April 2, 2008

The Honorable Gaston Caperton

President

The College Board

45 Columbus Avenue

New York, NY 10023-6917
Dear Mr. Caperton:


Your organization, The College Board, has periodically published a report called Education Pays, part of your Trends in Higher Education Series.  Using your own data, I want to propose an alternative issue, “Does College Pay?”, and raise serious questions about the conclusions of that report.

Common Assumptions

The report, Education Pays is full of valuable data about college costs and includes your estimate of the lifetime earnings of individuals with various levels of education.  For example, it compares the lifetime earnings of a college graduate with the lifetime earnings of a high school graduate.  It then also computes the cost of going to college, in tuition and fees, the earnings received by the high school graduate who entered the labor market immediately after high school, and the lifetime earnings of the college graduate compared to the high school graduate.


Under the assumptions used, the report has concluded that “higher education does pay.”  A main thrust is on the individual benefit of higher earnings for college graduates, although the report points out there are other benefits as well.  This analysis is widely used to show that even though income is lost while attending college  and even considering the direct cost of tuition and fees while attending college, earnings are higher over time for the college graduate and eventually make up for the income lost and the tuition and fees paid.


The differential in lifetime earnings has often been quoted from the report or other sources to be $1,000,000+!  This is a substantial difference in earnings for attending and graduating from college and its widespread use has had a very dramatic effect.  Use of this number has done an excellent job of “proving” the benefit to an individual of getting a college degree:  It has been used frequently by higher education to justify its value and its expense to the student.
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The lifetime earnings differential has become such a powerful conclusion that it has been accepted and repeated as if there is no question about its validity.  Discussion about the rising costs of attending college, costs which have been rising much faster than general inflation or family income for decades, has frequently been brushed aside or justified by this purported higher level of lifetime earnings for attaining a college degree instead of a high school diploma.  Not only is that number incorrectly used, but the reality is quite different.
The Reality

There are powerful reasons to question the conclusions from this authoritative source that “education pays” and significant evidence exists that an opposite set of conclusions could be reached.


While the statistical analysis in this report is done by first-rate academicians and the sources of data are sound, there are serious questions about the assumptions used.  When other reasonable assumptions are considered, the conclusions could be significantly altered.  The resulting analysis using assumptions more in line with current realities might reach the shocking conclusions that American higher education today has gotten too expensive for what it produces; that it has become too costly for the typical student…..that education (a college degree) does not pay!

Before delineating the questionable assumptions, it should be pointed out that even though this positive lifetime earnings differential had been growing for more than two decades prior to the turn of the century; it has been essentially flat since 2000 and actually declined in the early part of this decade.  The rise in the earnings differential is not an immutable trend.  In the 1970s it declined and it may indeed be possible that it is in a declining period today.  And the cost of college has been rising so rapidly that it might overwhelm the average earnings growth of the typical graduate, especially when considering that global competition and the outsourcing of technical and white collar jobs is putting downward pressure on many college graduates’ earnings. 


From tables in the 2007 report and from other sources, the “earnings differential” usually extracted is the famous $1,000,000+.  The erroneously hyped $1,000,000+ includes earnings from those with advanced degrees, takes no account for the costs of education, the income lost or the present value of a later stream of income.  To use this number is to seriously mislead.

Moreover, upon more careful reading of the report---properly using the present value of the lifetime earnings, adjusted for the cost of going to college and the difference in the number of working years, and excluding those graduates with advanced degrees, calculated at the three percent discount rate used in the report---produces a lifetime earnings differential of only $279,893 for a bachelors degree versus a high school degree!
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The lifetime earnings differential has had such an important place in higher education in justifying the costs of receiving a college degree that any conclusion derived from it must absolutely stand on sound assumptions.

Questionable Assumptions

In the report, furthermore, there are several questionable assumptions considering that the purpose of the analysis is to define the individual’s financial benefit relative to cost of college completion.

1.  The report assumes a student will finish college in four years.  Actually, the typical time to graduation is closer to six years in higher education today.  The addition of two extra years of college costs and two less years of earnings makes a significant difference.

2.  The report assumes that the cost of each year of college is the average of the tuition and fees for a four-year public university:  $5,492 annually.  Because some college graduates attend a private college, the average annual cost weighting enrollment at both public and private institutions is $11,642, a substantially larger cost.  The increase in average costs of attending college makes a significant difference in the overall estimate of costs, while using only public schools significantly underestimates average costs.
3.  The report assumes that a “high school graduate” includes those individuals who earn their certificate through a G.E.D. as well as the traditional route to graduation with a diploma.  It is more likely that the student who graduates high school in the traditional manner has the skill set for college and is the more appropriate comparison with college goers.  It is likely that the characteristics of the two sets of high school graduates would differ significantly enough that the lifetime earnings potential for a “high school graduate” used in the report is understated significantly also.

In addition, if other more cautious assumptions had been made, such as including costs beyond tuition and fees as the cost of attending college or using higher interest rates or a higher discount rate, the economic benefit of college would be reduced even further.
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A Different Viewpoint

With clearly questionable assumptions in the analysis traditionally used to prove that “education pays,” with the reality of continually increasing costs of college above average inflation, with weak income growth in general, and with the reality of a very narrow economic benefit to the individual with a college education, it is reasonable to conclude that a college degree is not as valuable as has been claimed.

Furthermore, there is some anecdotal evidence that the cost/benefit equation for college graduation might actually be negative---that education does not pay!  The U.S. has the highest college dropout rate among developed countries and a declining percent of the college age population attending and completing college.  There is an especially serious negative gap in
college attendance and completion for students from lower income families, at least in part due to the lack of family financial resources to subsidize the student’s ability to stay in college, an opportunity which is available to higher income families.

Could the high college dropout rate in America actually be providing evidence that the costs of college are too high for the economic benefits produced for the individual?


Could college dropout rates and low college participation rates actually be a result of rational economic decisions by prospective students?


Could the cost of college be keeping students from low income families from even the opportunity to benefit from attending college?


Could this difference in opportunities to attend college due to cost be creating the income disparities that increasingly seem to favor the already advantaged and penalize the already disadvantaged?  Is higher education contributing to a class society, not an opportunity society?


These considerations primarily relate to the economic return to individuals from obtaining a college degree.  However, in addition to the payment of tuition and fees, college attendance is highly subsidized by the public and by private philanthropy.  If the economic return from a college degree is weak for the individual, even though it is highly subsidized, isn’t it possible that the return is also weak for the state and for the taxpayer?

Could the cost of higher education in the current form have reached a level too high for a positive economic return to society as a whole, as well as the individual?
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Danger for Higher Education in America

If one were to assume an average time to degree and an average cost of tuition and fees for a truly typical bachelor’s degree and also assume a higher level of lifetime earnings for a traditional high school graduate, the earnings differential adjusted for the cost of getting a degree would be small or even non-existent.  The objective and anecdotal evidence indicates that the financing system for higher education in America is dysfunctional and that graduating from college may no longer pay for the typical student.


Considering that tuition and fees for both public and private colleges have continued to rise much faster than general inflation and family income in the last few years and, more importantly, there is not a serious effort on the part of higher education to deal with a dysfunctional financing system or to work toward improving general productivity, it would be reasonable to assume that American higher education is in a most dangerous position.  Furthermore, since neither policymakers nor the academy are addressing the complex, confusing, inefficient and duplicative financial aid system, it seems likely that the public will sooner or later respond in an angry and hostile manner and results will not be constructive.

A generation ago, health care in America began dealing with rapid inflation, declining quality and poorer access.  Higher education in America is in a similar position today.  If the problems are not addressed by the wider community of interests, including business and public policymakers, the result will be similar:  More government intervention and sporadic, yet unsuccessful, policy lurches which damage the providers.  The outcomes will be even higher costs, reduced quality, rationing, and angry political debate…..and no end in sight.


Mr. Caperton, you have been quoted as saying “The single-most un-American aspect of our great society is the lack of truly equal educational opportunity.”  The mission of The College Board is “to connect students to college success and opportunity.”


It would seem much more responsible for your most important organization to give a clear and accurate picture of the dangerous financial deterioration of our higher education system and of the real cost and opportunity equation for the typical student, rather than offering data in the role of cheerleader for a system which is not providing “truly equal educational opportunity.”







Sincerely yours,







Charles Miller
CM/fw

cc:
The Honorable Margaret Spellings


The Honorable Sara Martinez Tucker


Dr. Sandy Baum
