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Why do we have universities?.... 
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Higher Education as a Public Good

• About 85 institutions have lasted 500+ years
• including 70 Universities…

• Before 1850s higher mostly education a private good
• Invention of the Land Grant University

• Public good intended for all: the “Wisconsin idea” 

• Society gains from the health of its population, economic growth, lower 
crime, etc.

• Develop new knowledge & creative endeavors 

• Disseminate knowledge to students 

• But also still private good for students
• Income / Employment

• Marriage / Social networks
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Percentage of Individuals Age 25 and Older Living in Households that Participated in 
Various Public Assistance Programs, by Education Level, 2018

• SOURCE: The College Board, Education Pays 2019, Figure 2.17



More Education Required
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Source: Bureau of Labor Statistics. (2008, February). Occupational projections and training data: 2008-9 edition. Washington, 

DC: U.S. Department of Labor. (p. 4, Table I-3)

Projected growth in jobs requiring …
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Postsecondary Enrollment Rates of Recent High School Graduates 
by Race/Ethnicity, 1978 to 2018

• SOURCE: The College Board, Education Pays 2019, Figure 1.1A



Market Failures

• “Asymmetric information”
• It is a rare purchase 

• Very high opportunity cost

• “Experience good”
• Student consumers may have imperfect information about the true quality of 

academics

• Don’t really know future income potential

• Good/Selective schools have some “monopoly power” – can pick what 
students to let in
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Median Earnings of Full-Time Year-Round Workers Age 25 and Older, by 
Education Level, 2018

• SOURCE: The College Board, Education Pays 2019, Figure 2.1



THINKING ABOUT COSTS…

Future income benefits for students can be 
captured in price of education and loans paid off in 
future

• Net present value of future income boost = tuition

Students make rational-informed choices about 
future earning potential

• What if wrong?

• What if mislead by school?



Average Estimated Full-Time Undergraduate Budgets, 2019-20

Source: The College Board, Trends in College Pricing 2019, Figure 1.
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Inflation-Adjusted Published Tuition and Fees Relative to 1989-90 (1989-90 = 1.0)

Source: The College Board, Trends in College Pricing 2019, Figure 4B.
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Affordability

How much should students pay?
• Share of total cost?

• Share of future personal income?

Differential charges based on:
• Ability to pay

• Costs of programs (e.g., professional)

• Other
• Time of class

• Major

How much should we subsidize education?
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FEDERAL SUPPORT

Free Application for Federal Student Aid (FAFSA)

▪ Students submit a FAFSA annually.

American Opportunity Tax Credit (AOTC) 

▪ Up to $160,000 income – claim on federal income tax return

Pell Grants

• Maximum Pell Grant award to $6,195 (income <$60k)  

Loans

• Many kinds, but federally-backed at core



Total Undergraduate Student Aid in 2018 Dollars by Source and Type (in Billions)

Source: The College Board, Trends in Student Aid 2019, Figure 3.
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Free Application for Federal Student Aid

• Must be renewed every year
WHEN

• Available to H.S. seniors, college students, returning adults

• U.S. citizens and eligible non-citizens 
WHO

• Available on-line (preferred way) www.fafsa.govHOW

• Determines eligibility for federal and state financial aid programs

• Used by colleges and universities to award institutional aid
WHY

https://dpi.wi.gov/wisedash/districts/about-data/FAFSA
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Formula established by Congress 
determines a student’s Expected Family 
Contribution; using information reported 
on the FAFSA.

Expected Family Contribution

What? Why? Where?

A comparative measure 

of how much a family can 

be expected to contribute 

over the course of an 

academic year

Used to determine a 

student’s eligibility for 

most federal and state 

assistance

Shown on the Student 

Aid Report (SAR), the 

output document sent to 

a student after the 

FAFSA is processed 

EFC
Expected Family Contribution
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Maximum and Average Pell Grants in 2018 Dollars, 1978-79 to 2018-19

Source: The College Board, Trends in Student Aid 2019, Figure 21A.
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2017-18 State and Local Funding for Higher Education per Student (bar) and per $1,000 in State Personal Income (star)

Source: The College Board, Trends in College Pricing 2019, Figure 16.
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Subsidized vs. Unsubsidized Loans

Type Need or 
No Need

Interest

Subsidized Loan A need-based 
loan

Interest is paid by the federal 
government while a student is in 
school at least ½ time, and during 
authorized periods of deferment 

Unsubsidized 
Loan 

NOT a need-
based loan

A student is always responsible for 
paying interest
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Private Student Loans 

Sold by schools or directly
• Generally higher interest rates 

• Less repayment flexibility than federal loans

• Fewer workout alternatives 

• Pay interest while in school

Cosigners often required
• May not be dischargeable in bankruptcy; death and disability may not discharge

Wide dispersion of rates and terms
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Costs of College Rising?

Tuition – instructional costs
• Rising compensation to top faculty
• Low productivity of faculty?

Amenities 
• Gyms, Mental health services
• Career services

Administration (rising faster than instruction)

Sticker price vs. Net price
21



Average Aid per Full-Time Equivalent (FTE) Undergraduate Student in 2018 Dollars 

Source: The College Board, Trends in Student Aid 2019, Figure 1.
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Vulnerable Groups Who Trigger More Oversight

• Students from families with limited education experience 
• Lower-performing high-schools
• Those with limited financial experience
• Service members

• Students who fail to graduate
• Students who take a long time to graduate
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Six-Year Completion Rates by Sector, High School GPA, and Family Income: 
2011-12 Beginning Postsecondary Students

• SOURCE: The College Board, Education Pays 2019, Figure 1.4

Completion 
matters.



Distribution of Borrowers and Debt by Outstanding Balance, Second Quarter of FY2019

Source: The College Board, Trends in Student Aid 2019, Figure 10.

Small 
numbers of 
borrowers 
have large 
debts 25



Source: The College Board, Trends in Student Aid 2019, Figure 19.

Distribution of Full-Time Students, 2015-16

Different 
types of 
students 
enroll in 
different 
types of 
schools
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Racial Disparities in Student Debt, 2001-2013

Seamster, L. and Charron-Chénier, R. 2017. “Predatory Inclusion and Education Debt: Rethinking the Racial Wealth 
Gap.” Social Currents, , 4(3), 199-207. 
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Black borrowers borrow more.
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Cumulative Debt of 2015-2016 Bachelor Degree Recipients, by Race/Ethnicity

Source: The College Board 2019; NCES, National Postsecondary Student Aid Study, 2016 29



Black and Latinx 
borrowers have 
higher default 
rates.

Source: Scott-Clayton, J. (2017). What Accounts for Gaps in Student 
Loan Default, and What Happens After. Evidence Speaks Reports, Vol 
2,# 57. Center on Children and Families at Brookings. Source: BPS 
2003-04
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Default and 
delinquency 
risks, by 
race/ethnicity

31



Student debt 
story is 
intergenerational
and varies by 
race/ethnicity.
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Racial Disparities in Education Debt

Families have less economic resources to protect adult children 
from high debt burdens 
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Why does wealth not protect against 
student debt accrual for Black students?

▪ Wealth is less transferable or “fungible” for black families

Top Quintile ($191,000+) Average Amount ($) t-test

Wealth Holdings White Black

Financial Assets 81,827 46,579
***

Home Equity 154,627 92,555
***

Retirement Accounts 116,960 91,915

College Savings Account (CSA) 12,323 14,023

Other Assets 30,374 51,655

SOURCE: National Longitudinal Study of Youth, 1997 Cohort

Addo, F., J. Houle, and D. Simon. 2016. “Young, Black, and (Still) in the Red: Wealth, Race, and Student Loan Debt.” 2016. Race and Social Problems
8:64-76. 34



Latinx 
families use 
a greater 
proportion 
of their 
incomes to 
cover college 
costs.

Source: Latinos in Higher Education: Financing and Student Loans, Statistical Brief, March 2019
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For-profit Institutions and Race

Arbeit, C. A., & Horn, L. 2017. A Profile of the Enrollment Patterns and Demographic Characteristics of Undergraduates at For-Profit Institutions. Stats in Brief. NCES 2017-416. National 
Center for Education Statistics.

36



Trends in 
labor market 
success of 
recent grads, 
by race

Underemployment Rates, 2003-2013

Unemployment Rates, 1980-2013

Jones, J., & Schmitt, J. (2014). A college degree is no guarantee. Center for Economic and Policy Research (CEPR)
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Racial Disparities in Education Debt

Black families have less economic resources to protect adult 
children from high debt burdens 

Racial disparities in debt are large and increase across the early 
adult life course. 
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How do 
Black/White 
differences in 
student debt 
change over 
time? 

54.8%

7.2%

9.5%

2.9%

Disparities at Baseline

Growth in Debt 
Disparity over time

White Young Adults 
Paydown Rate

Black  Young Adults 
Paydown Rate

Houle, J. and F. Addo. Racial Disparities in Student Debt and the Reproduction of the Fragile Black 
Middle Class. 2019. Sociology of Race and Ethnicity. 5(4), 562–577. 39



Racial Disparities in Education Debt

Black families have less economic resources to protect adult children from 
high debt burdens 

Racial disparities in debt are large and increase across the early adult life 
course. 

Descriptively and compositionally, racial disparities in debt account for a 
portion of the racial wealth gap in early adulthood
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Black young adults 
hold 10.4% less 
wealth relative to 
their white 
counterparts due 
to higher student 
debt burdens 
(Houle & Addo 2018)

41



Most Millennials have some post-secondary experience.
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Federal Student Repayment Rates by Sector and Completion Status

Borrowers who entered repayment between 2006-07 and 2011-12

Repayment rates 
are lower among
non-completers 
independent of 
institutional 
sector. For-Profit 
attendees have 
the lowest 
repayment rates, 
independent of 
completion 
status.
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Women Cohabit, 
0.99

Men Cohabit, 0.98

Women Marriage, 
0.93

Men Marriage, 0.97
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Holding Positive Education Loan Debt and Entry into 
First Marriage or Cohabitation

Less Likely

Education loan debt 
decreases the odds of 
marriage relative to 
remaining single and 
increases the odds of 
cohabitation relative to 
marrying directly for 
young women.

Addo (2014) Debt, Cohabitation, and Marriage in Young Adulthood 44
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Considerations / Recommendations
1. Who is the Target? Students and student debt are widely varied: by 

race/ethnicity, age; type of school; amount of debt, etc.

2. Will the proposed solution(s) perpetuate existing societal inequalities? Consider 

short- and long-run consequences, and for whom.

3. Are we cherry-picking? Refinancing smaller amounts debt for higher-risk 

borrowers is much harder than larger loans for low-risk borrowers.

4. Getting In vs. Getting Done? Loan repayment depends on completing a 

credential. Include college completion and labor market success as an objective.

5. Alternatives to Loans? Grants can better target aid to promote college access, 

and may have less long-run negative effects, than loans.
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