Key Challenges Facing American Higher Education
by

Ronald G. Ehrenberg*
[image: image1.jpg]



(Prepared for UCD Geary Institute and Irish Universities Association Symposium on Higher Education Challenges, April 14, 2008)
* Irving M. Ives Professor of Industrial and Labor Relations and Economics at Cornell University, Director of the Cornell Higher Education Research Institute (CHERI) and Cornell University Board of Trustees member. The views expressed here are solely my own.       
I. Introduction
The American higher education system has historically been the envy of the rest of the world. A mixed system of approximately 4000 public and private nonprofit institutions, with a small but growing for-profit sector, it provides access to higher education for a large fraction of the nation’s population. At one end of the spectrum are two-year institutions that provide both vocational training and academic instruction to prepare students for entry into four-year colleges. At the other end are the large research universities that provide undergraduate education in a wide variety of liberal arts and applied areas, graduate training for professions, masters and doctoral education in academic fields and that undertake research. 
While the majority of its institutions are private institutions, its largest institutions are public and these tend to be located in, and partially financed by the 50 state governments. The direct financial role of the federal government in the American higher education system is in the provision of grant aid, loans and tax credits to help students attend undergraduate and graduate institutions and in the provision of funding, typically via a competitive grant process, for research. Funding for research also comes from the states, corporations, foundations, individual donors, endowments, and from revenues generated from the commercialization of research findings.

To say American higher education has been the envy of the rest of the world is not to say it is without challenges. The United States no longer leads the world in college completion rates. Inequality in college access rates across family income classes have barely narrowed over the last 25 to 30 years and inequality in college completion rates have narrowed even less. The groups in the population that are growing the most rapidly are those that have historically been underrepresented in higher education.  What types of federal policies might help to address these issues in the face of tuition levels at private colleges and universities that have risen for over a century by an average of 2 to 3.5 percent a year more than the rate of inflation and tuition levels at public colleges and university that have recently risen at similar rates. 

Improving undergraduate access and persistence through to graduation is not the only challenge facing American higher education and the nation. Higher education is much more than undergraduate education. The scientific research that goes on at research universities is essential for the nation’s economic well-being. So too are the doctoral students who contribute to the production of research and become the next generation of college faculty and researchers. Increasingly American PhD programs, especially in science and engineering fields, are populated by citizens of foreign countries. However, there is no guarantee that future generations of foreign doctoral students will continue to want to study in the U.S., let alone to remain in the country for employment after they receive their degrees. 
Virtually every major American research university has embarked on substantial capital facilities projects to position itself to expand its research in critical science and engineering fields, including information science, advance materials, and the life sciences. However, federal budgetary problems have limited the growth of federal funding for research and the success rate on faculty grant applications is falling to dangerously low levels, which will further discourage American students from pursuing PhDs. I will also discuss the types of federal policies will encourage American students to go on for doctoral study and foreign residents to continue to come to the U.S for doctoral study and then remain in the country after they receive their degrees?
Public policies that affect any aspect of higher education will inevitably affect other aspects as well. For example, over the last 25 to 30 years the share of the ever expanding research budgets at America’s research universities financed out of institutional funds (such as endowment income, annual giving and the commercialization of earlier research findings) has increased. A recent Congressional proposal to cap indirect cost reimbursement rates at 35% on basic-research grants and contracts financed by the Defense Department would further shift the costs of funding research onto the universities, leaving them with fewer resources to provide grant aid for students and/or putting more pressure on their tuition levels. 
II. Private Higher Education: Access and Persistence
Two-thirds of all four-year college students are enrolled in public higher education institutions; this share rises to four-fifths if we include two-year college students. Hence, public concern over issues of cost, access and persistence really should be directed towards this sector. However, because tuition levels at the high priced selective private institutions receive so much attention, I begin my discussion with them.

The factors that have led to continual tuition increases at these institutions are described in detail in my book Tuition Rising. They include the failure of faculty productivity in teaching to grow substantially; the quest by institution to be the very best that they can in every dimension of their activities which has led to an arms race of spending; the widening distribution of earnings in the United States which creates pressure on students and their families to “buy the best” and leads to an increase in the numbers of students applying to the selective privates, thereby reducing any competitive pressure that might moderate tuition increases; and the U.S News & World Report annual ranking of colleges and universities that reward institutions for increasing spending. In private higher education, increases in tuition are almost always associated with increases in educational expenditures per student.
Tuition increases at private colleges and universities overstate the increase in costs faced by students because tuition discounting is increasingly prevalent. Recent surveys by the National Association of College and University Business Officers and the College Board suggest that the typical private college or university gives back 30 to 40% of its tuition revenue to students in the form of grant aid. However, increasingly this aid is “merit” rather than “need” based as institutions increasingly use aid to “craft their classes” rather than to ensure access and persistence. Today, there are only a few institutions, such as my own, that provide only need based financial aid.

While their tuitions continue to increase, the endowments at the richest private colleges and universities have also soared. In 2005-2006 the wealthiest 10 percent of private colleges and universities had about $450,000 in endowment per student, while the median private institution had only about $15,000. Disparities in endowment wealth are enormous even among those in the upper tail of the endowment distribution. For example, in June 2006 Princeton’s endowment per student was about 8 ½ times Cornell’s.

Why should policy makers care about simultaneous high tuition and high endowment levels at wealthy selective private colleges and universities? After all, no student is forced to attend them. The answer is that research shows that students who attend institutions that spend more educating them have higher post college earnings and greater probabilities of going to graduate and professional schools. Taxpayers as a whole subsidize these institutions through the favorable tax treatment they receive (no taxes on endowment income, tax deductions for the contributions made to them, exemption from local property taxes, and ability to issue tax free bonds). In return for this favorable tax treatment, these institutions are expected to act in the public interest; one aspect of this is for them to remain accessible to students from all family income levels. 
The major federal program that provides grant aid to students from lower income families in the U.S. is the Pell Grant program. Currently the proportion of Pell Grant recipients at many of the selective private institutions is far below the proportion of Pell Grant recipients among students nationwide. While there are many reasons for this, including inequities in the nation’s public elementary and secondary education system (often based upon family income) that limit the ability of students from lower income families to compete for positions at selective institutions, the wealthiest privates have understood their responsibilities and embarked on programs to enhance enrollments of students from disadvantaged families- by drastically improving financial aid packages, aggressively recruiting students, and providing enhanced support for those who enroll. 
The disparities in endowment wealth, even in the upper tail of the private institution endowment distribution, make it unlikely that the vast majority of private academic institutions could pursue similar policies. Furthermore, in an effort to provide some relief to middle and upper-middle income families, some of the richest institutions’ policies have substantially reduced their cost of attendance for students from families whose incomes are as high as $180,000 a year – an income level that places the family near the top 5% in the nation. This may force lesser endowed private and public institution to devote more resources to merit scholarships to avoid losing their top applicants to the wealthiest private, which may lead to a reduction in the funds they have available for need based financial aid.
III. Public Higher Education: Access and Persistence
During the last 25 to 30 years tuition increases at four-year public institutions have been slightly higher in percentage terms than tuition increases at four-year private institutions. However, the dollar increases have been smaller at the publics, so in real terms the dollar gap between public and private tuition has increased. Tuition increases at the publics have been driven largely by the failure of state support per student to grow much in real terms; it has been essentially flat. In contrast to what goes on in private higher education, in years when state support is cut, tuition increases in public higher education often are associated with decreases in expenditures per student.
As a result expenditures per student in public higher education have fallen relative to expenditure per student in private higher education, leading to declining relative salaries of faculty in public institutions (making it increasingly difficult for the publics to attract and retain top faculty) and to an increased use of part-time and full-time non tenure-track faculty (which my research shows is associated with a reduction in graduation rates). Put simply, there is no such thing as a free lunch and inadequate funding for public higher education is having serious impacts on the quality of these institutions.

Educational expenditures per student vary widely across types of public higher education institutions; they are larger at the flagship doctoral institutions than they are at the comprehensive (masters’) institutions and larger at the latter than they are at the two-year colleges. Conversely, the proportions of students who are Pell Grant recipients are larger at the two-year colleges than they are at the comprehensives, which in turn are larger than they are at the flagship doctoral institutions. Inasmuch as higher expenditures per student are associated with higher post college earnings, on balance the income gains that students get from attending college are positively related to their initial family income levels. This disparity in expenditures per students received by students from different family income levels is amplified by the changing distribution of financial aid programs; increasingly state grant aid programs are merit rather than needs based and the expansion of federal subsidized loan and tax credit programs benefits primarily middle- and upper-middle-income students rather than students from lower-income families.

The privatization of public higher education that is occurring (moving towards further reductions in state support and allowing public institutions more freedom to raise their tuitions) is most likely to be successful at the flagship doctoral institutions. Students’ demand for places at them will allow them to raise tuition and still fill all their seats, while their substantial endowments and ability to generate large annual giving streams can them help fund institutional financial aid to maintain access. The comprehensives and two-year colleges face much less favorable conditions and privatization of them will likely price some students, primarily those from lower-income families, out of college.

To improve access and persistence, policies need to be developed to get more students from lower-income families to the flagship doctoral institutions and to encourage states to spend more on their higher education systems and to limit tuition increases at the comprehensives and two-year colleges. A number of flagship public doctoral institutions have developed programs similar to those at the wealthiest privates to increase access and persistence of students; examples include Access UVA, the Carolina Covenant and the Texas Longhorn Opportunity Scholarship Program.

Approximately 40 percent of all first-time freshmen begin their studies at two-year colleges, with about 90 percent of these starting at public colleges. The transitions from two-year colleges, where many students from lower-income families begin, to four-year colleges are often not seamless and hinder the students’ progression to four-year degrees. While many problems in this area need to be addressed at the state level, federal policies ought to provide incentives for institutions and states to facilitate these transitions.
Research suggests that there is at best a very weak relationship between the amount that a state spends on its public higher education system and the fraction of its population that has a college degree. This should not be surprising, because college educated workers can move across state lines to where job opportunities are the best. However, this lack of a strong relationship between state spending on higher education and the education level of the state’s work force provides an incentive for states to invest less than is socially optimal in higher education. Inasmuch as the nation as a whole benefits from a highly educated workforce, this provides another reason for the desirability of the federal government providing incentives for states to invest more in higher education, a point to which I will return throughout my talk. 
IV. Doctoral Education and Research
A large and growing body of literature suggests that a nation’s level of economic growth is related to the investments it makes in scientific and engineering research. Moreover doctoral students have long been recognized as important input into research activities. The United States has benefited greatly from its leadership in graduate education and research; a recent ranking of world universities conducted by the Times of London concluded that 60 to 65 percent of the top 20 research universities in the world were in the United States; a similar ranking by a Chinese university set the figure at 85 percent. However, the past is not always a good predictor of the future and absent efforts to strengthen doctoral programs and research, there is no guarantee that this will continue to hold in the future.
Long times to degree and relatively low completion rates in U.S. doctoral programs, as well as better earning opportunities, shorter times to degree and higher completion rates in other professions (law, medicine, business) have led the share of PhDs granted by U.S. universities to American citizens to decline over time. Today, the majority of PhDs granted in many science and engineering fields go to foreign residents. As foreign countries, such as yours, improve their own doctoral programs and expand funding for research, there is no guarantee that the best foreign students will continually flock to the U.S. for doctoral study and seek employment in the country after graduation. Moreover, as I have noted above, the tight budgetary conditions of state governments in the U.S. has limited their ability to support their public higher education institutions and as a result the share of faculty that are part-time and full-time but not on tenure tracks has increased; further reducing the attractiveness of PhD study to American college graduates.
Many states are aware of the importance of scientific research to their states and are engaged in major efforts to boost the research infrastructure in their public research universities. Put simply, they have increasingly begun to view the public research universities as agents of economic development. However, at the same time, they are starving the operating budgets of their public research universities and not supporting their doctoral education programs, which are an essential part of the research process, very well. Why do these seemingly contradictory policies exist?
Perhaps the answer is one that I have already provided; the mobility of highly educated workers limits the return that states obtain from devoting funding to doctoral education in their public universities. Some states, such as California, where populations and academic and nonacademic professional employment opportunities are growing, are big importers from other states of new PhDs in science and engineering. Other states, where populations and employment opportunities are more limited, such as a number of Midwestern states, are net exporters of PhDs in science and engineering. Each of these states has an incentive to under invest in doctoral education in the science and engineering fields; the former states can attract new PhDs without having to educate them and while the latter states benefit from the research that PhD students educated in their institutions help to produce during their graduate careers, they don’t benefit from the research of the new PhDs when they move to out of state employment. And, of course, a share of the PhDs that are received in the U.S. by residents of foreign countries will return to their home countries after receiving their degrees.
Hence the policy dilemma: evidence suggests that a nation’s level of economic growth depends upon the investments it makes in research and development and these in turn depend upon a steady flow of new science and engineering PhDs. In the United States, state budget problems coupled with mobility of new science and engineering PhDs do not provide states with the incentives to make socially optimal levels of investment in doctoral education in science and engineering. This suggests that ultimately it must be the federal government that plays the role of guaranteeing that the United States generates an adequate supply of science and engineering PhD students, both from its own population and from abroad.
V. Federal Policy Recommendations
Turning first to issues of undergraduate access and persistence, how the federal government finances Medicaid, the nation’s health insurance program for lower-income families and the Pell Grant program historically has been asymmetrical. When a state spends more on Medicaid, it gets more federal matching funds. In contrast, historically, when a state spent less on its higher education system and a public higher education institution responded by raising its tuition, the higher tuition increased the amount of Pell Grant funding that some residents of the state were eligible for because Pell Grant award levels were limited by the tuition that students paid. Thus states received more federal funds if they increased Medicaid funding, but less federal funds if they increased state funding for higher education, which allowed tuition levels to be kept low.
Recent legislation removed the incentive states had to cut back their funding of their public higher education institutions, but it did not provide any incentive for them to spend more, or at least maintain their current level of effort. A bill that is currently before a House/Senate conference committee begins to move in this direction; it proposes that states that fail to maintain their previous levels of support for their public higher education institutions would face cut backs in some federal program funds. Needless to say, this proposal is opposed by every state’s governor.
How about proposals to substantially increase the funding of the Pell Grant program? Critics of governmental grant aid programs often argue that when grant aid programs are expanded, institutions try to capture the increased aid by increasing their tuition, which reduces the chance that the program actually will lead to increased enrollment and persistence of students from lower-income families. In the main, academic research does not find that this occurs. However, the possibility raises the issue of whether governmental efforts to expand access and persistence should also seek to provide incentives to academic institutions to accomplish these goals.

One possible policy would provide funding to each two- and four-year institution based on the numbers of Pell Grant recipients enrolled at the institution, or the dollar volume of Pell Grant program funds its students receive. In addition, to encourage persistence, additional funding would be provided for each two-year, or four-year degree granted by the institution to Pell Grant recipients. Institutions would be free to use these funds in any way that they saw fit; they might use them for institutional aid, for support services to enhance persistence, or for recruitment of students. Each institution could choose allocate the funds in ways that benefited it the most. Such a policy was actually part of the original Pell Grant proposal in 1972, although it was never enacted. It recognizes the additional costs that institutions face in recruiting and educating through to graduation students from lower-income families and it provides a financial incentive to encourage institutions to expand their enrollments and graduation rates of these students.

Given that the vast majority of students from lower-income families are enrolled at public comprehensives, public two-year colleges, and less well-endowed private four -year colleges, such a program would benefit most those institutions. Note that because four-year colleges would receive funds for each Pell Grant recipient that they graduate, they would have an increased incentive to enroll Pell Grant recipients transferring from two-year colleges; they would bear the cost of educating these students for only two years, but receive the same “reward” that they would receive for graduating Pell Grant recipients who initially enrolled as freshmen.
Federal policy also needs to be directed towards simplifying and making more transparent the financial aid system. Currently high school students and their families file complicated financial aid statement during their senior year in high school and don’t receive information on how much aid they will receive from the federal government until the spring of their senior year in high school. Students need to know about their Pell Grant eligibility, their prospective funding level and what the costs of attending public colleges in their state (remember most students attend public higher education institutions) would be well in advance of their senior year of high school. Given the variation in state grant aid programs, it would be important to work towards an integrated system in which students would learn about their eligibility for and potential size of state grant aid at the same time. If students understood the likely net costs of attending college (tuition minus federal and state grant aid) early on in their high school careers and learn that these costs are lower than they might otherwise believe, this may encourage them to think about college early on and to take the type of classes that will qualify them for college admissions.
Some politicians have sought to increase access by penalizing academic institutions for raising their tuition levels more than a certain rate; they hope that by keeping tuition costs down they will improve access. Such proposals should be viewed with caution. The lower an institution’s tuition, the smaller the increase in revenue that it receives for any given percentage increase; so large percentage tuition increases at public institutions often generate less revenue per student than smaller percentage increases at private institutions. Tuition increases in public higher education often are efforts to (partially) make up for cuts in states support and to maintain quality. Tuition increase in private higher education often are a result of efforts to maintain or increase quality and part of the tuition increases are used to generate funds for grant aid. Rather than focusing on tuition levels and increases, policy makes should focus on whether academic institutions are maintaining and expanding access and persistence.
Turning to graduate education and research, the federal government needs to get back on a track of substantially increasing funding for research in science and engineering and needs to provide much more fellowship support for doctoral education in these fields. There was in fact agreement by both parties in Congress to do this and the 2007 America Competes Act provided for a substantial increase in funding for physical science research (whose funding growth had lagged behind biomedical science research funding growth). Unfortunately, in the United States Congressional legislation that authorizes actions do not always get translated into appropriations, however Congress is on record as being aware of the need to do these things.  
Finally, the United States has to be seen as a nation that welcomes doctoral students from other nations and that goes out of its way to make it possible for them to accept employment in the country after they receive their PhDs. U.S. immigration policy permits highly skilled foreign residents to work in the country for up to 6 years, but the number of individuals allowed to qualify under this provision (H1b) varies over time and is subject to lots of debate. While some studies claim that foreign resident PhDs displace American citizen PhDs and depress the salaries of young PhDs in science and engineering fields (which would further decrease the attractiveness of doctoral study for American citizens), the majority of studies do not find these relationships. U.S, universities seek to hire the “best and the brightest” and our immigration polices should not restrict these efforts.

 Selected References

Ronald G. Ehrenberg, Tuition Rising: Why College Costs So Much (Harvard University Press, 2002)

Ronald G. Ehrenberg, “Graduate Education, Innovation and the Federal Responsibility”, Communicator 38 (July 2005): 1- 8 (http://www.cgsnet.org)

Ronald G. Ehrenberg and Liang Zhang, “Do Tenure and Tenure-Track Faculty Matter?” Journal of Human Resources 40 (Summer 2005): 647-659

Ronald G. Ehrenberg, “The Perfect Storm and the Privatization of Public Higher Education”, Change 38 (January/February 2006): 46- 53

Ronald G. Ehrenberg ed. What’s Happening to Public Higher Education? (Johns Hopkins University Press, 2007)

Ronald G. Ehrenberg, “Reducing Inequality in Higher Education: Where Do We Go from Here” in Stacy Dickert-Conlin and Ross Rubenstein eds. Equity and Excellence in Higher Education: Access, Persistence and Success (Russell Sage, 2007)

Ronald G. Ehrenberg, Michael J. Rizzo and George M. Jakubson, “Who Bears the Growing Cost of Science” in Paula Stephan and Ronald G. Ehrenberg eds. Science and the University (University of Wisconsin Press, 2007)                                         
PAGE  
9

