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Not Just Treading Water

In Higher Education, Tuition Often Does
More than Replace Lost Appropriations

By NeaL McCLUSKEY

[Note to HETF WG3members:

EXECUTIVE SUMMARY

No one disputes that the sticker price of college—what
schools charge, not necessarily what students end up pay-
ing—has for decades been rising at a very fast clip. What
analysts disagree about is why. There are many possible
explanations, but one that has alot of adherents is that
direct public support for colleges and universities, which is
determined primarily by state, and to a lesser extent, local
governments, has been in considerable decline. Schools
have had to raise prices just to stay at level funding.

This explanation has problems. For one, it cannot be
applied to private institutions, where prices have risen pre-
cipitously over the last 25 years. That said, prices at public
four-year institutions and community colleges—especially
the former—have risen faster than at private schools. Can
these results be explained by declining direct support? As
this paper illustrates with breakdowns of appropriation and
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tuition-and-free revenue for all 50 states, changes to direct
subsidies are only part of the explanation, and that part var-
ies from state to state.

In the aggregate, state and local support for higher
education has risen over the last 25 years, and “cuts” mainly
appear on a per pupil basis because enrollment has in-
creased significantly. Even then, for the average state only
around §7 percent of annual increases in per pupil tuition
and fee revenue covered per student drops in state and local
appropriations—a far cry from the notion that colleges have
had to raise prices just to keep their heads above water. And
a potentially crucial underlying factor may help to explain
the per pupil cuts: state policymakers may constrain appro-
priation increases because they know that aid to students,
primarily through the federal government, allows students
to pay more.

Neal McCluskey is the director of the Cato Institute’s Center for Educational Freedom.
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INTRODUCTION

In 2010, total student loan debt surpassed
total credit card debtheld by Americans. About
two years later, total student debt broke the
psychologically huge $1 trillion mark. These
milestones brought to a boil long-simmering
frustration with college price growth that
has outstripped normal inflation, household
income changes, and even spending-rate in-
creases in the health-care sector.

Something about higher education pric-
ing seems seriously dysfunctional. But what?
Theories abound to explain higher education’s
Rocketeer-like charges, and there are numer-
ous factors at play with different weights and
effects, including changing amounts and types
of student aid, colleges’ for-profit or nonprofit
status, schools’ geographical locations, colleg-
es’ selectivity, and more.

While there are many theories, one vari-
able seems to get special attention: direct
subsidies to public institutions. Especially
when hypotheses are raised that colleges are
revenue maximizers and have—at least in
part—been increasing tuition and fees to soak
up federal student aid, many college defenders
are quick to respond that the primary reason
for schools increasing their prices is the need
to back-fill state cuts. This is a problematic
explanation right off the bat because private
institutions have traditionally received little
direct state and local subsidization and thus
have experienced few “cuts,” yet they have ex-
perienced major price inflation as well. When
it comes to public colleges, where the state
funding theory is far more plausible, data pub-
lished annually by the State Higher Education
Executive Officers (SHEEO) can help us to
see the effects of declining direct subsidies
because SHEEQO’s data on public appropria-
tions and tuition-and-fee revenue make it
possible to examine the 25-year trends in
both appropriations to higher education and
tuition-and-fee income.

It is important to note that the price in-
dex SHEEO uses—its Higher Education Cost
Adjustment (HECA)—is based on a fixed

mix of white-collar labor costs (75 percent

of the calculation) and goods and services
(25 percent) and may overstate inflation com-
pared to the more commonly used Consumer
Price Index (CPI), which uses prices for a
standard “basket” of goods and services fac-
ing urban consumers." Some analysts have
argued that the difference between inflation
adjusted using HECA and CPI is small, but
they nonetheless find that HECA likely over-
states inflation compared to CPI and, hence,
how much funding may have declined over the
last 25 years.? By primarily using the HECA ad-
justment, this paper may present a worst-case
scenario for public colleges.

THE TRENDS

Two things are fairly clear: Over the past
25years, the sticker price of a college education
has been on a markedly upward arc, and state
and local appropriations for public institu-
tions have, on a per full-time-equivalent (FTE)
student basis, been on a roughly declining
slope. But while prices have increased pretty
steadily, per student appropriations have
moved up and down in a pattern that tracks
more closely with changes in the business cy-
cle: in good economic times, appropriations
rise and college enrollment falls; in bad times,
the reverse happens. Figure 1 shows the rise
in CPI inflation-adjusted prices for four-year
public and nonprofit private institutions and
for two-year public colleges (better known as
community colleges). Specifically, it shows the
percentage change in published tuition and
fees since the baseline 1990—91 academic year.

All three sectors have seen big sticker price
increases over the last 25 years, although they
started at different levels, with community
college prices tending to be much lower than
those of four-year public institutions, and
four-year publics—at least for in-state stu-
dents—starting much lower than those for
four-year private schools. It should be noted
that schools with on-campus housing often
have room and board charges. This paper’s fo-
cus, however, is on the core higher-education
costs to students—tuition and fees—especially



Figure 1

Trends in Published Tuition and Fees (in 2015 dollars)
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since people need housing and food whether
they are in school or not, and many students
do not live on campus.

The other very noticeable trend is that
while all sectors have experienced major
inflation-adjusted price growth, starting
around the 2000-o01 academic year, inflation
in the four-year public sector commenced a
steeper increase than in the other two sectors.
This suggests that, while all sectors have been
marked by steeply ascending prices, there may
be something different about public four-year
institutions. That attribute may be changes in
state funding. Private institutions are far more
reliant on private funding, such as tuition and
donations, than are public four-year institu-
tions, which receive relatively heavy state
funding. For public two-year institutions, lo-
cal funding sources have played a much more
significant role than for four-year public in-
stitutions, although community colleges also
receive appreciable amounts of state money:?

Nationally, as Figure 2 shows, on a per pupil
basis there has been a descending trend in in-
flation-adjusted state and local appropriations

to colleges—money used for operating expens-
es. In1990, $8,688 was appropriated per pupil,
compared to $6,966 in 2015 (both figures are
in 2015 dollars). As noted earlier, though, this
may be an overstatement of the decline; re-
searcher Andrew Gillen has calculated an
appropriation drop of $900 per student using
CPI, not the roughly $1,700 drop indicated by
using HECA .+

Regardless of the adjustment used, the
downward trend does not mean that fota/ state
and local appropriations have been falling. As
Figure 3 illustrates, inflation-adjusted revenue
from state and local appropriations fluctuated
during the period but ultimately stood at $77.6
billion in 2015, versus $67.5 billion in 1990 (in
2015 dollars). Looking at total state and local
funding—which includes research, agricul-
tural, and medical support (which SHEEO
accounts for separately)—HECA-adjusted
spending rose from $81.5 billion to $88.0
billion, and CPI-adjusted spending rose from
$74.0 billion to $88.0 billion.s

What created a large drop in per pupil ap-
propriations was ballooning FTE enrollment,




Figure 2

National Trend in per Pupil Appropriations (in 2015 dollars)
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Figure 3

Total State and Local Appropriations (in billions of 2015 dollars)
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which rose from 7.8 million to 11.1 million
students. How did state and local funding sep-
arately fare? Using HECA, total state funding
grew from $76 billion to $79 billion, and local
funding grew from $5.6 billion to $9.1 billion.®
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This suggests that the higher inflation rate for
four-year public colleges than for two-year in-
stitutions may have been partially a function of
community colleges receiving relatively more
of their direct subsidies from local sources.



What seems likely is that community
colleges have kept a fairly small-time, local
mission relative to their larger four-year pub-
lic cousins. Many of the latter seek to compete
for full-time students on national or regional
stages, requiring greater overall funding.
Community colleges, generally, have a unique
mission of being relatively low-price avenues
to attain postsecondary education on a non-
residential basis. Of course, although two-year
public colleges have seen tuition-and-fee in-
creases that are low relative to four-year public
institutions, prices have still doubled in real
terms over the last 25 years. Their inflation is
only somewhat tamer than that at four-year
public colleges.

APPROPRIATIONS VERSUS
TUITION REVENUE

This returns us to the original question: Are
appropriation cuts the main culprits behind
escalating college prices? They are, according
to Terry Hartle, senior vice president at the
American Council on Education, who said in
recent congressional testimony:

The biggest factor driving price in-
creases for most American families is
the steep cuts by states in operating
support for public higher education.
In the last 25 years, states have system-
atically reduced spending in higher
education, resulting in increased tu-
ition at public institutions to offset
reduced state revenue.’

The American Council on Education is argu-
ably the nation’s premier advocacy group for
higher education, representing more than
1,700 public and private institutions.?

As mentioned, this analysis of direct public
subsidies uses data from the 2016 edition of
SHEEQ’s State Higher Education Financing
(SHEF) report, which covers the years 1990
to 2015. The appropriations data, importantly,
“exclude spending for research, agricultural,
and medical education, as well as support for

independent institutions or students attend-
ing them.” Why? “Since funding for medical
education and other major noninstructional
purposes varies substantially across states,
excluding these funding components helps to
improve the comparability of state-level data
on a per student basis.”® The tuition-and-fee
data are “the gross amount of tuition and fees,
less state and institutional financial aid, tuition
waivers or discounts, and medical student
tuition and fees.” SHEEO cautions against
making firm declarations when comparing one
state to another because states may have dif-
ferent wrinkles in how they spend and account
for funding, implying rankings and compari-
sons should be approached cautiously.” Take
such an approach to the ranking reported be-
low, which is not the main takeaway from this
study but which can, perhaps, give state resi-
dents and policymakers a sense of where their
state stands on spending and tuition.

What do the data suggest about the rela-
tionship between direct subsidies and prices?
First, note that this analysis looks at revenue
through tuition and fees, not schools’ officially
stated tuition rates (that is, sticker prices).
While prices are obviously connected to reve-
nue, schools do a lot of tuition discounting, so
what they charge is not necessarily what they
expect to receive from each student. Second,
remember that private colleges have seen ma-
jor price inflation but they have long received
little direct state support. Third, recall that
total inflation-adjusted state and local oper-
ating support has not dropped over the last
25 years, as Figure 3 illustrates. Total state sup-
port also has not dropped; instead, it has risen
by billions of real dollars whether it is adjusted
with HECA or CPI, or whether it includes
research, agricultural, and medical spending.
Indeed, a smoothed trend line shows that to-
tal direct public appropriations have risen by
roughly $580 million per year over the last
quarter-century. Contrary to what Hartle re-
ported to Congress, state governments overall,
and in combination with local governments,
have not systematically made steep cuts to
their direct college subsidies.”

¢ ‘State
governments
overall, and in
combination
with local
governments,
have not
systematically
made steep
cuts to their
direct college

subsidies. 99



Figure 4

As noted before (and illustrated in Figure
2), where Hartle would be partially correct
would be in identifying a drop in operating
support on a per pupil basis. Of course, there
have been significant fluctuations from year
to year, and note that the peak per student
operating expenditure was in 2001—roughly
the middle of the period. A systematic decline,
even in per pupil spending, is not supported.
Still, in the national aggregate, much of the in-
creased revenue for public institutions coming
through tuition and fees seems to have been
needed to cover the overall decline, as suggest-
ed in Figure 4, which recreates Figure 2 on the
top line but adds a linear trend line and data
for per pupil tuition-and-fee revenue. Tuition-
and-fee revenue increased by about $107 per
student, per year, so about 68 percent of the

increase would have covered lost state and lo-
cal appropriations.

Of course, if 68 percent of the tuition-and-
fee revenue increase covered losses in state
and local funding, that means 32 percent of the
increase did more than backfill declining ap-
propriations. And the national aggregate can
be deceiving. When broken down by state—
and states are typically in charge of four-year
public institutions—less than 68 percent of
the tuition-and-fee increases appears to cover
appropriation losses.

To get our state trends, we fit a linear
trend line to both the appropriation and the
tuition-and-fee data for each state to provide
a general, smoothed estimate of how the two
variables have changed over time. As captured
in Table 1, the trends can be broken into four
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Table 1
Revenue Changes by State

Appropriations increase, tuition and fees

increase

Appropriations decrease, tuition and fees increase
more

Alaska, lllinois, Kentucky, Nebraska, North
Dakota, West Virginia

Average net per student change (per year):
$169

Average total change in revenue (per year):
$34,825,412

Appropriations decrease, tuition and fees
increase less

California, Florida, Georgia, Idaho, lowa, New
Jersey, North Carolina, Ohio, Pennsylvania,
Washington, Wisconsin

Average net per student change (per year):
-$30

Alabama, Arizona, Arkansas, Colorado, Connecticut,
Delaware, Hawaii, Indiana, Kansas, Maine, Maryland,
Massachusetts, Michigan, Minnesota, Mississippi,
Missouri, Montana, Nevada, New Hampshire, New
Mexico, New York, Oklahoma, Oregon, Rhode Island,
South Carolina, South Dakota, Tennessee, Texas, Utah,
Vermont, Virginia

Average net per student change (per year):
$63

Average total change in revenue (per year):
$43,909,211

Appropriations increase, tuition and fees decrease

Louisiana, Wyoming

Average net per student change (per year):
$83

Average total change in revenue (per year):

Average total change in revenue (per year):
$68,388,733

$15,268,073

Source: Author groupings using data from State Higher Education Executive Officers, “State-by-State Wave Charts (XLS),”
SHEF—State Higher Education Finance F Y15, http://www.sheeo.org/projects/shef-fy15.

combinations of public appropriations and
tuition-and-fee revenue. In addition to show-
ing the general movements of appropriations
and tuition and fees, Table 1 displays the aver-
age resulting annual net gain or loss in revenue
per student for each group, and the average
net gain in total revenue.

The large majority of states—3i—have
seen per student appropriations fall, but their
tuition-and-fee revenues have risen at much
greater smoothed annual rates, creating an av-
erage net change of $63 per student per year. If
that seems small, note that this finding is over
a 25-year period, and enrollment tended to rise
significantly during that time. As a result, av-
erage total revenue increases were big for this
group: roughly $44 million per state per year.

The next-largest group, encompassing 11
states, saw drops in per student appropriations

not equalized by tuition-and-fee revenue in-
creases. This was not the doomsday scenario
higher education advocates presumably fear
most—decreasing appropriations and fall-
ing income through students—but it is the
worst scenario that actually occurred. Even
that, though, requires some perspective: the
net loss was only $30 per student per year.
Additionally, total revenue actually rose the
most for this group, on average by $68 million
annually, because of big enrollment increases.

The third-largest grouping of states is the
ideal scenario for funding from a school’s
perspective: both appropriations and tuition-
and-fee revenue rising. Six states experienced
this, for an average increase of $169 per year.
Coupled with enrollment increases, this pro-
duced an average revenue boost of $35 million
per year.
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Figure 5
States by per Pupil Revenue Trend
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Finally, only two states, Wyoming and
Louisiana, experienced the ideal combination
from the vantage point of students: increasing
appropriations and declining tuition-and-fee
revenue. These relatively small states saw an
average revenue increase per student of $83
per year, for an average revenue boost of $15
million per year.

Ranked from biggest net gainer to biggest
net loser, Figure § shows that Delaware was
the top gainer at $266 per student per year and
that Idaho came in last, losing $73 per student
per year. Even Idaho, though, saw total reve-
nue gains of approximately $8 million per year
because of increasing enrollments. Finally,
the average state saw roughly §7 percent of
per student tuition-and-fee revenue increases
cover appropriations decreases. Of course, it
is important to keep in mind that many other
variables are at play.

The appendix includes the results for all
states, with graphs for both appropriations
versus tuition-and-fee revenue, as well as to-
tal revenue changes, all with linear trend lines.
Also included is each state’s rank in terms of
net change. As the raw data show, neither
trend actually changes smoothly, but general
directions are fairly clear and linear. That said,
when examining the charts for each state it
appears that the tuition-and-fee lines tend to
be smoother than those for appropriations.
Perhaps particularly important, we see that
during periods of increasing appropriations,
many states’ schools either did not reduce
their revenue from tuition and fees or else the
reduction was appreciably smaller than state
increases in the schools’ appropriations. This
suggests that tuition and fees are on a steadier
glide path than appropriations, increasing re-
gardless of appropriations, perhaps because
some degree of price inflation is always ex-
pected by the public and schools can get away
with constant increases.

‘What all this strongly suggests is that yes,
public institutions on a per pupil basis have
likely raised prices in part to make up for lost
direct subsidies. But even on a per student ba-
sis, they took in much more revenue than what

was needed just to make up for lost appropria-
tion dollars. In the aggregate, schools appear
to have seen very large net revenue increases.

OTHER POSSIBLE EXPLANATIONS

Cuts in direct public subsidies, at the very
least, fail to explain a big part of skyrocketing
college prices. What may explain the rest, and
perhaps even tuition-and-fee revenue increas-
es that seem to cover appropriation cuts? A few
popular explanations may, on their own or in
combination, explain much of the increase in
prices and income through students. Indeed,
probably all of the explanations explored in
this paper play parts in college pricing. Each
deserves a full treatment but they are only dis-
cussed briefly below.

The Cost Disease

One contention is that higher education
is a labor-intensive undertaking that cannot
achieve cost efficiencies because of its nec-
essary reliance on human provision. This is
essentially Baumol’s “cost disease,” named af-
ter economist William Baumol. Using musical
performance as an illustration, he and coau-
thor William G. Bowen argued that, where the
production of many things can become more
efficient with technology, you cannot replace
players in an orchestra with, say, machines,
to decrease costs. Musicians must get pay
increases to keep them from choosing employ-
ment in industries that can pay more because
of technologically improving productivity,
causing musical performances to become in-
creasingly expensive relative to other parts of
the economy”

There is likely truth to this for higher
education—it is indeed labor-intensive—but
it is limited. For one thing, class sizes could
be increased, enabling the same number of
professors to reach more students. Similarly,
professorial teaching loads—the number of
classes taught per professor—could be raised,
again making professors more productive,
at least when it comes to teaching. Perhaps
most powerful, technology enables professors

Evenona
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in at least some courses to deliver content to,
in theory, millions of people via the Internet,
although interactive instruction using tests
or online discussions would, of course, great-
ly reduce those numbers. Labor costs can be
reduced in higher education—as is, in fact,
the case for the performing arts, in which an
orchestra performing Beethoven can now
be recorded, or broadcast on television, and
reach millions of people.*

There is, at best, mixed evidence that
colleges are trying to increase productiv-
ity, especially in the administrative realm.
Student-to-faculty ratios have dropped across
postsecondary education, from 15.7 full-time-
equivalent students per FTE faculty member
in 1993 to 14.8 such students per FTE faculty
member in 2013. However, student-to-other-
staff ratios, which include administrators, have
increased slightly from 8.1 students per ad-
ministrator to 8.7 students per administrator.”
Since “other staff” are much more numerous
than the faculty, who do the central job of
teaching, this improved efficiency could pro-
vide significant savings.

The trends in instructional and adminis-
trative staffing change when one looks not at
full-time-equivalent employees, but at actual
full-time workers. Here we see a trend toward
beefing up administrative positions while “ad-
junctifying” teaching. According to federal
data, between 1991 and 2011, full-time faculty
increased 42 percent nationally, while the
ranks of full-time administrators increased
66 percent.” Overall, faculty staffing increased
faster than administrative, but that was largely
a function of hiring many part-time, relatively
low-paid, adjunct professors. What this sug-
gests is that labor costs for instruction—the
primary purpose of higher education—have
been reduced relative to administrative
costs, although the ranks of full-time other
employees grew more slowly than faculty or
administrative staff.

Robert Archibald and David Feldman, eco-
nomics professors at the College of William
and Mary, are proponents of the idea that cost
disease is the primary explanation for rapidly

increasing college costs and, as a result, prices.
In their book Why Does College Cost So Much?,
they compare college prices to those in indus-
tries such as the health care, dentistry, and legal
professions to argue that service industries
requiring highly educated workers all suffer
from cost disease. Unfortunately, they pay in-
sufficient attention to the ability of schools to
cut costs. They assert that measures such as
increasing class sizes or professors’ teaching
loads, forgoing equipment a professor might
want, or hiring more adjunct professors would
be detrimental to quality, although they see a
little hope with online course delivery, mainly
for introductory courses.” They offer little
empirical support for these assertions about
quality, probably because little exists: there
are essentially no broadly agreed-upon met-
rics of higher education quality, in large part
because there is no broadly accepted mea-
sure of student learning. That said, measures
of time students spend studying, the amount
of time they spend on leisure, and even mea-
sures of college graduates’ literacy, all suggest
significant decreases in the efficiency of pro-
ducing student learning over the last several
decades.>

It is also worth noting that many of the in-
dustries relying on highly educated workers to
which Archibald and Feldman compare higher
education have either heavy third-party pay-
ments—medical and dental insurance—which
is what student aid is, or ways to compel use,
such as the law. They also have high barriers to
entry that often require a lot of expensive edu-
cation, meaning college price inflation could
play a part in fueling their costs. What these
things together suggest is that rising prices in
these areas may not be a function of requiring
highly skilled labor, but of consumers paying
for the services with third-party funds or being
forced to consume them. Finally, the manifes-
tation of Baumol’s disease—labor costs—is
the primary component of the HECA adjust-
ment, which is heavily based on labor costs for
white-collar workers. So the inflation measure
primarily used in this report likely accounts
for much of the cost-disease effect.



The Bennett Hypothesis

While it is likely that cost disease and cuts
to per pupil public appropriations play parts
in college price inflation, logic and empirical
evidence suggest that student aid also plays a
significant role—perhaps a very large one. On
a simplified level, suppose that you had been
buying a hot dog every day for one dollar and
it is the only food available. Then suppose
someone gave you and everyone else a second
dollar to pay for a wiener, which your hot dog
purveyor and all other frankfurter vendors
knew about. Your dealer’s incentive would be
to charge you two dollars for the dog, and you
would be no worse off paying it. You might also
be able to demand some nice-to-have features
you would not otherwise have been willing to
pay for, such as relish and chili topping. You’re
not much healthier from your dog—you got
what you needed before—but the additional
dollar gives you the ability to demand more,
while your dog dealer and all his competitors
can become more profitable without making
you or any other frank eater worse off. But with
the resulting rising prices the hot dog benefac-
tor has to increase the amount of available aid
to keep hot dogs affordable, and so the cycle
repeats, creating a price spiral.

This is essentially the “Bennett Hypo-
thesis,” made famous in a 1987 New York Times
op-ed, “Our Greedy Colleges,” by then sec-
retary of education William Bennett.” In it,
Bennett asserted that federal student aid is
counterproductive. Giving students more
money to pay for college empowers schools—
like our hot-dog vendors—to raise their prices.

Archibald and Feldman cast doubt on the
Bennett Hypothesis, but do so by alternating
between saying that the hypothesis posits that
aid drives inflation and enables it. Those are
two different things: “drives” suggests that aid
pushes prices higher, while “enables” suggests
that it makes it easier for schools to do what
they would like to do anyway. Bennett himself
used the term “enabled” and explicitly wrote
that aid does not cause inflation. (Bennett did
not tackle the notion that aid encourages stu-
dents to demand more stuff.)

In an article intended to counter the
Bennett Hypothesis, Archibald and Feldman
argue that colleges do not raise prices in
response to aid, but instead try to create
incoming classes that maximize the combina-
tion of student quality and tuition revenue.”
But colleges do not operate in a vacuum. They
often compete for students with other schools,
including to a large extent, as at least one study
has substantiated, on frills: amenities such as
recreation facilities and fancy food.”

In fact, Archibald and Feldman, while say-
ing amenities are not a primary cost driver,
agree that colleges must supply them because
that is what students—who pay for what they
want partially through aid—demand.*# Today,
amenities include on-campus water parks and
other seemingly frivolous offerings, often at
public institutions.” And the sizable increase
in full-time administrators suggests that stu-
dents may be demanding something else that
is more extensive than amenities: services,
such as counseling, special student centers,
entertainment, and so on.

Of course, ever-finer amenities and pro-
gramming that students demand, and all the
things professors think are important, cost
money. So the total-revenue and student-
quality target that Archibald and Feldman
contend dictates pricing is likely always mov-
ing out, and it is a target that aid enables
schools to hit by allowing students to pay
more. Aid does this not just by increasing the
funds available to many students, but also
by enabling schools to move their own aid
funds even to high-income students who have
good test scores and would improve a class’s
academic profile.*® That, in the long run, en-
ables the increase of the sticker price beyond
what even many well-to-do students can pay:
Archibald and Feldman do not refute this, and
seem to accept the need for ever-more reve-
nue as necessary to improve quality:.

What does empirical research find about
the Bennett Hypothesis? There are big chal-
lenges to conducting such studies, and the
research provides no definitive proof for the
hypothesis. But when coupled with logic,
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and the ever-escalating need for revenue to
improve nebulous quality and meet student
demands, the case for the Bennett Hypothesis
is powerful.

Foremost among the challenges of em-
pirical work is controlling for the effects of
many different variables in order to isolate
aid, including whether an institution is public
or private, for-profit or nonprofit, selective
or nonselective; whether the aid is a Pell
Grant, loan, or tax credit; and more. Indeed,
a National Center for Educational Statistics
study that is often cited as refuting the
Bennett Hypothesis states that data and nu-
merous other problems mean that ultimately,
empirical research can probably neither prove
nor disprove the hypothesis.”

That said, research has looked at changes
such as increases in tuition rates following
increases in federal student loan maximums.
These sorts of analyses have suggested that
increased aid fuels college price inflation even
when controlling for public appropriations.
Economists Grey Gordon and Aaron Hedlund
recently found that the effect of aid swamps
any possible effect of public appropriation
cuts or cost disease.”® Currently 13 empirical
studies have found that at least some part of
student aid is captured by colleges either by
charging higher prices or by substituting for
other funding, thus failing to fully help the
students it was intended to assist.”

Finally, state cuts may be, at least in part,
enabled by the bountiful availability of fed-
eral student aid. Many state policymakers may
have concluded that it makes little sense to
greatly increase their higher education spend-
ing, especially in tough budgetary times, when
tederal aid can supply the funds. No one would
expect policymakers to admit this—who wants
to be seen as putting more of the college bur-
den on the backs of the students’—but logic
and some empirical research suggest it may
be the case.® Indeed, SHEEO characterizes
state higher education spending as the budget-
ary “balance wheel,” at least in bad economic
times, because “higher education funding re-
ductions can be offset..with money from

tuition increases.” In other words, federal
aid may not just cover appropriation cuts after
the fact; it may encourage policymakers to cut
state and local funding,

Endless Revenue Desire

Aid almost certainly fuels inflation, but
something else drives it: colleges—and the
people in them—want as much revenue as
possible. Access to federal dollars through stu-
dent grants, loans, and other aid expands what
they can grab. It is not that people in colleges
are rapaciously greedy; it is that with more
money, they can do many things they think
are valuable, including starting new academic
programs, erecting new buildings, hiring more
faculty and administrators, attracting better
students, and raising employee pay. Aid can
also insulate schools from having to make
efficiency-producing but difficult decisions,
such as cutting programs that attract few stu-
dents or moving from face-to-face classes to
online offerings that could serve far more stu-
dents per faculty member. This is consistent
with the “revenue theory of costs,” enunciated
by longtime college president Howard Bowen,
which essentially stipulates that colleges will
raise every dollar they can and spend every
dollar they raise.

Public institutions’ prices have probably
been less subject to the Bennett Hypothesis
than those of private colleges. Public colleges’
subsidy comes much more through state and
local governments, and those governments
often have appreciable say over tuition lev-
els. Still, because public institutions operate
within the overall higher education market-
place, they largely face the same competitive
and quality pressures as other institutions
and hence will, over time, be inclined to take
in as much revenue as they can regardless
of state funding, including through tuition.
They may also indirectly drive prices in other
postsecondary sectors, providing things par-
tially through direct subsidies for which other
schools have to charge students. The effect of
the cost of a new water park at a public uni-
versity, for instance, is muted because students



pay a relatively low overall price thanks to
significant direct public subsidies. A private
institution, especially without a sizable en-
dowment, cannot muffle those costs to nearly
the same extent.

Bowen’s is a relatively simple theory, but
also one that makes sense: human beings can
always think of things to do with more money,
and working at a university does not change
that. What is different in higher education
from most other industries is that someone
other than the customer—who would like to
keep as much of her own money as possible—
is, to a large degree, paying. Much of the
counterbalance to sellers charging high prices
is gone.

CONCLUSION

Per pupil state and local appropriations for
public higher education have been on a down-
ward trend over the last 25 years, although in
most states that trend has been interrupted
many times as the business cycle has fluctu-
ated and public revenues and enrollment have
risen and fallen. Total state and local spending,
however, has been in an upward trend, with
levels rising by roughly $585 million per year,
although again the trend includes appreciable
fluctuations. Ultimately, there has been no
massive disinvestment in direct public sup-
port for higher education.

Even with rising total appropriations, have
declining per pupil allocations necessitated
higher college prices? The data suggest that,
in the average state, somewhat more than
half of increases in public college revenue
derived from tuition and fees have covered
decreased per pupil appropriations. That may
be a straightforward case of aid compensat-
ing for appropriation cuts that state and local

policymakers would have made regardless of
aid. But it is also quite possible that the avail-
ability of federal student aid inspired those
cuts: state policymakers knew that if they cut
appropriations, students—largely through fed-
eral aid—could make up the difference.

The potentially deleterious effect of aid
doesnotendwith encouraging the substitution
of federal for state dollars. Public institutions
in most states have increased tuition-and-fee
revenue per student either in addition to ris-
ing per pupil appropriations (6 states) or faster
than appropriations dropped (31 states). In
other words, colleges have done more than
just make up for lost funding. Ultimately, only
II states saw tuition-and-fee revenue not rise
in excess of appropriations cuts. And much of
the reason for decreasing per pupil appropria-
tions was significantly increasing enrollment,
as opposed to tight-fisted states. The result
was that in no state did public institutions
fail to experience overall increases in total
revenue from appropriations and tuition and
fees, and some increases were quite large. And,
of course, state and local funding cuts would
have a negligible effect on private institutions,
which receive very little direct state and local
subsidization and yet have seen major price
inflation.

By all indications, the state of higher edu-
cation financing over the last quarter-century
is not how it has been portrayed: institutions
treading water just to stay financially afloat as
state and local governments have withdrawn
their support. Most states have seen their
schools do better than that on a per pupil
basis, and all have seen significant increases
in total revenue. What may well be enabling
much of this is federal student aid, and col-
leges taking not just whatever they need, but
whatever they want.
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ALABAMA

Net Annual per Pupil Change: $222 Net Change Rank: 3

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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ALASKA

Net Annual per Pupil Change: $165 Net Change Rank: 5

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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ARIZONA

Net Annual per Pupil Change: $69 Net Change Rank: 18

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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ARK

ANSAS

Net Annual per Pupil Change: $31

Net Change Rank: 28

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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CALIFORNIA

Net Annual per Pupil Change: -$41 Net Change Rank: 47

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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COLORADO

Net Annual per Pupil Change: $66 Net Change Rank: 20

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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CONNECTICUT

Net Annual per Pupil Change: $43 Net Change Rank: 24

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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DELAWARE

Net Annual per Pupil Change: $266 Net Change Rank: 1

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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FLORIDA

Net Annual per Pupil Change: -$11 Net Change Rank: 43

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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GEORGIA

Net Annual per Pupil Change: -$62

Net Change Rank: 48

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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HAWAII

Net Annual per Pupil Change: $41 Net Change Rank: Tied 26

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)

18,000 1

16,000

14,000

12,000
y =-146x

10,000

—— Appropriations
8,000 pprop

— — = Tuition and fees

Dollars (2015)

6,000

4,000

2,000

1990
1991 A
1994 -
1996 A
1997 A
1998 -
1999 A
2000 -
2001 A
2002 A
2003 -
2004 A
2005 -
2006
2007 A
2008 -
20009 -
2010 -
2011
2012
2013 A
2014 A
2015 -

Total Appropriation and Tuition-and-Fee Revenue (in thousands of 2015 dollars)

800,000 A

700,000

600,000
y=9,257x

500,000

400,000

300,000

Thousands of dollars (2015)

200,000

100,000 -

1990
1991 A
1992 -
1993 A
1994 -
1995 A
1996 A
1997 A
1998 -
1999 A
2000 -
2001 A
2002 -
2003 -
2004 A
2005 -
2006 -
2007 A
2008 -
20009 -
2010 -
2011
2012
2013 A
2014 A
2015 -

25



26

IDAHO

Net Annual per Pupil Change: -$73 Net Change Rank: 50

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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ILLINOIS

Net Annual per Pupil Change: $163 Net Change Rank: 6

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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INDIANA

Net Annual per Pupil Change: $18

Net Change Rank: 34

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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IOWA

Net Annual per Pupil Change: -$22 Net Change Rank: 46

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition

Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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KANSAS

Net Annual per Pupil Change: $54

Net Change Rank: 23

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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KENTUCKY

Net Annual per Pupil Change: $142 Net Change Rank: 8

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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LOUISIANA

Net Annual per Pupil Change: $24

Net Change Rank: 30

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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MAINE

Net Annual per Pupil Change: $22 Net Change Rank: 31

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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MARYLAND

Net Annual per Pupil Change: $157

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition

Net Change Rank: 7

Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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MASSACHUSETTS

Net Annual per Pupil Change: $2 Net Change Rank: Tied 38

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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MICHIGAN

Net Annual per Pupil Change: $98

Net Change Rank: 12

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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MINNESOTA

Net Annual per Pupil Change: $73 Net Change Rank: 16

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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MISSISSIPPI

Net Annual per Pupil Change: $72

Net Change Rank: 17

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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MISSOURI

Net Annual per Pupil Change: $11 Net Change Rank: 36

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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MONTANA

Net Annual per Pupil Change: $77 Net Change Rank: 13

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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NEBRASKA

Net Annual per Pupil Change: $180 Net Change Rank: 4

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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NEVADA

Net Annual per Pupil Change: $2 Net Change Rank: Tied 38

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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NEW HAMPSHIRE

Net Annual per Pupil Change: $19 Net Change Rank: Tied 32

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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NEW JERSEY

Net Annual per Pupil Change: -$7

Net Change Rank: 41

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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NEW MEXICO

Net Annual per Pupil Change: $25 Net Change Rank: 29

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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NEW YORK

Net Annual per Pupil Change: $65 Net Change Rank: 21

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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NORTH CAROLINA

Net Annual per Pupil Change: -$9 Net Change Rank: 42

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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NORTH DAKOTA

Net Annual per Pupil Change: $240

Net Change Rank: 2

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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OHIO

Net Annual per Pupil Change: -$2 Net Change Rank: 40

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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OKLAHOMA

Net Annual per Pupil Change: $61 Net Change Rank: 22

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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OREGON

Net Annual per Pupil Change: $10 Net Change Rank: 37

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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PENNSYLVANIA

Net Annual per Pupil Change: -$21 Net Change Rank: 45

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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RHODE ISLAND

Net Annual per Pupil Change: $14 Net Change Rank: 35

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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SOUTH CAROLINA

Net Annual per Pupil Change: $42 Net Change Rank: 25

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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SOUTH DAKOTA

Net Annual per Pupil Change: $128 Net Change Rank: 1o

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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TENNESSEE

Net Annual per Pupil Change: $68

Net Change Rank: 19

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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TEXAS

Net Annual per Pupil Change: $75 Net Change Rank: 14

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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UTAH

Net Annual per Pupil Change: $19 Net Change Rank: Tied 32

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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VERMONT

Net Annual per Pupil Change: $41 Net Change Rank: Tied 26

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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60

VIRGINIA

Net Annual per Pupil Change: $74

Net Change Rank: 15

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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WASHINGTON

Net Annual per Pupil Change: -$12 Net Change Rank: 44

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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WEST VIRGINIA

Net Annual per Pupil Change: $124 Net Change Rank: 11

State and Local Appropriations per Full-Time-Equivalent Student versus Net Tuition
Revenue per Full-Time-Equivalent Student, 1990-2015 (in 2015 dollars)
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