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I. Introduction 

In the Fall of 2012, over 66% of new high school graduates enrolled in postsecondary 

education in the United States (U.S. Department of Labor, 2013). Earlier in 2012, for the first 

time in history, more than 30% of the U.S.’ adult population had a bachelor’s degree (Pérez-

Peña, 2012). This growth in postsecondary utilization is partly driven by the U.S. economy’s 

increasing reliance on an educated workforce, due to increasing use of technology in the 

workplace among other factors. A 2010 report from Georgetown University predicted that in 

2018, 63% of all U.S. job openings will require postsecondary education. More concerning, it 

also reported that the current postsecondary education system will be unable to fully meet this 

demand (Carnevale, Smith, Strohl, 2010). Beyond these clear economic benefits, higher 

education is also associated with intangible benefits for students and the greater society, 

including cultural and civic benefits (Bruininks, Konkle, Sommers, & Thorpe, 2013). 

Despite the rapid growth and increasing importance of postsecondary education, state 

funding of public higher education has not grown with this demand. Instead, state funding for 

public higher education  in the U.S. has continued to decline in recent years as a proportion of 

state governments’ budgets (Ehrenberg & Rizzo, 2004), and in terms of its percentage of 

personal incomes (Kane & Orszag, 2003). This paper reviews these current trends in U.S. 

undergraduate enrollment and funding, and existing explanations for why these funding declines 

are occurring, and then postulates and supports a previously unexplored contributing cause for 

the declines in state funding of public higher education: utilization of non-profit private 

postsecondary institutions by politically significant middle- and upper-income citizens. I argue 

the use of non-profit private postsecondary institutions by this influential segment of the 

population is leading to a decline of political support for public higher education. I then conclude 
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with recommended actions for institutions and policymakers to consider to better influence and 

adapt to these trends given this new, and previously well-founded, contributing causes.  

If policymakers and academic officials wish to adapt to, or potentially influence, higher 

education policy in the near-term they need to do more than recognize related trends; they must 

have a strong understanding of all key contributing causes for these trends. Potential reasons for 

the declines in state financial support of public higher education, during a time of increased 

demand for higher education, have been limitedly explored by previous authors. The few authors 

who have explored potential causes have not considered the impact of reduced utilization of 

these institutions by middle- and upper-income households.  

This paper begins with a review of various trends in U.S. higher education relating to 

undergraduate enrollment, state and federal funding of higher education, and some critical 

outputs such as degrees conferred. Some key trends identified throughout this paper include:  

1. Growth in total enrollment in higher education, but declines in the percentage of 

postsecondary students enrolled in public higher education, 

2. A similar decline - but at a slower rate - in the percentage of students enrolled in 

non-profit institutions, 

3. A rise of for-profit institutions’ proportion of enrollment and government funding 

obtained via student grants and government subsidies to students, 

4. State and Federal funding increases to higher education, but a shift in funding 

from direct funding of public higher education to grants which provide benefits to 

students attending public, and private non-profit and for-profit institutions, 

5. Overall decline in state funding of public universities as a proportion of total full-

time enrolled students, and 
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6. Middle- and upper-income households’ higher utilization of non-profit 

universities than public universities. 

These key trends, along with a review of existing literature suggesting causes for funding 

declines, provides the basis for the postulation of the new contributing cause for cuts in higher 

education funding not previously considered. Specifically, the utilization of non-profit 

postsecondary institutions, by politically significant middle- and upper-income citizens, leads to 

a decrease in political support for public higher education funding. This contributing cause is not 

a substitution for all other causal factors. There are many intertwined components influencing 

these declines in funding. While some of the causes considered by previous authors are reviewed 

and evaluated, the complexity of the situation likely precludes ever obtaining a complete 

understanding of all contributing factors. However when this new contributing cause is taken 

into consideration along with trends and other previously well-founded causes, it still helps to 

inform recommendations for institutions and policymakers on how higher education can 

influence and adapt to its new reality.  

 

II. Trend Analysis of Enrollment and Degree Conferment by Institution Type 

Changes in Total Undergraduate Enrollment and Composition of Enrollment  

A review of undergraduate enrollment trends in the U.S. demonstrates significant 

changes in higher education enrollment in the last few decades. These changes are occurring 

both in terms of number of enrolled students and in terms of the types of institutions students are 

attending: public, non-profit, and for-profit. All data for figures in this section and throughout the 

report are from the Integrated Postsecondary Education Data System (IPEDS) database except 

where explicitly noted; see Appendix 1 for more details.  
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For purposes of this paper the use of the term “university” refers to postsecondary 

institutions that are sometimes referred to as “universities” or “colleges.” “Public universities” 

refers to universities that are overseen by government bodies and are at least partially funded 

with direct operational payments from the government. “Non-profit” and “for-profit” 

universities, in contrast, are both private. These private universities have limited government 

oversight and generally do not receive any direct government operational funding. For-profit 

universities are distinguished from non-profits by having a profit motive (as their name implies). 

Some examples of public universities include large research universities such as the University 

of Minnesota, Twin Cities and smaller liberal arts universities such as the College of Charleston. 

Examples of private non-profit universities also include nationally recognized research 

universities such as Harvard University as well as smaller religious affiliated universities such as 

Concordia College in Moorhead, Minnesota. Similarly, for-profit universities include nationally 

recognized universities such as the University of Phoenix and smaller universities such as the 

online-only Walden University based in Minnesota.   

Higher-Education Enrollment Growth. Enrollment in all forms of undergraduate 

education has been increasing dramatically over the last few decades. This growth is 

demonstrated in Figure 1-1, which shows the number of undergraduate students enrolled full-

time in four-year undergraduate programs by institution type between 1987 and 2010. Four-year 

undergraduate enrollment increased from approximately five million in 1987 to nearly eight 

million in 2010. These enrollment growths occurred despite the aging of the “Baby Boomers” in 

the U.S. resulting in a smaller portion of population being “college-age” (i.e., 18-35 year olds) 

since the mid-1990. Specifically, the portion of the U.S. population classified as college-aged 

shrank from 30.5% in 1987 to 24.5% in 2010. Figure 1-2 demonstrates four-year undergraduate 
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enrollment growth in terms of a percentage of U.S. college-aged population; the Figure shows a 

growth from 7% attending four-year undergraduate institutions in 1987 to over 10% in 2010.
1 

  

                                                             
1 The age range of 18-35 was selected to normalize enrollment data as these ages were confirmed through a review 

of the Integrated Public Use Microdata Series’ (IPUMS) American Community Survey data for 2011to be the ages 

in which at least 1% of the U.S. population was currently enrolled in postsecondary education (Ruggles & King, et 
al. 2010). Using this narrow age bracket provides a clear picture of the large increase in the proportion of “college-

age” individuals enrolling full-time in postsecondary education. To obtain the U.S. population by age data to 

perform this normalization, the Current Population Survey was accessed via the IPUMS database (Ruggles & 

Alexander, et al. 2010). 
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 Similar trends can be seen in the growth of two-year institutions’ full-time enrollments as 

shown in Figures 2-1 and 2-2. Full-time two-year university enrollment nearly doubled between 

1987 and 2010, from approximately 1.6 million full-time students in 1987 to nearly 3.5 million 

full-time students in 2010. There was, similarly, a large increase in terms of the total percent of 

18-35 year-olds attending a two-year program from approximately 2.25% in 1987 to over 4.5% 

in 2010. 
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Figure 2-1: Two-Year Undergrad Full-time Enrollment in U.S. by 
Institution Type  
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Figure 2-2: Two-Year Full-time Undergrad Total Enrollment as a 
Percent of 18-35 Year-olds in the US 
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In addition to demonstrating the dramatic increases in undergraduate enrollment in the 

U.S., the above figures also show that this growth has not been uniform across all institution 

types. For-profit undergraduate universities’ portion of undergraduate enrollment grew 

dramatically during the reviewed period; while non-profit’s portion of total undergraduate 

enrollment declined slightly and public universities’ portion declined even more. Figures 3-1 and 

3-2 illustrate the proportion of these enrollment increases by institution type. Figure 3-1 shows 

for-profit universities’ portion of four-year full-time enrollment increased from less than 2% in 

1987 to over 11% in 2010. During this same period, the percent enrolled in four-year public 

university dropped 5.7% and the percent enrolled in non-profit universities fell 3.7%. Figure 3-2 

demonstrates a similar pattern for two-year universities’ full-time enrollment; however, the 

changes are more gradual.  
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 It is important to note that all the above enrollment analysis is focused on full-time 

enrollment in two-year and four-year undergraduate programs.
2
 This focus is likely partially 

masking the meteoric rise of for-profit enrollment, since for-profit institutions have the highest 

percentage of part-time students of any of the postsecondary institution types (Blumenstyk, 

2000). In addition, these trends exclude non-degree providing institutions that are generally 

programs lasting fewer than two years. These types of shorter-postsecondary programs also tend 

to be more associated with job-training, which again is more likely to be the focus of education 

at for-profit institutions (Blumenstyk, 2000). 

Degrees Issued by Institution Type 

Despite the shrinking proportion of four-year university students enrolling in public 

universities, public universities were still responsible for over 60% of all four-year 

                                                             
2 See Appendix 1 for more details on the category of students used for enrollment numbers in this paper. 
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undergraduate degrees issued in the U.S. in 2010. Figure 4-1 demonstrates the change in four-

year degree conference by institution type. In addition to demonstrating public institutions’ 

consistently high proportion of degrees issued, one can see from this figure that only about 5% of 

U.S. four-year undergraduate degrees in 2010 were conferred by for-profit universities despite 

them accounting for approximately 11% of full-time enrollment (as shown in Figure 3-1 above).  

Another depiction of this trend in degree conference is shown in Figure 4-2, which 

depicts the raw number of degrees issued by institution type. This figure shows public four-year 

universities increased the number of degrees they issued from approximately 650,000 in 1987 to 

over a million degrees in 2010. Non-profit universities similarly increased the number of degrees 

they issued during this period, from 330,000 to 515,000. In contrast, for-profit universities still 

issued fewer than 100,000 degrees as of 2010.  
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Review of the Expansion and Impacts of For-Profit Enrollment  

While not the focus of this paper, the meteoric growth of for-profit universities’ 

enrollment – and receipt of government funding – necessitates some discussion. Background and 

analysis of these institutions is covered in this section to provide context for how for-profit 

institutions are changing the U.S. undergraduate landscape. This section reviews potential 

reasons for these institutions’ rapid growth, and the impact the institutions have on their students 

and their public higher education competition.  

Possible Reasons for For-Profit’s Enrollment Growth. As noted above, usage of for-

profit universities has risen dramatically in recent years. Ruch (2001) identified 1996 as the 

approximate starting point for their rapid growth in popularity; this is supported by the trends 

shown in Figures 3-1 and 3-2 above. This expansion in popularity starting in the late 1990s may 

be due in part to the increasing impact of technology, especially the internet, on the delivery of 
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postsecondary education (Bruininks et al., 2013). For-profit universities may have been best 

positioned to capitalize on this change in technology. They were some of the earliest adopters of 

online classes, with some universities providing these courses as early as 1989 (Brenner, 2013). 

Surveys of higher education administrators, conducted in 2010, also confirmed for-profit 

administrators were the most likely to view the use of online course-delivery as a strategic 

component of their mission (Allen & Seaman, 2010). Finally, some for-profit universities have 

even eliminated their physical campuses, and instead only offer online courses (e.g., Walden 

University in Minnesota). 

In addition to online-delivery, the large growth in for-profit enrollment is likely due in 

part to many for-profit universities’ strategy to recruit students who otherwise would not be able 

to be admitted to traditional public and non-profit programs (Brenner, 2013). These students tend 

to be poorer and are more likely to be veterans than at other institution types (Donoghue 2011). 

The lower financial resources of these students is supported by the household-income survey 

results as shown (and further described) in Figure 12-1. This figure demonstrates that more than 

half of for-profit-attending students come from households making less than $40,000 a year. 

For-Profits’ Lagging Degree Conferment Rates. Given for-profit’s focus on attracting 

students who would not be accepted into traditional higher education institutions, it is not 

surprising that the number and percentage of undergraduate degrees conferred by for-profit 

institutions has lagged behind their enrollment growth (as demonstrated in Figures 4-1 and 4-2). 

In addition (and as previously noted), for-profit universities are more likely to focus on job 

training than public or non-profit universities (Blumenstyk, 2000). It follows that if an 

institution’s students are seeking job training, and not degrees, that this would contribute to the 

institutions issuing fewer degrees. However this does not fully explain the lagging degree 
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conferment, as the analysis in Figures 4-1 and 4-2 is focused on full-time students who would be 

more expected to be seeking a degree.  

For-Profits’ Student Debt and Outcomes. Some researchers have suggested that for-

profit universities recruitment and funding practices amount to, “swindling poor (and thus 

uninformed students)…” and that for-profit universities “prey on [students’] ignorance and make 

them pay (or in almost all cases) borrow dearly for that ignorance” (Donoghue, 2011). This view 

is partially supported by data showing that while for-profit institutions only accounted for 11% 

of the student enrollment in 2010, their students accounted for 26% of all student loans (in terms 

of dollars) and 43% of all federal student loan defaults (Allen & Seaman, 2010). Furthermore, 

studies have confirmed that student debt levels are the highest for students attending for-profit 

universities (Steele & Baum, 2009). The median federal student debt for students at for-profit 

universities who earned an associate degree (i.e., two-year degrees) was $14,000 in 2010. In 

contrast, the majority of students who earned an associate’s degree at two-year community 

colleges (the most likely competitor to for-profit universities as described below) did not take out 

any debt (Allen & Seaman, 2010). These student debt outcomes may be expected by for-profit’s 

focus on poorer students, as it would be expected that these students would be more likely to 

need financial support. However, this does not seem to fully explain the discrepancy between the 

$14,000 median debt for those graduating from two-year for-profit institutions and the majority 

of community colleges graduates having no debt.  

For-Profit’s Impact on Public Universities. For-profit universities may be pulling some 

potential students from public universities, especially community colleges. Blumenstyk (2000) 

suggested for-profit universities attract students from community colleges as these students are 

similarly more likely to be part-time. This hypothesis is supported by research performed by 
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Chung (2002), who concluded that a correlation exists between students enrolling in for-profit 

universities and tuition increases in two-year community college. The hypothesis is also 

supported by a 2010 survey, which found that administrators of public universities reported more 

pressure from for-profit universities than non-profit universities’ administrators (Allen & 

Seaman, 2010).  

In addition to drawing students away from public institutions, for-profit universities are 

also diverting considerable government resources to their institutions away from public higher 

education. This includes a diversion of government funded student grants and loan subsidies. 

The types and extent of these changes in undergraduate funding is further described in the 

following section.  

 

III. Trend Analysis of State and Federal Funding to Higher Education 

Review of Literature Related to Declines in State Funding to Public Higher Education 

During these times of increasing undergraduate enrollments, and the growing importance 

of postsecondary education, there have been significant cuts to state governments’ operational 

funding
3
 of public higher education. Several academic researchers have previously explored 

these recent cuts in public higher education funding, provided details on funding cuts, and 

explored impacts of the cuts. First, Archibald and Feldman (2006) and Gilens (1999) both 

provide context for how governments fund education in the U.S. Archibald and Feldman noted 

that funding of education in the U.S. in all forms – including higher education – is generally the 

responsibility of the states. Gilens identified this state responsibility as a unique feature of U.S. 

education, as in 1994 the federal government was responsible for 75% of all other social policy 

                                                             
3 This paper is focused on changes in operational funding and is not considering any changes in capital, research or 

other funding types. 
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spending in the U.S., but only responsible for 5% of all education spending. While the federal 

government is more involved in the funding of postsecondary education than primary or 

secondary education, it still has provided less than 20% of all government funding to higher 

education over the last 20 years (IPEDS, 2013). This trend is discussed further in the “Trends in 

Federal Funding” section of this paper. 

Recognition and Quantification of Cuts in Public Higher Education Funding. Multiple 

authors have recognized, and attempted to quantify, the declines in public higher education’s 

critical direct state support over the last few decades. These authors include: Weerts and Ronca 

(2006), Selingio (2003), Ehrenberg and Rizzo (2004), and Kane and Orszag (2003). Weerts and 

Ronca note that adjusted for inflation, state support of public higher education in the U.S. 

declined 40% between 1978 and 2006. Selingio calculated that the average portion of state 

governments’ expenditures going to higher education declined by 30% between 1978 and 2002. 

The size and timing of the decline is also generally concurred with by Ehrenberg and Rizzo, who 

estimate the decline at more than 33% since 1978. They further note that if the share of state 

general funds spent on higher education in 2004 had been held at 1978 levels it would be the 

equivalent of $3,900 more per full-time equivalent student (p. 29). This amount would be about a 

60% increase in total state funding levels, which were approximately $6,500 per full-time 

student in 2010 (State Higher Education Executive Officers, 2011). Finally, Kane and Orszag 

reviewed how state appropriations have declined significantly since 1977 relative to U.S. 

personal incomes. They found that state funding levels for higher education dropped 

approximately $1.50 per $1,000 in personal income between 1973 and 2003; a total decline of 

17.5% (Kane and Orszag, 2003).  
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 It is important to note that not all funding of higher education provided by states is 

provided by direct funding to universities. Many states also provide grants to students, and a 

small number provide student loans and tax deductions (IPEDS, 2013). However, direct state 

funding is the most important piece of funding to public universities. The change in levels and 

types of state funding between 1987 and 2010 is further reviewed in the “Trends in State 

Funding of Higher Education” section below. 

 Demand and Support of Public Education has Remained Strong. Academic literature 

provides evidence that during this time of dramatic declines in direct operational funding of 

public higher education, the demand for higher education and public support for education both 

increased. Weerts and Ronca (2006), for example, identified a sevenfold increase in demand for 

higher education between World War II and 2006. While there is limited polling data in 

academic literature related to public support of higher education, Page and Shapiro (1992) and 

Gilens (1999) both provided polling data showing that support for education in general remained 

strong during this same time period. Page and Shapiro conclude that U.S. citizens strongly 

support education and have consistently been willing to pay more taxes for it since at least the 

1930s. According to public opinion polls conducted in 1994 and compiled by Gilens for his 

seminal work Why Americans Hate Welfare, 73% of Americans were in favor of increasing 

education spending generally (versus 5% opposed), and 42% were in favor of increased spending 

for university students’ financial aid (versus 13% opposed) (p. 28). While neither of these polls 

directly tracks public support for public higher education funding, they do provide evidence of 

public support for government funding of education and a willingness to pay more in taxes to 

support it.  
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 One reason for the strong public support of education, explored by Gilens, is public 

education benefiting citizens across all income levels. In other words, they are not programs 

targeted at certain segments of the population. Another potential reason for the strong support of 

public education in the U.S., suggested by Page and Schapiro, is that Americans seem to believe 

in the concept of free enterprise, but want there to be opportunity for everyone. Education in all 

forms may be seen as a critical component for providing this equal opportunity.  

State and Federal Funding of Higher Education: Comparison and Trends  

 A review of recent trends confirms that state government support still constitutes the bulk 

of government involvement in the funding of higher education. However, the federal 

government’s portion of support has more than doubled between1987 and 2010, increasing from 

less than 14% to nearly 32%. This shifting trend in shares of government support is demonstrated 

in Figure 5-1. Furthermore, this total funding trend only considers direct institutional support and 

government funded grants made to individual students. It does not consider federal loan 

subsidies and tax credits, which make-up a sizeable portion of the federal government’s overall 

support (as further discussed in the “Federal Funding of Higher Education” section).  



HIGHER EDUCATION’S NEW REALITY       23 
 

 

Trends in State Funding of Higher Education 

  An analysis of all direct operational support and student grant funding provided to higher 

education institutions by state governments in the U.S. (Figures 6-1 and 6-2) shows that state 

support of public universities has varied over the years, but has consistently remained above 

1987 support in real terms. During this same time period, total state government support going to 

for-profit and non-profit universities increased slightly (in Figures 6-1 and 6-2 the non-profit 

data series follows the for-profit data series so closely that the two lines are nearly 

indistinguishable in these figures). Figures 6-1 and 6-2 show all types of state government 

funding; however, trends are similar for direct state government funding to public institutions. 

Figure 6-3 illustrates that there has been some fluctuation in direct funding since 1987, and 2010 
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funding levels are at their lowest point since 1998, but state government funding has remained 

consistently higher than 1987 levels since 1997 in real terms. 
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Figure 6-1: State Funding to Four-Year Universities by 
Institution Type (2010 Dollars) 
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Figure 6-2: State Funding to Two Year Universities by Institution 
Type (2010 Dollars) 
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 This level of state support may appear higher than one may initially expect from the 

review of literature above. However, it is important to note that all discussions describing cuts in 

public higher education funding have been normalized by another factor and/or include years 

prior to 1987. For example, Kane and Orszag (2003) normalized their state government funding 

levels by per capita incomes, which then showed material declines in funding in these terms. 

Similarly, when the funding levels identified in figures 6-1, 6-2 and 6-3 are normalized by the 

number of full-time students enrolled, as done in figures 6-4 and 6-5, the funding declines 

immediately become evident. These normalized trends show public universities losing 

approximately 30% of their state government funding (direct operational and student grants 

combined) between 1987 and 2010.
4
 It is also important to recognize in Figure 6-4 and Figure 6-

5 that while there are declines in state government support of public higher education per full-

                                                             
4 This decline in public funding per student would be even more dramatic if part-time students were considered as 

part-time enrollment has been similarly increasing. However, analysis throughout this report is focused on full-time 

enrollment and not part-time or full-time equivalents; see Appendix 1 for more details.  
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Figure 6-3: State Governments' Direct Financial Support of 
Public Institutions (2010 Dollars) 
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time enrolled student, private universities’ state government support actually increased during 

this time. 
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Figure 6-4: State Funding per Full-time Undergrad Enrolled in a 
Four-Year University by Institution Type (2010 Dollars) 
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Figure 6-5: State Funding per Full-time Undergrad Enrolled in a 
Two-Year University by Institution Type (2010 Dollars) 
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 Shift in State Funding of Higher Education to Student Grants. A partial explanation for 

the uneven distribution in the cuts of state financial support across institution types, shown in 

Figures 6-4 and 6-5, is the increasing portion of state funding being provided via student grants. 

This shift is demonstrated in Figure 7-1, which shows the proportion of state higher education 

funding going to student grants dramatically increasing from approximately 2.5% in 1987 to 

11% in 2010. In terms of 2010 dollars this is an increase of $1.55 billion appropriated to students 

across the U.S. via state grants in 1987 to $7.9 billion in 2010 (as further demonstrated in Figure 

7-3 along with federal student grants by year).  

 

 Government grants are monies given to individual students to help them pay for 

postsecondary education without an expectation for repayment. As previously discussed, a 

material portion of these grants (state and federal) go to private non-profit and for-profit schools. 

Figure 7-2 demonstrates the share of state government grants going to students by institution 
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type.
5
 One can see in Figure 7-2 that while there has been a slight decrease in the percent of 

grants going to students at private universities in the last couple years, approximately 30% of 

state grant monies have gone to students at private universities since 1987. Therefore, as the total 

portion of state funding going to fund grant programs has dramatically increased since 1987, the 

amount of overall government funding to private universities is also increasing. Figure 7-3 

illustrates this growth of funding in terms of 2010 dollars. This figure shows that students at 

public universities remain the primary recipients of state grants. However, state government 

funding to students at private institutions’ has increased significantly since 1987. Specifically, 

four-year non-profit universities saw a tripling of state grants supporting students in their 

institutions, from approximately $500 million in 1987 to over $1.5 billion from 2001 on.

 

                                                             
5 Figure excludes a small percentage of grants that go to students attending programs that are shorter than two-years. 
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Overview of Types of Federal Funding of Higher Education 

 While the primary focus of this paper is analysis of declines in state government funding, 

a discussion of operational funding provided by the federal government to higher education is 

needed in part due to its recent rapid growth. Federal funding of higher education operations is 

primarily done through grants and loan subsidies provided to students (Dynarski, Scott-Clayton, 

& Wiederspan, 2013). Both of these programs are administered by the Department of Education 

(U.S. Department of Education, 2012). Federal student grants provided approximately $49 

billion in higher education support in 2010, while $104 billion was distributed in federally 

subsidized loans. The Pell Grant program represented about $35 billion of this grant funding, and 

grants for veterans represent another $12 billion (Dynarski, et al. 2013). 
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Figure 7-3: Amount Spent on State Grants Per Institution Type 
(2010 Dollars) 
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 Federal Pell Grant. The Pell Grant program is a widely known program that provides 

grants to students from low- and middle-income households to offset the cost of postsecondary 

education. Approximately 27% of all U.S. postsecondary students were receiving funding from 

this program as of 2011 (Hopkins, 2011). This program grew dramatically in 2009 due to the 

American Recovery and Reinvestment Act (ARRA) of 2009, which per the Congressional 

Budget Office (2013), appropriated an additional $15.6 billion in federal funding to the Pell 

Grant program in addition to the $17 billion previously appropriated. This funding increase was 

partially sustained in subsequent years by additional laws. However, similar to other low- and 

middle-income focused government programs, there has been pressure recently to cut funding 

from this program. These proposed cuts would reduce the number of eligible students as well as 

maximum grant values (Hopkins, 2011). Students receiving federal grants are tracked in the 

IPEDS database by the institution they attended (IPEDS, 2013); this data is used for further 

analysis shown in the “Trends in Federal Funding of Higher Education” section of this paper.  

 Federal Student Loans. Approximately $104 billion in federally subsidized loans were 

provided to students in 2010. However, the costs to U.S. taxpayers are much smaller due to 

students being expected to pay back their loans with interest (Dynarski, et al. 2013). A 2013 

Associated Press article reviewed recent Congressional Budget Office data and estimated the net 

cost of the student loan program to U.S. tax payers in 2013 would be $5.7 billion in order to 

provide $113 billion in new student loans (Elliott, 2013). This analysis assumed $38 billion of 

these newly issued loans will ultimately default, and that interest rates would not increase as 

current law states they will (which would further reduce the cost of the program to U.S. 

taxpayers).  
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 Federal Tax Credits and Deductions. In addition to student loans and grants, the federal 

government also funds higher education through providing tax credits and deductions to students 

and their households. These tax credits and deductions are collected by households when they 

file their taxes in the year following a year in which they paid tuition. The amount of the credits 

and deduction are generally larger for students with greater higher education expenses and lower 

annual household incomes. According to Dynarski, et al. (2013), these federal tax subsidies cost 

U.S. taxpayers $29 billion in forgone revenue in 2010. 

Trends in Federal Funding of Higher Education   

 Analysis of data since 1987 demonstrated in Figure 8-1, confirms a significant increase in 

the portion of grants issued by the federal government to students and compares it to the increase 

in state appropriations to grants. While it is important to note that the 2009-2010 spike in federal 

grants is due to 2009 federal stimulus spending (as further described in the “Federal Funding of 

Higher Education” section), efforts have been made on an annual basis to maintain this funding 

at levels significantly higher than 2008 levels going forward. Even if recently proposed cuts to 

the Pell Grant program are implemented, these values will still remain higher than the 2008 

values (Hopkins, 2011) (IPEDS, 2013). 
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 These increases in federal grants partially help public university students, and thus public 

universities. Figure 8-2 and 8-3 below show this dramatic increase in funding of federal grants 

received by students attending all types of four- and two-year universities, including public 

universities. However, these figures are deceiving as enrollment levels for public universities are 

significantly higher than private institutions. Figures 8-4 and 8-5 show that when the distribution 

of federal grants per full-time enrolled students is estimated, both for- and non-profit institutions 

have received significantly more of the benefit from increases in federal funding expansions than 

public universities. In the case of for-profit four-year universities, their federal funding per full-

time student was nearly double that of public universities in 2010. Part of the increase seen in 

for-profit universities is likely due to for-profit universities serving poorer students. Also, it is 
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Figure 8-1: Federal v. State Higher Education Student Grant 
Funding by Year (2010 Dollars) 
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likely that the for-profit component per student may be less  if part-time students were included 

due to the higher frequency of part-time students at for-profit universities (Blumenstyk, 2000), 

which would increase the denominator of figures 8-4 and 8-5.
6 

 

                                                             
6 As previously noted in the “Trends in State Funding of Higher Education” section of this paper, analysis 

throughout this report is focused on full-time enrollment and not part-time or full-time equivalents; see Appendix 1 

for more details. 
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Figure 8-3: Federal Funding via Grants to Students at Two-Year 
Universities (2010 Dollars) 
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Figure 8-4: Federal Funding per Full-time Enrolled Student to 
Four-Year Universities by Institution Type (2010 Dollars) 
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IV. Impacts of State Funding Cuts on Students, Institutions, and Society 

Public Universities’ Decreasing Reliance on Government Funding 

 Despite the increases in federal and state grants, direct funding cuts to public universities 

are increasingly forcing these institutions to rely on other means to fund operations. As 

demonstrated in Figures 9-1 and 9-2, public four-year universities received over 75% of their 

revenue from government sources in 1987, and public two-year institutions received over 80%. 

By 2010 the portion of public universities’ revenue provided by government sources fell to 59% 

and 67.5%, respectively. In contrast, non-profit universities’ portion of revenue from all 

government sources has remained relatively constant for four-year institutions, and has actually 

increased for the two-year non-profit institutions.  
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Figure 8-5: Federal Funding per Full-time Enrolled Student to 
Two-Year Universities by Institution Type (2010 Dollars) 

Public 2 Year

Profit 2 Year

Non-Profit 2 Year



HIGHER EDUCATION’S NEW REALITY       36 
 

 

 

0%

10%

20%

30%

40%

50%

60%

70%

80%

P
o

rt
io

n
 o

f 
R

e
ve

n
u

e
 fr

o
m

 G
o

ve
rn

m
e

n
t 

 
Figure 9-1: Portion of Operational Revenue from Government 

Support (Direct and Grants), by Four-Year Institution Type 
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Public Universities’ Replacing the Loss of Government Funds with Tuition 

Public universities’ response to an overall decline in revenue from government sources – 

but especially from state governments – is an area of concern that has been extensively reviewed 

in academic literature. However, the impact that is the primary concern for this review is how 

public higher education institutions are raising the funds necessary to maintain desired quality. 

Johnstone (1993) claimed the first option for public higher education institutions is to increase 

funding from private donors. He argued in the 1990s that eventually private donations may fully 

replace all state funding of higher education (as cited in Cox, 2011, p. 182). Archibald and 

Feldman (2006) argue for another – and more intuitive – option for universities to maintain 

quality: replacing reduced state aid funding with increased tuition. They conclude that raising 

tuition is the option primarily utilized by public higher education institutions.  

Archibald and Feldman’s contention is supported by institutional data from 1987-2010 

that shows the percent of all public universities’ revenue coming from tuition has increased 

dramatically in recent years, from approximately 17.5% of revenue in 1987 to approximately 

30% of revenue in 2010, as shown in Figure 10-1. The impacts of these large increases of tuition 

on students from middle- and lower-income households are self-evident: these students will 

require larger amounts of student debt to obtain postsecondary education and/or will be unable to 

attend postsecondary institutions. While subsidizations to student loans and tax credits help 

students and their families to manage some of these university tuition increases, these large 

tuition increases are a clear indication that higher education is not being funded by the 

government like most other public goods.  
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Public Higher Education’s Societal Value and Institutional Impact Studies 

Some academic literature and university reports highlight the impacts of higher education 

on state economies. As previously referenced, a recent report issued by Georgetown University 

documented the necessity of post-secondary education in the near future and universities’ current 

inability to meet this demand (Carnevale, et al. 2010). When public higher education institutions 

argue for funding increases from their state governments, they often generate economic impact 

studies highlighting their significant contributions to the state economy. All these studies tend to 

highlight similar themes such as: bringing in federal financial aid, research dollars, and monies 

from out-of-state students. However, much of public universities’ real economic impact is more 

difficult to quantify for these studies. These more intangible economic impacts include the 

benefits of having a more skilled workforce, and bringing in new residents from out-of-state who 

attend school but then stay and contribute to the local economy (Brown & Heany, 1997).  
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The tendency of these studies to limit their focus to economic impacts does not go far 

enough; as the full benefits of public universities has been shown to be much greater.. As 

outlined by Bruininks et al. (2013), public universities are a public good, which provide a public 

value that far surpasses economic benefits alone.
7
 Some of these intangible benefits of public 

universities include contributions to the arts, culture, civic government, and the elevation of 

critical thinking in a society (Bruininks, et al. 2013). Regardless of whether it is due to a lack of a 

consideration of these intangible benefits  and/or its status as a public good, or some other cause, 

these economic impact studies have been ineffectual for public universities. To date, these 

arguments for supporting public higher education have gone largely ignored by state 

governments, who continue to reduce funding (Selingo, 2003).   

 

V. Reasons Cited for Decreases in Government Funding  

Most academic literature has ignored the potential contributing causes for decreases in 

state funding of public higher education and instead focuses on providing the trends and showing 

their impacts and remedies.  The few academic articles that have discussed potential contributing 

causes for the decrease in state financial support rarely delve into the question of “why” these 

cuts are happening. This section explores some existing literature’s review of potential causes for 

the decrease in government funding of public higher education. Throughout this review, it 

                                                             
7 The definition of “public good” used in this paper is based on the Oxford Dictionary of Politics’ definition of, 

“Any good that, if supplied to anybody, is necessarily supplied to everybody, and from whose benefits it is 

impossible or impracticable to exclude anybody” (2009). While public goods are often supported by government 
funds, government support is not necessarily required by this definition. This definition of “public good” 

intentionally does not include the requirement that the use of the good not reduce others’ ability to use the good. 

This additional requirement was proposed by Samuelson (1954) for a good to be defined as for “collective 

consumption,” and which is often attributed to the definition of “public good” (especially in economic literature) 

(McLean & McMillan, 2009).   
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identifies: strengths, limitations, and problems with these previously identified contributing 

causes. 

Economic Shortfalls, Recessions, and Other Government Spending Priorities 

The primary causes for the decrease in state-level public higher education funding over 

the last few decades cited in literature are: economic shortfalls and recessions, and public higher 

education funding being easier to cut than other entitlement programs such as Medicaid. Authors 

that support this view include: Kane and Orszag (2003), Weerts and Ronca (2006), and Selingo 

(2003). Their arguments are cogent, and these are likely contributing causes to cuts in public 

higher education funding. However, they do not fully explain “why” the cuts are happening to 

public higher education more than other discretionary programs.  

Economic Shortfalls and Medicaid Spending Resulting in Cuts. Kane and Orszag’s 

analysis showed the greatest periods of decline in state-funding of public higher education 

between 1977 and 2003 occurred during the recession years of 1980-83 and 1990-94. Their 

analysis also found that 80% of these higher education funding cuts for the period between 1977 

and 1998 can be explained by increased state expenditures on Medicaid (p. 3). Weerts and Ronca 

generally concurred with this analysis, arguing that the declines in public higher education 

spending are occurring due to it being classified as discretionary spending. Thus, it is easier to 

cut than some other competing state outlays such as entitlement spending for Medicaid. The 

major limitation of these authors’ arguments is they do not consider why higher education would 

be cut while other discretionary state outlays increased during the same period. If economic 

recessions/shortfalls and Medicaid funding requirements were the sole causes for higher 

education funding declines, one would expect funding to decline uniformly across discretionary 

programs. However, prisons (Ellwood & Guetzkow, 2009) and K-12 education expenditures 
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(Ehrenberg & Rizzo, 2004) increased during this same period where higher education 

experienced cuts. Ellwood and Guetzkow note that in the case of prisons, average state funding 

increased almost 275% from 1977-2002.  

One reason for “why” public higher education could be experiencing a reduction in 

support while other government programs are not could be a shifting of focus of government 

programs away from programs that help children to programs that help the elderly. This priority 

shift was famously identified by Samuel Preston (1984), who suggested it was due to voting 

adults’ focus on policies benefiting themselves directly instead of the future (1984). This 

argument does fit with the aging of the “Baby Boomers” out of the category of “college-age” 

during this period of funding declines. However, this explanation does not account for increases 

in funding to programs not directly benefiting aging voters, such as K-12 funding (Ehrenberg & 

Rizzo, 2004). The explanation also does not fit with public opinion polls that have shown 

support for education in the U.S. and a willingness of U.S. citizens to pay more taxes to support 

it (Page & Shapiro, 1992).  

Tuition Increases Softening Impact of Cuts. Selingo also claimed that recessions are the 

primary trigger for cuts in higher education funding, but he provided an alternative reason for 

“why” higher education is targeted for cuts. He claimed state government officials target public 

higher education for cuts as they recognize the impact of cuts can be softened by institutions 

raising their tuition. Selingo’s rationale was that government officials would prefer these types of 

cuts to other potential cuts where the services do not have alternate funding sources. This 

rationale is reasonable, and it may be contributing to the funding declines. However, these tuition 

increases still directly impact households with students attending public universities, so if a 

majority of politicians’ key constituents were using public universities it seems unlikely 
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politicians would want to be responsible for increasing tuition (similar to how they do not want 

to be responsible for raising taxes). 

K-12 Funding Increases Resulting in Cuts. Growth in K-12 expenditures resulting in 

fewer funds for public higher education is another potential cause for state funding declines. 

Ehrenberg and Rizzo (2004) pointed to court cases mandating increases in K-12 state spending 

between 1977 and 2001 as a major cause for the decrease in funding of higher education during 

these years. They noted these court cases required 22 states to increase spending on K-12 

education to $340 million, and $90 million of this money came directly out of higher education 

funding (p. 29). Other studies have pointed to statistical correlations existing between state 

government funding increases to public services including K-12 education (and healthcare) and 

decreases in higher education funding (Weerts & Ronca, 2006). While the specific mandate 

explored by Ehrenberg and Rizzo may explain a portion of the decrease in funding ($90 million 

to be exact), it does not necessarily explain the larger per student funding decreases of public 

higher education experienced nearly nationwide (beyond the 22 impacted states and as 

demonstrated in Figures 6-3 and 6-4). Furthermore, any statistical correlations between increases 

in state expenditures to other programs and cuts in higher education do not explain “why” state 

governments are prioritizing the funding of these programs over public higher education funding.  

Policymakers Believe Public Universities are Ineffective 

 One interesting argument for “why” the large decrease in state funding for public higher 

education may be occurring is that state governments may no longer find public universities 

effective. One of the original postulations of this effectiveness concern related to public 

institutions was made by Pfeffer and Salancik (1978). They defined effectiveness for an 

institution as its “ability to create acceptable outcomes and actions” (p.11). In other words, they 
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saw effectiveness as the external impact of the institution. This is in contrast to “efficiency,” 

which is a measure of how an institution is using its resources to achieve its own internal goals. 

 Pfeffer and Salancik used Governor Reagan’s decrease in direct state support for the 

University of Berkeley in the late 1960s to illustrate the difference between effectiveness and 

efficiency. Governor Reagan believed the University of Berkeley was producing radical leftists 

and thus did not believe they were an effective university. Berkeley administrators’ created 

reports demonstrating the efficiency and impact of the University in an attempt to encourage the 

restoration of funding. However, these reports did nothing to address Reagan’s concerns on what 

he saw as a lack of effectiveness. Reagan simply did not care how efficient Berkeley was at 

producing leftists. It would follow that public universities’ modern economic impact studies are 

likely similarly excessively focused on universities’ internal efficiencies when state governments 

are increasingly seeing these institutions as ineffective.  

State governments’ belief that universities are ineffective likely plays a role in the 

decrease in funding. However, it seems unlikely that it is a primary cause, for why would so 

many state governments suddenly recognize a lack of effectiveness during the same period of 

time (1977 – Present)? In addition, beyond specific anecdotal examples this explanation does not 

help to illustrate “why” state governments would consistently cut public higher education 

funding despite periodic government administration changes to political parties (i.e., Democratic 

Party) who would be more likely to view existing public universities’ outcomes as effective.  

The Tax Revolt, Government Processes, and Other Politics  

Changes in politics and government processes is another potential cause for funding cuts 

often considered by researchers. The Republican Party’s (i.e., the major political party most 

often associated with lower taxes and less domestic government spending in the U.S.) control of 
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state governments being correlated with cuts to public higher education has been shown by some 

researchers. For example, Okundae (2004) found that cuts in state funding of public higher 

education are strongly correlated with state governments being run by Republicans. However, 

while this explanation may explain cuts in specific years, it cannot account for the larger funding 

decline trend since the 1970s. Clearly there were years when Democrats controlled state 

governments over the last several decades, and thus if Republicans were the cause for the cuts 

one would expect the cuts to be reversed during years of Democratic control. 

Archibald and Feldman (2006) provide a potential explanation for how Republicans in 

the 1970s may have been able to stop increases in public higher education funding from 

occurring even after they were no longer in office. Archibald and Feldman observed that starting 

in the 1970s a tax revolt began in the U.S. where a large portion of the population and their 

government representatives sought ways to “starve the beast” of government by preventing any 

future increases in taxes. Archibald and Feldman found that some tax controlling mechanisms 

arising from this tax revolt (i.e., Tax and Expenditure Limitations, and Supermajority 

Requirements) were highly correlated with cuts in state support of public higher education. 

While this research does provide an explanation for how Republican policies could prevent 

increases in funding in later years, it does not account for “why” public higher education funding 

would decline faster than other programs, including other discretionary programs (as previously 

discussed). By limiting the ability of states to increase revenue, these “Tax Revolt” programs 

should have slowed the growth of all programs more evenly. 

Private Donation Increases Lead to Decreases in Government Support 

 A novel argument explored by Cox (2011) is that decreases in state funding of public 

higher education could be caused by state governments recognizing that public funding levels are 
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no longer required, due to an increase in private donations. Cox performed regression analyses to 

test the explanatory impact of private donations on reductions in public higher education 

funding. However, he ultimately concluded there is no evidence that an increase in private 

donations contributes to reductions in overall state funding. Instead, he found there is only 

evidence that decreases in state funding of public higher education will lead to increases in 

private donations to public institutions. 

Desire to Remove a Subsidy to Well-off Families 

Archibald and Feldman (2006) provided a strong overview of another argument proposed 

in existing literature, although they do not personally support it, that direct funding for public 

higher education is being cut as funding of higher education is seen as a subsidy to well-off 

families. Supporters of this view argue that most of the students who benefit from direct public 

higher education funding would be able to afford higher education without the funding, so their 

subsidization does not improve quality or access, but only increases the fiscal footprint of higher 

education. However, it is unlikely that this is a significant contributing cause for the decrease in 

public higher education funding as policies that universally benefit all citizens typically enjoy 

greater public support than more targeted (i.e., means tested) policies. This concept of 

universalism policy preference is argued for by Skocpol to explain the popularity of social 

security, and would be expected to be applicable for education as well (as cited in Archibald & 

Feldman, 2006, p. 639) if the population viewed public higher education as a universally shared 

good.  

In addition, (as noted above) periods of cuts in state funding of public higher education 

are strongly correlated with periods when state governments are run by the Republican Party 

(Okundae, 2004). The Democratic Party is generally associated with means tested policies and 
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the idea of providing increased accessibility to education to the poor. Therefore if this theory 

were true, it would be expected the cuts would have taken place when the Democratic Party was 

in power; not when the Republicans were in power. Finally, this reason for funding cuts is also 

contradicted by increases in merit-based financial aid, and a decrease in need-based financial aid, 

occurring during the same period as the declines in direct public higher education support 

(Heller, 2004). Heller’s research demonstrated that merit-based aid funding disproportionately 

favors students from middle- and upper-income families. Thus merit aid would be expected to 

decrease if there was a concern that public higher education funding was a subsidization of 

families who did not need the support.  

 

VI. Private Non-Profit University Attendance Contributing to Funding 

Decreases 

A compelling contributing reason for why state politicians may be cutting public higher 

education, which has been mostly overlooked in previous literature, is an increasing belief that 

higher education should be treated as a private good (i.e., not be government supported as most 

“public goods” are). Politicians who believe that higher education should be handled as a private 

good would likely believe it should be paid for directly by students and not the greater society. 

This changing view of higher education by politicians, and the greater public, has been argued 

for by some researchers including Selingo (2003). However when previous researchers, such as 

Selingo, have postulated this view they have not explored “why” lawmakers increasingly do not 

view higher education as a public good. This section of the paper provides a new argument for 

why lawmakers may view public higher education as a private good: a larger percent of students 
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are enrolling in private universities in general and in particular from politically significant 

middle- and upper-income households.
8
 

Priority of Policies Benefiting Middle- and Upper-Income Citizens  

 Traditionally, direct higher education funding supported the poor and rich alike, while 

means-tested financial aid (e.g., Pell Grants) supported students from lower-income households. 

Both direct and means-tested state funding to higher education is in decline. In contrast, merit aid 

funding, which primarily benefits middle- and upper-income households, continues to increase 

(Heller, 2004); thus it can be assumed that merit-aid makes up a larger portion of the state grant 

increases demonstrated in Figure7-1 above. But why would politicians focus more on the 

middle- and upper-income households instead of the worse off lower-income households?  

The focus of politicians on policies that support middle- and upper-income households 

has been confirmed by previous authors. Jacobs and Skocpol’s (2004) research identified this 

prioritization and noted that one reason for this skewed focus is that lower-income citizens are 

less likely to vote or otherwise be politically active. They reviewed the potential political and 

policy impacts of lower rates of voting and political involvement of the poor and discovered that 

political parties and campaigns focus less on policies and needs of these poorer communities as a 

direct result of their lower participation rates. It follows from this argument that policies that 

benefit middle- and upper-income households, such as keeping taxes lower and/or providing 

more support of services used by middle- and upper-income families, would be favored by state 

                                                             
8There is no widely-accepted definition in the U.S. for what constitutes lower-, middle- and upper-income levels. 

While specific income-levels for these terms are not pertinent to the majority of this paper, where applicable this 
paper treats “lower-income” to mean household incomes below $30,000. This level was selected as the U.S. 

Department of Education categorizes Pell Grant disbursements based on whether recipients’ household income is 

above or below $30,000 (U.S. Department of Education, 2010).  The top limit of middle-income is even more 

difficult to define, but for purposes of this paper it is assumed to be all household incomes between $30,001 and 

$100,000; while upper-incomes are all households earning more than $100,000.  
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politicians over funding public higher education if these politically significant households were 

not utilizing public higher education. 

Researchers, including Heller (2004) and Baird (2006), further identified recent higher 

education funding policies as being designed to help middle- and upper-income households. 

Heller claimed the increase in merit financial aid programs at the expense of need-based 

financial aid programs is direct evidence that higher education policies are being shaped to 

benefit the more politically active middle- and upper-income households. This point is 

corroborated by Baird, who argues that the current trend in higher education funding policies is 

to prioritize ensuring the affordability of higher education for middle- and upper-income families 

over providing access to poor families. These authors’ conclusions are further supported by 

Ehrenberg and Rizzo (2004) who identified that the U.S. has not made any meaningful reduction 

to education inequalities based upon family incomes for the last 30 years.  

Public Higher Education’s Loss of Universalism  

Even if politicians are only focused on serving middle- and upper-income households, 

one may expect state appropriations to public higher education would retain strong support based 

upon the universal benefit received from this direct funding by citizens from all income levels. 

As previously discussed, programs providing universal benefits to citizens are more likely to be 

supported by politicians and the general public. However, there are two reasons why the 

universalism principle may now be breaking down for public higher education. First, keeping 

taxes lower may simply be more important to many middle- and upper-income citizens and the 

politicians who support them. As middle- and upper-income citizens pay a disproportionate 

amount of taxes (in terms of dollars, not necessarily in terms of percent of their income), paying 
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higher tuition for themselves or their children instead of paying higher taxes to support public 

higher education may be cheaper overall.  

Second, public higher education benefits may not be used by a large enough portion of 

citizens for it to still be viewed as a universal benefit. Instead, a larger portion of the overall 

population, but especially middle- and upper-income citizens, are using private universities to 

meet their higher education needs. This notion of a migration away from public university 

enrollment is supported by trends shown in Figure 3-1, 3-2, and 11-1. Specifically, Figures 3-1 

and 3-2 demonstrate the decline in percent of full-time students enrolled in public universities is 

occurring while non-profit private universities’ full-time enrollment remains relatively more 

stable and for-profit university enrollment grew dramatically. Figure 11-1 combines for-profit 

and non-profit full-time enrollment in four-year programs to compare this to four-year public 

enrollment; it demonstrates public university’s overall decline of higher education enrollment as 

a portion of total enrollment. 
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Higher Income Households’ Enrollment in Private Non-Profit Universities  

 While for-profit universities are more often attended by low-income students (as 

previously discussed and further demonstrated in Figure 12-1 below), non-profit private 

universities are more often attended by students from middle- and high-income households. Non-

profit universities are generally more expensive than public universities. For example, in 2010 

the average annual tuition and fees at a four-year public university (with in-state residency) was 

slightly more than $6,000, while non-profit universities’ tuition and fees exceeded $20,000 

(IPEDS, 2013). These tuition and fee costs are “sticker” prices and it would be expected that 

many non-profit universities would offer additional discounts on these rates in the form of 

institutional grants. In addition, these average values for “public” and “non-profit” institutions 

contain a wide-variety of institutions with significant tuition variability. “Public” would include 

smaller and generally cheaper state schools (e.g., Bemidji state university) along with large 

research institutions (e.g., the University of Minnesota - Twin Cities). Similarly, non-profits 

would include smaller and cheaper institutions such as Concordia University - Moorhead, as well 

as larger and generally more expensive universities such as Harvard University.  However, it still 

follows that higher average tuitions (and still selective admittance) makes it more likely that 

students enrolled in non-profit institutions would come from more affluent households.  

The higher incomes of non-profit students’ households is further confirmed by analyzing 

data from a 2007-2008 survey of postsecondary students conducted by the National Center for 

Education Statistics (2008). The survey confirmed that in 2007-2008, nearly 40% of non-profit 

students enrolled in a four-year program came from a houshold that earns more than $100,000 
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annually. In contrast, about 30% of public university students come from these high-income 

households. These survey results are illustrated in Figure 12-1.
9
  

 

Higher Income Households’ Use of Non-Profit Universities Leading to Government  

Funding Declines  

 As non-profit institutions are more often attended by middle- and upper-income 

individuals, it is possible that the slower decrease in non-profit private university enrollment is 

evidence of a shift of students from middle- and upper-income families to private (non-profit) 

higher education institutions from public institutions.
10

 Figure 3-1 provides a visual depiction of 

this slower decrease in percent of four-year enrollment for non-profit institutions. If fewer 

                                                             
9 While for-profit institutions were included in this survey, they were not categorized by institution type so students 

enrolled in any for-profit university are included in this table (i.e., not only four-year students). Inclusion of two-

year and non-degree institutions likely skews the household incomes of for-profit institutions lower.  
 
10 The National Center for Education Statistics survey shown in Figure 12-1 was only conducted for a single year 

and no alternate time-series data could be identified to help demonstrate household incomes for students at non-

profits increasing over-time. Future time-series data analysis would help to further confirm whether a migration of 

students from these households is occurring. 
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middle- and upper-income households are using public higher education, this could lead to 

diminished policymaker support for direct public higher education funding.  

The increased use of private non-profit universities, leading to changes in government 

funding of higher education, is further supported by the increase in merit-aid and other grant 

funding. As mentioned above, merit aid funding disproportionately benefits middle- and upper-

income households (Heller, 2004). Many states allow all student grant monies (merit or need-

based) to be used at private institutions. Thus private non-profit university attendance by students 

from middle- and upper-income households is likely not only contributing to cuts in direct 

funding of public higher education, but also to the increase in state grant funding (as shown in 

Figure 7-1this shift towards grant funding has occurred rapidly since 1987).  

Potential Issues with Argument for New Contributing Cause   

One issue with this argument is it cannot be conclusively shown that there is a causal 

relationship between increases in private university utilization and decreases in state 

appropriations to public universities. It is possible that any relationship between these events 

may be due to more individuals attending private universities as a result of increases in public 

higher education tuition following cuts in state appropriations. This increase in tuition may be 

leading to tuition rates between public and private non-profit universities being more similar and, 

as a result, more students are selecting to attend private non-profit universities. This argument 

would be in direct opposition to the causal argument I outline above. However, this alternative 

view of the causal relationship is contradicted by non-profit universities having an average 

tuition rate that is still triple that of the average public institution (IPEDS, 2013). Furthermore 

this alternative causal argument is not mutually-exclusive with the argument outlined in this 

paper. It is possible that the causal relationships could be more complex; direct public higher 
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education cuts could be both caused by increased private university attendance and contribute to 

higher public university tuition, which leads to further private university attendance. In other 

words, simultaneous causal relationships could be occurring and creating a “spiral of decline” in 

state governments’ funding of public higher education.  

Another potential issue with this argument is overall growth in public university 

enrollment. Figure 1-2 (shown above) illustrates that all enrollments have been increasing in 

terms of U.S. population – including public institutions. It would follow that as a larger percent 

of U.S. citizens attend public universities that this would result in pressure on politicians to 

increase funding. However, as previously discussed, public universities’ percent of higher 

education enrollment is actually decreasing compared to private institutions. And, as also 

previously discussed, enrollment in public universities from the most politically significant 

middle- and upper-income households may be decreasing while general enrollment in public 

universities is increasing.  

 

VII. Recommendations to Address the New Realities in Higher Education 

Supporters of government funding of public higher education have long hoped that 

lawmakers will recognize the public value of public universities, and reverse the declining trends 

in funding. As the future of the U.S. economy and greater society relies more heavily on an 

educated population than ever before, their desire to see these trends reversed may eventually 

happen. Nevertheless, in the near-term it seems unlikely there is political will to completely 

reverse these trends. However, policymakers and public university administrators can take some 

immediate steps to better influence, and adapt to, current trends.   



HIGHER EDUCATION’S NEW REALITY       54 
 

The following recommendations are provided as a starting point for administrators and 

policymakers to consider in the near-term. The first two recommendations are mechanisms to 

help ensure the greater society believes that public higher education is providing a universal 

value to the greater society even if politically significant members of the society are no longer 

utilizing it. The third recommendation is to help ensure government funding for postsecondary 

education going to any institution type is being used effectively and efficiently. The final 

recommendation provides suggestions for key metrics for tracking trends in higher education to 

assist in monitoring and discussing changes in the future.  

1. Establish State-Public University Service Agreements  

 As discussed, increased utilization of private institutions by middle- and upper-income 

citizens is likely contributing to declines in state funding to public higher education. These 

citizens may not believe public higher education provides a large-enough benefit to their 

households as they are not using these institutions directly. To address this, public universities 

need to articulate the value they provide to the greater state – not just their students and their 

households – and ensure state government officials, and the middle- and upper-income 

households who they represent, recognize and agree to this greater state value. To accomplish 

this, public universities should enter into more formal agreements articulating what the state will 

provide public universities and what public universities will promise to achieve in return.  

The agreed-upon outcomes should be clear enough so that even households who never 

have a student attending public universities can readily see the value these institutions provide 

them and/or the state. The agreements should consider specifying expected institutional costs, 

accounting, and financial control mechanisms, as well as economic outputs and outcomes 

(outputs and outcomes could include: procurement of non-state research funding, student debt 
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defaults, degrees issued, post-graduation job placement, etc.). However, outputs and outcomes 

should not be limited to economic gains alone as the role of public universities is greater. The 

agreements should also consider specifying outputs related to more intangible benefits such as 

cultural events, and contributions to civic engagement.  

These agreements should be created jointly to ensure there is a shared definition of what 

“efficiency” and “effectiveness” will mean at public universities. Ideally, a large array of 

stakeholders should be included in establishing these agreements including: key legislators, 

university administrators, business leaders, and other members of the community. By creating 

these agreements jointly, and by considering both efficiency and effectiveness, this agreement 

will move beyond the unilateral “economic impact statements” public universities currently 

create to articulate their value.  

 These agreements should be established as multi-year agreements. A multi-year 

agreement will allow public universities to plan on specific state revenue streams and enable 

them to better plan for long-term initiatives to achieve desired outcomes. Establishing multi-year 

agreements will also make it more difficult for states to cut public higher education funding 

during the years of the agreement, which may slow the rate of cuts to higher education as it will 

not be as easy of a target for legislators during funding shortfalls or who want to fund other 

priorities. However, the agreements must not be open-ended as there need to be clear 

checkpoints to evaluate outcomes and set future goals. 

 It is useful to note that some public universities have already attempted to build 

agreements with their state governments to tie funding requests with institutional performance 

expectations. For example, the University of Minnesota’s 2014-2015 biennial budget request 

from the State of Minnesota tied portions of their funding requests to freezing undergraduate 
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tuition, reducing overhead costs, investing in specific research, and establishing a new program 

to forgive some professional student loans for students who serve less-privileged communities in 

the state (University of Minnesota, 2013). While a step in the right direction, these current 

agreements – including the University of Minnesota’s recent funding request – do not go far 

enough to establish broad acceptance of public higher education’s value to state citizens not 

directly utilizing these institutions. For example, freezing public university tuition rates does not 

illustrate the value of public higher education to a household without a student enrolled (or 

planning to enroll) in these institutions. These agreements are normally established unilaterally 

by public institutions, with only informal discussions with key stakeholders, and thus may not 

reflect the greater society’s actual priorities. Finally, current agreements focus too much on 

short-term financial inputs and outputs, and do not consider the larger public value of these 

institutions by tying intermediate and long-term outcomes to the institutions’ missions.  

2. Tie State Student Funding to Post-Graduation State Residency  

States should consider adopting innovative initiatives to help ensure money going to 

students for postsecondary educations provides at least some return for all state taxpayers. States 

should not stop providing grants, loan subsidies, or tax credits to students; instead, they should 

stop providing them regardless of student outcomes. State governments should consider making 

postsecondary student funding at least partially contingent upon graduation, and students living 

and working in the state after graduation.  

Making student funding contingent upon graduation, and state residency following 

graduation will allow the state to better benefit from the education it is funding. These benefits 

would include cultural and civic benefits from these educated residences as well as economic 

benefits. Such a program would likely help attract businesses to the state that recognize they 
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have a quasi-captive educated workforce. It would also help illustrate that state funding is not 

being provided solely as a student benefit; it is being provided as part of a societal contract 

where the students are expected to provide a return to society for the support they received. 

There are a variety of mechanisms states could consider for implementing such a 

program. Some programs already being explored in some states include tax credits and loan 

forgiveness for students who study specific majors, and/or continue to reside in the state post-

graduation (Rappa, 2012). Currently, the most innovative program is Maine’s “Opportunity 

Maine” program. This program uses a student loan forgiveness mechanism to persuade graduates 

to stay in Maine after graduation (“Opportunity Maine,” 2013). This debt forgiveness is provided 

through annual tax credits or through employer reimbursement programs (where an employer 

initially pays down an employee’s loans and is then refunded by the State). These loans are 

provided to students regardless of whether the institution is public or private, what degree is 

being sought, or whether the students were Maine residents prior to enrolling in a Maine 

university (Rappa, 2012). If a student elects to leave Maine after graduation, he/she is expected 

to make regular payments on the remaining portion of their loans with interest (“Opportunity 

Maine”).  

Other states could implement similar programs with some potential adjustments to help 

maximize value. For example, states may want to consider limiting the forgivable loan program 

to students attending public universities, or at least to students attending universities that meet 

certain minimum standards. States may also want to consider providing additional loans - or 

faster forgiveness rates - for students who pursue careers in high-demand fields such as science 

technology engineering and mathematics (i.e., STEM fields). 
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3. Increase Accountability for Any Institution Receiving Government Funding  

Public university administrators and policymakers should accept that at least in the near-

term some government dollars will continue to go to private institutions via student grants, 

subsidized loans and tax credits. As previously shown, middle- and upper-income households 

directly benefit from these programs and will want to see them continue. However, policymakers 

should seek to implement additional control mechanisms to ensure taxpayers are receiving an 

adequate return on the funding going to private institutions. Public universities have government 

oversight built into their structure to ensure they are good stewards of public money. If private 

institutions are going to receive government funding – even via their students – there is no reason 

that some accountability mechanisms should not be extended to them.  

Accountability mechanisms should include government oversight panels as well as a 

defined set of minimum standards to monitor these institutions’ performance. The oversight 

panel should be comprised of elected or government-appointed officials who would be tasked 

with ensuring the quality of institutions receiving public funds. This panel should ultimately have 

the ability to pull student funding eligibility from consistently under-performing institutions. To 

aid in this decision-making process, standards should be established that define a minimum level 

of outputs and outcomes that institutions must meet. These standards should be conservatively 

low, but should include metrics such as: rate of degree conferment, percentage of the institutions’ 

programs that are accredited, net institutional operating costs, and a percentage of defaults on 

student debt being below a specified rate.  

While the focus of these recommendations is related to state funding, federal officials 

should consider similar oversight programs. Federal funding of post-secondary students has 

grown dramatically in recent years. This funding has included large increases in grants (as shown 
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in Figures 8-2 and 8-3) as well as tax credit and student loan forgiveness programs. These 

funding programs currently lack oversight to ensure they are providing a return to the taxpayer.  

State and federal oversight is especially necessary for for-profit institutions. For-profit 

intuitions have been demonstrated to have the fastest growth in undergraduate enrollment 

(Figures 1-1 and 2-1) and are taking an increasing amount of government loans and grants. And 

as previously discussed, at least some of these programs are likely predatory and are costing both 

taxpayers and students dearly.  

4. Establish Agreed Upon Key Metrics to Monitor Higher Education Trends 

A common language is required to ensure postsecondary stakeholders are able to discuss 

current enrollment and funding trends. Currently, there is a tendency of both proponents and 

opponents of increased government involvement in higher education to customize metrics to 

support their view of the situation. For example, opponents of increased funding point to state 

funding in nominal terms without consideration to inflation or increasing enrollment. In contrast, 

proponents of increased funding point to how much higher funding should be if it were 

maintained at some high-point in history of per student funding in real terms. Metrics need to be 

shared by all stakeholders for various entities to have meaningful discussions about actual trends 

and desired changes. 

It may be helpful for states and public institutions to formally agree upon what metrics 

they wish to track as part of recommended formal service agreement negotiations. However, if 

some key metrics were more widely accepted they could become useful as broad indicators for 

the status of U.S. higher education’s cost, outputs, and outcomes; similar to how key economic 

measures are used to track and discuss the health of the U.S. economy (e.g., unemployment rate 

and gross national product). In addition, establishing broader shared metrics for institutions 



HIGHER EDUCATION’S NEW REALITY       60 
 

would also enable consumers of higher education to more easily compare and assess value 

propositions from various institution types and specific institutions. Some metrics which higher 

education stakeholders should consider adopting, per the analysis in this paper, are suggested in 

Table 13-1 along with the area they would help track. Table 13-1 also references to figures 

included in this paper where applicable. These suggested metrics should all be conducted broadly 

by institution type for society and government officials’ consideration, and per individual 

institution for institutional administrators’ and prospective students’ consideration.  

 

 

 

 

Table 13-1: Recommended Measurements for Key Trends in Higher Education 
Trends in: Recommended Measurement Mechanism Demonstrating  

Figure(s) 

Enrollment Total Enrollment 1-1. 
2-1. 

Total Enrollment as a Portion of "College-Age" Population 1-2. 
2-2. 

Government 
Funding 

Per Student Federal Government Funding in Constant Dollar Terms 8-4. 
8-5. 

Federal per Student Expenditures (in Constant Dollars) for: Direct 
Payments, Grants, Student Loans, Tax Credits, and Other Programs 

 
N/A 

Per Student Total State Government Funding in Constant Dollar 
Terms 

6-4. 
6-5. 

State per Student Expenditures (in Constant Dollars) for: Direct 
Payments, Grants, Student Loans, Tax Credits, and Other Programs 

 
N/A 

State Per Student Direct Funding Expenditures in Constant Dollar 
Terms 

N/A 

Institutional 
Output 

Public Institution's Tuition/Fee Reliance 10-1. 

Average Net Cost of Undergraduate Attendance N/A 

Student Loan Default Rates N/A 

Degrees Issued as a Portion of Enrolled Students 4-1. 
4-2. 
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VIII. Conclusion 
 

It is unlikely enrollment and funding trends in higher education will be reversed in the 

near-term. The need and demand for postsecondary education in the U.S. will likely continue to 

increase while state funding of public universities continues to decrease. Government support 

will likely not revert back to the “good ol’ days” for public universities anytime soon, where they 

could rely on receiving the majority of their funding from state governments as direct payments. 

If administrators and public officials want to ensure higher education continues to meet the needs 

of its students and society in the near-term they must recognize these trends and seek to 

understand some of their most important contributing causes. 

State funding is likely declining for a variety of interrelated reasons including economic 

recessions, changes in tax laws, and increased strain on state budgets due to entitlement 

programs (such as Medicaid). However, another likely contributing reason for these funding 

cuts, previously unexplored, is higher education being increasingly treated as a private good by 

politicians due to high utilization of private institutions by students from middle- and upper-

income households. These households’ disproportionately strong influence on policymakers 

results in their funding and tax priorities more often becoming law. As they utilize public 

universities less, it follows that funding to public universities would be cut in favor of reducing 

taxes and/or increasing funding to other programs that they see as more directly benefiting their 

households.  

This proposed contributing cause, along with other previously well-supported 

contributing causes, and general enrollment trends are all important for institutional 

administrators and policymakers to understand. Once they do recognize these changes and 

understand key contributing causes, they should seek to influence – and adapt to – these trends 
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immediately. Once they recognize and understand this new reality, administrators and 

policymakers may be able to ensure that society is getting the most out of its tax dollars – 

regardless of the institution receiving them – and ensure higher education not only continues to 

meet the needs of its students, but also the needs of the society relying on them.  
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 Appendix 1: Explanation of Data used for Tables and Figures Used  
 

 There are a variety of figures used throughout this report. All data for these figures, 

except where explicitly noted, were obtained from the United States Department of Education’s 

National Center for Education Statistics’ publicly available Integrated Postsecondary Education 

Data System (IPEDS) database (IPEDS, 2013). IPEDS’ website states that its database is 

compiled from data provided to it from institutions on their “enrollments, program completions, 

graduation rates, faculty and staff, finances, institutional prices, and student financial aid” 

(IPEDS, 2013). This data is required to be provided by any institution receiving federal student 

aid per the amended Higher Education Act of 1965.  

The IPEDS database makes its compiled data publicly available on the web for the years 

1987 – 2010. Some of the specific institution-level statistics in the IPEDS database used for this 

paper include annual data on: enrollment, tuition revenue, government funding provided directly 

to the institution for general operations (i.e., non-research sponsorship related), government 

grants provided directly to the student, and degrees issued. All state-level data, enrollment and 

financial data, reviewed in this paper were reviewed in aggregate for all U.S. states although data 

is provided by IPEDS at an institutional level. Data on tax credits and loan subsidization 

provided to students by institution is not tracked in IPEDS; therefore, all tables and figures 

provided throughout this report do not include these forms of funding that are occurring at the 

federal and state levels.  

All enrollment data reviewed in this paper is done based upon counts of student enrolled 

full-time at some-point during the academic year. IPEDS provides several other options for 

quantifying student enrollment including by “Full-time equivalents,” or by all students regardless 
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of the number of credits they are taking. Full-time students were selected for this paper for ease 

of understanding, and as they are those most affected by changes in government funding. 

 An attempt is made throughout this paper to remove the impact of inflation from dollar 

denominated trends. The IPEDS database provides a scalar value to convert dollar amounts into 

2010 terms. This scalar value was used to convert annual dollar amounts to 2010 terms for all 

dollar figures throughout this report where specified.  

 
 


