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2.

N o n e disputes that the problem of college affordability is a top concern of students,
parents, taxpayers, and legislators. The problem
may seem obvious, but in fact the issue is complex and requires clarification. The pre-eminent
concerns of governors and legislators in assigning top priority to this issue are rising tuition
prices (exceeding CPI growth), growing student
debt, and the fears of many young parents that
college may be priced out of reach for their children. Complexities arise when we look more
closely at:
1. Circumstances of different types of students:
Dependent vs. independent; full-time vs. parttime; residential vs. commuting; degree-seeking
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vs. non degree-seeking; and most importantly,
students ofdiffering economic circumstance.
Prices charged by different institutions: Private two-year and four-year colleges, and
research universities; public two-year and fouryear colleges, and research universities, and
the growing number of proprietary (profitmaking) institutions.
The relationship of price to quality and the
differing levels of subsidy provided by each
institution.
The key issue of access vs. choice, i.e., the
question of "whether" a student is able to
attend college vs. "where" the student attends.
The growing significance ofinstitutional prestige in the minds ofmany students and parents,
and the fact that higher prestige tends to correlate closely with higher price.
The desire for cost containment of college
and university prices vs. the question of why

prices rise so rapidly and whether any agency other
than the market can do anything about it.
The points above suggest that "affordability"
takes on many different meanings, depending upon
the student:
• For a low income student, affordability may mean
access in its most basic sense, to a local two-year
college.
• For a middle income family, it may m an the
ability to generate cash flow required to pay for
a state university.
• For a moderately well-off family, it may mean
the problem of financing a private college education.
• For a part-time working adult, it may mean availability at an affordable price of a particular course
at atime and place accessible to the student.
As these examples show, a first step for the
lawmakers is to discuss and decide which types
of affordability are of greatest concern to public
officials.
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Low income students are strongly influenced
by the price of college in deciding whether to
enroll (access).
Middle and higher income students are influenced by the price of college in deciding where
to enroll (choice).
Tuition in public institutions is a politically
determined price, and tends to rise most rapidly when state appropriations decline.
Tuition in private institutions is determined
primarily by competition, that is, by what the
market for each college will bear.
In the private for-profit world, prices reflect
a tual cost. That's not the case in hi her education. The tuition charged by public and private
colleges does not cover cost; students receive
substantial subsidy beyond the price they pay.
Educational cost = Price (Tuition) + Subsidy.
Tuition discounting is increasing rapidly in private colleges, meaning that many students do
not pay the posted price. Tuition net of financial aid (net tuition) is the relevant price for
most families.
Tuition discounting is also increasing in public universities, as a portion of tuition proceeds
are recycled as student aid.
For the last 50 years, the economic cost of education (defined as expenditure per full-time
student from all revenue sources) has increased
by roughly 3 percent per year after inflation. 2
Two economic theories have been proposed to
explain this. The first argues that higher edu-

cation by its very nature cannot achieve productivity increases, and thus rising labor costs
translate directly into rising unit costs of production. The second argues that the cost of
education is determined by the revenues raised
from all sources, that is, higher education raises
all the money it can, and spends it.
9. In the 1990s, loans for college have increased
dramatically relative to grant aid. Evidence to
date suggests that two groups of students may
be overburdened-low income students who
borrow but do not complete their programs,
and some students in graduate/professional programs. Thus far, the typical undergraduate who
completes a degree program does not appear
to be overburdened with debt. Average undergraduate student loan indebtedness in 1997 is
$11,400. The average percentage of borrowers' monthly income which goes toward student
loan payment is twelve percent (median is eight
percent). 3
10. Most economists who study this subject argue
that access for low income students remains
the central problem. Political forces in recent
years have favored middle and upper income
families-wi tness the recently enacted federal
legislation of tax credits, explicitly focused on
middle and upper income families. We have a
clear case of politics and economics yielding
conflicting policy proposals.
11. In spite of all these problems, enrollment rates
in higher education are at historic highs.
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MIGHT BE DONE?

Given the above analysis, a first step is to decide
which problem (or problems) of affordability needs
to be addresse.
tEe focus is primarily on ow
income students, who may genuinely be priced
out of higher education, the discussion would take
one direction. If lawmakers are also concerned
about the financing problems faced by higher
income families, then discussion would flow into
different channels. Or, of course, both issues could
be addressed.
In our system of fiscal federalism, it is also
necessary to take the actions of the federal government into account. At this writing, most observers
think that the main initiative for the foreseeable
2 William J. Baumol and Sue Anne Batey Blackman, "How to
Think About Rising Call g Cost ," Planning for Higher Education, SUffiluer 1995, Vol. 23, pp. 1-7.

3 Sandy Baum and Diane Saunders, Life After Debt: Results o/the
National Student Loan Survey, Final Report, February 1998, Nellie
Mae, Braintre , Mass., 1998.

future at the federal level was last year's tax legislation, and that the reauthorization of the Higher
Education Act will largely leave existing programs
and funding levels in place. If that assumption proves
accurate, then the relevant actors are state governments, colleges and universities, and private agencies
(including families).
The most obvious way to make public higher
education more affordable would be for states to
increase their appropriations for higher education,
coupled with an understanding that tuitions would
rise less rapidly, or even be reduced. This idea is
under discussion, or has been implemented, in a
few states, including California and Massachusetts,
but has not taken the nation by storm. Were a state
inclined in this direction, it would seem that an
understanding could (and should) be reached in
which the relationship of tuition to state appropriation would be established as a matter of public
policy.4 The governing idea would be a type of
social contract.
Institutions can and must explore ways to lower
unit costs as a further contribution to increased
affordability, although historically (as noted earlier)
higher education has not been able to achieve significant gains in productivity. The recent report of
the National Commission on the Cost of Higher
EducationS provides several recommendations for
colleges and universities to consider, and over time,
the new information technologies may permit productivity increases that have thus far eluded the
enterprise.
Even if a state does not intend to increase
its appropriations significantly, the concept of a
social contract still makes sense. It is disingenuous for a state to reduce its share of educational
cost year after year and then castigate the institutions for raisin tuition in response. For most public
institutions, a propriations plus tuition make up
the bulk of th school's operating funds, and thus
the two items of revenue have to be considered
together, not separately.
An alternative approach would be to move
the state into the position of a buyer of services,
contracting with institutions, public and private,
for the delivery of certain types and amounts of
instruction, research, and public service. Under such
a contracting scheme, the price the state would pay,
as well as the price the student would pay, would
be explicitly covered by the contract.
4 Massachusett recently developed a Fair hare funding approach

along these lines.
5 Straight TaLk About Coffege Costs and Prices, Report of the N ational Commission on the Co t of Higher Education, January
21,1998, available at http://www.ACE ET.edu/programs/D R/
costreport. HTML.

The average family income of many of the
students in public universities, particularly in the
flagship institutions, is relatively high. This has
prompted economists to argue for a high tuition,
high aid strategy as the most effective and efficient
method for spending state subsidy dollars. It is hard
to fault such a policy on economic grounds, but
the ability to link state student aid appropriations
explicitly to tuition and institutional funding has
often caused such approaches to fail in practice. At
issue is the amount of subsidy that high income
families can reasonably expect. Politically, it has
proven difficult to scale subsidy levels by income
class. In an era of scarce resources for higher education, however, discussion ofsuch policy approaches
is warranted.
Colleges and universities have an obvious
responsibility to use their funds wisely and for public purposes. It is difficult for external agencies to
micro-manage the use of public funds, and regulatory approaches are notorious for failing to meet
their ostensible purposes, and for creating further
inefficiencies in their wake. A more productive
approach for what is now a mature industry would
be for the state to control mission-creep, which occurs
when institutions seek to enhance their prestige by
expanding activities that are more valued within
academia than without. Defining and controlling
mission is a clear responsibility for the governance
systems within each state.
Many states are developing tuition prepayment plans as a method for helping families save
and pay for higher education. Such plans have their
critics, but this method of finance appears to be a
useful addition to the arsenal oftechniques for helping
higher income families finance the growing private
burden of college costs. Their value to low income
families, however, is limited.
Ifit were possible to clear the boards and start
over, a finance policy that involved tuition loans
coupled with income-contingent repayment through
the IRS would be superior to our current patchwork programs of grants and loans; Australia is
moving in this direction. It is hard to see how the
United States could follow this path, however, given
the structure and programs we have in place.
Finally, consideration ofstate support for students attending private colleges and universities
should be examined. Such policies are particularly
important for those states anticipating sharp
enrollment growth over the next decade. Two
approaches are in use; the first provides a basic
tuition-offset grant, not related to financial need,
and the second provides a grant based on student
need. Again, considerations of effectiveness argue
in favor of the need-based approach.•
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to clear the boards
and start over, a
finance policy that
involved tuition loans
coupled with incomeconnngentrepayment
through the IRS would
be superior to our
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