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he mission of the Delta Project on Postsecondary
TEducation Costs, Productivity and Accountability
is to help improve college affordability by improving
the management of costs within higher education.
This work is driven by the belief that college costs
can be contained—without sacrificing either access

or educational quality—through better use of data to inform strategic decision making.

In particular—and unlike other organizations in higher education—we seek to move beyond the
traditional emphasis on tuition, student aid, and revenues per student to focus additionally on
how revenues are allocated in the spending part of the college cost problem. We believe that
this expanded focus will generate both a more integrated view of productivity and better use
of data, facilitating spending decisions that can help to ensure access, equity and successful

learning results.

An independent nonprofit organization, the Delta Cost Project’s work is aimed at both institutional
and public policy audiences. Current work is designed to: 1) document trends in college spending;
2) clarify where and why college costs are increasing; 3) work with institutions and governing
boards to improve the measurement and management of costs, particularly in relation to
measures of student access, equity and learning quality; and 4) pro-

mote institutional and policy strategies for improved productivity. umike other organizations in higher education

The work described in this report is part of the national Making we seek to move beyond the traditional emphasis
Opportunity Affordable (MOA) initiative, funded by the Lumina

) ) o ] ) on tuition, student aid, and revenues per student
Foundation. Other work in that initiative will seek ways to improve
state-level policy engagement with costs, strengthen governing to focus additionally on how revenues are
board capacity for cost management, increase institutional access . i

allocated in the spending part of the

to cost benchmarks, and identify and replicate successful strate-
gies for making cost-effective investments in areas that improve college cost problem.

student success.

In this report, we focus on the presentation of aggregate measures of sector-level trends in
revenues and expenditures. We will repeat this work on an annual basis to promote regular use
of aggregate measures of spending as part of postsecondary performance accountability. We
recognize that sector-level measures mask considerable variation within sectors between big
and small institutions, and by regions and states. More detailed presentation of data, including
information about the database used in this analysis, is presented in the appendix to this

report, and on the Delta Cost Project’s website (www.deltacostproject.org).

The authors wish to acknowledge the support of the many colleagues who contributed to this
work: Brian Zucker, Brian Hummer and Bryan Won of Human Capital Research Corporation in
Evanston, Illinois, who did the laborious work to prepare the Delta database; Rita Kirshstein,
Steve Honegger, Steve Hurlburt, Christine Leow and Daniel Sherman of the American

Institutes for Research in Washington, D.C., who helped with the analysis of the data; Travis
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Reindl at Jobs for the Future, and the MOA team at the Lumina Foundation, whose support and
commitment to the work has been invaluable every step of the way. Thanks go also to the
Delta Project’s Cost Advisory Group for advice on data, metrics and presentation: Alisa
Cunningham, Vice President of The Institute for Higher Education Policy; Sandra Baum,
Consultant to the College Board; Patrick Kelly, Senior Associate with the National Center for
Higher Education Management Systems; Jessica Shedd, Director of Research for the National
Association of College and University Business Officers; Patricia Steele, Consultant to the
College Board and to the Delta Cost Project; and David Wright, Associate Executive Director of
Policy, Planning and Research with the Tennessee Higher Education Commission. Betsy
Rubinstein of InForm Communications provided editorial and design support. Errors, omissions

or misinterpretations are the responsibility of the authors only.
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he U.S. higher education system has long
Tbeen held in high regard, both at home and
abroad. In this country, a college degree is seen Wh f
as a golden ticket to the American middle class. v oc us
In other countries, education at a U.S. institution
is often viewed as a means of both individual on BOIIe e
and national advancement, and many nations g
therefore send their best and brightest to study

|
o ot eRmPEE s p e n I n g
|

For many, higher education has fulfilled its prom-

ises. Individual students have received a quality

education that has provided access to a variety of well-paid employment opportunities.
Collectively, states and nations have reaped the benefits of a well-educated citizenry, essential

to democracy, and an educated workforce that drives economic growth.

But in recent years, the shine on higher education has begun to tarnish, beginning with a
system of financing widely believed to be stretched to a breaking point. Tuitions have rapidly
increased, at almost double the rate of inflation, outpacing many families’ ability to pay.
Despite the significant dividend that a college degree brings—roughly $1 million over a lifetime
of earnings'—too many students fail to complete their degrees. Those who do graduate leave
school with increasing amounts of debt, impacting their career, family and lifestyle choices for
years to come. And although the United States ranks first in international comparisons in per-
student funding for higher education, it ranks fourteenth in college degree completions and
eighth in postsecondary education attainment among young adults. This disparity seems to sug-

gest that the problem of degree attainment is one of focus and priority, more than money alone.?

Meanwhile, the budgetary pinch is being felt not just by families but by government as well.
State budgets are being squeezed, and higher education funds are losing out to mandated spend-
ing increases in other areas, most notably Medicaid, which more than doubled the share of state
budget expenditures it claimed between 1987 and 2006.2 And it's a similar story at the federal
level, where limits on domestic discretionary spending inevitably trump plans to increase grant
funding for student financial aid. Without a change in tax policy, or controls in cost increases for
health care, the trend forward is more of the same: all 50 states face long-term structural budget

deficits for higher education, amidst continuing budget cuts at the federal level.*

1 Cheesman Day, Jennifer, and Eric C. Newburger. 2002. “The Big Payoff: Educational Attainment and Synthetic Estimates of
Worklife Earnings.” Current Population Reports P23-210. Washington, DC: U.S. Department of Commerce, Bureau of Census.

2 Organisation for Economic Development and Cooperation (OECD). 2007. Education at a Glance 2007. Paris, France: OECD.

3 National Association of State Budget Officers (NASBO). 2007. State Expenditure Report: 2006. Washington, DC: NASBO. Available
at www.nasbo.org/Publications/PDFs/fy2006er.pdf; National Association of State Budget Officers. 1991. State Expenditure
Report: 1991. Washington, DC: NASBO. Available at www.nasbo.org/publications/pdfs/1991exprpt.pdf

4 Boyd, Donald J. 2005. “State Fiscal Outlooks for Higher Education, 2005—2013.” National Center for Higher Education
Management Systems News, Vol. 22 (June). Available at www.higheredinfo.org/analyses/Boyd%?20Article%20June2005.pdf.
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The spiraling cost of a college education is also hurting both public and policy-maker confi-
dence in higher education. While the public recognizes the importance of higher education to
the country’s future, worry about declining affordability and the widespread perception that
college spending is not well managed are eroding public trust in college and university man-
agement. The public assumes that increased tuitions are paying for more spending within the
institutions—spending they don't see justified either by quality or
The spiraling cost of a college education is results. Opinion research shows that 62 percent of the public believe
that qualified students are being denied college opportunity, and 56
also hurting both public and policy-maker percent believe that colleges could find ways to spend less without

. 5
confidence in higher education. compromising quality.

Skepticism about leadership and priorities in higher education is
even higher among elected officials and other policy opinion leaders. Criticisms about spend-
ing and lack of fiscal transparency were a major theme in the 2006 report of the U.S. Secretary
of Education’s Commission on the Future of Higher Education, whose chairman Charles Miller
characterized the system of finance of higher education as a “dysfunctional ...top-line system,
with no bottom line.”® Congress is considering amendments to the Higher Education Act that
would put institutions with excessive tuition increases on a federal “watch” list, subject them
to new reporting requirements, and mandate the establishment of new committees to review
spending within the institutions. Congressional tax committees are also getting into the act,
threatening legislation that would require higher spending from endowments to mitigate

tuition increases.

The response from the higher education community has been to argue that spending increases
are necessary to maintain quality, and to decry what they see as inappropriate government
intrusion into the internal business of higher education. They cite Baumol's theory of the non-
profit sector “cost disease”” as evidence that rising costs in higher education are inevitable, and
that increasing productivity means reducing quality. They also point out that students have choices
about where to go to college, including many low-cost alternatives for those who do not want to

pay high tuitions.

There is more heat than light to the discussion. Despite clear evidence that college tuitions are
rising (the only incontrovertible fact in this conversation), the policy debate about college costs
is remarkably poorly informed by data about college spending patterns, revenue availability,
and the relation between spending and tuition increases. The last national study of trends in
college finance used data from 1995-1996 for private institutions, and from 1998-1999 for the

public sector. A good deal has changed since then in enrollment patterns, demographics and

5 Immewahr, John, and Jean Johnson. 2007. Squeeze Play: How Parents and the Public Look at Higher Education Today. New York:
Public Agenda. Available at www.highereducation.org/reports/squeeze_play/index.shtml.

6us. Department of Education. 2006. A Test of Leadership. Charting the Future of U.S. Higher Education, Report of the
Commission on the Future of Higher Education. Washington, DC: U.S. Department of Education. Available at www.ed.gov/about/
bdscomm/list/hiedfuture/reports/final-report.pdf.

7 Baumol, William J., and William G. Bowen. 1966. Performing Arts: The Economic Dilemma. New York: The Twentieth Century Fund.

THE GROWING IMBALANCE: RECENT TRENDS IN U.S. POSTSECONDARY EDUCATION FINANCE



sources of revenue for higher education. To be sure, better data alone Better data alone will not resolve policy
will not resolve policy tensions about higher education finance, but

tensions about higher education finance,
improved data can at least focus the debate by seeking answers to

basic empirical questions, such as: but improved data can at least focus the debate

Are college tuitions rising because spending is growing? If so, by seeking answers to basic empirical questions.

where is the money going?
Is there any evidence of cost cutting? If so, are tuitions being held down as a result?

What is the relation between revenue source and spending? Have increased private revenues
reduced pressure on growing college tuitions? Will increased spending from endowments

mitigate future tuition increases?
Are low-income students losing access to higher education as a result of tuition increases?
Can institutions increase productivity as a way to lower costs and, ultimately, tuitions?

What should public policy makers do to address the college cost problem?

The Growing Imbalance has been prepared to help address these key issues, through a
presentation of new data about trends in college and university spending and revenues, and a
discussion of how spending and revenues interact with enrollments and degree completions.
Designed to be as nontechnical as possible, this report presents aggregate data about trends in
higher education finance for public and private nonprofit institutions between 1987 and 2005,
with a particular focus on patterns since 1998 when the last reports about college spending

were produced.

THE GROWING IMBALANCE: RECENT TRENDS IN U.S. POSTSECONDARY EDUCATION FINANCE
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About the Carnegie Classifications

Information about colleges and universities is organized into sector categories, known
as the “Carnegie Classifications,” a scheme for organizing data into comparable groups
based on mission, funding and governance. Sector-level data are useful for broad com-
parisons across categories of roughly similar institutions, but there is still a good deal of
variation among institutions within categories, in size, funding and program mix. For

this paper, we have relied on a standard sector classification that uses six categories:

1) public research institutions;

2) public master's institutions;

3) public associate’s institutions (two-year community colleges);
4) private nonprofit research institutions;

B) private nonprofit master's institutions; and

6) private nonprofit bachelor’s institutions.

The six categories collectively comprise the vast majority of institutions of higher edu-
cation in the United States. We exclude private for-profit institutions, an important and
growing sector in American higher education, because of the poor quality of trend
data for these institutions. We also exclude private nonprofit two-year colleges and
public baccalaureate institutions, as well as tribal and specialty schools. For more
information about the Carnegie Classifications, please see www.carnegiefoundation.

org/classifications/.
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o understand cost patterns in higher educa-
Ttion, we need to put spending information into
context by looking at the relation among enroll- H = =
ments, revenues and spending. Over the last two BVI eWI n g
decades, we have witnessed a sea change in the
public policy climate affecting higher education, th e tren ds
brought about by an explosion in enrollment
demand, dramatic changes in student demo-

graphics, and a significant shift in the distribu- Enrollment, revenue and spending

tion of students across types of institutions. 11 b t th b . t -
Those changes are essential to understanding are all up, bu € big picture 1s in
the implications of trends in higher education the interactions among them

spending, so that's where we'll begin our review.

Enroliment trends

Enroliment growth has accelerated sharply in the last decade, particularly among full-time
traditional-age students. Total postsecondary enrollments have grown by almost 30 percent
over the last two decades, from 12.4 million students in 1987 to nearly 17 million in 2005

(see Figure 1). Over one-half of that growth has occurred just since 1998.8

Enroliment growth has accelerated
Millions of enrollees, 1987-2005

20
Total enroliment
15
Undergraduate
10
5
Graduate
0 Professional
1987 1990 1995 2000 2005

Source: Delta Cost Project IPEDS database, unmatched set.

8 The Delta database is drawn from IPEDS (federal Integrated Postsecondary Education Data surveys). Throughout this report, en-
roliment data are based on IPEDS enrollment surveys of over 6,500 institutions. However, to maintain consistency across report-
ing years, data for funding trends are from a panel, or matched sample, of 2,209 institutions, and exclude for-profit, nondegree
and specialty institutions. More information about the database and the matched set of institutions is provided in the Technical
Appendix.
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Enroliment grew fastest among full-time and traditional-age students
Thousands of enrollees, 1987-2005

Enroliment & Average annual %
Student type share of total enroliment increase in enroliment
1987 1998 2005 1987-1998 1998-2005
Total undergraduates 10,691 (86.1%) 12,387 (85.8%) 14,435 (85.6%) 1.3% mm 2.2% wmm
Full-time undergrad 6,351 (51.1%) 7,436 (51.5%) 9,051 (53.6%) 1.4% m= 2.8% =
Part-time undergrad 4,340 (34.9%) 4,950 (34.3%) 5384 (31.9%) 1.2% == 1.2%
Total graduates 1,430 (11.5%) 1,751 (12.1%) 2,101 (12.5%) 1.9% mmm  26% mmm
Full-time graduate 517 ( 4.2%) 745 ( 5.2%) 962 ( 5.7%)  3.4% mmmmmm 379, mmm—
Part-time graduate 912 (7.3%) 1,006 (7.0%) 1,140 ( 6.8%) 0.9% = 1.8% ==
Total first professional 269 ( 2.2%) 298 ( 2.1%) 337 ( 2.0%) 0.9% = 1.8% =
Full-time first prof. 244 ( 2.0%) 267 ( 1.8%) 302 ( 1.8%) 0.8% = 1.8% ==
Part-time first prof. 24 ( 0.2%) 31 ( 0.2%) 34 ( 0.2%) 2.1% == 1.4% ==
Total enroliment 12,423 (100%) 14,435 (100%) 16,873 (100%)  1.4% mm 2.3% mm=
Source: Delta Cost Project IPEDS database, unmatched set.
 Figure 3 | Throughout this time, the undergrad-
Enroliment grew faster among traditional-age uate share of total enrollments has
students than among other age groups stayed steady, at about 86 percent of
Millions of enrollees, 1988-2006 the total (see Figure 2). Two shifts in
0 enrollment patterns are evident,
however. Since 1998, full-time atten-
—Total enroliment
15 dance has increased more rapidly

Ages up o 24 than part-time attendance, at both

10
_// the undergraduate and graduate

5 levels. In addition, enrollment among
Ages 25-34

Ages 35-49 traditional-age students—below 25
Ages 50 and over

years old—has begun to grow more
1088 1998 2006

quickly than enrollment among older

Source: Delta Cost Project IPEDS database, unmatched set. students (see Figure 3).

Enroliment growth differed by type of
institution, and was highest at the less selective institutions. Although enrollment grew in all
sectors, it grew fastest at public community colleges, proprietary institutions and private non-
research institutions. Enrollment growth at proprietary institutions—primarily occupational
training programs—was particularly dramatic, averaging five percent annually between 1987
and 2005. By contrast, the share of enrollments in public four-year colleges and universities
(both research and master’s level institutions) declined by roughly three percentage points
overall between 1987 and 2005, and enrollments at private research universities grew by less

than one percent per year (see Figure 4).
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Enroliment grew fastest at less selective institutions
Thousands of enrollees, 1987-2005

Enroliment & Average annual %

Institution type share of total enroliment increase in enroliment

1987 1998 2005 1987-1998 1998-2005
Public research 3,184 (25.6%) 3,469 (24.0%) 3,887 (23.0%) 0.8% m 1.6% m
Public master’s 1,932 (155%) 2,159 (15.0%) 2,444 (14.5%) 1.0% m 1.8% mm
Public associate’s 4116 (33.1%) 5,076 (35.2%) 6,036 (35.8%) 1.9% mm  2.5% mm
Private research 884 ( 7.1%) 926 ( 6.4%) 1,018 ( 6.0%) 0.4% 1 1.4% m
Private master’s 842 (1 6.8%) 1,031 (71%) 1,241 ( 7,4%) 1.9% B 2.7%
Private bachelor’s 594 ( 4.8%) 699 ( 4.8%) 812 ( 4.8%) 1.5% m 2.2% mm
Proprietary 219 ( 1.8%) 296 ( 2.1%) 530 ( 3.1%) 2.8% mmm  8.7% mmmmmmm—m
Other institutions 654 ( 5.3%) 780 ( 5.4%) 905 ( 5.4%) 1.6% m 2.1% mm
Total enroliment 12,423 (100%) 14,435 (100%) 16,873 (100%) 1.4% m 2.3% mm

Source: Delta Cost Project IPEDS database, unmatched set.
Note: Other institutions include specialty and non-degree institutions, private two-year, and public baccalaureate institutions.

Enroliments have become substantially more racially and ethnically diverse. From 1991 to 1998,°
Asian and Hispanic student enrollments each grew by an average of five percent per year.
African-American student enrollments grew more slowly, by about 2.8 percent per year. White
student enrollments actually declined during that period, dropping by an average of 1.3 per-

cent per year (see Figure 5). Since 1998, Hispanic student enrollments have continued to grow

Enroliments have become more diverse
Thousands of enrollees, 1991-2005

Enroliment & Average annual %

Race/ethnicity share of total enroliment change in enroliment

1991 1998 2005 1991-1998 1998-2005
White 10,669 (77.0%) 9,721 (67.3%) 10,383 (61.5%) -1.3% W 0.9% =
Black 1,194 ( 8.6%) 1,449 (10.0%) 1,906 (11.3%) 28% mm  4.0% mmm
Hispanic 916 ( 6.6%) 1,287 (8.9%) 1,798 (10.7%) 5.0% mmm 4.9%
Asian 574 ( 4.1%) 806 ( 5.6%) 1,003 ( 5.9%) 5.0% mmm 3.2% mm
Native American 104 ( 0.7%) 136 ( 0.9%) 162 ( 1.0%) 4.0% mm 2.5% m
Non-resident 393 ( 2.8%) 464 ( 3.2%) 554 ( 3.3%) 24% m  2.6% mm
Unknown n/a 572 ( 4.0%) 1,068 ( 6.3%) n/a 9.3% m——
Total enroliment 13,850 (100%) 14,435 (100%) 16,873 (100%) 0.6% 1 2.3% m

Source: Delta Cost Project IPEDS database, unmatched set.

9 |PEDS data on enroliments by race are not consistently reported prior to 1991.
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by nearly five percent per year, and Black student enrollment growth has increased to four
percent per year. Asian student enrollment growth, however, has slowed significantly to just
over three percent per year. And White student enrollments, while beginning to increase again,
have grown at a slower rate than all other groups—although White students still account for

the largest number of new students.

Fewer undergraduate students are from low-income families. Despite increasing racial and
ethnic diversity in enrollments, most of the growth in dependent undergraduate enrollments is
from students in high-income families (with parental income of $80,000 and above). These
students accounted for more than one-half of enrollment increases among dependent under-
graduates between 1996 and 2004. In comparison, low-income students (with parental income
below $20,000) accounted for less than five percent of the growth in dependent undergraduate
enrollment (see Figure 6).1° As a result, one-third of all dependent undergraduate students are

now from high-income families while just 13 percent are from low-income families.

Most undergraduate enroliment growth is from high-income families
Thousands of dependent undergraduate enrollees, 1996-2004

Enroliment & Enrollment  Distribution Percentage point

Family income share of total enroliment change of change change in share
1996 2004 1996-2004 1996-2004 1996-2004

Below $20,000 1,011 (14.5%) 1,069 (12.8%) 58 4.3% -1.7% M x
$20,000-$39,999 1,326 (19.1%) 1,591 (19.1%) 265 19.4% 0.1%
$40,000-$59,999 1,276 (18.3%) 1,490 (17.9%) 214 15.7% -04% *
$60,000-$79,999 1,293 (18.6%) 1,413 (17.0%) 120 8.8% -1.6% m *
$80,000 and above 2,053 (29.5%) 2,763 (33.2%) 710 51.9% 3.7% [
Total enroliment 6,959 (100%) 8,325 (100%) 1,366 100%

Source: NPSAS 1996 and 2004.

Note: Enroliment count is for dependent undergraduate students enrolled only at Title IV eligible institutions and branch

campuses in the fall of the survey year. Income categories are in 2002 dollars.

*Values are statistically significant at the p<= .05 level. See appendix for standard errors of each income group.

Low-income, Black and Hispanic students are increasingly concentrated in public two-year and
proprietary institutions. Since the mid-1990s, undergraduate enrollments of low-income, Black
and Hispanic students have increasingly been concentrated in public two-year institutions and
proprietary institutions (see Figure 7). By comparison, the proportion of higher-income students
at public two-year institutions has declined while their concentration at doctorate-granting pub-
lic and private nonprofit institutions has grown. The enrollment of undergraduate White students

has remained relatively stable across sectors, with a slight shift into proprietary institutions.

10 Natjonal Postsecondary Student Aid Study (NPSAS), 1996 and 2004.
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Black and Hispanic students are increasingly concentrated in less selective institutions...
Percentage point change in undergraduate enroliment share per sector, 1998-2005

+4% B White

3%
- Bl Black
+2%

1 I Il Hispanic
o
0 — —

-1%

-2%
-3%
-4%

-5%
Research Master’s Associate’s Research Master’s Bachelor’s

Public institutions Private institutions Proprietary

Source: Delta Cost Project IPEDS database, unmatched set.

Note: Enrollment is on a headcount basis rather than full-time equivalent basis.

...as are low-income students

Percentage point change in dependent undergraduate enroliment share per sector, 1996-2004 Family income
<$20k
+4% $20-40k
3% Bl $40-60k
+2%
Il $60-80k
+1% L
0 Il >3$80k
-1%
-2%
-3%
-4%
-5%
Four-year Four-year Two-year Four-year Four-year
doctoral nondoctoral doctoral nondoctoral
Public institutions Private institutions Proprietary

Source: NPSAS, 1996 and 2004.

Note: Enrollment count is for dependent undergraduate students enrolled only at Title IV eligible institutions and branch
campuses in the fall of the survey year. Income categories are in 2002 dollars.

*Values are statistically significant at the p<= .05 level. See appendix for standard errors of each income group.

Degree and certificate completion rates are increasing slightly. The data presented so far focus
on trends in student enrollment, but it is equally important to see how enrollments translate
into students’ completion of their degrees or certificates. Trends in degree and certificate
attainment have become major issues in public policy over the last decade, borne of concern

that the United States does a better job of getting students enrolled in higher education than of
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translating enrollments to degree completions. The data on completions and degrees'’
awarded in relation to FTE student enrollments show modest increases since 1987 in the num-
ber of completions relative to enrollments in all sectors but private baccalaureate institutions

(see Figure 8).

Figure 8

Completions and degrees have grown modestly
Median completions and degrees as a share of FTE enroliment, 1987-2005

Institution type Degrees Completions
1987 2005 1987 2005

Public research 21.0% mmmm—— 24.0% mmm— 22.0% mmmm— 25.0% mmmmm—
Public master’s 20.0% mmmm—" 22.0% mmmmm— 20.0% mmmm—m 23.0% mmmmmm—m—
Public associate’s 14.0% mmmm 15.0% mwmmm 20.0% mmm——" 24.0% mmmmm—
Private research 29.0% mmmmmmmmm 30.0% mmmm—" 29.0% mmmmmmmmm 31.0% s
Private master’s 30.0% mmmmmssm 31.0% mmmsssssm - 30.0% s 32.0% S
Private bachelor’s 28.0% mmmmmmmmm 24.0% memmmm—m" 28.0% mmmmmmmmm 24.0% memmmm—m"

Source: Delta Cost Project IPEDS database, 19-year matched set.

Revenue trends

College and university spending patterns have to be understood in relation to revenues, since
colleges and universities operate on what economists call the revenue theory of costs, mean-
ing that they raise all the money they can and spend all the money they raise.'? In our focus on

revenues, we concentrate on operating revenues only.

There are major differences between types of institutions in the level and sources of revenues
that are available to them. Clearly, research universities, whether public or private, have access
to substantially more revenue per student than do other sectors, both because of the research

function and because they enjoy higher funding levels for graduate education. And tuition is

i Completions measures include degrees as well as certificates and credentials awarded, whereas the degree measure is
confined to degrees alone. Both measures are aggregates for all levels, from technical certificates to Ph.D. degrees. Aggregate
measures of completions should not be read as synonymous with institutional “graduation rates,” since they capture degrees
awarded each year without regard to where students may have enrolled, or the length of the degree programs. They also
include all students enrolled, not just first-time, full-time students as is typical in institutional cohort graduation rates. The
distinction between completions and degrees is most salient for the public two-year sector; as Figure 8 shows, when all
completions are measured, completions for this sector reach levels similar to those of the four-year college sector. This
measure will be particularly important in looking at the relation between spending and completion, and to understanding
productivity.

12 Bowen, Howard R. 1980. The Costs of Higher Education. San Francisco, CA: Jossey-Bass.
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the single largest source of revenue for private institutions, while state and local appropriations

remain the largest revenue category for public institutions.

Revenues increased everywhere, but per capita increases were most dramatic among private
institutions. The money going into higher education has steadily increased over the past two
decades. Revenues per student are up among all institutions, though private institutions have
had greater increases than public institutions (see Figure 9). In private institutions per student
revenues increased an average of two to three percent per year between 1987 and 2005, while

public institution increases averaged less than two percent per year.

Figure 9

Revenues are up, especially among private institutions
Revenue per student by source, 1987, 1998 and 2005 (in 2005 dollars)

350K Il Tuition

I State/local
appropriations
$40k Il Private gifts,
investment returns
and endowment
income
$30k Restricted revenues
(including auxiliaries
and hospitals)

$20k

$WIII II I|
$0 I III

1987 1998 2005 1987 1998 2005 1987 1998 2005 1987 1998 2005 1987 1998 2005 1987 1998 2005

Research Master’s Associate’s Research Master’s Bachelor’s
Public institutions Private institutions

Source: Delta Cost Project IPEDS database, 19-year matched set.

Tuition increases are the primary source of new revenue. Much has been made of the privatiza-
tion of revenue in higher education, but the major source of “private” capital is tuition revenue.
In the last decade, revenues from tuition have increased faster than other sources of revenue
everywhere but private research universities. In public institutions, tuition revenues have

grown faster than state and local appropriations, which have not kept pace with enrollment
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growth and inflation. (See Figure 10). Tuition remains a significantly larger source of revenue
for private institutions than for public institutions, in 2005, comprising between 54 and 71
percent of total revenue at private institutions, but only 24 to 32 percent at public colleges and

universities (see Figure 11).

Tuition increases are the primary source of new revenue at public institutions
Median tuition and state and local appropriations revenue per FTE student, 1987-2005 (in 2005 dollars)

$10k

$8k

$6k

$4k

$2k

$0
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Source: Delta Cost Project IPEDS database, 19-year matched set.

Tuition remains a larger revenue source for private institutions than for public institutions
Distribution of median revenue per FTE student, 2005

100%

N - .
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Source: Delta Cost Project IPEDS database, 19-year matched set.
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Private gift revenues have not changed over time as a proportion of public operating funds. In
the public sector, operating revenues from private gifts have not increased as a proportion of
revenues since 1987. These revenue sources are more volatile than others, experiencing some
years of increases and others of declines (see Figure 12). But over time, private funds have not
materially contributed to the bottom line for institutional budgets. Of course, this analysis
excludes capital spending, which may well have been where substantial proportions of private

funding have gone.

Private funds have not materially contributed to the bottom line in public institutions
Median revenue per FTE student from private gifts, 1987-2005 (in 2005 dollars)

$1,500

$1,200 - v

$900 ot N

$600

$300

Source: Delta Cost Project IPEDS database, 19-year matched set.

Sticker prices have increased more rapidly than net tuition revenue. “Sticker” prices are the
full posted tuition and fees before financial aid or discounts.’® Though sticker prices have
risen in all sectors, these increases do not translate to comparable increases in net revenue
from tuition, because many students receive tuition discounts (see Figure 13, next page).
The smallest dollar increase in sticker prices occurred in public institutions, but these
translated to higher percentage increases than in private institutions because public institu-
tions started from a lower base tuition level. Evidence of tuition discounting is particularly
evident among private institutions where increases in net tuition revenues per student
range from about $1,500 to $2,500—about one-half of the increase in sticker prices over the

same period.

13 The sticker prices used in this report are the in-state undergraduate tuition and fees for full-time students
as reported in IPEDS.
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Sticker prices don’t translate directly to net tuition revenues
Changes in median tuition prices and tuition revenue, 1998 to 2005 (in 2005 dollars)

Sticker price Net tuition revenue/FTE student

Institution type 1998-2005 1998-2005

% change $ change % change $ change
Public research 45.6% mmmmmmm - $1,609 mmm 34.6% mmmm—— $1,504 wem
Public master’s 42.3% mmmmmmm $1,277 mm 36.6% mmmmm——" $1,202 mm
Public associate’s 28.5% mmmm—m $491 m 34.1% mm— $625 m
Private research 24.0% mmm— $5,169 mm—— 16.7% mmm $2,514 mmmm
Private master’s 23.5% $3,366 mummm—— 19.0% $1,914 mm
Private bachelor’s 22.6% mmmmm $3,208 mmmm—— 16.5% mmm $1,491 mam

Source: Delta Cost Project IPEDS database, 19-year matched set.

The proportion of funds that are restricted has grown at public institutions. By our estimates,'*
unrestricted revenue has become a smaller piece of the revenue pie at public institutions over
the last two decades, even as it has grown proportionately at private institutions (see Figure 14).
BEstimating unrestricted revenue is pertinent, because not all funds are available for core pur-

poses. In the public sector, the proportion of revenues that were unrestricted dropped by as

The unrestricted share of revenues fell at public institutions but rose at private institutions
Estimated unrestricted share of total revenues, 1987 to 2005

Percentage point change

Institution type Unrestricted share 1998-2005
1987 1998 2005 % change
Public research 65.9% 65.1% 58.5% mmm—— -7.4%
Public master’s 73.2% 72.6% 69.3% m—— -3.9% mm
Public associate’s 77.7% 73.5% 69.8% m—— -7.9% —
Private research 69.6% 75.7% 73.6% mmmm— 4.0% |
Private master’s 71.9% 82.8% 83.0% m— 11.0% ]
Private bachelor’s 67.3% 79.1% 79.1% mE—— 11.8% I

Source: Delta Cost Project IPEDS database, 19-year matched set.

14 Prior to reporting changes in the early 2000s, the federal government collected data that readily identified the volume of restrict-
ed versus unrestricted revenues. That is no longer the case. To get a rough estimate of the proportion of revenues that are un-
restricted, we have added together the principal sources of revenue that are most likely to be unrestricted: 1) tuition revenues,
2) state and local appropriations, and 3) revenues from private gifts, unrestricted endowment earnings, and investment income.
This estimate overstates the proportion of funds that are discretionary, since some private gifts are restricted by donors.
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much as seven percentage points. This means that although public research institutions have
more revenue overall than other public institutions, they have less control over spending deci-
sions than do master’'s degree institutions and community colleges. The shift in revenues also
suggests a shift in activity, away from student teaching and more toward research and public
service. And it suggests that funders are moving away from general institutional support, to

funding on a fee-for-service basis.

The enrollment and revenue trends that we've just outlined have served both to drive and to

constrain institutional spending. So we shift our focus to spending.

Spending trends

To get a handle on spending patterns over time, we have removed spending for self-supporting
activities, and aggregated the remaining IPEDS spending categories into three broad groups:
the direct cost of instruction, other educational expenditures, and non-educational spending
(primarily research and public service). These three together add up to total education and
general spending, a category that existed in IPEDS prior to accounting changes introduced in

the late 1990s, which we still find useful for comparative analysis (see “Defining our terms”).

(continued on page 26)

Defining our terms

Institutional spending, not student tuitions. Most public policy attention to higher edu-
cation costs looks at what students and their families have to pay for higher educa-
tion. Such student costs include tuition and fees, books and materials, transportation,
and room and board. Institutional costs are something different, and it is these costs
that we're concentrating on here. Institutional costs are expenditures by the institu-
tion itself, including faculty salaries, college and university administration, student

services, and other provisions of higher education.

Spending measured per FTE enrolled. Institutional spending is typically measured in
costs per full-time equivalent (FTE) student enrolled, and is sorted into categories of
spending that distinguish between types of activities (see “Spending categories,”

page 25). These categories are based on aggregate spending and revenue measures
collected from institutions through IPEDS. Revenues and expenditures are reported
separately in IPEDS, which makes it impossible to state precisely what sources of reve-
nue go to pay for different activities. Cost measures include all the sources of revenue

that are spent within each category.
(continued on next page)
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