Wisconsin has not
been much of a player in the merit-aid arms race.
Last year, the university provided scholarships to
only 8 percent of freshmen who lacked financial
need." In comparison, nearly one-third of non-
needy freshmen at Ohio State University received
merit aid that year.'

But things are about to change in Madison. Blank
recently told Inside Higher Ed that the university
doesn’t have any other choice but to significantly
increase its spending on merit aid to stop
institutions in other states from grabbing up the
best Wisconsin students.' “It worries me a great
deal, the type of merit aid I see being offered to top
students from Wisconsin,” Blank said. “As far as
I’'m concerned — I’'m an economist — that’s a real
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waste of where we should be spending our money
in higher ed. But I’'ve got to keep some of those top
students in Wisconsin.

“We’ve got to play in that game. We just have to,”
she added. “It is one of these arms-race things that
I’'m not happy with but I don’t quite know what to
do about.”

At the same time, the university, which has seen its
state funding slashed in recent years, is planning
to make up for the lost revenue by becoming much
more aggressive in recruiting high-achieving out-
of-state students who can afford to pay full freight.
The university will likely have to offer generous
scholarships to attract these much-sought-after
students.”

The university’s efforts to become more competitive
in pursuing out-of-state students received a major
lift in October when the University of Wisconsin
system’s Board of Regents agreed to temporarily
remove a cap on the number of nonresident
students the school can enroll. For the next four
years, the institution will not have to abide by

the limit, which has prohibited the school from
enrolling more than 27.5 percent of its students from
out of state.'s

Critics of the regents’ action worry that the makeup
of the student body will change. “If the campus no
longer has a cap on non-resident undergraduates,
will it focus more on recruitment efforts at affluent
non-Wisconsin high schools and less on Wisconsin
high schools, particularly those with large numbers
of low-income and underrepresented students?”
Noel Radomski, the director of the university’s
Wisconsin Center for the Advancement of
Postsecondary Education, wrote prior to the board’s
vote.

In response to such criticism, the board required
the university to guarantee that it will continue to

enroll at least 3,600 in-state students each year —
although, that is still a slight drop from the previous
years’ totals."” In addition, Blank has said that

the university will increase its spending on need-
based aid at the same time that it boosts merit-aid
offerings.

Still, these changes don’t bode well for low-income
students, considering that the university doesn’t
do such a great job supporting these students
already. Only 15 percent of the institution’s students
are Pell Grant recipients, and the lowest-income
freshmen pay an average net price of nearly $9,500.
The school meets the full financial need of only 37
percent of aid recipients on its campus, and, on
average, it meets just 78 percent of the need of its
students.”® In contrast, the University of Michigan
charges its lowest-income freshmen an average net
price of about $5,700, meets the full financial need
of more than three-quarters of its aid recipients,
and on average, meets 85 percent of the need of

its students (which is not great, but better than
Wisconsin)."”

What’s more, the share of first-generation students
that the University of Wisconsin enrolls has dropped
significantly since 2006, according to an analysis of
enrollment data by Sara Goldrick-Rab, a professor
of educational policy studies and sociology at

the university.” In November, she wrote that the
university in 2015 “enrolled its smallest class of first-
gen students in more than a decade.”*

The reduction “is not an accident,” she stated,
but the product of an administration policy to
shift enrollment “further and further towards
economically-advantaged students.”2

“Times like these define and determine our futures,”
she wrote. “Who gets to be a Badger? Who gets to
decide? Is anyone even looking? Clearly some hope
not.”

Undermining Pell lll: The News Keeps Getting Worse for Low-Income Students
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CONCLUSION

A college’s commitment to helping low-income
students can’t be measured along a single
dimension. It matters how many low-income
students they enroll and how much these
students are asked to pay. Some researchers,
advocates, and journalists, however, continue to
judge colleges based solely on the percentage of
Pell Grant recipients that they enroll.

For example, in 2014, the Education Trust

released a paper entitled Tough Love that called

on policymakers to penalize colleges at which
fewer than 17 percent of freshmen are Pell Grant
recipients. Under the plan, colleges that fail to meet
the 17 percent Pell threshold within three years of
the enactment of such a policy would lose access to
institution-based federal aid.”** “If there is to be a
shared responsibility for college access and success,
then at some point the federal government should
no longer permit low-access institutions of higher
education - or their affiliated foundations — to take
advantage of the tax code to receive tax-deductible
charitable donations or institutional campus-based
aid.”»

While this proposal is well-intentioned in its
efforts to push colleges that have been “engines
of inequality” to become more socioeconomically
diverse, it doesn’t go far enough.

The plan would hold harmless wealthy colleges
that enroll a large share of low-income students
but charge them almost as much as their families
earn in a year. Universities like Baylor, Southern
Methodist, and the University of Miami, which
provide merit aid to more than one-third of their
non-needy freshmen while charging their lowest-
income freshmen an average net price of more than
$20,000 a year, would get away scot-free.

At New America, we agree with Ed Trust that a
federal solution is needed to push colleges to
become more socioeconomically diverse. But any
such plan must also hold schools accountable

for making college affordable for the low-income
students they enroll. Because if a college enrolls a
large number of Pell Grant recipients but doesn’t
come close to meeting their remaining financial
need, it may be setting these students up for failure.

In the past two editions of Undermining Pell, we
have proposed that the federal government take a
carrot-and-stick approach.

The carrot is to help schools that simply don’t have
the resources to keep down the net prices of the
low-income students they serve. The plan would
offer Pell bonuses to financially strapped four-year
colleges that serve a substantial share of Pell Grant
recipients (more than 25 percent of the student
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body) and graduate at least half their students
school-wide — with the aim of having these schools
use this money to boost their institutional aid
budgets and therefore reduce the net prices they
charge the most financially needy students.

The stick is for wealthier colleges that have chosen
to divert their aid to try to buy students so that they
can rise up the U.S. News rankings and increase
their net revenues. These schools, which generally
enroll a relatively small share of low-income
students (25 percent or less of Pell Grant recipients)
but charge them high net prices, would be required
to match at least a share of the Pell dollars they
receive.

That’s one possible approach to combating the
problems identified in this report. More recently,
New America has offered another approach that

is far more ambitious in its scope. Under this new
federal-state partnership plan, states would receive
formula funds from the federal government that
they would have to partially match and send to

colleges that enroll a substantial share of low-
income students and serve all students well. To

be eligible for the funds, states would be required
to maintain, and encouraged to increase, their
investment in higher education. Colleges would be
required to enroll low-income students, charge only
what students can afford, and demonstrate positive
outcomes. The plan would eliminate unmet need for
all students, limiting the price they pay for college
to their Expected Family Contribution (EFC), the
amount the government determines a household
can afford to contribute toward the education of
their children. Federal, state, and institutional
funds would make up the difference between
students’ EFC and the net price at the participating
institution.

Both the carrot-and-stick proposal and the new
federal-state partnership plan aim to put an end to
the merit-aid arm race and to ensure that colleges
live up to their commitments to serve as engines
of opportunity, rather than as perpetuators of
inequality.
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