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Dear Friend:

MassINC is proud to present Planning for College: A Consumer Approach to the Higher Education Marketplace. 
This report is a product of our Family Financial Skills Initiative, a MassINC program sponsored by the  
Highland Street Foundation, the State Street Foundation, and the Cabot Family Charitable Trust.

Our Family Financial Skills Initiative takes a hard look at the increasingly complex choices middle class  
Americans face today. Whether finding a suitable healthcare plan, reaching retirement savings goals, or  
purchasing a home, families are privately assuming more and more risk on matters that have deep public 
implications. Perhaps nowhere is this more apparent than with higher education.

The nation’s position in a competitive global economy hinges on our ability to build a large college-educated 
workforce. Recognizing this imperative, President Obama has placed considerable attention on college access. 
In his first address to Congress, the president challenged the nation to work toward the worthy goal of once 
again leading the world in the proportion of adults with a college degree.  

Americans are already doing their part. They go on to college in ever larger numbers each year, borrowing 
increasingly large sums of money to finance their education. While there are many state and federal programs 
to support these families, the array of difficult decisions these programs ask Americans saving and paying 
for college to make is overwhelming. Unfortunately, families do not have the knowledge, information, and 
assistance they need to sift through these choices and get the most out of their investment. Far too many make 
costly mistakes.

To illustrate these challenges, we outline the choices put before families pursuing higher education in what we 
call the College-Bound Decision Tree. This exercise clearly shows why new skills and a new vocabulary are needed 
to navigate the nation’s college financing marketplace. This consumer-oriented approach to college choice can 
ensure that the investments students and families make in college will not place undue burden on other impor-
tant life decisions, such as what career to pursue and when to marry and have children.

We are grateful to Tony Broh for his original thinking, research, and analysis. His commitment to providing 
students and families with better information has been the inspiration for this project. We also thank the many 
reviewers who strengthened this report by asking critical questions and providing helpful comments. 

One final note, this is the last research project overseen by MassINC’s long-time research director, Dana Ansel. 
Through her remarkable nine-year tenure, Dana managed the release of 18 MassINC reports. Her belief in the 
power of high-quality independent research as a force for change is reflected in this significant body of work. 
We wish her well in all her new endeavors. 

As always, we welcome your feedback, and invite you to become more involved in MassINC.

Sincerely,

Greg Torres      Benjamin Forman  
President      Research Director
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The College-Bound Decision Tree
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The place of college in the lives of current and 

future generations of American families has fun-

damentally changed. Once the privilege of a few, 

college is now a virtual prerequisite for joining 

and remaining in the ranks of the middle class. 

This economic reality means more students con-

tinue their schooling beyond high school each 

year. Today, two-thirds of all high school gradu-

ates will go on to college. A generation ago, that 

percentage was less than half. Ironically, concur-

rent with this trend of increased college going, 

the cost of higher education has become more 

difficult for Americans of all backgrounds to 

mange. Aside from a home purchase, a college 

degree is now the most significant investment 

many families make.

State and federal governments are doing 

more to help families pay for increasingly expen-

sive college degrees. Combined with funds saved 

and borrowed by students and parents, these 

public resources support the growing number of 

Americans pursuing postsecondary education. 

But with mounting pressure on both public and 

family budgets expected in the coming decades, 

the system faces increasing stress. 

While controlling the cost of college is, and 

has been, the subject of much attention, the ris-

ing price of higher education is tied to forces that 

are difficult to control without impacting quality.  

In contrast, helping families become more con-

scientious consumers is another way to stretch 

limited higher education resources. The advan-

tage of this approach is it has the potential to 

enhance quality rather than detract from it. 

Until recently, there has been great hesi-

tancy to encourage families to view college going 

as an investment. Despite these misgivings, cur-

rent policies and prices are already forcing fami-

lies to navigate a series of complicated financial 

decisions as they figure out how to save and pay 

for college. Positioning families to make smart 

investment decisions as they negotiate this pro-

cesses is critical given the increasing scarcity of 

both public and private resources. 

To provide leaders and policymakers with 

an understanding of why families currently have 

great difficulty getting the most out of their col-

lege dollar, this report documents the complex 

choices that families with limited information 

face as they save and pay for college.1 In what we 

call the “College-Bound Decision Tree,” the anal-

ysis outlines major decision-points for families 

as they save for college, apply for college, attend 

college, and pay for college. 

Foremost, this report shows how families 

have taken on greater risk and responsibility by 

borrowing increasingly large sums to pay for 

college. In 1970, families relied on grants over 

loans to finance college by a ratio of two to one. 

Today, the ratio of grants (and newer tax credits) 

to loans is nearly one to one. Like in other areas 

EXECUTIVE SUMMARY

Source of Grants and Loans

Figure ES1:

Source: College Board, Trends in Financial Aid
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of American life, this shift requires sophisticated 

family financial skills and reliable information 

to make informed decisions about the price 

and quality of the educational experience they 

are purchasing. Because most families have not 

developed these skills, and even those with some 

sophistication lack access to the requisite infor-

mation, too many students and families make 

choices that reduce return on their own invest-

ment and other public and private dollars that 

support them. 

One of the greatest strengths of the Ameri-

can approach to higher education is it allows stu-

dents and families to chart their own destiny. This 

means students and families must bear responsi-

bility for their own decisions and take personal 

responsibility to become informed. From a pub-

lic policy standpoint, it also means that much is 

gained from helping them make sound choices.

This report supports those calling for in-

creased transparency about price and outcomes. 

More readily available information will not solve 

all problems, but it can make a difference in a 

family’s abilities to make informed choices. By 

doing so, these policy innovations can also help 

expand the menu of options available to families 

and force competing institutions to provide high-

quality educational experiences more efficiently. 

Together, these outcomes would increase return 

on both private and public investment, leading to 

more productive graduates and an economy less 

burdened by families struggling with college debt. 

The College-Bound Decision Tree  
The long journey that college represents for mid-

dle class families today begins early in a child’s 

life and continues well beyond graduation.2 The 

“College-Bound Decision Tree,” which we use 

to diagram the challenging decisions families 

make over the years, is reminiscent of the “Giv-

ing Tree” in Shel Silverstein’s classic children’s 

book. College provides bountiful returns that 

come in both material and less tangible forms. 

But to keep them flowing across the genera-

tions, families must provide thoughtful steward-

ship. Unfortunately, as described below, many of 

the branches of the tree are bending under the 

weight of complexity and misunderstanding, 

making it more difficult for families to enjoy the 

fruits of this important resource.

Saving for College
For some parents, the long process commences 

with the birth of a child and the first deposits in 

a “college fund.” The federal government offers 

several tax-free accounts to promote and assist 

savings. In 1997, Congress created Education 

Savings Accounts (now called Coverdell Educa-

tion Savings Accounts). Legislation the follow-

ing year introduced 529 plans, another tax-free 

vehicle to help parents save for higher education. 

A third savings option combines either of these 

savings vehicles with the tax benefits of holding 

investments in a child’s name under the Uni-

form Transfer to Minors Act (UTMA).3 

Choosing the best savings plan is challeng-

ing. To be clear, parents are not deciding among 

only three savings options; each of the 50 states 

has at least one 529 plan. Currently, there are 

a 118 different 529s that anyone can access, 

since the plans are not restricted to a state’s 

own residents. A parent living in Massachu-

setts, for example, might choose to open a 529 

plan in California. All of the plans differ in their 

details. They are managed by different brokerage 

houses, have different investment strategies, dif-

ferent fees, and varying records of performance. 

While private websites aim to help families make 

informed choices, parents must make decisions 

with complicated or incomplete information. 

These early choices will have a significant 

affect on the amount of money a student will have 

available to pay for college. A family that opens a 

529 plan, for instance, could earn nearly $2,000 

for every $1,000 invested at birth. While families 
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put off by the complexity of 529 plans, relying 

instead on a typical savings account, would have 

less than $1,500 for every $1,000 deposited.

Policies and programs that encourage fami-

lies to get the most out their college savings 

investment offer an opportunity to maximize the 

money families will have available to purchase 

quality postsecondary education. This branch 

of the college decision tree is particularly fertile 

for states and local communities, since the tax 

advantages gained by families who select the 

right savings plan are mostly federal. Working to 

keep more of these dollars in-state is an econom-

ical way to help residents gain additional college 

education resources.

Choosing Where to Apply to College and 
the Consequences for the Price of College
As a child approaches college age, families face 

the most consequential investment choices in 

deciding where to apply. Difficult decisions must 

be made about a major purchase that, more so 

than most, is charged with family dynamics, 

peer pressures, and marketing tactics. Anyone 

who has been through this grueling process 

recently will understand why even the most 

prepared families will have a hard time making 

good choices with the limited information stu-

dents and parents currently have available.

Charting the Path to a Degree 
Decisions about where to apply clearly affect 

which college a student eventually attends, the 

cost of their college degree, and the value of the 

education they receive. The student may choose 

a local college and plan to live at home, leading to 

a savings of roughly $8,000 annually, compared 

with a student who lives on campus. A student 

might start higher education at a community 

college, and then transfer to a public four-year 

institution for an annual savings between $5,700 

and $8,000.4 Not surprisingly, the decision to 

attend a public or a private institution affects the 

price. In 2009, the national average net price 

for tuition, fees, room, and board (after grants 

and scholarships) for a private four-year college 

was $21,240, compared with $9,810 for a public 

four-year college.

In the past, Massachusetts families have 

chosen more expensive options relative to their 

national peers. Data show they have been more 

likely to attend out-of-state and private colleges 

than students from other states.5 However, the cur-

rent economic crisis, which has led to a dramatic 

rise in enrollments at Massachusetts state college 

and universities over the past year, demonstrates 

that families are sensitive to cost consideration as 

they select a path to a degree. Unfortunately, with-

out the information needed to compare net price 

and quality, determining the short- and long-term 

value from these choices is difficult. 

Comparing College Prices
Information about the actual price that a student 

will pay to attend college is surprisingly difficult 

to obtain. Hearing that private universities cost 

After-Tax Return from Decisions about How to Save

Figure ES2:

Assumes investment of $1,000 at birth of child with all after-tax earnings reinvested in a portfolio 
mix of stocks and bonds with funds drawn down over four years of college. See Susan Dynarski, 
“Who Benefits from the Education Saving Incentives?”

529 Plan
(State Deductable)

529 Plan
(Not Deductable)

UTMA

Regular Savings
Account

No Savings

$0 $500 $1,000 $1,500 $2,000 $2,500

$1,976

$1,808

$1,511

$1,456



8   THE MASSACHUSETTS INSTITUTE FOR A NEW COMMONWEALTH

over $40,000 per year is common, but that fig-

ure is the published or “list price” for tuition, 

fees, room, and board – the dollar amount most 

likely to appear in guidebooks, websites, and 

other sources comparing institutions. That price 

is what students with no grant or scholarship aid 

will pay. In reality, many students do not pay the 

published price. More than half of all college stu-

dents receive grant or scholarship aid; at private 

four-year colleges, the proportion of students 

with aid is around three-quarters.6 

As a family considers different colleges, the 

question that they really want to know the answer 

to is: What price will we pay?  That amount, called 

the “net price,” is the published price minus all of 

the government, institutional, and private grants 

that a student receives. While the average pub-

lished price in 2009 at private four-year colleges 

was $35,640, the average net price was a third 

lower at $21,240. 

Currently, at the time of application, the net 

price is impossible to calculate with certainty 

because it depends on the total amount of money 

available to support students and the characteris-

tics of the accepted applicants, neither of which 

is known to the school at the time students apply. 

Thus, as students choose where to apply, they can 

only estimate from past information what price 

they might expect to pay for college, and even that 

basic information for the family’s income range is 

difficult to find. Moreover, this information only 

helps a student anticipate costs for their first year. 

When it comes to planning for tuition increases 

or financial aid packages in future years, families 

often have even less certainty.

It turns out to be complicated for fami-

lies trying to make reasonable assumptions 

about how much they will likely pay to attend 

a specific school.7 To estimate what we call the 

“expected net price,” an applicant must calculate 

an expected grant amount as well as the likeli-

hood of getting that grant. The probability that 

students will receive grant support depends on: 

1) their eligibility; 2) the financial aid resources 

of a college; and 3) the priorities and methodol-

ogy that the college uses to determine a mix of 

grants, loans, and student work-study opportu-

nity. All vary at different schools. While historical 

information about these factors is publicly avail-

able, these data are not easy to find in directly 

comparable formats, nor are they available for 

specific family-income brackets.

We estimate “expected net prices” for 15 

private institutions in Massachusetts, and these 

calculations reveal important differences for the 

average financial aid recipient. While the pub-

lished prices range from $40,000 to $50,000, 

the average expected net prices vary from 

$27,000 to $42,000, with the average expected 

net price equaling $35,205. 

In addition to variation in net price, these 

Massachusetts schools also differ considerably 

in their ability to meet the recipients’ financial 

needs. Some colleges provide 100 percent, but a 

few match less than half of their students’ needs. 

Equally relevant, the share of these financial aid 

packages from grants range from 25 to 95 per-

cent. While some schools meet most of their stu-

dents’ needs, they do it through loans rather than 

grants. In contrast, other schools cover a smaller 

share of their students’ needs, but they primarily 

use grants.

In this research, we make calculations for 

the average student, but this is the type of infor-

mation that families should have readily avail-

able and for their own income level as they weigh 

different college choices. Although the published 

prices can be similar, estimated net prices for the 

average family are quite different, and the distri-

bution of financial aid for families with similar 

incomes can also vary considerably. 

at the time of application,  
the net price is  

impossible to calculate
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Measuring the Value of the Educational 
Experience
Students and families must be able to relate net 

price to the educational experience that they 

value. No single indicator measures the quality 

of an institution, but college administrators use 

some commonly accepted metrics, including the 

student-faculty ratio, instructional expenditures 

per student, and the likelihood of graduating in 

four years. Families should have the capacity to 

compare price with the characteristics that they 

most value in order to arrive at a college choice 

that offers the most “bang for the buck.”

In our research, we consider several indica-

tors relative to the price of the institution, which 

allow for comparisons of value. These data are 

mainly instructive; however, they do suggest 

that there may be considerable variation across 

schools on measures of value. For instance, some 

of the most selective private schools offer good 

access to faculty, one quality indicator. But they 

do so for a high price compared to some Massa-

chusetts public colleges, which have higher value 

in terms of access to faculty relative to price. On 

other indicators, the opposite pattern emerges 

with respect to the public versus private schools 

(see pages 43-46). 

Students and families making choices with 

enormous financial consequences need more 

nuanced data that are relevant to their back-

grounds and aspirations to make informed deci-

sions about college. Critical pieces of informa-

Index of Faculty-Student Ratio per Dollar of Expected Net Price

Figure ES3:

Source: Author’s analysis of data from Peterson’s Guide to Colleges and Universities
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tion, like graduation rates by major or employ-

ment by occupation, will enable families to make 

better decisions about where to spend their col-

lege dollars.  

Paying for College
As the winter of senior year in high school 

arrives, potential college students make their 

decisions about where to apply by January 1 for 

a springtime decision. In the beginning of April, 

the acceptances and rejections arrive with a 

mandatory reply date in May. During these short 

three or four weeks, families evaluate the choices 

before them and decide where the student will 

go college. Yet, even at this crucial moment, they 

do not have clear information about how much 

they will pay at one institution versus another.

Typically, colleges and universities calculate 

the “financial need” of a family and then offer 

the student a financial aid package. The absence 

of standardized formulas, different treatment of 

assets, use of professional judgment, and other 

idiosyncrasies can result in varying calculations 

of a family’s need at each college. The variation 

is greatest in cases where families have assets. 

A financial aid package also contains a mix of 

different types of assistance: grants from all 

sources, loans, and earnings from a student job. 

From the college’s point of view, the package 

allows the student to afford their college. 

From a family’s perspective, financial aid 

packages are not created equal. Put simply, a grant 

is obviously different from a loan. Both forms of 

aid might allow a student to attend a college, but a 

loan only defers payment into the future, while a 

grant discounts the price of attendance. Financial 

aid packages from two colleges might look simi-

lar, but differ considerably in their composition. 

One package may include a much greater share 

of grant aid, while another may rely on loans. 

Language that obscures these differences often 

inhibits a family’s ability to understand the actual 

price that they will pay to attend.

In practical terms, college students and their 

families should begin with information about the 

published price of attendance, and then subtract 

Percentage with Debt and Average Debt at Graduation for Students with Stafford Loans

Figure ES4:
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the total amount of grant aid from all sources 

after consultation with the school’s financial aid 

officer. The resulting number is the net price 

that can be compared with other schools. Then, 

after they know the net price to attend college, 

they can also work with the financial aid offices 

on sources of payment – current wages, savings, 

federal, state, or private loans – to arrive at a mix 

of loans and student work-study hours that best 

meet their individual needs. 

These choices are complex and consequen-

tial. The price of college has outpaced the rate of 

inflation, and grant aid has not increased enough 

to offset rising prices. Between 1989 and 2007, 

the share of undergraduate students at private 

four-year colleges graduating with debt increased 

from 47 to 64 percent. For undergraduates at 

public colleges, the share with debt increased 

from 34 to 50 percent. Today, the majority of col-

lege students at four-year institutions graduate 

with debt.

The amount of money that students are bor-

rowing has also increased. In 2008, the average 

graduate from private institutions (with loans) left 

with $22,578 in debt, up 15 percent from 2004. 

For the 60 percent of graduating seniors with 

loans at public institutions, their debt averaged 

$19,616 – up 12 percent from four years earlier.

As more students go to college, borrow 

money to attend college, and increase the 

amounts they are borrowing, the number of 

available loan products to finance their college 

education has also increased. Families must sort 

through a wide range of loan products, under-

standing their varying terms, conditions, and 

eligibility requirements. They must also balance 

student versus parent loans.

Subsidized Stafford Loans and/or Perkins 

Loans are two of the least expensive ways to 

borrow money, but they have income eligibility 

restrictions. Several Massachusetts private col-

lege and universities use their own funds to make 

low-interest loans to students, but they too are 

typically based on a family’s ability to pay. “Mas-

sachusetts No Interest Loans” are an inexpensive 

state-sponsored alternative for those who qualify. 

For families who are not eligible for these loans, 

unsubsidized Stafford Loans are available to all 

students; all parents with dependent children 

attending college qualify for PLUS loans. Other 

alternatives for residents of Massachusetts are 

loans available through the Massachusetts Edu-

cational Financing Authority (MEFA), a state 

public, non-profit organization.

Home equity loans and unsecured private 

loans are not specifically designated for educa-

tion, but they do provide additional options regu-

larly utilized by families facing college bills. The 

interest on home equity loans varies with market 

rates and it is tax deductible. Unsecured private 

loans are the most expensive and riskiest way to 

finance a college education. They are the equiv-

alent of credit card debt, which is still another 

financing alternative that some families (inadvis-

ably) use. 

The tremendous growth in private loans 

since 2000 is well documented and currently 

the subject of well-deserved scrutiny. Private 

student loans for undergraduates grew to a total 

of $19 billion, an annual increase of 24 percent 

since 1999-2000. The number of student loan 

borrowers increased more than sixfold during 

the same period to nearly 3 million undergradu-

ate students in 2007-08. Since 2005, banks can 

make the loan payable directly to the borrower 

through Direct to Consumer (DTC) Loans. In 

these cases, colleges may not even know that a 

family received a “college” loan.

Different loan products have different origi-

nation fees, different interest rates, different loan 

periods, and different repayment terms. These 

differences complicate the choices. For home 

families must sort through  
a wide range of loan products
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mortgages, lenders are required to disclose an 

Annual Percentage Rate (APR) that considers 

interest payment on the basis of money that the 

bank actually lends the borrower. To date, there 

has been no such requirement for private student 

loans. In July 2009, the Federal Reserve Board 

issued new rules around disclosures that were 

required by the Higher Education Opportunity 

Act of 2008 (HEOA). The new rules go into effect 

in February 2010 and will – for the first time – 

require lenders to give potential borrowers infor-

mation about key loan terms before they exercise 

their choice. While these new requirements are a 

clear step forward, some gaps remain.8

After college, families face still more deci-

sions about repayment of college loans. One key 

choice is whether to consolidate, or refinance, 

their loans. Consolidating loans combines dif-

ferent student loans into a single loan product. 

Consolidation has its advantages. The most obvi-

ous is the opportunity to renegotiate the terms 

and conditions of the loan with a new lender. 

A new loan can alter the length of the loan and 

the monthly payments, and therefore affects the 

total amount of interest paid. Since loans can 

only be consolidated once, a borrower is commit-

ted to the lending institutions and the new terms 

and conditions.9 Thus, even after graduation, 

the manner in which loans are repaid affects the 

overall price that students pay for their college 

education.

Evidence of Bad Choices and  
Their Consequences
While every family makes decisions that they 

believe meet their needs, some choices are finan-

cially better than others. Currently, most families 

navigating the path to college have limited inde-

pendent support to help them make these deci-

sions. With current data limitations, it is hard 

to measure the extent to which families make 

avoidable errors. There are, however, indications 

that the decisions of some families create unnec-

essary expense.

One indication is the number of students 

who take out private student loans without bor-

rowing from the federal Stafford Loan program, 

even though Stafford Loans are less expensive 

and come with better repayment terms. In 2007-

08, 26 percent of private loan borrowers did not 

take out any Stafford Loans, and more than one 

third (38 percent) of private loan borrowers did 

not max out their Stafford Loan limit.10 Thus, 

more than half of the students who took out 

private loans either bypassed the federal Staf-

ford Loans, or borrowed less than the maximum 

amount allowed.

Researchers have tried to figure out why 

some students do not borrow from federal 

sources.11 The most basic explanation is simply 

failure to apply. In order to qualify for federal 

financial aid, a student must submit the Free 

Application for Federal Student Aid (FAFSA). 

In 2007-08, 60 percent of students who took 

out private loans, and no Stafford Loans, did not 

submit a FAFSA form. Much has been written 

about the complexity of the form, which includes 

102 questions and three worksheets, leading 

Secretary of Education Arne Duncan, to say: 

“You basically have to have a Ph.D. to figure that 

thing out.” Ironically, the FAFSA was designed 

to ensure that students who qualify for federal 

grants, work-study awards, and subsidized loans 

exhaust these more financially advantageous 

options before resorting to unsubsidized educa-

tion loans. Yet, research suggests that the form’s 

complexity may lead students to bypass federal 

loans altogether, pushing them toward more 

costly loan products. While the Obama adminis-

tration has already taken steps to revise and sim-

plify the FAFSA form, opportunities to further 

after graduation, the manner in 
which loans are repaid affects the 

overall price that students pay
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reduce complexity by populating the form with 

IRS data remain. 

All loans to students involve risk. Unfore-

seen financial difficulties or changes in circum-

stances can prevent borrowers from meeting 

their loan obligations. But students who take 

out private loans assume even greater risk. With 

higher rates, missed payments quickly com-

pound the debt load. While students with fed-

eral loans can sometimes postpone payments 

through an agreement between the lender and 

borrowers, deferring payment due to hardship is 

generally more difficult with private lenders.

The consequences for default are severe, and 

costly to the student’s future creditworthiness 

and financial standing. Student loans, both fed-

eral and private, are not dismissed in bankruptcy 

proceedings; they are like child support debt, ali-

mony, overdue taxes, and criminal fines. The cur-

rent economic conditions have led to a sharp rise 

in the default rate, exposing the precarious posi-

tion we have placed students in by allowing them 

to take on larger and larger amounts of debt.12 

Increasingly, a college degree has become 

an economic divide between financial security 

and financial struggle. On average, the earnings 

of a college graduate are 1.8 times greater than 

those of a high school graduate, translating into 

roughly $1.3 million dollars in additional life-

time earnings.13 Recognizing the value of a col-

lege degree, parents and students have shown a 

willingness to assume higher amounts of debt; 

federal loan limits have increased to respond to 

this demand. Some experts, however, have now 

begun to raise questions about the growth in stu-

dent borrowing. 

There is no single, agreed-upon definition of 

excessive debt. Lenders typically use what is called 

an “8 percent” rule, requiring that monthly pay-

ments not exceed 8 percent of a borrower’s pre-

tax income. When a State of Iowa researcher ana-

lyzed how much student loan debt is too much, 

he also arrived at the 8 percent figure, using a 

different methodology. Based on that number, 

he estimated that 26 percent of borrowers have 

an excessive debt burden.14 While a lender’s view 

of what is manageable might include anything 

short of default, borrowers probably have a dif-

ferent perspective. Excessive debt can limit life 

choices and fundamentally change family, life-

style, and career goals.15  

The serious consequences that can result 

from the absence of adequate information for 

families choosing how to save and pay for college 

are increasingly clear. To be sure, readily avail-

able and directly comparable information about 

the price of college, the quality of the educational 

experiences, and options for payment will not 

provide a panacea, but greater transparency will 

place families in a much better position to make 

smart choices. 

Toward a Better Model: Students and 
Families as Savvy Consumers
Policymakers can help students pursue postsec-

ondary degrees without getting buried under 

mountains of debt by building a new model 

that places families front and center as savvy 

higher education consumers. Fashioning a new 

model requires: 1) increased price transparency 

and certainty; 2) reduced complexity; and 3) 

improved information about institutional qual-

ity. With recent federal legislation and leadership 

from the Obama administration, momentum is 

building in all three of these directions. Contin-

ued attention, particularly at the state level, is 

required to shape these efforts into a model that 

delivers results.  

 

1.  Increased price transparency and  
certainty 

First, families need easily available and compa-

rable information about the price of attendance. 

While this poses significant challenges, some 

important progress has already been made. As 

part of the Higher Education Opportunity Act 
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(HEOA) of 2008, for instance, colleges and uni-

versities will be required to have a “price estima-

tors” on their websites by 2011. These new tools 

will return information about the price of atten-

dance, average grant awards, and net price based 

on minimal information about family income 

and a few other factors, such as age, residency, 

marital status, and number of siblings. When 

implemented, the information will inform fami-

lies about how much a student might expect to 

pay to attend the institution. 

In addition to price transparency, there is 

an unrealized need to introduce greater price 

certainty. Even after students enroll in college, 

they often do not know the total cost of getting 

a degree. Volatility is particularly problematic for 

students attending public institutions. In 2002, 

a drop in state funding in Massachusetts resulted 

in a 21 percent increase in UMass tuition and 

fees.16 The reality is the price students pay to 

attend a public college currently depends on the 

luck of how their matriculation year corresponds 

to the economic cycle. An economic downturn 

can easily derail good family financial planning. 

In order to provide greater equity for residents, 

who pay into the system throughout their life-

times, states should find ways to insulate higher 

education budgets from economic cycles.

Tuition spikes also hit students at private 

colleges. One solution would be to give students 

– at the time of admission – a four-year cap on 

the price to attend. Alternatively, to reduce front-

loading and a larger, discouraging price tag that 

this approach might produce, schools could 

guarantee not to raise tuition for entering classes 

by more than a set annual percentage. 

The timing of price information is also a 

critical issue. Many schools do not announce 

the price of attendance until after the application 

deadline, and some schools do not reveal their 

price until after the date that admitted students 

must make a deposit for enrollment. If informa-

tion about price is going to play a role in shap-

ing where students apply to college, it must be 

available a year earlier than the current practice 

of expecting high school seniors to apply without 

knowing the price.

2. Reduced complexity
As economists have demonstrated convincingly, 

simplification of the process could reduce strain 

on teens and parents making sensitive and dif-

ficult choices with a profound impact on their 

futures. The FAFSA form is an excellent case 

study of the effect of complexity. If eligible fami-

lies skip filing a FAFSA, which estimates sug-

gest each year more than a million do, they are 

not able to access federal loan programs.17 The 

Obama administration recently announced sig-

nificant progress in this area, doing away with 

22 questions and 17 web screens, and eliminat-

ing the need for low-income students to respond 

to complicated questions about family assets.18 

While this reform does not go quite as far as abol-

ishing the FAFSA all together, as recommended 

by the Rethinking Student Aid Study Group, it 

does represent progress in the right direction. 

Populating the FAFSA electronically with tax 

data from the IRS remains a worthy objective 

that leaders should press to achieve.

Both state and federal governments must 

pursue other opportunities to reduce the com-

plex decisions that families trying to make smart 

decisions about college confront. Government 

should work to inform parents early. Informa-

tion about saving for college, for instance, could 

be sent to families that add dependents to their 

tax filing. State and federal websites could pro-

vide clearer information, particularly with regard 

to 529 plans. The College Foundation of North 

Carolina (CFNC) website, which provides details 

in addition to price transparency, 
there is an unrealized need to  

introduce greater price certainty
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about the state’s 529 plan, interest calculators, 

links to student and parent loan applications, 

and other planning tools, offers one early model.

Massachusetts has announced plans to 

launch a similar website. Developing and mar-

keting this central clearinghouse for informa-

tion will reinforce important steps the state has 

already made. The Department of Higher Educa-

tion, for example, recently launched an impres-

sive website to help students understand and 

prepare for the process of transferring credits 

between public institutions.19 

3.  Improved information about  
institutional quality

Families need reliable measures about the 

educational experience that colleges and uni-

versities offer. While the US Department of 

Education is providing increasingly consistent 

and accessible indicators, such as graduation 

rates, this branch of the college-bound decision 

remains the weakest.

To be sure, existing sources, including popu-

lar published guide books and websites, provide 

information about numerous college character-

istics, but many indicators of student success 

are not captured fully. Much of the available data 

is not audited for accuracy, and information is 

rarely presented relative to the price of college. 

Even where good information is available, there 

are still gaps. Important points of comparison – 

like graduation rates for different subgroups and 

majors – are difficult to find. Families also lack 

reliable information on employment of gradu-

ates in different fields. With families taking on 

more risk to pay for college, they deserve reliable 

and comparable information about the quality of 

the educational experience they are purchasing. 

The Massachusetts Board of Higher Education 

should take a leading role in making these indi-

cators available for state public institutions.

Improvements in the availability of informa-

tion on price and quality will not be sufficient 

to help families navigate complicated choices.20  

There is a real role for experts to help families 

make the best choices. Today, families get much 

of their advice about college from financial aid 

officers and private loan officers, professionals 

with a vested interest in the outcome of their 

decision. While they do not necessarily give 

bad advice, families need access to people who 

understand the rules and nuances of the higher 

education system and who do not have a stake in 

their decisions. There is a real shortage of guid-

ance counselors, who can often fill this role. Poli-

cymakers, foundations, and nonprofits should 

explore opportunities to offer all families access 

to impartial professionals who can guide families 

through complicated decisions. New technolo-

gies, such as webchats, provide untapped oppor-

tunities to connect many more families with the 

support they need at a relatively low cost.

Making information readily available and 

directly comparable will help families, but 

equally important, it can lead to improvements 

within higher education. Consumers who know 

more are in a better position to ask for more. 

Schools that have a history of low graduation 

rates relative to their peer institutions will face 

additional pressure to address the issue or risk 

losing students. Greater transparency can also 

lead to further innovations, such as no-frills cam-

puses, and better integrated student-oriented 

transfer programs.

While this report argues for a consumer-

focused approach to college that can lead to sav-

ings and more efficient spending by empower-

ing students and families, it does not relieve the 

burden on colleges, particularly during these 

challenging economic times, to redouble cost 

containment efforts. Now more than ever, col-

leges and universities must pursue full utiliza-

tion of consortiums for purchasing and sharing 

resources. In Massachusetts, which has a high 

number of public campuses relative to the size of 

the state, consolidation should be reconsidered 



16   THE MASSACHUSETTS INSTITUTE FOR A NEW COMMONWEALTH

to reduce administrative costs. An independent 

campus consolidation commission could be cre-

ated to accomplish this difficult task. 

Parents and students recognize the value 

of a college degree. With support from pub-

lic programs, they save and borrow large sums 

of money to invest in their futures. Families 

choosing a college and figuring out how to pay 

for it face much more complex decisions than 

students and parents faced a generation ago. 

Unfortunately, as they make one of the biggest 

investments in their lives, they remain largely 

on their own, working with incomplete informa-

tion. Some commonsense changes could give 

families the facts they need to make smart deci-

sions. Providing access to improved information 

will not only help individual families, it will also 

serve as a catalyst for reform and innovation in 

higher education, helping the nation achieve 

President Obama’s laudable goal of restoring 

America’s place as the world leader in the pro-

portion of adults with college degrees. 
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The year 1980 was pivotal for higher education, 

and a good moment in time for comparison as 

we reflect on the broad changes in education 

policy under debate at the beginning of this new 

decade. In 1980, the US Department of Educa-

tion was elevated to the cabinet level. That same 

year, reauthorization of the Higher Education 

Act resulted in the first federal loan program for 

parents of college students, and the federal low-

income grant program was renamed to the now 

familiar “Pell Grants.”2

The number of students utilizing these 

resources was far fewer in 1980. Two- and 

four-year institutions enrolled just 6.3 million 

students. But over time these programs helped 

expand college access. Projections suggest 10 

million students will enroll in colleges and uni-

versities for the fall of 2010, and the actual num-

ber will likely be larger if unemployment rates do 

not rebound by then.

Growing enrollments mean more families 

are thinking about paying for a college education 

– a process illustrated in this report as the “Col-

lege-Bound Decision Tree.” Parents start making 

monetary judgments in a child’s infancy. Some 

begin the financial decisions when they start sav-

ing for a newborn child’s college education; other 

parents make implicit decisions by not saving. 

Later, families will make choices with enormous 

financial consequences when they select a college. 

They will also make decisions about how to pay 

for school, choosing from an assortment of gov-

ernment and other sources of financial aid includ-

ing grants, loans, and work-study jobs. All of these 

options require timely decisions that affect both 

college opportunity and the price that a family 

ultimately pays for a child’s college education. 

With increasing reliance on debt, the decisions 

families make don’t “leave” with graduation. 

Unfortunately, programs designed to pro-

vide support for ever larger numbers of students 

have evolved faster than the infrastructure fami-

lies need to understand their choices. The lan-

guage that financial aid officers use to explain 

these programs is often highly technical and 

unfamiliar to parents and students. The admis-

sions process has not adjusted to help families 

make informed financial decisions (e.g., the 

price of tuition is often not announced in time 

for adequate financial planning). And specific 

information about many attributes of an institu-

tion that a family values – availability of faculty, 

curriculum, academic strength, and degree com-

pletion – are available only in non-comparable 

formats.

In order to provide higher education leaders 

and policymakers with a better picture of how 

the growing array of public and private programs 

designed to help students obtain postsecondary 

degrees interact, this report focuses on the fam-

ily as a consumer. It describes several financial 

choices that families make from the time a child 

is born until they repay all of the college loans. 

These decisions can increase or reduce the price 

of college from almost a free education to far 

more than the published price. Efforts to help 

families make smart decisions as they tackle 

these complex decisions will give more students 

opportunities to continue their schooling, and 

achieve their educational aspirations. Equally 

important, improvements in these systems 

will allow more students to pursue meaning-

ful careers, less encumbered by the accumulat-

ing debt that increasingly burdens many recent 

graduates and their families. 

THE COLLEGE-BOUND DECISION TREE: 1980 AND NOW

with increasing reliance on debt,  
the decisions families make  

don’t leave with graduation
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The number of young people going to college 

within one year of high school graduation sub-

stantially increased between 1980 and today. 

Half of US high school graduates immediately 

enrolled in college in 1980; over the last two 

and a half decades, the percentage has grown 

to nearly two-thirds. Whereas the gains in the 

two decades prior to 1980 were driven almost 

entirely by increases in women, Figure 1 shows 

that both men and women have been going to 

college at higher rates since then.

Figure 2 charts this growth in absolute 

terms. Enrollment in two- and four-year degree 

granting institutions increased from 6.4 mil-

lion in 1980 to 9.6 million in 2006.3 Overall, 

college enrollments have expanded by about 1.5 

percent annually since 1980. Continued growth 

in enrollments is expected over the next decade, 

but at a somewhat slower 1 percent rate based on 

population trends. Enrollment in two- and four-

year degree granting institutions is projected 

to cross the 10 million mark in 2010. However, 

the recent downturn in the economy may cause 

enrollments to grow even faster, especially at 

community colleges, as people who cannot find 

work use the time to enhance their credentials.

Economists speculate that so many more 

students are going to college because of the so-

called “college dividend” (i.e., increased salary 

associated with greater amounts of education). 

Harvard economists Claudia Goldin and Law-

rence Katz have calculated the annual growth 

rate in wages for those who graduated from high 

school and those who went on to college. In their 

analysis, 1980 provides, once again, an impor-

tant demarcation. According to Goldin and Katz, 

the “rapid growth of the supply of college equiva-

lents from 1915 to 1980 operated to depress the 

college wage premium, despite strong secular 

College Going Rate of High School Graduates (Five-Year Moving Average)

Figure 1:

Source: National Center for Education Statistics
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growth in the relative demand for college equiva-

lents.”4 In other words, jobs that required a col-

lege degree grew more closely to the number of 

college graduates prior to 1980 than in subse-

quent years.

Since then, the number of college gradu-

ates has not kept pace with the demands of the 

job market, which has driven up wages relative 

to those without a degree. The disappearance of 

many clerical positions due to advances in tech-

nology has placed an even higher premium on the 

complex problem-solving skills students develop 

in college.5 Those at the top of the income scale 

with a college degree have benefited dispropor-

tionally to everyone else in the past three decades 

– a phenomenon that was not true for the first 

three-quarters of the 20th century.6 Young people 

discover this change when they search for jobs 

with only a high school diploma. 

Unfortunately, the price of attendance 

also grew rapidly between 1980 and now. To 

understand the true magnitude of this change, 

researchers differentiate between the so-called 

“published price” and “net price.” The former 

describes the publicized tuition, fees, room, and 

board for a residential college that students with 

no financial aid pay for attendance.7 These are the 

dollar amounts that are announced on an annual 

basis and generally the subject of news reports 

in the fall of each year. The published price is 

typically compared to other economic indicators, 

such as family income or government statistics 

that consider inflation and other price increases 

over the year. According to the College Board, 

in 2008, the average published price for tuition 

and fees for in-state students at public four-year 

institutions was $6,585.8 The comparable figure 

for private institutions, which generally receive 

most of the media attention about pricing, was 

$25,143. Frequent references to the high pub-

lished price of private college can make postsec-

ondary education appear beyond the means of a 

large portion of the US population.

The “net price” for college is the amount a 

student pays after receiving grants and schol-

arships as part of a financial aid package.9 This 

reduction in price may be based upon the stu-

dent’s ability to pay, as well as non-economic 

Fall Undergraduate Enrollment with Projections (Two- and Four-Year Degree Granting Institutions)

Figure 2:

Source: National Center for Education Statistics (includes public and private, full- and part-time)
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factors, such as academic achievement, athletic 

ability, or other student traits that colleges find 

desirable. Grants and scholarships are available 

from both state and federal government sources. 

In 2007-08, the federal government spent 

$22.3 billion on all grant programs and $72.9 bil-

lion on loans. Both programs increased in 2009 

in constant dollars – grants by 11 percent and 

loans by 15 percent.10 

Massachusetts provided $1.2 billion in grants 

to students from low and moderate-income fam-

ilies in 2007-08, and made almost half a billion 

dollars in loans. Unfortunately, state budgetary 

challenges have created uncertainty around this 

important source of funding. Massachusetts was 

one of just 14 states with declines in the 2009 

higher education budget.11

Private organizations, such as the National 

Merit Scholarship Foundation, also help students 

pay for college. The Foundation has awarded $1.3 

billion to 335,000 students since it was founded 

in 1955. The $2,500 National Merit scholarship 

is allocated geographically on the basis of Pre-

liminary SAT (PSAT) exam scores and support-

ing documents. As such, it is not based on the 

financial circumstances of the college applicant. 

Recently, the University of California System 

and the University of Texas stopped sponsor-

ing National Merit Scholars at their institutions, 

choosing to divert these resources to students 

with demonstrated financial need.12   

Other private organizations with wider mis-

sions also provide important support for stu-

dents pursuing college degrees. The Gates Mil-

lennium Scholars Program, administered by the 

United Negro College Fund, annually awards 

1,000 scholarships that are good for each year 

of college until graduation to low-income minor-

ity students without restriction to the school 

that the recipient attends. Community service 

and religious organizations, such as the Rotary 

Clubs and Kiwanis Clubs, award scholarships, 

often to low-income students who have demon-

strated academic promise and leadership abili-

ties. Employers, most notably colleges and uni-

versities themselves, often include a portion of 

tuition and fees for children of employees as part 

of their benefit package. Many businesses also 

have education programs, where employees can 

enroll in courses related to their job. The federal 

tax code gives favorable treatment to this kind of 

employer compensation. 

The fastest growing source of grant money 

is colleges and universities themselves. They 

typically reduce the published price to students 

with financial need – a practice known as “dis-

counting” – and sometimes for those with out-

standing academic or athletic records, called 

merit and athletic scholarships respectively. The 

type of discount or scholarship awarded reflects 

the school’s enrollment priorities for attract-

ing students using a variety of criteria includ-

ing academic and athletic prowess, institutional 

finances, and racial, ethnic, and geographic 

diversity. 

Colleges and universities that depend heav-

ily on tuition and fees to fund their operations 

carefully monitor the “discount rate,” which 

is the percentage reduction in revenue that 

would have come from all students paying the 

published price. They balance their desire for 

certain types of students who pay a lower price 

with the amount of money they require to run 

their operations. They may find that enrolling a 

student who is paying a reduced price is better 

than having a vacancy that produces no revenue. 

Thus, the balance between generating revenue 

and enrolling the students the institution wants 

is a delicate one left to “enrollment managers,” 

generally at the vice-presidential level.

Even schools with large endowments to help 

pay for operations that base their financial aid 

packages purely on the financial circumstances 

of the family often practice “preferential pack-

aging,” which reduces the published price with 

larger grants for the students they particularly 
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want to enroll.

Some schools will combine financial and 

non-financial criteria for determining aid. For 

example, a portion of an institutional grant that 

is awarded because of a family’s financial cir-

cumstances may be described as a scholarship so 

the student has a sense of academic accomplish-

ment. In other instances, almost the opposite 

occurs, when students awarded the maximum 

amount of financial aid learn that additional aca-

demic scholarships from outside the institution 

are subtracted from the university’s grant award. 

Other common practices also mix the purpose 

of awarding grants to students such that nei-

ther economic nor non-economic circumstances 

alone is sufficient to predict the amount of grants 

or scholarships available from an institution. 

Some schools, for instance, suggest that athletic 

scholarships disproportionally go to students 

from low-income families. As a result of these 

practices, net price can be difficult to calculate.

For whatever reason colleges and universi-

ties give grants and scholarships, the average net 

price adjusted for inflation has risen at a much 

slower pace than most people realize, and cer-

tainly less than news stories that emphasize the 

published price would indicate.

Figure 3 displays the difference between 

the published price and the net price at public 

and private two- and four-year institutions in the 

United States for tuition, fees, room, and board. 

Controlling for inflation between 1990 and 

2007, the average published price at private four-

year institutions grew from $22,260 to $35,640, 

a 3.1 percent annual growth rate.13  The average 

net price increased at 1.3 percent annually over 

the same period, from $17,450 to $21,200. For 

public institutions, the growth rates were slightly 

higher. Between 1990 and 2007, the average 

published price grew from $8,380 to $15,210, 

an average annual rate of nearly 4.1 percent; the 

net price increased by roughly 2.2 percent annu-

ally, from $7,120 to $9,860. In short, grants and 

scholarships at both private and public institu-

$35,640
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Published Price vs. Net Price
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tions have increasingly softened the rise in col-

lege tuition, fees, room, and board.

Nevertheless, the increasing published price, 

as well as the more slowly increasing net price, 

dissuades many students from applying to some 

of the colleges in the nation with the most lucra-

tive financial aid packages.14 Here in Massachu-

setts, for example, Amherst, Harvard, MIT, and 

Williams provide financial aid to students with 

family income in the top 10 percent of the nation 

– $180,000 and higher. Indeed, a student that 

is admitted to one of these schools from a fam-

ily with income less than $50,000 could go for a 

lower price than attending the University of Mas-

sachusetts at Amherst. The students must, how-

ever, meet rigorous admission requirements that 

are often slanted toward students who attended 

expensive high schools or come from families 

that might afford foreign travel or striking extra-

curricular activities for their child. This adds to 

the perception that these colleges, and perhaps 

all other private schools, are not affordable. 

Net price is not the only consideration. Finan-

cial aid comes in the form of loans as well as 

scholarship and grants. The difference, of course, 

is grants and scholarships – also called “gift-aid” 

by the institutions – reduce the price of attending 

the school, while loans must be repaid with inter-

est. How large a loan to take, who should take the 

loan, and the terms of the lending institution are 

all factors that affect decisions about what college 

to attend and how to pay for it. 

Paying for college also depends upon money 

in hand, whether from savings or current wages. 

The net price for college is more affordable when 

students come from a family with high enough 

income to pay the tuition and fees as they arrive 

from the bursar’s office or from savings that 

allow lump sum payments to the institution. 

Financial resources and decisions about their 

use from the time a child is born – to save, not 

to save, the choice of savings instrument – affect 

the college options.

While a campus job, often supported by the 

federal government through the Work-Study 

Program, is another form of financial aid, this 

report does not analyze this component, since 

wages are a portion of the total family income 

factored into the notion of college affordability.

Taken together, the trends between 1980 and 

today produce pressures on families, on the deci-

sions they make about their children attending 

college, and on the available resources for financ-

ing education. The increased financial benefit 

of going to college, along with numerous other 

benefits that are not described in this report, has 

resulted in an increase in college enrollments. 

An ever increasing percentage of high school 

graduates go to college. With real family incomes 

increasing relatively little for all but the highest 

earners, during a period of increasing net price, 

parents of college students must seek a variety of 

payment options.15  

Parents and their children need better infor-

mation about the price of colleges and the ben-

efits of selecting one school over another, along 

with a model for making these decisions. Like 

buying a house or obtaining health care, the 

information is complicated, scarce, and difficult 

to interpret. Understanding the complex land-

scape of financial aid and education-related tax 

incentives is necessary in order to develop an 

appreciation for the complex decisions students 

and their families must make when investing in 

a college education.

 the increasing published price 
dissuades students from applying  

to some of the colleges in  
the nation with the most lucrative 

financial aid packages



24   THE MASSACHUSETTS INSTITUTE FOR A NEW COMMONWEALTH

Like the seeds of a tree, financial aid is best under-

stood as having at least three components:  (1) 

grants, tax credits, and scholarships that reduce 

the published price for tuition, fees, room, and 

board; (2) work-study jobs that allow students to 

pay some of the bills through current wages; and 

(3) loans that postpone payment into the future.16 

Grants and scholarships are economically 

the most advantageous since they directly reduce 

the published price for the student.17 A job’s 

financial importance for reducing the college 

price coincides with wages. While the income 

earned is generally minimal relative to the total 

costs of attending college, many financial aid 

administrators believe that work-study jobs have 

an important role because they help engage stu-

dents in paying for college. Loans spread the 

costs out to make them more manageable, but 

they also increase the overall price of attendance 

according to the interest rate, which may be 

reduced through a subsidy, such as delayed pay-

ments or forgiveness.

State and federal programs that provide all 

three of these components of financial aid are 

displayed in Table 1.18 Each program affects the 

amount of money that a student receives to help 

pay for college, but only grants and tax credits 

reduce the price of a college education for the 

family.

Grants. The seeds of a family subsidy from 

the government for higher education were sewn 

in the Servicemen’s Readjustment Act of 1944, 

better known as “The G.I. Bill.” The influx of sol-

diers returning from global wars and enrolling in 

college changed the expectations about govern-

ment’s role in helping families pay for college. 

 As part of the Higher Education Act of 

1965, Congress established a grant program that 

provided monies to colleges for distribution to 

low-income students. Currently known as Fed-

eral Supplemental Education Opportunity Grants 

(FSEOG), the program allowed college admin-

istrators to award grants according to campus-

based priorities for students with exceptional 

financial need.

Although colleges and universities that par-

ticipate in the program use FSEOG monies today 

to make college affordable for students from 

low and moderate-income families, the original 

II. PLANTING SEEDS: A HISTORY OF FINANCIAL AID PROGRAMS

Table 1:

Federal and Massachusetts Financial Assistance Programs for College 

FEDERAL PROGRAMS
COMMONWEALTH  

OF MASSACHUSETTS  
(SELECTED PROGRAMS)

Grants Federal Supplemental Educational 
Opportunity Grant (FSEOG)

Gilbert Matching  
Student Grant 

Pell Grant
Need-Based Tuition Waiver,  
Massachusetts Cash Grant, 
MASSGrant

Science and Mathematics Access 
to Retain Talent (SMART)

Math and Science Teachers 
Scholarship

Academic Competitiveness Grants 
(ACG)

Christian Herter Scholarship

TEACH Grant Foster Child Grant

Hope & Life Long Learning Tax 
Credits 

Early Childhood Education 
Scholarship

Tax Credits Hope Scholarship

Lifelong Learning

Jobs Federal Work Study Program

Loans Subsidized Stafford Massachusetts No Interest Loan

Perkins MEFA Undergraduate Loans*

Unsubsidized Stafford

Parent Loans for Undergraduate 
Students (PLUS)19

	 	 	
* MEFA is a non-profit authority established by the state
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program was designed to ensure that students’ 

choice about what school to attend was motivated 

by academic preferences rather than the price of 

attendance. That is, an income “supplement” to 

the family ensured choice equally to all regard-

less of their ability to pay.21 By allowing financial 

aid administrators on participating campuses to 

award up to $4,000 dollars to low and moderate-

income students, FSEOG helps provide oppor-

tunity to its recipients, but the funding and the 

number of participating schools are so small that 

it is no longer sufficient to ensure choice among 

all postsecondary institutions. 

In 1972, the late Senator Claiborne Pell 

introduced legislation to provide subsidies 

directly to college students from low-income 

families. Pell Grants, as they eventually became 

known,22 are today the largest Federal grant pro-

gram. As a footnote to history, colleges and uni-

versities originally opposed this program, prefer-

ring distribution of funds through the campus 

federal aid programs like FSEOG, rather than 

federally defined payment to the students. Col-

leges lost that argument, and today the program 

establishes a formula for income and financial 

assets that the federal government modifies peri-

odically to determine a student’s eligibility for 

federal financial aid. Since their inception, Pell 

Grants have gone to a 108 million individuals, 

who have received a total of $250 billion.

Pell Grants can provide up to $5,550 to low-

income students for the 2010-11 academic year. 

Although the formula for eligibility considers 

all family assets, 98 percent of the students 

that receive a Pell Grant come from families 

that report less than $50,000 of Adjusted Gross 

Income on their 1040 tax form. 

Pell Grants depend entirely on a student’s 

economic circumstances, helping make college 

affordable for those with low-income. In 2005, 

Congress added special incentives for Pell Grant-

eligible students by creating two new programs 

designed to address national priorities. These 

are notable as the first federal monies based 

on merit.23 Academic Competitiveness Grants 

(ACG) reward high academic performance for 

low-income students, and Science and Math 

Access to Retain Talent Grants (SMART) encour-

age low-income students to major in so-called 

STEM fields, i.e. science, technology, engineer-

ing, and math. Academic Competitiveness 

Grants make available up to $750 in the first 

year, and up to $1,300 in the second year of col-

lege; SMART grants provide up to $4,000 in the 

third and fourth year of undergraduate study. 

Both programs are small – $230 million and 

$350 million in 2008, respectively – and reflect 

movement away from purely financial criteria 

for federal grant eligibility.

Tax Credits. President Clinton’s 1997 flag-

ship higher education budget established the 

first federal tax savings programs. These were 

designed for both traditional students, who 

enroll in college following high school, and for 

older students paying for continuing education. 

The tax credits allow students or their families 

to reduce their income tax payments in 2009 by 

a maximum of $2,50024 for Hope Scholarships 

and a maximum of $2,000 for Lifelong Learning 

tax credits. Both programs have family or student 

income limits for eligibility, but these amounts 

are typically more than twice the highest income 

eligibility for Pell Grants. Until the stimulus bill 

in 2009, only those with an income tax burden 

higher than the amount of the credits received 

a benefit, resulting in much of the money from 

the program going to middle-income families. 

Under new provisions, 40 percent (i.e., $1,000 

for Hope Scholarships and $800 for Lifelong 

Learning) is refundable to all eligible taxpayers 

regardless of their tax burden.

loans spread the costs out 
but they also increase the  

overall price of attendance 
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States also have grant monies available for 

college students, which generally require sub-

mission of the same forms as federal programs 

to determine eligibility. Massachusetts’s Office of 

Financial Assistance administered approximately 

120,000 grants, scholarships, and tuition waiv-

ers based upon a family’s ability to pay in 2008. 

The three largest programs, the Mass Grant, Mas-

sachusetts Cash Grant, and Need-Based Tuition 

Waiver, provide financial assistance to reduce the 

published price of college for students attend-

ing Massachusetts institutions. Mass Grants are 

available not only to residents attending public 

institutions, but some are also accessible to stu-

dents attending private institutions participat-

ing in the state-funded program, and to non-

residents attending Massachusetts colleges and 

universities.25 The programs, individually or in 

combination, can result in full payment of tuition 

and fees for the neediest students. The state will 

provide more than $1 billion in the coming fiscal 

year to help students pay for college.

Jobs. The concept of government support for 

a job while going to school – or “work-study” as it 

is known today – began in 1935 with the National 

Youth Administration (NYA). The program 

funded housing centers and employed both boys 

and girls who were enrolled in high school and 

college. NYA projects were often coordinated 

with other New Deal programs emblematic of 

the economic recovery programs of the 1930s.

For a short period of time, Lyndon Johnson 

was the head of the Texas NYA, which provides a 

historical link to the Economic Opportunity Act 

that he signed in 1964 as part of his own stimu-

lus to the economy. The current Federal Work 

Study Program provides a subsidy to college 

campuses that place students in a job as part of 

their financial aid. The federal government pays 

as much as 80 cents on the dollar while placing 

some restrictions on both the school and the 

students on how its portion can be spent. Some 

students voluntarily replace this portion of their 

financial aid with a loan since they think of work-

study as payment for services – the government 

subsidy and institutional definition as “finan-

cial aid” notwithstanding – and would prefer to 

delay payment of their college bills to concen-

trate on academic work. Campus administra-

tors, on the other hand, often consider student 

work in college as part of the contract for help-

ing pay the price of attendance. In any case, the 

Federal Work Study Program is relatively small 

compared to other forms of federal assistance, 

such as Pell Grant expenditures. In the analysis 

for this paper, it has been combined with other 

“campus-based programs” so numbers add to 

100 percent, even though it is clearly not grants 

to students.

Loans. The National Defense Act of 1958, cre-

ated to encourage enrollments in science, began 

the first federal student aid program directed at 

low-income students. Like other financial aid 

programs to come, the government dispersed 

monies to the campus for payment to eligible 

students as part of an overall aid package. Thus, 

the amount of the award was (and is) determined 

by the local campus and the student’s financial 

circumstances. The program became known as 

Perkins Loans in 1986 with a current maximum 

of $4,000 per year at 5 percent interest rate.

The Higher Education Act of 1965 origi-

nated the Guaranteed Student Loan (GSL) pro-

gram, providing loans to students through pri-

vate banks, but guaranteed by the full faith and 

credit of the United States government. GSL 

provided loans only to low-income students until 

1978, when it was divided into two programs, one 

with and one without income or financial restric-

campus administrators often  
consider student work in college  

as part of the contract for helping 
pay the price of attendance
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tions. Thus, the federal loan program needed a 

method of determining financial eligibility, and 

established a formula and specific instructions 

for evaluating family assets.

The Guaranteed Student Loan Program was 

renamed Stafford Loans, the name it carries 

today for the two different types of loans. Unsub-

sidized Stafford Loans have no family income 

requirements, and have been available for the 

past few years at a fixed 6.8 percent interest rate. 

Subsidized Stafford Loans are available to low 

and moderate-income students with a lower fixed 

interest rate that will eventually decline to 3.4 

percent over the next few years. Both programs 

have limits that increase slightly each year with 

a lifetime borrowing maximum that is currently 

$31,000. The subsidy for a Stafford Loan affects 

the actual interest rate calculation, which begins 

either a short time after the loan is made when 

unsubsidized, or following graduation and a six 

month grace period with the government paying 

the interest during enrollment when subsidized.

The 1980 reauthorization of the Higher 

Education Act created PLUS Loans for the par-

ents of college students. Congress has removed 

a dollar limit to this program, and fixed the rate 

at either 7.9 percent or 8.5 percent, depending 

on the school’s participation in different types 

of loan programs. The tax deductibility of home 

mortgages usually makes a second mortgage an 

inexpensive alternative for parents to finance col-

lege, depending on the prevailing interest rates.

An important consideration for students 

when they are no longer enrolled in college is 

the possibility of consolidating all federal educa-

tion loans into a single payment schedule. Since 

1983, students have been allowed to renegotiate 

their federal loans into a single package – at first 

with one of the lending institutions that held 

an existing loan and now with any bank. A few 

years ago, when interest rates dropped below the 

congressionally determined fixed-rate for Staf-

ford and Perkins loans, students exploited this 

opportunity by consolidating their loans at an 

even lower rate and bailed out their parents who 

cancelled their PLUS Loans. Although this par-

ticular loophole was eliminated, consolidation 

of college loans remains an important, but often 

misunderstood, financial decision for families.

In addition to federal assistance programs 

that help pay for college after enrollment, 529 

plans, which get their name from that section 

of the federal tax code, and Coverdell Education 

Savings Accounts encourage families to pay for 

college before the student enrolls. A 529 Savings 

Plan allows investments in a savings account 

to grow tax-free and to be withdrawn tax-free 

so long as the money pays for postsecondary 

education. The states administer 529 plans and 

manage the investment products that are avail-

able to the public regardless of residence.26 Sev-

eral states allow the investment in a 529 plan to 

pay future tuition at the current price – called 

“prepaid tuition plans.”  A group of 270 private 

colleges have taken this approach to 529 plans, 

although the recent downturn in the economy 

affecting endowment growth and state spending 

is placing all pre-paid tuition programs in jeop-

ardy. At the end of 2008, the state-administered 

529 plans had roughly $127 billion in assets.

Coverdell Education Savings Accounts are 

like 529 plans where the money can grow and 

be withdrawn tax-free for education. Parents can 

reduce their income taxes by transferring funds 

to a Coverdell Account in their child’s name. A 

portion of annual earnings is tax-free, a portion 

at low tax rate, but another portion – known as 

the “kiddie tax” – is taxed at the rate the parents 

would normally pay.

Changes in the financial aid policy that col-

leges and universities use to determine the amount 

of aid a student receives transfer the savings in 

both 529 and Coverdell accounts in the child’s 

name back to the total family assets, so the student 

is not perversely penalized for the family’s thrift.27 

Figure 4 displays the changing mix of these 
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funding programs over the past four decades, 

beginning five years after passage of the Higher 

Education Act of 1965, which provided the 

authorization for many of the federal programs. 

The most important observation is the increase 

in total financial aid funding in constant (2007) 

dollars. Expenditures of $28 billion in 1980 have 

grown to $122 billion in 2007 for undergraduate 

education – a 5.8 percent annual increase. 

Figure 4 also illustrates how both grants and 

loans have grown between the base year 1980 

and current expenditures for postsecondary aid 

programs. Grant and tax credit programs, dis-

played in green, increased from $16.6 billion to 

$62.3 billion; loans, displayed in gray, increased 

from $12.2 billion to $59.9 billion. Increases in 

several programs explain the change. Expendi-

tures on Pell Grants grew from $6.0 billion in 

1980 to $14.4 billion in 2007; Subsidized Staf-

ford Loans grew from $10.6 billion to $19.3 bil-

lion. In general, the programs targeted toward 

low and moderate-income students grew more 

slowly than programs directed at the general 

population of all students.

Many of the programs that began after the 

1980 base year have grown more rapidly than 

older programs. PLUS Loans began in 1980 as 

a relatively small program and had expanded to 

$8.4 billion by 2007. The 1992 Amendments 

to the Higher Education Act created Unsubsi-

dized Stafford Loans that grew to $15.1 billion. 

Together these two loan programs, one for par-

ents and one for students without financial 

“means-tested” eligibility requirements, are now 

larger than the need-based Subsidized Stafford 

Loan program. 

Generally these innovations favor making 

monies available for middle class families rather 

than focusing exclusively on helping students 

from families with low or moderate-incomes. 

That philosophical, if not political, position is 

consistent with the creation of the newest form 

of federal assistance in 1997, tax credits. Hope 

Scholarships and Life Long Learning Tax Cred-

Source of Grants and Loans

Figure 4:

Source: College Board, Trends in Financial Aid
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its are available to married couples with family 

income up to $96,000 and $116,000, respec-

tively. Federal spending on these tax credits has 

increased 4.7 percent annually to just over $6 

billion in 2007.

But looking at financial aid alone does not 

give a complete picture of the changes since 

1980 in paying for college. As described previ-

ously, the difference between the published price 

and the net price is central to understanding the 

amount of money that a student actually pays for 

attending college. Examining the shift in finan-

cial aid at the aggregate level also requires a com-

parison of the net price as a national aggregate.

The net price for college at the national 

aggregate level is only a theoretical concept since 

colleges and universities never actually collect 

the full published price for all students. Consider 

a hypothetical case:  A student decides to attend 

a college with a published price of $40,000 and 

receives $10,000 in grant aid from the institu-

tion. The net price for the student is $30,000. 

Let’s assume that 100 students attend this school 

and they all get the same financial aid award with 

the school paying the grants (ignoring grants 

from other sources in this example). The amount 

of money that the school has for its budget is 100 

x $30,000, or $3 million. The $1 million that the 

100 students received in grants is simply uncol-

lected tuition. Schools that are dependent on 

tuition for operations would call this a 25 percent 

discount rate since the difference between the 

amount of money collected from the net price 

and the theoretical amount of money it would 

have collected if everyone paid the published 

price is exactly one-fourth of the revenue.28 

College Board data allow calculation of the 

financial aid that went to colleges and universi-

ties from grants that the government paid, and 

grants that the institution, employers, and pri-

vate sources paid. By multiplying these figures by 

the total number of full-time equivalent enrolled 

students, it is possible to calculate potential rev-

enues from a total published price for all colleges 

Theoretical Price for Tuition, Fees, Room, and Board if All Students Paid Published Price

Figure 5:
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and universities.

Figure 5 displays the data from this exer-

cise for the past three decades. The information 

is important because it records change in the 

resources that are available to students to meet 

the rising price of higher education. Note that 

the available grant monies for college have risen 

dramatically in constant 2007 dollars. How-

ever, the help that the government and institu-

tional sources provide has not kept pace with the 

increasing net price. It is also critical to recog-

nize that once relatively small compared to pub-

lic support, grants from institutions, employers, 

and private sources have increased even more 

dramatically over the period. These private funds 

are now approaching the government invest-

ment in grants. Had institutions of higher edu-

cation themselves not reduced the published 

price and relied entirely on government sources, 

increases in the net price would have been far 

more dramatic and out-of-reach financially for a 

far greater number of students than occurs today.

Regardless of government subsidies and 

good faith efforts by institutions to help pay for 

college, the trend for grant and loan programs is 

clear:  families are borrowing increasing amounts 

of money for higher education. Grants in 1980 

paid 70 percent of the price of attendance for 

financial aid students; today they pay only half. 

As indicated earlier, the growing importance of 

a college degree in today’s labor market means 

that families will seek available financing. 

With the net price of college increasing and 

the array of programs and policies to help cov-

ers these growing costs, students must make 

increasingly complex financial decisions about 

which schools their family can afford and how 

they will pay the bills – from past, current, or 

future assets. These decisions begin early in life 

and extend to years beyond graduation. They are 

best represented as the “College-Bound Decision 

Tree.”
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III. THE COLLEGE-BOUND DECISION TREE

families are making multiple  
financial decisions that affect the 

price of attendance

The rapid increase in net price since 1980, com-

pared to the available resources from government 

and institutions, places increasing pressure on 

families to consider the methods and financial 

products they use to pay for college. Obviously, 

the easiest way to pay for college for families that 

can afford it is from savings or current wages – a 

luxury for a small population. Because the gov-

ernment gives a tax incentive for savings prior to 

enrolling in college, these families can decrease 

their price by paying with tax-free rather than 

taxed dollars. The choice to attend a public or pri-

vate college, in-state or out-of-state, far or near, are 

also choices that affect the total price. For those 

that need or seek assistance, grants are preferable 

to loans when they are available. Grants reduce 

the total price by the amount of the grant; loan 

programs have varying interest rates and pay-

ment terms that differentially increase the total 

price a family pays according to the terms of the 

loan. Some of the financial choices are obvious, 

such as minimizing the amount of loans; others 

are more subtle, such as selecting savings plans 

and loan repayment options. Families, though, 

are making multiple financial decisions that 

affect the price of attendance. 

In general, college aid of all kinds is a “good 

deal” for students and cost-effective for govern-

ment, although President Obama had a difficult 

time making that case during the debate over his 

economic stimulus package in February 2009. A 

few years ago, economist Susan Dynarski exam-

ined a now-extinct Social Security program that 

provided financial assistance to the children of 

deceased parents to measure the overall impact 

of government’s investment in a child’s college 

education.29 The termination of the program in 

1982 created a natural experiment comparing 

college students who were eligible for aid while 

the program existed and those who were eligible 

but received no benefit after the program ended. 

The influx of money to the pre-1982 families 

increased the college-going rate by 3.8 percent, 

increased the overall average years of education 

by one year, and returned two dollars in lifetime 

earnings for every one dollar that the govern-

ment spent on the program. This is the kind of 

return on investment numbers that both Demo-

crat and Republican members of Congress were 

reviewing favorably in the American Recovery 

and Reinvestment Act in February, 2009.

Figure 6 displays several financial decisions 

that families make – implicitly or explicitly – in 

paying for their child’s college education. Many 

families are neither aware nor informed about 

the kinds of options that policymakers describe. 

Indeed, many of the decisions require com-

plicated calculations that, in many cases, are 

beyond the available information and the money 

management capacity of most Americans. 

Many family decisions begin before a child 

enrolls in college. The net price or the trunk of the 

College-Bound Decision Tree has a branching ques-

tion for these families: “How should I save for col-

lege?” Another branch grows from the tree when 

the child is applying to college. Most college appli-

cants consider a limited number of options when 

asking “Where should I attend college?” Because it 

is the source of government and private spending, 

the question that receives the most media attention 

is “How should I pay for college?” The answer to 

this question includes a myriad of possibilities that 

include grants, jobs, and loans. Loans grow, both 

figuratively and literally, into a repayment require-

ment after college. Thus, another branch of the tree 

reflects the options about “How should I repay my 

loans for college?”  
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The College-Bound Decision Tree

Figure 6:
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How should I save for college? 
As the tree branch in Figure 6 displays, decisions 

about paying for college begin before application 

to college; for some families they begin with the 

birth of the child. Coverdell Savings Accounts 

were created in 1997 and 529 plans in 1998; 

they allow savings to grow tax-free as long as it is 

used for a college education.30 The way the fam-

ily spends or saves is an early decision affecting 

the overall price of a college education. Obvi-

ously, not all families have disposable income 

that allows them to put money into savings, but 

only one-third of the families with incomes of 

$150,000 or more that are saving for college take 

advantage of the tax benefit that comes with a 

529 plan.31   

So what happens if a family of four with 

annual income of $50,000 income puts $1,000 

dollars in savings into one of these plans? First, 

the $1,000 of income is taxed with federal income 

tax, social security, Medicare, and state income 

tax before it goes into savings.32 Thus, the $1,000 

of income that goes into a 529 plan or any other 

after-tax savings account is really only $717.33 

Besides putting no money into savings, 

a baseline for comparison is the family that 

deposits its $717 into a regular savings account, 

which would be taxed each year. Using the cur-

rent income tax brackets and some reasonable 

assumptions about returns on investment, Pro-

fessor Dynarski calculates the return from this 

deposit in a regular savings account after taxes at 

$1,456, as displayed in Figure 7.

Another alternative is to give the money to 

the child to put into a savings account. Under the 

provisions of the Uniform Transfer to Minors 

Act (UTMA), the parents could hold securities 

and other investments in their child’s name and, 

in Massachusetts, remain custodian until the 

child reaches 21 years old. Under UTMA, the 

first $900 of income from the account are tax-

free and the next $1,800 are taxed at a rate lower 

than the parents.’ Using this strategy for college 

savings produces an after-tax return of $1,511.

The best deal, however, is 529 and Coverdell 

plans, which did not exist as a savings vehicle in 

1980. As mentioned, these deposits grow fed-

eral tax-free, and the money can be withdrawn 

tax-free as long as it is used for college expenses. 

Most, but not all, states exempt dividends and 

distributions from state income taxes, and some 

provide a tax credit for contributions. Massachu-

setts law, for example, exempts distributions of 

the Fidelity-managed U Fund College Invest-

ment Plan, which is a pre-paid tuition plan, from 

state income taxes. The after-tax return of a 529 

plan for a Massachusetts resident in this exam-

ple is $1,976. An Alabama resident investing in 

the Massachusetts funds, however, would receive 

a smaller after-tax return of $1,808 due to state 

taxes.34 For reasons that are not discussed in this 

report, the tax advantage is greatest with increas-

ing levels of family income; for low-income fami-

lies other savings vehicles might provide greater 

financial advantages than a 529 plan.35 

Each state has one or more 529 plans, 

although a person need not be a resident to 

After-Tax Return from Decisions about How to Save

Figure 7:

Assumes investment of $1,000 at birth of child with all after-tax earnings reinvested in a portfolio 
mix of stocks and bonds with funds drawn down over four years of college. See Susan Dynarski, 
“Who Benefits from the Education Saving Incentives?”
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invest. Plans are typically managed by the nation’s 

large brokerage houses. Fidelity Investments, 

for example, manages the 529 plans in Califor-

nia, Delaware, Massachusetts, and New Hamp-

shire; Vanguard, also one of the largest, manages 

Hawaii, Iowa, Missouri, New York, North Dakota, 

Nevada, and Pennsylvania. Investors can partici-

pate in the plans either through direct purchase 

or through a brokerage house that also markets 

the fund. Both the states and the fund manag-

ers charge fees for their service, which affect the 

return on investment for the consumer. These 

state fees vary from zero for one of the Texas 

funds to 0.25 percent in Virginia; Massachusetts 

UFund has a 0.15 percent fee. The fund manager 

fees range from zero to 1 percent. The cost to the 

investor for fees on a $10,000 investment for 10 

years varies in 529 plans from $0 to $2,444.36 

Like any investment, 529 plans vary in their 

security, investment strategy, and performance. 

The oldest funds, which have now been around 

for 10 years, have annual returns that vary from 

3.9 to 6.7 percent. Like the market itself, the 

funds have performed poorly in the past year 

with losses that range from 4.3 to 20.5 percent. 

These overall gains and losses from any indi-

vidual fund, however, vary with decisions open 

to the investor. For example, most of the funds 

change the allocation between stocks and bonds 

with the age of the student. Someone who selects 

one of these 529 accounts for a college-age stu-

dent would have at most 20 percent invested in 

securities during the past year, so most of the 

investment would not have declined as much 

as the stock market.37 Alternatively, some of the 

529 funds allow “self-directed” investment strat-

egies like the typical 401(k). Obviously, gains and 

losses for this type of fund would depend upon 

the owner’s investment strategy. The 118 plans 

also differ in minimum contributions, access, 

service, amount of assets, state restrictions, and 

other factors.38 

The treatment of 529 plans in federal finan-

cial aid policy is complicated by who owns the 

account and the different treatment of the asset in 

federal, state, and institutional policies.39 A 2006 

law made a 529 plan in a child’s name count as 

a parental asset in calculating the amount of fed-

eral financial aid received. Shifting this asset from 

child to parent lowers the financial aid “tax” on 

529 savings. For example, $10,000 in a 529 plan 

would reduce financial aid by $2,000; $10,000 in 

the parent’s name would reduce financial aid by 

only $564. Of course, these reductions could be 

in the form of either loans or grants; the impact 

on net price still depends on the institution.

In sum, the first decision that parents make 

about paying for college is to save or not to save. 

Financial circumstances obviously affect the abil-

ity of the family to put disposable income or to 

transfer savings to an UTMA, Coverdell, or 529 

plan. But doing so can reduce the price that the 

family pays through federal and state tax avoid-

ance beginning when a child is born until the 

final year of college. In theory, a family that placed 

$55,000 in a 529 plan today for their newborn 

child could reduce the published price of a pri-

vate college education by roughly one-half, and 

pay the full in-state price for UMass-Amherst, if 

the money were in either of the Massachusetts 

U Funds.40 Deciding to save for college as well as 

where to apply to college is, therefore, an impor-

tant financial decision. Unfortunately, savings 

affects choice and is often overlooked without 

knowledge of the necessity to decide.

Where should I apply to College?  
A Boston Globe headline reflects the decision 

that many Massachusetts residents have made 

for the 2009-10 academic year: “Applications 

Soar at Public Colleges: Local Campuses Offer 

529 plans vary in their  
security, investment strategy,  

and performance
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Lower Prices.” In the current economic down-

turn, students are deciding between public and 

private four-year schools with their eye on the 

published price. Tuition, fees, room, and board 

at UMass-Amherst are $24,805 in 2009-10, but 

less at UMass Lowell ($21,602). This compares 

with the published price at private colleges in 

Massachusetts, such as Amherst ($49,678), 

Bentley ($48,618), Brandeis ($50,739), Emerson 

($42,998), Harvard ($49,684), MIT ($50,292), 

and Smith ($51,180). 

Students seem to be making another price-

sensitive decision about where to apply to college 

by staying closer to home. While applications 

were up at UMass-Amherst, colleges that attract 

students regionally reported increases at even 

higher levels. Westfield State saw a 40 percent 

increase in applicants over the previous year; 

Massachusetts College of Liberal Arts in North 

Adams was up 60 percent. Applications rose 75 

percent at the Massachusetts College of Art and 

Design, in part due to a new program allowing 

New York residents to pay in-state tuition, a dif-

ferent form of staying close to home. 

This phenomenon in 2009 was not limited 

to the east. In California, students flooded two-

year colleges with lower tuition than the Califor-

nia State system and the University of California 

system. San Diego Community College was so 

crowded for the 2009 spring term that more 

than 5,000 students were unable to enroll in 

required courses.41   

This “crowding out” results from course 

cancellations, local budget cuts, and loss of fund-

ing in states hit hard by the downturn in the 

economy. California’s expenditures for fiscal year 

2009 have not kept pace with inflation, and the 

squeeze is so severe that the state’s flagship insti-

tution at Berkeley has cut enrollment by 6 per-

cent.42 The University of Wisconsin at Madison 

announced that enrollment in required courses 

like organic chemistry, biology, and economics 

also exceeded available spaces. Massachusetts, 

too, faced budget cuts and is one of fourteen 

states that is projected to spend less in 2009 for 

higher education than it did the previous year.43 

These anecdotes suggest that families are 

actively making choices about where to send 

their children to college with demand exceeding 

capacity. The mix of institutions suggests that 

the choices are complex – more complex than a 

comparison of the published price, which is often 

the first information that families consider. The 

difference between published price and net price 

has already been mentioned, but schools also dif-

fer in quality of instruction, size, funding source, 

and available degrees, to mention only a few char-

acteristics that affect a decision about what school 

to attend. These factors are as important today, if 

not more so, than they were in 1980.

An Expected Net Price Model  
for Comparison
In order to sort through all these decisions, fami-

lies need to know how much they should expect 

to pay for an education at various institutions. 

Unfortunately, the figures currently available do 

not give families a good understanding of price 

to begin comparing schools. In order to make 

these choices, families need a better model of 

expected net price.

How much a family has to pay starts with 

the published price of attendance, which includes 

tuition, required fees, and room and board for 

residential colleges.44 Reduction in the published 

price from financial aid, typically even more dif-

ficult to find on the college website, is measured 

against the total price of attendance. Reduction 

comes from government, institutional, or private 

grants and scholarships to produce the net price, 

which is the amount that a student with a grant or 

scholarship actually pays to the institution. 

While jobs and loans are monies from cur-

rent and future assets that can help pay the bills 

for college, they do not reduce the price of atten-
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dance for the family. Grants and scholarships are 

the only component that reduces the published 

price. When a reduction is based on a family’s 

financial circumstances, this report refers to it 

as a grant; reductions based on other factors are 

referenced as a scholarship. This nomenclature 

is not universal among college administrators or 

funding programs, but it is useful in differenti-

ating what financial aid officers call need-based 

aid and merit aid. A grant is need-based aid; a 

scholarship is merit aid.45 

Thus, the net price of an institution depends 

on whether the student receives a grant, a schol-

arship, neither, or both. For those receiving both 

a grant and a scholarship, the concepts are some-

what blurred and often confusing to families. For 

example, a student may receive grant aid based 

upon the family’s financial circumstances, but 

the financial aid office may still refer to a por-

tion of the money as a “scholarship” to make 

the applicant feel that the college rewarded aca-

demic, extracurricular, or some other praisewor-

thy characteristic. Insiders generally refer to this 

reduction in the price of attendance as “merit 

within need” to indicate that the aid is based 

upon financial circumstance. 

Analyzing scholarships that are merit within 

need creates a big headache for researchers and 

for families. In the first place, colleges and uni-

versities use different formulas to determine 

need. A family may learn that its financial cir-

cumstances will result in a financial aid package 

worth one amount at one college and a differ-

ent amount at another college. But secondly, the 

financial aid package at the two schools may also 

have different percentages of “gift aid,” resulting 

in a higher percentage of loans and work-study 

in one package than the other. Thus, separating 

the monies attributed to grants and scholarships, 

when both amounts are within the institutionally 

determined formula and award policy, is difficult. 

The solution to this conceptual problem is 

to refer to both grants and scholarships that are 

within some agreed upon determination of aid 

from financial circumstances as “grants.”  Thus, 

“scholarships” are only those reductions in the 

price of attendance that are not due to the fam-

ily’s financial circumstances. 

Stated more formally, the net price of college 

for a family is:46 

Net Price
Grants

 = POA – Grants

or 

Net Price
Scholarships

 = POA – Scholarships

where,  Net Price
Grants

 is the net price of a person 

receiving a grant.

POA is the published price of attendance.

Grants are reductions due to a family’s 

financial circumstances.

Net Price
Scholarships

 is the net price of a 

person receiving a scholarship.

Scholarships are reductions due only 

to non-financial circumstances.

The price of attendance is generally known 

to applicants. Applicants also know whether or 

not they will apply for grants and scholarships. 

However, since grants and scholarships from 

all sources are not determined until applicants 

contact a school, they do not know whether they 

will eventually pay the published price or the 

net price, which means they cannot adequately 

compare colleges and make informed decisions 

about where to apply. 

Not surprisingly, colleges and universities 

would like to have applicants focusing on attend-

ing the school rather than the net price. Schools 

tend to describe the quality of the education at 

their institution in recruitment programs, web 

sites, and publications. Much less focus is placed 

on financial aid policies. An Internet search of 

most schools confirms that the published price 

is often buried deep in the institution’s website. 

Some professionals suggest a “three click rule,” 

but few schools follow that advice.
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Recognizing that the lack of information 

about pricing can dissuade students from apply-

ing, several of the wealthiest colleges and uni-

versities initiated programs to simplify their 

message. One strategy is to advertise net price 

according to income levels. In 2004, Harvard 

announced that it would replace all loans with 

grants for families with income below $40,000; 

it subsequently raised the income level, and 

also promised that the net price would be no 

more than 10 percent of family income up to 

$180,000. Amherst College has a similar pro-

gram for families with income up to $200,000. 

Not surprisingly, most schools have fewer finan-

cial resources and are therefore reluctant to 

make financial aid commitments without the 

more formal “needs analysis” of the family’s full 

financial resources. Nevertheless, describing net 

price according to income levels is a consumer-

friendly message.

The second solution is to provide financial 

aid estimators that are easy to use and do not 

commit an institution to the calculation. Yale, 

Princeton, and Williams currently have estima-

tors on their websites that run on institutionally-

based formulas. However, the required informa-

tion is complex for many families and beyond 

the capacity of most high school seniors. The 

Williams College calculator, for example, has 11 

screens with 44 questions, and worksheets that 

have as many as 28 questions. It requests infor-

mation about medical and dental expenditures, 

tuition of siblings, IRS exemptions, and IRS 

deductions with worksheets about mortgage pay-

ments and deductions for IRA, SEP, and Keogh 

contributions. This information is necessary for 

an institutional financial aid calculation, and 

it achieves a level of transparency to demystify 

which assets are important. It does not, how-

ever, provide easy access to the net price a family 

might pay for a child to attend Williams.

Conceptually, the best uniform informa-

tion across schools for any “typical” applicant is 

an estimate of the average net price for all stu-

dents who attend the institution.47 This amount 

is calculated by weighting the net price that three 

groups of students pay:  (1) students who receive 

a grant;48 (2) students who receive a scholarship; 

and (3) students who receive no grant or scholar-

ship.49 Stated more formally,

Expected Net Price = (P
g
)(Net Price

Grants
) + (P

s
)

(Net Price
Scholarships

) +(P
n
 )(POA)

where,  P
g
  is the proportion of all undergradu-

ates that received a grant. 

Net Price
Grants

 is the average net price of a 

person receiving a grant.

Ps is the proportion of all undergradu-

ates that received a scholarship, but not 

a grant.

Net Price
Scholarships

 is the average net price 

of a person receiving a scholarship.

P
n
 is the proportion of all undergradu-

ates receiving neither a grant nor a 

scholarship.  

POA is the published price of attendance.

Making price comparisons for several 
Massachusetts colleges and universities
The price comparison for a resident of Massachu-

setts requires data about each of the components 

in the expected net price model. Table 2 displays 

this information for several private colleges and 

universities and four-year public colleges and 

universities in Massachusetts. The list of private 

schools was selected from a list of the “Best Val-

ues in Private Colleges” that Kiplinger’s Personal 

Finance magazine published in its December 

2009 issue. The public school data reflect com-

parable information about all four-year institu-

tions in Massachusetts from Peterson’s Guide to 

Colleges and Universities, the data source for the 

Kiplinger article.50 Graduation rates and scholar-

ship data came from the US Department of Edu-
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cation, National Center for Education Statistics 

“College Navigator” website.51

The most obvious observation from the table 

is the well-known difference between the price 

of attendance for private and public institutions. 

The average POA at this set of private institutions 

is over three times the POA of the state institu-

tions. This difference is generally the focus of 

Table 2:

Calculation of Expected Net Price for Selected Massachusetts Colleges and Universities 

PERCENT OF 
GRANT-AIDED 

STUDENTS

AVERAGE NET 
PRICE FOR 

GRANT-AIDED 
STUDENTS

PERCENT OF 
SCHOLARSHIP-

AIDED 
STUDENTS

AVERAGE NET 
PRICE FOR 

SCHOLARSHIP-
AIDED 

STUDENTS

PERCENT OF 
NON-AIDED 
STUDENTS

PRICE OF 
ATTENDANCE

EXPECTED  
NET PRICE

PRIVATE SCHOOLS

Amherst 51% $13,907 0% $49,678 49% $49,678 $31,435

Bentley 46% $28,885 18% $33,080 36% $48,618 $36,744

Boston College 38% $26,761 3% $34,412 59% $52,308 $42,063

Boston University 43% $30,246 13% $33,015 44% $51,228 $39,838

Brandeis 25% $26,712 38% $28,291 37% $50,739 $36,202

Clark 23% $20,938 54% $28,398 23% $42,870 $30,011

Emerson 41% $28,730 6% $30,511 53% $42,998 $36,399

Harvard 60% $12,834 0% $49,684 40% $49,684 $27,574

Holy Cross 38% $24,418 8% $27,442 54% $50,042 $38,497

MIT 62% $20,234 0% $50,292 38% $50,292 $31,656

Smith 45% $21,777 17% $45,960 38% $51,180 $37,061

Tufts 39% $24,299 2% $51,389 59% $51,889 $41,119

Wellesley 57% $18,219 0% $50,594 43% $50,594 $32,140

Williams 51% $14,305 0% $50,680 49% $50,680 $32,129

Average Private 44% $22,305 11% $40,245 44% $49,486 $35,205

PUBLIC SCHOOLS

Bridgewater 63% $9,860 1% $8,322 36% $13,089 $11,009

Fitchburg 50% $10,585 2% $13,194 48% $14,532 $12,528

Framingham 62% $10,165 3% $11,607 35% $13,650 $11,425

Salem 60% $8,198 0% $11,271 40% $12,498 $9,932

UMass-Amherst 62% $12,196 5% $17,299 33% $20,378 $15,166

UMass-Boston* 56% $11,636 2% $14,466 42% $17,959 $14,340

UMass-Dartmouth 59% $12,835 5% $16,667 36% $19,308 $15,361

UMass-Lowell 75% $11,479 7% $13,774 18% $16,700 $12,570

Westfield 49% $10,271 1% $10,867 50% $14,744 $12,514

Worcester 67% $7,988 0% $12,240 33% $12,240 $9,391

Average Public 60% $10,521 3% $12,971 37% $15,510 $12,424

*For comparability, room and board calculated as average of all public institutions. 
Source: Author’s analysis of data from Peterson’s Guide of Colleges & Universities and US Dept. of Education
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media attention each year in October, when the 

College Board announces the change in tuition, 

fees, room, and board from the previous year. It is 

probably also the best-known difference between 

the prices of private and public schools. That dif-

ference is, however, smaller after consideration 

of financial aid. On average, private institutions 

are still far more expensive, but the expected net 

price for private schools is somewhat less than 

three times public schools. Recalling that these 

differences are averages, the reduction for vari-

ous income bands is a different story; unfortu-

nately, the relevant data across income bands are 

not currently available for families that are con-

sidering the price of college.

A related observation from this table is the 

large variations in the published price of atten-

dance and the expected net price for both private 

and public schools. This information is particu-

larly important for families that would like to 

compare prices. Harvard’s expected net price 

approaches half of the published price of atten-

dance. Amherst, MIT, Clark, Wellesley, and Wil-

liams are all roughly one-third less expensive for 

the average student than their published price 

suggests. All of these schools have something in 

common:  relatively large endowments per stu-

dent to fund their financial aid programs.

On the other hand, the price reduction from 

price of attendance to expected net price is sur-

prisingly large for several public institutions. 

Worcester State College, the UMass-Amherst 

and UMass-Lowell have “discount rates” that are 

similar to several private colleges and universi-

ties. The net price is roughly one-fourth less than 

the price of attendance at these public schools 

and roughly equivalent in reduction to Bentley, 

Brandeis, Holy Cross, and Smith. Indeed, these 

publics actually reduce their published price at 

a higher percentage than some private colleges 

and universities.

Table 2 also displays the differences in 

financial aid strategies for various schools. Pub-

lic institutions have a much higher percentage 

of students receiving grant money than private 

institutions. The primary reason is the availabil-

ity of government grants. In general, public insti-

tutions have roughly twice the percentage of aid 

recipients receiving Pell Grants as aid recipients 

at Massachusetts private institutions. Addition-

ally, the 110,000 grants (and tuition waivers) 

awarded by the state primarily go to students at 

public institutions. Thus, a higher percentage of 

total students at public institutions are receiving 

grants than students at private institutions.

Scholarships display the reverse pattern. 

Massachusetts awards only 10,000 scholarships, 

almost entirely through the John and Abigail 

Adams program, which rewards high scores on 

the state MCAS exam. On the other hand, sev-

eral private institutions use their own scholar-

ship monies to attract students who might oth-

erwise go to a different school. More than half 

of the students at Clark, for example, receive 

some form of tuition reduction for non-financial 

reasons. Brandeis has more than a third; Bent-

ley and Smith have about one-in-six students on 

scholarship. Economists warn that growth in this 

competitive use of scholarship monies between 

institutions can eventually bankrupt funding for 

grant monies.52 

Note that some schools offer no scholar-

ships; financial aid at these institutions is based 

only on the family’s financial circumstances. 

Amherst, Harvard, MIT, Wellesley, and Williams 

take this approach. They all practice so-called 

“need-blind” admissions, meaning that the 

school has a policy of not considering whether 

an applicant is applying for financial aid when 

making a decision to admit or deny. According to 

their policies, students are admitted based upon 

academic or other credentials and the institution 

will work with the family to ensure the availabil-

ity of financial resources to pay for college. 

The system of “need-blind admissions” 

used at all Ivy League schools, and many of the 
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most selective colleges, encourages applicants 

to separate the decision about where to apply 

and the price of attendance. While they prom-

ise to help all admitted students pay for college 

and they do so with quite generous financial aid 

packages, they generally do not advertise a net 

price for applicants. This leaves applicants mak-

ing their best guess through available informa-

tion. One suspects that many potential appli-

cants never explore the grants that are available 

since information about their specific financial 

circumstances is not easy to find or they are not 

provided with easy calculations. The problem is 

exacerbated by early admission programs with a 

deadline that forces many applicants to decide 

on a college within a few weeks of becoming a 

high school senior and without adequate time 

for comparison shopping.

Figure 8 shows the price of attendance and 

the expected net price. The green and gray bars 

visually display the difference between the aver-

age prices at private and public institutions. The 

lighter shade bars show expected net price, or 

how much colleges discount their price to the 

average student through grants and scholar-

ships. The graph displays wide variation in pric-

Published Price of Attendance and Expected Net Price for Selected Massachusetts Colleges and Universities

Figure 8:

Source: Author’s analysis of data from Peterson’s Guide to Colleges and Universities
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ing and financial aid policies. Emerson College, 

for example, publishes one of the lowest prices 

of attendance among the private schools in this 

analysis at $42,998. It is roughly in the middle 

of private schools with an expected net price of 

$36,399, largely because it needs smaller grants 

to pay the lower tuition and fees. Boston College, 

Tufts, and Boston University have the highest 

expected net price even though their average 

grants are among the most generous among 

these schools, because they start with a higher 

price of attendance.

Because the expected net price includes the 

average amount of grants and scholarships that 

an institution provides for students, it is a better 

indicator of the amount a typical student will pay 

than the published price of attendance.

There are a great number of differences 

among private institutions in the price of atten-

dance, but there are even larger variations in 

expected net price. One reason is that many of 

the wealthiest private colleges and universities 

offer very large grants to low-income students. 

They also offer grants to wealthier students, who 

would not be eligible for financial aid at most 

other schools. This practice blurs the economic 

impact of grants and scholarships. For a less 

wealthy school to attract applicants that might 

receive grants based on their family income 

of, say, $180,000 to $200,000 – the policy at 

Amherst or Harvard – they must make excep-

tions from a policy of offering money only for 

financial circumstances. Thus, they compete for 

highly qualified academic students with scholar-

ships that reduce the net price to an equivalent 

amount for the family.

Conversely, the wealthiest schools them-

selves sometimes make adjustments to their 

financial aid packages based upon non-financial 

criteria. The practice is called “preferential pack-

aging.”  They substitute grants for loans to highly 

desirable students, which can result in students 

from the same financial circumstances paying 

different net prices. Savvy families that under-

stand this policy can often get one school to 

match the grant from a similar school. This can 

lead to both schools escalating the size of their 

grants the following year, resulting in rising col-

lege costs for essentially the same type of student. 

Colleges fight this process by raising the price of 

attendance in a never-ending spiral of increases 

that outpaces inflation on an annual basis. 

In an empirical analysis of the net price, SAT 

scores, and family income at public and private 

colleges and universities in the 1990s, econo-

mists Michael McPherson and Morton Schapiro 

describe the trend in grants and scholarships as 

follows:

…the principle of awarding financial aid strictly 

in relation to ability to pay is becoming an 

increasingly less important factor in the distri-

bution of aid in America’s private colleges and 

universities. For the best endowed and most 

selective private colleges and universities, need-

blind admissions, full-need funding of admitted 

students, and minimal use of merit aid remain 

important and valuable principles. For most 

other private institutions, such policies are sim-

ply unaffordable and the competitive pressures 

that lead to discounting for affluent students are 

extremely difficult to resist.53 

Since the publication of their findings, com-

petitive pressures on even the wealthiest institu-

tions have led to discounting for affluent students, 

albeit less than the discounting for low-income 

students. The McPherson and Schapiro analysis 

also describes financial aid at public colleges and 

universities. These data suggest that “institution-

ally awarded grants have become more sensitive 

to SAT scores across all income groups.”54 One 

reason is that state programs and public institu-

tions themselves are shifting money away from 

financial circumstances as a criterion for grants 

toward institutional preferences for certain types 

of students.55 In short, at both public and private 

colleges and universities grants are looking more 



42   THE MASSACHUSETTS INSTITUTE FOR A NEW COMMONWEALTH

like scholarships and vice versa.

For these reasons, the expected net price 

calculations in this report combine net price for 

grant recipients, net price for scholarship recipi-

ents, and the net price for those receiving neither 

(which is equivalent to the price of attendance). 

The discount in tuition, fees, room, and board 

– for whatever priorities the institution has in 

attracting students – is simply a reduction in the 

price of attendance for aided students.

Three decades ago, virtually all grants were 

directed toward students from low-income fami-

lies, with the National Merit Scholarship Pro-

gram as a highly visible exception. Even the G.I. 

Bill provided aid for returning veterans who, 

themselves, were less likely to be financially 

established than other college students. From 

the perspective of a family trying to determine 

the price of attendance, the options were much 

simpler. Middle class and more affluent families 

had no expectation of financial aid, unless they 

had a child with rare academic skills; financial 

circumstances excluded all but low-income fami-

lies from receiving a grant. For most families the 

expected net price was the same as the price of 

attendance.

Today, with the blurring of grants and schol-

arships, the most important factor in determin-

ing expected net price is the income of the fam-

ily, which varies in gradations from zero dollars 

to more than $50,000 per year. What families 

need to know in deciding where to apply to col-

lege is the dollar differences in tuition, fees, room, 

and board for each income gradation so they can 

match their own financial circumstances to a net 

price they can afford to pay. The Higher Education 

Opportunity Act of 2008 begins to address this 

issue and is discussed at the end of this report.

Deciding where to apply based on 
expected net price and quality of the 
educational experience
So why would anyone apply to a college or uni-

versity that has a higher expected net price than 

another institution?  The answer is that families 

place a value on different characteristics of a col-

lege or university. More expensive institutions 

typically have more instructors per student, for 

example, than institutions that cannot afford a 

large faculty. Since access to faculty is presumed 

to enhance learning, a high faculty-to-student 

ratio affects the educational experience.56    

Research shows that the educational back-

ground of students at a school may also affect 

the academic performance of students. In a 

groundbreaking study at Williams College, three 

economists looked at the grades of roommates 

with different admission test scores.57 Using sev-

eral data sets, their work showed that students 

at the top of the SAT test range showed little dif-

ference in their grade point average when they 

roomed with a student with lower scores. How-

ever, students with middle-range SAT scores 

were adversely affected when they roomed with 

a student from the bottom of the SAT test range. 

The importance of having good students 

interact with each other, what economists call 

“peer effects,” has long been a basic tenet of 

higher education. In 1909, then president 

of Princeton Woodrow Wilson described the 

dynamics of intellectual life for students in his 

often quoted Phi Beta Kappa address:

The real intellectual life of a body of under-

graduates, if there be any, manifests itself, not in 

the classroom, but in what they do and talk of 

and set before themselves as their favorite objects 

between classes and lectures. You will see the true 

life of a college…where youths get together and 

let themselves go upon their favorite themes – in 

the effect their studies have upon them when no 

compulsion of any kind is on them, and they are 

not thinking to be called to a reckoning of what 

three decades ago, virtually all 
grants were directed toward  

students from low-income families
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they know.58 

The empirical research on Wilson’s proc-

lamation is limited, but scholars have observed 

and explained peer effects not only at Williams, 

but also among fraternity members at Dart-

mouth College, and disadvantaged students at 

Berea College.59 While most of this published 

work focuses on college grades, research at Ital-

ian universities demonstrates the importance of 

peers on both academic performance and first-

year salaries after graduation.60 

For virtually all students (and certainly their 

parents who also care about salaries), obtaining a 

college degree is the objective of attending. That 

some schools offer a greater chance to meet that 

goal is also a function of the institution. Because 

indicators of learning are so few, the graduation 

rate of an institution is sometimes used synony-

mously with quality, a so-called outcome mea-

sure of success. The federal government moni-

tors graduation rates and, although it has not yet 

done so, has proposed tying institutional eligibil-

ity for receiving funding for federal aid to mini-

mum graduation rates. The NCAA also moni-

tors graduation rates with a goal that college ath-

letes graduate in percentages that approximate 

the institution’s graduation rate – although the 

enforcement of this provision is so lax that it is 

ineffective in monitoring the academic perfor-

mance of athletes.61 Nevertheless, graduation 

rates, along with faculty-student ratios and the 

academic prowess of peers, are all indicators that 

families use to estimate an institution’s value.

To model the decision of college applicants, 

Index of Faculty-Student Ratio per Dollar of Expected Net Price

Figure 9a:

Source: Author’s analysis of data from Peterson’s Guide to Colleges and Universities
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we devised four indicators from publicly avail-

able sources that measure the quality of an edu-

cation that a prospective student might receive 

from the expected net price of the school. Fig-

ures 9a-d presents these commonly used mea-

sures of quality as a ratio of expected net price. 

This critical information is rarely available for 

students and families comparing colleges and 

universities. 

To follow the methodology in these graphs, 

consider a school with a student-faculty ratio of 

one faculty member for each 10 students that 

costs $10,000, and a school with one faculty 

member for each 100 students that costs only 

$1,000. These schools would have an equiva-

lent student-faculty ratio per dollar of expected 

net price. Because these ratios are difficult to 

interpret as standard units, in the charts they are 

indexed to the average across the 24 schools.

This analysis tells a different story than the 

more traditional version of a school’s expected 

net price shown earlier. On the one hand, Har-

vard and other private colleges and universities 

with relatively high expected net price provide 

quality through access to faculty – a well-known 

feature of the schools. On the other hand, sev-

eral public colleges rank higher than many of the 

more selective privates in access to faculty per 

dollar spent. Salem, Worcester, UMass-Lowell, 

and Framingham are all higher than Harvard, 

and there are several other public institutions 

that are higher than MIT. What the data suggest 

Index of Instructional Expenditures per Dollar of Expected Net Price

Figure 9b:

Source: Author’s analysis of data from US Dept. of Education
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is that a student with limited resources calcu-

lating access to faculty commensurate with the 

price may find a bargain that is not restricted to 

highly selective colleges and universities.

This does not speak to the visibility of the fac-

ulty, the professional commitment, or the level 

of research involvement of the various faculty 

from the different schools. The apocryphal story 

repeated at research universities is that the fac-

ulty members at less selective institutions teach 

courses effectively, but they use materials that 

were written by faculty at research universities. 

One might attempt to capture these differences 

from salary, publications, awards, and prizes of 

the different faculty. Figure 9a, however, displays 

only the probability of access to any individual 

faculty per dollar of net tuition, fees, room, and 

board after grant or scholarship aid.

Figure 9b comes closer to describing faculty 

quality at an institution. Instructional expen-

ditures, which are reported annually to the US 

Department of Education, are largely faculty sala-

ries. While salaries alone do not reflect the quality 

of faculty instruction, they are a rough indicator of 

the standing of faculty in the market. Schools that 

spend more money on their faculty are likely to 

have more faculty with the attributes mentioned 

earlier: visibility, professional commitment, and 

research involvement. When normalized by 

enrollment, instructional expenditures are an 

indication of the institutional commitment to 

quality teachers, if not quality teaching.

Index of SAT Scores above 600 per Dollar of Expected Net Price

Figure 9c:

Source: Author’s analysis of data from the College Board
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Not surprisingly, the wealthiest institutions 

are the schools that can afford the higher sala-

ries and spend the most on instructional expen-

ditures. Even at the high expected net price of 

places like Amherst, Harvard, MIT, Wellesley, 

and Williams, students get more instructional 

dollars per payment of tuition, fees, room, and 

board than other public and private institutions. 

But all private institutions are not higher than all 

public institutions on this ratio as suggested by 

published price alone. The branches of the Uni-

versity of Massachusetts, for example, are gener-

ally higher than more expensive private institu-

tions, and several private colleges and universi-

ties are near the bottom in instructional expendi-

tures per expected net price.

Differences among institutions for expected 

net price are closer to conventional wisdom 

when attempting to evaluate peer effects. The 

most highly selective colleges and universities 

in Massachusetts – in the nation for that matter 

– attract a disproportionate number of students 

with excellent academic credentials. Obtaining a 

600 on the SAT-Verbal or the SAT-Math places a 

student roughly in the top 13 percent of all test- 

takers in the nation. Virtually all students that 

attend Harvard fall into that category. At Fitch-

burg, Salem, UMass-Dartmouth, and Westfield 

the number is more like 8 to 13 percent, depend-

ing on which test. Even though Harvard is far 

more expensive than these state schools, it is not 

eight or nine times as high as the percentage of 

Index of Graduation Rate per Dollar of Expected Net Price

Figure 9d:

Source: Author’s analysis of data from the US Dept. of Education
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600-plus SAT takers, as Figures 9c indicates.

But the price of a four-year graduation rate 

at private and public colleges produces a very 

different picture. The four-year graduation 

rate is a good measure of a school fulfilling its 

“promise” of a four-year degree. Harvard’s, Wil-

liam’s, Amherst’s, MIT’s, or Wellesley’s “virtual 

certainty” for graduation is well established in 

higher education. Seven out of eight students, or 

more, graduate in four years at all of these Massa-

chusetts private schools, but students pay a high 

price for this assurance.62 Westfield State has a 

lower four-year graduation rate than any of these 

private schools, but a much higher graduation 

rate for the expected net price students pay. And 

given the relatively similar profile of incoming 

students to several other Massachusetts public 

colleges, the success of students obtaining their 

attempted degree is phenomenal. Indeed, per 

dollar of expected net price, Westfield State has 

a better ratio than all other private colleges and 

universities in Massachusetts; UMass-Amherst 

closely follows Harvard, and has a better ratio 

than all other private and public schools in this 

analysis. Interestingly, some of the other Univer-

sity of Massachusetts campuses are at the bot-

tom in graduation rates per expected net price. 

Additional Issues besides Quality  
Indicators in Deciding Where to Apply
Colleges and universities have different policies 

about admissions and access. Some schools, 

mostly two-year and continuing education pro-

grams, are open to all applicants regardless of 

their academic background. This “open enroll-

ment” system can be highly effective at pro-

viding upward mobility for students from low-

income families. Nearly 2,000 disadvantaged 

women who attended the City University of New 

York through open enrollment in the early 1970s 

eventually completed their degree and signifi-

cantly increased their incomes. Furthermore, the 

children of these women enhanced their educa-

tional attainment as well.63 

On the other hand, people often think of 

college access according to selectivity that is 

typically measured by the admission rate and or 

yield.64 Indeed, the news articles appearing in 

large city newspapers and national news maga-

zines typically focus on the most selective col-

leges and universities. Sales of the magazine US 

News historically spike with its September issue 

ranking “America’s Best Colleges.” 

One reason for the interest in highly selec-

tive colleges and universities is their association 

with the quality indicators in higher education 

described in this section. Private highly selective 

colleges and universities typically spend more 

money per student than other institutions. They 

have large endowments that help support faculty 

salaries, facilities, research opportunities, cur-

ricular innovation, and extra-curricular opportu-

nity. Several flagship public institutions compete 

at the highest levels in each of these categories, 

and they, too, have raised endowments over the 

past few decades and draw students from all fifty 

states and many nations.

One irony of the association between price 

and quality is that schools that are thought to be 

among the nation’s best have the lowest admis-

sion rates. The fewer applicants a school admits, 

the better it is thought to be. Therefore, quality is 

by definition a restricted commodity. 

Table 3 displays detailed information about 

the published price for tuition, fees, room, and 

board, as well as information about access for 

the private and public colleges and universities 

in Massachusetts that were analyzed earlier. To 

keep the data from Table 3 in perspective, Massa-

chusetts has some private colleges and universi-

the fewer applicants a  
school admits, the better it is 

thought to be
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ties with the lowest admission rates in the coun-

try. Harvard admitted only one out of thirteen 

students that applied in 2009; MIT admitted 

just one out of eight. Two of the schools in the 

list admit only women – a little over one out of 

three applicants at Wellesley, and slightly more 

than half at Smith.

The mission of public education is to serve 

the citizens of a state; not surprisingly the admis-

sion rates reflect that objective. Almost all of the 

public schools in Table 3 have higher admission 

rates than the private institutions, but not all. 

Table 3:

Publicly Available Information about Published Price and Access for Selected Massachusetts Colleges and Universities 

 

ACCESS IN-STATE OUT-OF-STATE

ADMIS- 

SION  

RATE

ENROLL- 

MENT

PERCENT  

PELL  

ELIGIBLE*

PUBLISHED 

PRICE OF 

ATTENDANCE**

TUTION  

AND  

FEES

ROOM  

AND  

BOARD

PUBLISHED  

PRICE OF 

ATTENDANCE**

TUTION  

AND  

FEES

ROOM  

AND  

BOARD

PRIVATE SCHOOLS

Amherst 15% 1697 18% $49,678 $38,928 $10,150 $49,678 $38,928 $10,150

Bentley 38% 4259 14% $48,618 $35,828 $11,740 $48,618 $35,828 $11,740

Boston College 26% 9060 11% $52,308 $39,130 $12,909 $52,308 $39,130 $12,909

Boston University 59% 18733 10% $51,228 $38,440 $11,848 $51,228 $38,440 $11,848

Brandeis 33% 3196 13% $50,739 $37,294 $10,354 $50,739 $37,294 $10,354

Clark 56% 2367 17% $42,870 $35,220 $6,750 $42,870 $35,220 $6,750

Emerson 37% 5423 12% $42,998 $28,884 $11,832 $42,998 $28,884 $11,832

Harvard 8% 6678 14% $49,684 $36,173 $11,042 $49,684 $36,173 $11,042

Holy Cross 34% 2898 12% $50,042 $38,722 $10,620 $50,042 $38,722 $10,620

MIT 12% 4153 15% $50,292 $37,782 $11,360 $50,292 $37,782 $11,360

Smith 52% 2596 26% $51,180 $36,058 $12,050 $51,180 $36,058 $12,050

Tufts 26% 5044 10% $51,889 $38,840 $10,518 $51,889 $38,840 $10,518

Wellesley 36% 2344 14% $50,594 $36,640 $11,336 $50,594 $36,640 $11,336

Williams 17% 1997 15% $50,680 $39,490 $10,390 $50,680 $39,490 $10,390

PUBLIC SCHOOLS

Bridgewater 62% 8497 20% $13,089 $6,237 $6,852 $19,229 $12,377 $6,852

Fitchburg 64% 4057 23% $14,532 $6,900 $7,632 $20,612 $12,980 $7,632

Framingham 61% 3962 19% $13,650 $6,141 $7,509 $19,730 $12,221 $7,509

Salem 55% 7677 24% $12,498 $6,460 $6,038 $18,638 $12,600 $6,038

UMass-Amherst 64% 20539 35% $20,378 $12,102 $8,276 $28,601 $20,325 $8,276

UMass-Boston 63% 10476 24% $17,959 $10,611 $7,348 $26,003 $18,655 $7,348

UMass-Dartmouth 66% 7982 22% $19,308 $10,358 $8,950 $25,990 $17,040 $8,950

UMass-Lowell 75% 7316 22% $16,700 $9,181 $7,519 $23,813 $16,294 $7,519

Westfield 62% 4867 19% $14,744 $7,016 $7,728 $20,824 $13,096 $7,728

Worcester 54% 4643 19% 12240 6605 5635 $18,320 $12,685 $5,635

  

*Number of Grants from 2007-08     **Includes Incidental fees for private schools    
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Worcester State College is actually more selective 

in admission than Clark or Boston University, 

and Framingham and Westfield are only a few 

percentage points higher. This probably has to 

do with several factors that are discussed below, 

including the difficult trade-off between quality 

and affordability, as well as self-selection prior to 

submitting an application.

The admission rate reflects the difficulty of 

being admitted to a college or university, and 

thus the probability that an applicant will use 

the resources and facilities of an institution. The 

total enrollment also reflects access, since larger 

schools serve more students. These institutions 

vary in size from Amherst to Boston University 

and UMass-Amherst. The size of the school and 

its capacity to grow, therefore, affect the total 

number of students that are admitted each year. 

Given different background characteristics of 

an applicant, both the probability of admission 

(admissions rate) and the total number of posi-

tions (enrollment) affect the choices about where 

best to apply.

In general, the more selective the admission 

requirements to a college or university, the smaller 

the percentage of students from low-income fami-

lies.65 A few factors that help account for barriers 

to low-income families include the criteria that 

are valued in college admissions, the high test 

scores, and the quality of the public or private 

high schools that students attend – all factors that 

correlate with family income. Several of the most 

selective and wealthiest colleges are addressing 

this issue with increased recruiting, special con-

sideration of family background in admissions, 

and adjustments to financial aid policies. In his 

inaugural address discussing this topic, Amherst 

president Anthony M. Marx declared:

It remains our students’ responsibility to 

learn, engage and change the world. It remains 

the faculty’s to inform teaching with scholarship 

that is deep but also broad in the way it can be 

only at a great liberal arts college. And it remains 

our duty, together, to serve the community, and 

thereby learn further. To work with those less 

privileged…. [emphasis added] By serving our 

core mission of education, we serve beyond it….66 

As Table 3 indicates, Amherst and a few of 

the wealthiest schools are an anomaly among 

both public and private schools in Massachu-

setts. Amherst enrolls the same percentage of 

Pell-eligible students as its overall admission 

rate. Harvard and MIT actually have a higher 

percentage of enrolled Pell-eligible students than 

their admission rates. But Tufts, Emerson, and 

Boston University are typical of private Massa-

chusetts schools that cannot afford the financial 

aid packages of their wealthier neighbors; they 

have much lower enrollments of Pell-eligible 

students than their admission rates. As the 

admission rate increases for both public and pri-

vate schools, so too does the percentage of Pell- 

eligible students, producing a J-shaped curve 

with the higher percentage of Pell-eligible stu-

dents at schools with both the lowest and the 

highest admission rates.

The significance of this relationship is that 

the decisions about where to apply to college are 

different for students from low and moderate-

income families than from middle and upper 

income families. This section on where to apply 

to college has addressed affordability as financial 

aid that was available to students based upon 

their family’s income. In fact, the access to any 

specific college or university is the interaction 

of its financial aid program with the availability 

of the program to its admitted students. Fami-

lies may sense this and never consider some of 

the most selective schools with the most gener-

ous grant programs or the open-access public 

schools with the lowest net price.

families may never consider some  
of the most selective schools with 
the most generous grant programs 
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Where a student decides to apply has an 

impact on many of the available options of paying 

for college. Obviously, the higher the net price, 

the more money the student must pay through 

work, loans, or available family assets. Besides 

the choice of schools with different expected net 

prices, students may decide between two- and 

four-year institutions, between in- and out-of-

state universities, and between living at home or 

rooming on campus. 

Table 4 models the effects of several deci-

sions that families make about which public 

college or university in Massachusetts to attend 

– but without consideration of any financial 

aid.67 These figures reflect the published prices 

of the institutions and not the net price, which 

would be a more accurate description of the real 

expenses. Nevertheless, published price is the 

first amount that families see and, without fur-

ther investigation, probably make several deci-

sions about which college is affordable.

A student that lives at home may sacrifice 

much of the college experience, but saves the 

price of room and board, paying only tuition 

and fees. The average $15,510 published price 

of attendance across all nine public schools is 

$7,349 less for the student living at home. Of 

course, the student still has to eat and get to and 

from campus, so the model estimates expen-

ditures for the price of attendance and not the 

actual savings. Similarly, students can apply to 

one of the four University of Massachusetts cam-

puses or to one of the state colleges with Univer-

sity of Massachusetts charging on average $5,127 

more in tuition, fees, room, and board.68   

Another option for getting a four-year degree 

is to attend a two-year institution, and then trans-

fering to one of the four-year schools after earn-

ing an Associates Degree. Massachusetts com-

munity colleges have a special agreement with 

the Massachusetts public institutions that guar-

antees the credits will transfer. A student par-

ticipating in this Joint Admissions Program also 

receives an extra financial benefit of a one-third 

reduction in tuition during the first year of trans-

fer. The annual savings in the published price, on 

average, for a student in this program is $5,127 

per year as a state college transfer and $9,223 as a 

University of Massachusetts transfer.69 

Public officials see this alternative as a cost-

savings, not only for the student, but also for 

the institution and the state. The institutional 

cost for students at two-year colleges is less per 

capita than four-year colleges. Thus, the finan-

cial incentives are a win-win-win for the student, 

the institution, and the state. Recognizing this, 

the Jack Kent Cooke Foundation funded several 

pilot projects with private, highly selective col-

leges and universities, both as opportunity for 

the lower income students who begin at two-year 

Table 4:

Choosing a Public Institution 

 

PUBLISHED 
PRICE

ANNUAL 
SAVINGS

DECISION 1 $7,349

Live at Home $8,161

Live on Campus $15,510

DECISION 2 $5,127

Attend Massachusetts State College $13,459

Attend University of Massachusetts $18,586

DECISION 3 $6,237

Transfer after two years to Mass. State College $7,222

Attend Mass. State College for Four Years $13,459

DECISION 4 $9,223

Transfer after Two Years to Univ. of Massachusetts $9,363

Attend Univ. of Massachusetts for Four Years $18,586

DECISION 5 $6,666

Attend Instate $8,161

Attend Out-of-State $14,827
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colleges, and as savings to the four-year institu-

tions that admit them.70   

As financially appealing as this option 

appears, very few students take this path for a BA 

degree. Of students entering two-year colleges, 

71 percent say they are seeking a baccalaureate 

degree and would be potential candidates for this 

program. But a study of the 1989-90 academic 

year revealed that only 11 percent of the two-year 

students were actually taking courses in a major 

toward a baccalaureate degree at the end of their 

first year.   Presumably the numbers are even 

smaller at the end of the second year when they 

might have completed a two-year degree.

Finally, students may decide to remain in 

Massachusetts or go out-of-state. Massachusetts 

has one of the highest net in-migrations in the 

country with many more out-of-state students 

enrolling in its colleges and universities than in-

state students deciding to go elsewhere. While 

an accurate accounting of the actual savings 

from a Massachusetts resident selecting a public 

in-state school versus a public out-of-state school 

would require following each student, it is pos-

sible to simulate the difference by comparing 

in-state and out-of-state expenses in the Massa-

chusetts higher education system. Decision 5 in 

Table 4 indicates that this simulated savings is 

$6,666 per year for choosing a Massachusetts 

public institution. 

In sum, the decisions that parents and their 

children make about which school to attend is 

one of the major factors affecting the price of 

higher education. Some of the decisions are 

made with little information about the net price. 

However, estimates of the expected net price can 

inform the decision. Additionally, family deci-

sions about the type of school and the location 

of the school are critically important. In general, 

taking advantage of the proximity to schools 

reduces the price of attendance as well as priori-

tizing those educational attributes of an institu-

tion that are most important to the family.

How should I Pay for College?  
Another branch of the proverbial “College-Bound 

Decision Tree” has changed over the past three 

decades. In 1980, two out of three aid recipients 

reported some kind of government grant to help 

pay the price of tuition, fees, room, and board. 

By 2006, less than one out of four reported that 

same kind of help, and the money they received 

was paying a smaller portion of the total price 

tag. Institutions themselves have made up much 

of the difference, but the availability of “gift aid,” 

as a function of published price, has clearly with-

ered.

To replace these subsidies, students today 

dig into prior, current, and future earnings far 

more than students in 1980. Today more than 

60 percent of entering college students report 

taking out a loan to pay for college; the compa-

rable figure in 1980 was a little over 40 percent. 

In other words, one out of five college students 

today has an extra financial burden at graduation 

that the 1980 students did not carry. And they 

are twice as likely to have tapped their savings 

from gifts and earnings prior to entering college. 

Thus, more families today than in prior years are 

asked to spend the money they have when a stu-

dent enters college, and to borrow from future 

earnings after the student completes college. 

Moreover, many students today have a job in the 

summer or during the school year, so they also 

tap earnings now while they are still in school. 

Greater reliance on loans means that fami-

lies are making choices about banking products 

that have financial consequences. Particularly 

problematic is the information that is available 

from colleges and universities and the manner in 

which the information is presented to families.

At the outset, it is important to emphasize 

more families today are asked  
to spend the money they have  
when a student enters college
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that financial aid administrators are profession-

als, but they are also employees of colleges and 

universities. As professionals, they share poli-

cies, perspectives, and information about the 

conduct of their work at national and regional 

meetings, and private correspondence with each 

other. These exchanges typically focus on service 

to students, and how to allocate scarce resources 

in a fair and equitable manner.

An unintended consequence of recent chal-

lenges to financial aid administrators is that 

many have become hesitant to counsel families 

and make comparisons about loan products (see 

text box). Despite the fact that this kind of inter-

vention serves the least-informed parents and 

students, financial aid administrators fear that 

their preferences will be interpreted as unethical 

behavior – a potential chilling effect of any pro-

fessional code of conduct.

Nevertheless, financial aid administrators 

are employees of their colleges and universities; 

the information that they provide to the families 

of college applicants is structured from the per-

spective of the institution, and often absent some 

important facts for making financial decisions.72   

For example, the central concept in this paper, 

“net price,” is not the focus for telephone que-

ries, family conferences, or the letters that admit-

ted students actually receive. 

Instead of net price, colleges and universi-

ties calculate the “financial need” of a family, sub-

tract that number from the price of attendance, 

and focus on the “expected family contribution” 

(EFC). The “financial need” part of this equation 

is typically represented as the “package” distrib-

uted by the financial aid office. Offering a pack-

age that covers the full family need is a source 

of great pride for an institution and gratification 

among the staff of financial aid offices.

However, the “package” contains all compo-

nents of financial aid:  grants from all sources, a 

work-study job, and all student loans. “Net price” 

depends only on the amount of the grants. In 

other words, the financial aid office focuses on 

the amount of the institution’s “award” with all 

component parts until it reaches an amount that 

it expects the family to pay. Meanwhile, the par-

ents focus on the price of attendance, and any 

“gift aid” (i.e. grants) that will lower the price for 

them and their child.73  

Even the price of attendance – whether pub-

lished or net – does not contain the same com-

ponents at all schools. Tuition, fees, room, and 

board are always included, but schools will also 

calculate “incidental expenses” as part of a finan-

cial aid package. An allowance for the price of 

text books is the largest incidental expense, but 

some institutions will also factor in transporta-

tion, supplies, computers, and other assumed 

expenses. 

Table 5 displays the differences between net 

price and expected family contribution for sev-

eral financial aid scenarios. The first two exam-

ples are for applicants who plan to attend schools 

with the same price of attendance and come from 

the same financial circumstances. The financial 

aid office calculates the family’s financial need 

to be the same at $20,000, but they offer differ-

ent packages to fill that need. In Scenario A, the 

financial aid package has a $10,000 grant with a 

job and loans making up the other components; 

in Scenario B, the package has an $8,000 grant 

with the same job component, but a larger loan 

component. In both cases, the financial aid office 

met the full need of the family with an equal 

EFC of $22,000 for the remainder of the price. 

Because the net price uses the grant portion of 

the package to calculate the actual price reduc-

tion, the net price for the family is lower in Sce-

nario A, which has the larger grant component.

Scenario C is an example of a school, such as 

Amherst, Harvard, or Williams, that has replaced 

its student loans with grants. The “package” is 

the same as Scenarios A and B with the same 

calculated need and the same EFC. However, 

substituting grants for loans reduces the net 
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price considerably. Scenarios D and E are vari-

ants of wealthier institutions’ capacity not only to 

replace loans with grants, but also to remove jobs 

as a component of aid or to use an enhanced for-

mula to calculate the family’s need. (Scenario E).

Scenarios F and G are common strategies 

for institutions that do not have a large endow-

ment, are less selective, and operate entirely on 

revenues from net tuition. In Scenario F, the 

institution calculated the family need of $20,000 

like the earlier scenarios, but it does not have the 

resources to meet full need, known as “gapping.” 

The total for the grant, job, and loans is less than 

the calculated need; so the expected family con-

The complexities of dealing with the large sums of 

money tied to college financing often place financial 

aid administrators in a challenging position. Symbolic 

in this context is a group of schools known as the 568 

Presidents Group, which grew out of the MIT settle-

ment from a 1991 US Justice Department complaint 

about anti-trust violations. 

At the time, Ivy League schools and many other private, 

highly selective colleges and universities shared infor-

mation about financial aid packages for incoming stu-

dents. Their objective was to ensure that students who 

were admitted to several schools would have a con-

sistent calculation about financial circumstances and, 

therefore, the same or similar expectation of a family’s 

ability to pay for college. 

The participating colleges wanted students to decide 

which school to attend by its educational offering 

rather than its price. The Justice Department argued 

that shared information constrained competition. The 

Ivy League schools settled the case in 1991, and prom-

ised not to share financial aid packaging for incoming 

students. MIT went to court and eventually settled the 

lawsuit with a promise to cease the practice of sharing 

data about future financial arrangements, but in turn 

received a guarantee that it could host and share infor-

mation about financial aid policies. The MIT settlement 

was codified in Section 568 of the Improving America’s 

School Act of 1994, and has been renewed periodically, 

most recently in 2008.

 

The financial aid administrators of the 568 Group are 

the most active component of the group. They meet  

semiannually to talk about fair and equitable poli-

cies that can benefit students and their families. They 

believe that consistent decisions in evaluating the role 

of family income and assets – such as home equity, 

retirement accounts, cost of living, or foreign student 

incomes – guarantee fairness through equal treatment 

of largely similar cases. In short, financial aid adminis-

trators spend much of their professional careers think-

ing about college access and trying to make financial 

aid programs as fair and equitable as possible.

In a very different context, New York Attorney General 

Andrew Cuomo scolded financial aid administrators 

in 2007 with an investigation into their professional 

practices. Many institutions paid substantial fines to 

the State of New York for not monitoring their internal 

procedures of establishing lists of “preferred lend-

ers.”  The outcome of the investigation resulted in a 

voluntary code of conduct that reflects best practices 

for institutions in making any purchase or contractual 

relationship with a private vendor. The New York inves-

tigation exposed less than a dozen financial aid admin-

istrators with perceived conflicts of interest, and none 

of these individuals was charged with criminal wrong-

doing. Furthermore, the attorney general concluded 

that there were no financial damages to students com-

ing out of the practices of these or any other financial 

aid administrators. Even in their worst hours, financial 

aid professionals have proven that they are dedicated 

workers committed to helping students pay for college.

 

HELPING STUDENTS AND FAMILIES CLIMB THE COLLEGE-BOUND DECISION TREE



54   THE MASSACHUSETTS INSTITUTE FOR A NEW COMMONWEALTH

tribution is higher than other scenarios, where 

the school met the full need of the family. Sce-

nario G has a lower price of attendance than the 

other examples. Perhaps this school has lowered 

its published tuition and fees to attract “full pay” 

students who are not expecting any financial 

aid.74 It may also have fewer resources for grant 

money; so its financial aid package is heavy on 

loans. In an actual case, the financial aid admin-

istrator would probably discuss the obligations of 

students and/or parents assuming high levels of 

debt.

While the difference between net price and 

expected family contribution may at first appear 

as an arithmetic distinction, the actual compu-

tations are more complicated than indicated in 

these scenarios. In fact, the absence of standard-

ized formulas, different treatment of assets, use 

of professional judgment, and other idiosyncra-

sies result in variant calculations of EFC from 

different institutions. Additionally, the nomen-

clature for components of aid is neither conven-

tional nor consistent. The attempt of financial 

aid administrators to devise professional deci-

sions for similar family circumstances is a lauda-

tory effort; the use of confusing terminology to 

calculate net price – what the family really wants 

to know – is not so praiseworthy.

The overall grant money that is available to 

a college applicant also varies according to the 

source of money, the financial and academic 

background of the applicant and the policies 

and priorities of the postsecondary institu-

tion. Financial aid administrators, themselves, 

are constrained by the institution’s wealth – or 

lack thereof – and government assistance for 

the applicant and the institution. Furthermore, 

federal, state, and institutional guidelines con-

strain the disbursement of grants to college stu-

dents according to very specific program criteria. 

Financial aid administrators themselves have 

marginal impact on the amount with adjust-

ments from “professional judgment.”

This report emphasizes net price as a central 

concept. The practical implication is that college 

students should begin with information about 

Table 5:

Difference between Net Price and Expected Family Contribution for Selected Financial Aid Scenarios. 

FINANCIAL AID PACKAGE

EXAMPLE
PRICE OF 

ATTENDANCE

FINANCIAL 
AID OFFICE 

CALCULATED 
NEED

FEDERAL, 
STATE, OR 

INSTITUTIONAL 
GRANTS** STUDENT JOB

FEDERAL, 
STATE, OR 

INSTITUTIONAL 
STUDENT 

LOANS

EXPECTED 
FAMILY 

CONTRIBTUION*
NET PRICE  

(POA - GRANTS)

Scenario A $42,000 $20,000 $10,000 $2,000 $8,000 $22,000 $32,000

Scenario B $42,000 $20,000 $8,000 $2,000 $10,000 $22,000 $34,000

Scenario C $42,000 $20,000 $18,000 $2,000 $0 $22,000 $24,000

Scenario D $42,000 $20,000 $20,000 $0 $0 $22,000 $22,000

Scenario E $42,000 $22,000 $22,000 $0 $0 $20,000 $20,000

Scenario F $42,000 $20,000 $6,000 $2,000 $10,000 $24,000 $36,000

Scenario G $38,000 $20,000 $5,000 $2,000 $13,000 $18,000 $33,000

 

*Generally includes federal, state, and private loans to parents    

**Most school also include all or part of Private Grants in the financial aid package 
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the published price of attendance for a college or 

university, and subtract the total amount of grant 

and scholarship money from all sources that 

they will receive. Then they should determine 

their options for payment from all other sources 

(i.e., jobs and loans).

Jobs. Almost all colleges and universities offer 

an opportunity to help pay for college through stu-

dent wages. Philosophically, many financial aid 

administrators and funding programs support the 

belief that students should work to help pay a por-

tion of the college bills. Furthermore, the federal 

government subsidizes colleges and universities 

that hire student workers who meet its program’s 

criteria. Financial aid awards consider a campus 

job as part of the financial aid package; students 

and their family probably consider money from a 

job as wages for work, rather than a reduction in 

the published price.

Some schools have academic programs that 

incorporate their work philosophy into campus 

jobs by making them part of the curriculum. 

Northeastern University, for example, has sev-

eral co-operative programs where students have 

a paid job that is related to their field of study. 

Nationally, some schools require all students to 

work as part of the curriculum. Other colleges 

recognize commitments to college jobs by giving 

an aid package with a choice between working 

and taking a loan equivalent to the wages that 

might have been earned. 

Loans. With college and government set-

ting criteria for grants, families are left with 

decisions about the selection of loan products. 

Government-sponsored loan programs have low 

interest rates but the government also sets eli-

gibility requirements, so families do not have a 

choice among all programs. Nevertheless, fami-

lies make choices about loans and jobs as already 

indicated, about home equity and parent loans, 

and about the balance between student and par-

ent loans, as well as decisions about other loan 

products.

Data about student indebtedness currently 

do not span the full period of time between the 

benchmark year of 1980 and now. The National 

Postsecondary Student Aid Study (NPSAS, pro-

nounced “nip-sas”) only began in 1986. Recently 

released aggregate data show that two out of 

three college students borrow for college and 

graduate with an average debt of $23,186.75 This 

analysis combines both two- and four-year as 

well as public and private schools. The earliest 

data set separating public and private schools is 

1989-90.

Figure 10 displays both the participation 

(dotted lines, right axis) and the average amount 

(solid lines, left axis) of debt for undergradu-

ates at four-year private and public colleges who 

received a Stafford Loan.76 Since 1986, the per-

centage of undergraduates at private, four-year 

colleges and universities with debt has increased 

from 46 percent to 69 percent showing that 

more than two-thirds of graduating seniors from 

private institutions leave with some debt. The 

comparable numbers for public, four-year insti-

tutions have gone from 38 percent to 60 percent.

The dollar amounts tell a similar story. 

At private institutions, the average amount of 

debt for students with Stafford Loans increased 

from roughly $12,500 in 1989-90 to just under 

$20,000 in 2003-04 to $22,600 in the most 

recent study. At public four-year institutions, 

the average amount doubled, from $8,600 in 

1989-90 to $17,500 in 2003-04 to $19,600 in 

2007-08. These data do not separate the growth 

in Unsubsidized and Subsidized Stafford Loans, 

but Figure 4 displayed the tremendous growth 

rate of Unsubsidized Stafford Loans after the 

program was introduced in 1992. The general 

low savings rate during this period as well as 

transfer of responsibility for education from par-

ent to child explains some of the growth. One 

also suspects the availability of money with only 

limited eligibility requirements is one explana-

tion for both the increase in student participation 
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and an increase in the average debt since 1990.

Subsidized Stafford Loans are an inexpen-

sive way for eligible students to borrow money 

at a fixed-rate to pay for college. Students borrow 

at a rate that was lowered from its historic 6.8 

percent to 5.6 percent for academic year 2009-

10. The interest rate will continue to decline for 

the next two years to 4.5 percent and 3.4 percent 

before returning to 6.8 percent in academic year 

2012-13. Eligible students do not begin repaying 

the loan, and it does not accrue interest, while 

they are enrolled as an undergraduate and dur-

ing a six-month grace period following gradua-

tion. The use of money for four and a half years 

without charge amounts to lowering the cost of 

money for the overall period of the loan. The 

Annual Percentage Rate (APR) over the life of 

the loan is 4 percent.77 Perkins Loans are also 

subsidized with an interest rate of 5 percent that 

does not change in the next four years. The grace 

period for a Perkins Loans is nine months fol-

lowing graduation producing an APR of 3.4 per-

cent for the life of the loan.

Figure 11 compares various loan options 

from federal programs, such as Stafford and Per-

kins, with Massachusetts state loans and private 

loans. Stafford and Perkins loans have a repay-

ment period of 10 years following graduation, 

and a grace period that differs from state and pri-

vate loans. Both minimum and maximum loan 

amounts also differ for various loan programs. 

To make comparable calculations for the value 

of loans to the borrower, therefore, requires 

some counter-factual assumptions. For exam-

ple, Figure 11 shows calculations on a principal 

of $20,000, which is above the maximum for 

several federal loans. Additionally, 10-year Staf-

ford and Perkins loans are calculated for a longer 

period. Figure 11 represents data using a 15 year 

repayment period, time roughly equal to four 

years in college, a grace period, and ten years for 

repayment.78 

Many federal, state, and private loans also 

have origination and other fees that affect the 

amount that borrowers pay a lending institu-

tion. Fees are typically deducted from the loan up 

Percentage with Debt and Average Debt at Graduation for Students with Stafford Loans
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front, so the amount of money that the borrower 

receives is actually less than the principal on the 

loan. For home mortgages, the US Department 

of Housing and Urban Development requires 

disclosure of an APR that considers interest pay-

ment on the basis of money that the bank actually 

lends the borrower. The interest calculations in 

this paper consider origination fees at their maxi-

mum allowable level and compare them with the 

amount that would be paid for each APR.

Payments on student loans are also tax 

deductable up to $2,500 of interest per year. The 

amount of savings tax deductibility generates 

for students and families depends on their tax 

bracket. A married couple with incomes between 

$65,000 and $131,000 would be in a 25 percent 

federal tax bracket and a 5 percent Massachusetts. 

That percentage would be the maximum deduc-

tion for roughly half of the families in the United 

States making decisions about how to pay for 

their dependent child’s college education. The 

tax savings is more for parents in higher income 

brackets. For most students, the tax savings fol-

lowing graduation would likely be less. A single 

person earning $32,500 is in the 15 percent fed-

eral tax bracket. The data in Figure 11 use these 

assumptions about parent and student tax brack-

ets in calculating the paid interest after taxes.

Thus, the terms of the loans and repayment 

conform to current statutory or market rates, but 

the principal and time for repayment do not. For 

example, a family would pay $5,541 in interest 

payments for a Perkins Loan of $20,000 with 

an APR of 3.4 percent over a 15-year repayment 

Amount of Interest Paid for 15-Year $20,000 Loan

Figure 11:

Source: Author’s analysis of data from financialaid.org
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period. While an undergraduate Perkins Loan 

is for 10 years with a maximum of $15,000, the 

hypothetical 15-year calculation on a $20,000 

loan allows comparison to other loan programs 

in the analysis that are available for longer peri-

ods and higher amounts. The $5,541 interest pay-

ments on a Perkins had no origination fee, began 

to accumulate only after graduation, and were tax 

deductible. A student in a 15 percent tax bracket 

would pay $4,433 after taxes. Perkins Loans are 

not available at all institutions.79 

Several Massachusetts private colleges and 

universities use their own monies to make low-

interest loans to students. The programs at Smith 

College and Wellesley College are typical with a 5 

percent interest rate to students from low-income 

families. While the schools obviously could set 

their own terms, Smith and Wellesley set the rate 

equal to a Perkins Loan and have no origination 

fee. This program allows the institution to make 

low-interest loans to students beyond the federal 

loan limits using a combination of federal and 

institutional dollars. The total interest payment 

of a hypothetical 15-year $20,000 college loan is 

the same as a Perkins Loan. After taxes, a bor-

rower would pay $4,447 in interest for both a 

Perkins and a college loan.

The only college loan that is less expensive 

than a federal Perkins Loan or an institutional 

college loan is the state’s Massachusetts No 

Interest Loan; but it too has a limited number 

of eligible recipients. There are no interest pay-

ments for eligible students from low-income 

families. In 2008, Massachusetts provided 1,871 

students with these loans that ranged from 

$1,000 to $4,000. Eligible students can borrow 

up to $20,000 as undergraduates from the $7.7 

million that the state has made available for the 

coming year.

Perkins Loans, college loans, and Massa-

chusetts No Interest Loans are available only to 

eligible students at participating institutions. 

Subsidized Stafford Loans, on the other hand, are 

available to all students from low-income fami-

lies that meet the federal eligibility requirements, 

regardless of the school they attend.80 The interest 

payment for a hypothetical $20,000 Subsidized 

Stafford Loan for 15 years is $7,476 and only 

$5,981 after taxes.

Students must begin repaying an Unsub-

sidized Stafford Loan after graduation, but the 

interest accrues during the years of deferral. All 

Stafford Loans have an origination fee up to 2 

percent of the loan, which makes the APR for 

a hypothetical Unsubsidized Stafford actually 7.1 

percent, slightly above the advertised 6.8 percent 

that Congress sets. The 2007 College Cost Reduc-

tion Act focused on students from low-income 

families; hence, Unsubsidized Stafford Loans, 

which are available to students without regard to 

financial circumstances, remain unchanged for 

the foreseeable future.

Thus the 6.8 percent is effective for the life of 

the loan. A hypothetical 15-year loan of $20,000, 

which is actually within the maximum amount 

a student could borrow in this program, would 

cost $13,288 in interest payments. That amount 

includes the reduced amount of the loan from a 

2 percent origination fee, but does not include 

tax savings of $2,658 for a student filing a return 

as a single person following graduation.

The loans described so far are available to 

students; PLUS loans are available for parents of 

dependent children attending college.81 Funds for 

federal loan programs come from two sources, 

the Federal Family Education Loan Program 

(FFELP) and the Federal Direct Student Loan 

Program (FDSLP). FFELP lending institutions 

are banks; FDSLP is the US Department of Edu-

several massachusetts private  
colleges and universities use  

their own monies to make  
low-interest loans to students
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cation. Loans in both programs are guaranteed by 

the federal government, but FFELP have 8.5 per-

cent interest, while PLUS loans from FDSLP have 

7.9 percent interest. Parents do not have a choice 

between FFELP and FDSLP since the institution 

itself enrolls in one or the other program. With 

the tightening of the loan market that has not left 

student loans immune to scarcity, many schools 

have switched from FFELP to FDSLP, providing 

some savings to parent borrowers.82 

An important decision that families make in 

paying for college is whether the parents should 

take out a PLUS loan or the student should take 

out an Unsubsidized Stafford Loan, or some 

combination of the two. The trade-off is an 

important consideration since both programs 

allow borrowing up to the price of attendance 

minus any other financial aid. In other words, 

families could use either program to help pay the 

bills while the dependent child is in college.

Figure 11 indicates that an Unsubsidized 

Stafford Loan is less expensive than a PLUS loan 

when funded by either FFELP or FDSLP. A par-

ent taking out a $20,000 PLUS loan for 15-years 

would pay $2,333 more in interest than a depen-

dent child taking out the same amount as an 

Unsubsidized Stafford Loan. The comparable 

amount for PLUS Loans from FFELP and an 

Unsubsidized Stafford is less, $3,640. An orga-

nization called FinAid.org has an online calcula-

tor that helps parents calculate different mixes 

of PLUS and Stafford Loans.83 This trade-off cre-

ates one of the more important decisions parents 

make in paying for a dependent child’s college 

education. The difference between PLUS and 

Unsubsidized Stafford Loans are less after taxes 

since parents are likely to be in a higher income 

bracket than a recently graduated single student. 

After taxes, interest payments from the hypothet-

ical PLUS Loan at an FDSLP school is only $305 

more than the Unsubsidized Stafford Loan.

Loan instruments have consequences beyond 

the difference in interest payments. Without an 

agreement between parent and child for side-

payments, the loans place financial responsibility 

on different people, regardless of the amount of 

overall savings or expense. For this reason, finan-

cial aid administrators may counsel families to 

take PLUS loans as parental responsibility or they 

may counsel students to take Unsubsidized Staf-

ford Loans as independent responsibility for their 

education. These circumstances suggest largely 

personal and psychological as well as economic 

decisions.

Residents of Massachusetts have additional 

options for securing loans for college besides 

the No Interest Loan. Massachusetts Educational 

Financing Authority (MEFA) is a public non-

profit that provides services, including loans, for 

students pursuing higher education in Massa-

chusetts. MEFA administers a Pre-Paid Tuition 

Waiver Program funded by the state, Massachu-

setts’s tax-free savings 529 plans, and help with 

financial planning. It also provides loans to stu-

dents for amounts up to the price of attendance 

minus other financial aid. MEFA Loans are an 

alternative to Unsubsidized Stafford Loans for 

students or PLUS loans to parents from Massa-

chusetts, but at slightly higher rates.84 They are 

also available for both fixed and variable-rates.

MEFA has two student loan programs, one 

which students begin paying back while they are 

enrolled in college, and the other students delay 

repayment until graduation. Eligibility requires 

a good credit rating, and students must main-

tain normal progress at the college or university 

where they enroll. Immediate repayment loans 

are less expensive (fixed-rates of 7.75 percent) 

than deferred payment loans (fixed-rates of 8.89 

percent). MEFA loans also have an origination 

fee of 4 percent, which makes the APR slightly 

more than the quoted rate, depending on the 

type of loan and whether the student defers 

repayment until graduation or begins repayment 

during the deferral period. MEFA loans are avail-

able for 15 years and a $20,000 maximum; so 
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the comparative interest payments in Figure 11 

are not really “hypothetical” like they were with 

several federal loan programs.

MEFA loans with immediate repayment are 

less expensive than FFELP or FDSLP PLUS loans 

before taxes. However, PLUS loans are tax deduct-

ible in a parent’s income bracket, while MEFA 

loans are deductible in the student’s income 

bracket. Thus, the after-tax interest repayment 

is greater for MEFA immediate repayment loans 

than PLUS loans. MEFA with deferred payments 

are more than all PLUS and Stafford Loans, but 

they are less than alternatives that require going 

to a private lender. MEFA loans have tighter 

credit eligibility requirements than federal pro-

grams but fewer restrictions than other options 

for bank loans that are not specifically for col-

lege. Students pay $15,297 before taxes on a 

15-year $20,000 loan with immediate payments. 

The final cost is $12,238 after taxes. This after-

tax interest expense is actually higher than the 

after-tax expense of Unsubsidized Stafford Loans 

from an FFELP school – again emphasizing the 

necessity for parent and student to decide which 

generation should assume the loan burden.

MEFA loans with deferred payment have 

an additional complexity in deciding which col-

lege loan is most economical. At a slightly higher 

interest rate, the repayment schedule on a 

$20,000 loan for 15 years is more than the maxi-

mum allowable tax deduction for one year. Thus, 

only a portion, albeit the largest part, is deducta-

ble at the income level of the student after gradu-

ation. The interest paid after taxes on a deferred 

payment MEFA loan of $20,000 for 15 years is 

$14,165. 

The fixed-rate alternatives to loans not spe-

cifically designated for college are home equity 

lines of credit and unsecured private loans. The 

interest on home equity loans varies with market 

rates, but these products are particularly attrac-

tive because all of the interest payments are tax 

deductible. Unlike college loans, home equity 

loans have no maximum limit for the amount 

that can be deducted. At this writing, home equity 

loans were available from LendingTree.com at 

11.7 percent with 4 points, the home mortgage 

equivalent of origination fees. A $20,000 loan 

for 15 years at that rate costs $24,285 in interest, 

but this interest expense is reduced to $16,999 

after taxes. At current market rates, home equity 

loans are more expensive than federal or Mas-

sachusetts college loan programs.

The most expensive loans for college are 

unsecured private loans, the equivalent of credit 

card debt with interest rates fixed by a family’s 

credit score. LendingTree.com has these loans 

available for 18 percent. Of course, a student 

could secure a loan with a credit card at roughly 

the same rate – neither of which is a very wise 

investment. The interest on a $20,000 loan for 

15 years is $37,978, which is almost twice the 

original loan. Like credit card debt, the interest 

on unsecured private loans is not tax-deductible. 

Banks giving these loans would almost certainly 

require parents to co-sign an agreement with 

students.

The loan products described so far and in the 

top portion of Figure 11 are all fixed-rate loans. 

The borrower pays a known percentage rate for 

the loan until the principal has been reduced to 

zero. Variable-rate loans have an interest rate 

that changes with market prices that are typically 

pegged to a financial index such as the LIBOR 

average, Prime Lending Rate, or the 3 month US 

Treasury bill.85 PLUS Loans and Stafford Loans 

dispersed prior to 2006,86 for example, had inter-

est rates that tracked the 91-day Treasury Bill 

plus a margin. 

These formulas make most variable-rate 

loans very inexpensive right now with interest 

rates at historic lows. A Home Equity Line of 

Credit (HELOC) from Charter One, a lending 

company obtained from a website like Lending-

Tree.com, had an interest rate of 3.49 percent 

in mid-February. The borrower can use money 
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from the HELOC for 10 years with 15 years for 

repayment and the interest is tax deductable. Of 

course, the interest rate changes monthly, has no 

cap, and requires a good credit rating to obtain a 

low rate — and the loan is secured against equity 

in the borrower’s residence. This option is best 

suited for families with the financial stability to 

qualify for low rates and assume significant risk 

in interest rate variability.

Comparing variable-rate loans with fixed-

rate loans is an exercise in fiction making the 

assumption that the loans have the same repay-

ment terms and schedule. This requires ignor-

ing the risk that the variable-rate loan will have a 

higher interest rate in the future, currently a poor 

assumption for financial management. In other 

words, comparing a fixed-rate loan with a variable- 

rate loan assumes the borrower receives the same 

variable-rate for 15 years. With that assumption, a 

person with a HELOC at the quoted rate of 3.49 

percent would pay $5,718 in interest before taxes 

and $4,003 after taxes for a mortgage deduction. 

Caveat Emptor!  This apparent deal could become 

expensive, but currently a HELOC is the least 

expensive loan to pay for college.

The growth of private loans since 1980 was 

noted earlier. These private or alternative loans 

to students typically require a parent to co-sign; 

both parties have responsibility for the repay-

ment with the loan made payable to the insti-

tution.87 At current market rates, the interest 

rate on private loans is lower than the fixed-rate 

MEFA loans. Those available from credit unions 

are even lower interest rates. Interest rates will, 

of course, go higher as the economy rebounds, 

but currently secured private loans are relatively 

inexpensive. One suspects the availability of low-

cost private loans, along with the decrease in 

interest rates for federally funded loan programs 

and recent increase subsidies from the stimu-

lus bill President Obama signed last February 

encouraged more young people to attend college 

in the fall of 2009, especially those with dim 

hopes of getting a job.88 

In sum, paying for college for the majority 

of families requires loans. The principal is deter-

mined from the price of attendance less the grant 

aid that is available to the student from govern-

ment and institutional sources. Colleges may 

“package” low-interest loans along with grants 

that reduce the immediate amount of monies 

that are due from family resources, but families 

decide about the mix of loans and future finan-

cial obligations. Loan programs represent alter-

native obligations to pay for college with govern-

ment subsidized and government guaranteed 

loans offering the lowest interest rates. The bal-

ance comes from other loans that are available 

to students and parents at varying interest rates 

with long-term financial consequences.

This discussion ignores the use of liquid 

assets or extended-family resources to pay for col-

lege. Attitudes about parental responsibility and 

willingness to forego other expenditures have 

changed since 1980, just as the perception of 

college as a public or private good has changed. 

The implication is an increasing burden on the 

student in paying for college, especially students 

from families with low or moderate-incomes 

that are likely to have many competing financial 

obligations.

The amount of the burden, then, that par-

ents can and will assume varies with access to 

and worth of resources for securing loans, the 

financial history of the family, and the availability 

of current assets. Each affects the overall price 

that the family pays for a child’s college educa-

tion. While government and institutions them-

the implication is an increasing  
burden on the student in  

paying for college, especially  
students from families with low  

or moderate-incomes
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selves attempt to create affordable prices for stu-

dents from all economic backgrounds, the gen-

eral rule is that those with the most information 

will pay a lower price.

How should I repay my loans from college?  
Because a college education stays with someone 

for a lifetime, some refer to it as the “tree that 

keeps on giving.”89 But families that have piled 

up debt sometimes feel like it is the “tree that 

keeps on taking.” The percentage of students 

taking out college loans along with the amount 

of debt has increased as Figure 10 indicated. 

This makes the financial decisions after complet-

ing an education as important as the decisions 

before applying and while enrolling.

Forgiveness. Perhaps the largest savings 

comes from a provision of the College Cost 

Reduction and Access Act of 2007. A person can 

discharge all remaining debt from college loans 

after serving 10 years in a full-time public ser-

vice job. A recipient must make payments for 

10 years of employment, which itself might be 

reduced from other payment options. For exam-

ple, when used in combination with an income 

contingent repayment plan that is available with 

some federal loans, college graduates planning 

employment in the public sector could retire 

the largest portion of their debt with only mini-

mal payments. Some public service employers 

provide a loan deferment during employment 

where payments are postponed without accruing 

interest. These employees might retire their debt 

without ever making a payment.

Some public service jobs have additional 

provisions for forgiveness, allowing reduction 

of a portion of the loan from specified employ-

ers. For example, college graduates entering 

the Peace Corps, VISTA, AmeriCorp, the Army 

National Guard, or an elementary school teach-

ing career in designated low-income districts 

may also have portions of their college loans for-

given. A Peace Corps volunteer with a Perkins 

Loan, for example, has the principal reduced by 

15 percent per year up to 70 percent of the loan; 

AmeriCorps volunteers receive $4,725 in reduc-

tion of their loans. These public service employ-

ees can receive a loan deferment during their 

employment where payments are postponed 

without accruing interest.

Loan forgiveness has expanded since 1980, 

and is now available for students entering 

numerous professions. Doctors, lawyers, teach-

ers, government employees, and members of 

the military can all pursue careers that qualify 

them for this type of debt reduction. Ironically, 

incentives for public service jobs come precisely 

at a time when the market is likely to expand 

for these jobs. Anecdotal evidence suggests that 

the current downturn in the economy makes 

careers in finance and consulting less attractive. 

Approximately 43 percent of Harvard graduates 

from the class of 2008 entered these two fields 

immediately after graduation. According to fac-

ulty who follow these trends, the class of 2009 

views these positions as less attractive with lower 

salaries and job security. David Elwood, dean of 

the Kennedy School at Harvard observes:

The economy, other long-range policy issues, 

and the new administration add up to a “benevo-

lent perfect storm,” which could lure talented peo-

ple to public service in a way not seen in decades. 90 

Prospective college students analyzing the 

“College-Bound Decision Tree” in this storm 

might receive shelter from the high price of 

attending college.

Loan Consolidation. Concurrent with forgive-

ness through public service, loan consolidation 

is the primary method for realizing debt reduc-

tion. Consolidation loans combine student loans 

or parent loans after graduation into a single 

instrument with one rather than multiple pay-

ments. Federal loans can be consolidated during 

the six-month grace period after graduation with 

no fees and with interest payments that are no 

higher than the interest from the original loans. 
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In some instances, the interest on a consolidated 

loan is actually lower. For example, the inter-

est on a consolidated PLUS loan is 8.25 percent 

while the original was 8.5 percent. Parent loans 

and student loans must remain separate since 

each has a different borrower, but the possibility 

of consolidating at a lower interest rate is another 

reason for families to decide when the student is 

first enrolling in college on the mix between an 

Unsubsidized Stafford Loan to the student and a 

PLUS loan to the parents. 

Consolidation loans have several advantages. 

The most obvious is that they lock in the inter-

est rate for a negotiable repayment period. The 

interest rate for federal consolidation loans is the 

weighted average of the interest on the existing 

loans. For example, the interest rate for a student 

owing $15,000 on a Stafford Loan and $5,000 

on a Perkins Loan would be calculated with the 

following formula:

($15,000  X  6.8%)  +  (5,000  X  5.0%)   
=  6.35%________________________________

$15,000 + $5,000

More important, a consolidation loan is a 

new loan and provides an opportunity to renego-

tiate the terms and conditions of the loan with a 

new lender. Borrowers are not obligated to stay 

with the same lending institution as their under-

graduate loans, so the grace period is a time to 

shop. Most of the new terms and conditions are 

favorable to the borrower, although some are 

not. One reason a borrower would want to shop 

is that banks have different minimum balance 

requirements, typically from $5,000 to $7,500.91  

Additionally, banks offer different terms and 

conditions for repayment.

Consolidation loans have a variety of repay-

ment options. Extended Repayment stretches 

monthly payments over a longer period of time 

from the original 10 or 15 year loans to as long 

as 25 years. Such an arrangement reduces the 

monthly payments; however the total amount 

of interest increases for longer repayment peri-

ods. A $20,000 loan at 8.25 percent for 25 years 

results in interest payments of $27,307, while 

the same loan paid in 15 years costs $14,924 in 

interest. Another option, Graduated Repayment, 

begins with low monthly payments that increase 

over time. While convenient for college gradu-

ates starting a career, this method also increases 

the total interest payments. Income Sensitive 

repayment for FFELP loans and Income Contin-

gent repayment for FDSLP loans are both based 

upon a percentage of the borrower’s income, 

which makes repayment easier, but more expen-

sive as interest accrues during periods of lower 

repayment.

Consolidation loans can provide overall sav-

ings for the borrower. Besides the lower inter-

est rates for PLUS loans, consolidation loans 

have discounts of both the interest rate and the 

principal with a record of on-time payments. 

For example, on-time repayment for 36 months 

might result in a 1 percent reduction in the inter-

est rate and 48 months of on-time repayment a 2 

percent reduction. Principal reductions of $295 

to $595 after 12 months are also eligible with 

FFELP Loans.

Lending agencies also may offer a rebate to 

borrowers when they originate a consolidated 

loan. The size of the rebate depends on whether it 

is FDSLP (1.5 percent) or FFELP (3 percent). Keep-

ing the rebate is generally contingent on making 

on-time payments over the first one or two years of 

the loan. Lending agencies make repayment easy 

with electronic payment directly from a checking 

account; indeed they will lower the interest rate 

an additional 0.25 percent for those who have 

their loan serviced with this option.

Consolidation loans are important, not only 

consolidation loans can provide 
overall savings for the borrower



64   THE MASSACHUSETTS INSTITUTE FOR A NEW COMMONWEALTH

for their reduced monthly payment or the total 

interest payments; they also allow relief from 

potential penalties in case the borrower cannot 

afford to make payments. Borrowers can receive 

deferments on their federal loans during periods 

of unemployment or economic hardship. The 

government pays the interest during the defer-

ment period. When deferment is not possible, 

borrowers might also request forbearance of a 

consolidated loan for one to three years during 

which they make no payments, but the interest 

continues to accrue for the balance of the loan. 

Forbearance generally requires extreme hard-

ship or unusual circumstances. Deferment and 

forbearance are also available with federal loans 

that are not consolidated, but consolidation 

resets the clock so these options are available for 

more time.

Consolidation loans also have disadvan-

tages. The most important is that they can be 

consolidated only once, so the borrower is com-

mitted to the lending institution and its terms 

and conditions. Reconsolidation is possible by 

including a new loan. For instance, not including 

a Perkins in a consolidated loan gives the option 

of changing lenders at some future time with a 

new loan that includes it. The interest rates will 

not change, but the process allows flexibility in 

case the relationship with the lending institution 

deteriorates.92

Consolidation is possible with private loans, 

although they can not be combined with federal 

loans. The interest rate will depend on the type 

of loan and the credit rating of the borrower. 

Unlike federal consolidation loans, private ones 

may have payoff penalties, higher loan limits, 

and higher interest rates.

In sum, repayment of loans after graduation 

affects the price that a student pays for college. 

Consolidation loans and their potential savings 

affect the wisdom of earlier family decisions 

while the student was still enrolled. The mix 

between PLUS and Stafford Loans, the choice of 

a public service job or career, and the inclusion of 

different loans require attention and planning, 

especially if unforeseen hardship and misfor-

tune seem possible.

The Dangers of Taking Out College Loans 
While virtually all students take out a student 

loan with the intention of repayment, unforeseen 

financial difficulties can change these plans. Not 

making payments on federal student loans for 

270 days results in default. At this point, the fed-

eral government may legally collect payment by 

taking legal action, offsetting a federal or state 

tax refund, garnishing wages of federal employ-

ees, or hiring collection agencies. Defaulting 

results in the loss of eligibility for all future stu-

dent loans, and liability for collection costs dur-

ing the delinquency and default period. Further-

more, student loans, both federal and private, are 

not dismissed in bankruptcy proceedings; they 

are like child support debts, alimony, overdue 

taxes, and criminal fines. The consequences of 

not making payments on college loans are severe 

penalties that are costly to the student’s future 

creditworthiness and financial standing. On 

September 23, 2009, the House Judiciary Com-

mittee held hearings on the consequences of 

not discharging student loans with bankruptcy. 

At this writing, the House Education and Labor 

Committee has introduced legislation to make 

the change.

As an indicator of economic distress among 

borrowers, the default rate on federal loans is 

rising with the bad economy. A little over a year 

ago 5.2 percent of borrowers were no longer in 

payment and defaulted on their college loans; 

the percentage increased to 6.7 percent by the 

end of March 2009. Default rates for students 

at Massachusetts institutions are generally 

lower than the national averages. Default rates 

are higher for loans from the FFELP program 

than the FDSLP program, which the Obama 
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administration uses as one reason to support a 

proposal to cut banks from the system.93 Speak-

ing at Kent State University, the president stated 

that the change would save $94 billion over 10 

years, allowing the government “either to lower 

student loan rates or expand grants.”94 The Con-

gressional Budget Office estimates $54 billion in 

savings, but both recognize that cutting out the 

middleman on these government-secured loans 

produces savings.

Private loans present even greater problems 

than federal loans for distressed borrowers. First, 

they are more expensive, making the likelihood 

of default much higher. A recent survey of Sallie 

Mae, the largest holder of private loans, showed 

that interest rates for private loans between 2001 

and 2006 ranged from 5 percent to 19 percent 

with an average APR of 11.5 percent. Six out 

of seven private loans during the same period 

charged origination fees that ranged from 2.8 

percent to 9.9 percent; the average was 4.5 per-

cent. The compounding effect of interest for 

missed payments at rates this high increase the 

overall debt far more rapidly than the lower inter-

est rates of federal loans.

Second, deferment is possible with subsi-

dized federal loans, but forbearance is the only 

remedy for delinquent payments that lenders for 

private loans are likely to approve. Both types of 

agreements between the lender and borrower 

postpone payment, but interest continues to 

accrue during a forbearance agreement. 

Understanding the dangers from private 

loans requires understanding more about the 

borrowers. They are often individuals who have 

taken the maximum amount of federal loans. 

This leads them to private lenders for additional 

money. Because eligibility and the price depend 

on creditworthiness, students from the lowest 

income families pay the highest interest rates. 

Parents are typically asked to co-sign.

Indeed, the lender story for private student 

loans is similar to the story for sub-prime home 

mortgages. Lending originators made student 

loans with the intent of selling them in packages 

to investors. The loan products were developed 

for securitization and sales rather than the con-

cerns of the borrower. With little or no effec-

tive bank regulation, reporting requirements, 

or interest caps, banks encouraged students to 

take loans with a streamlined application pro-

cess, no collateral, and little transparency. When 

the downturn in the economy hit in 2008, the 

people that were most likely to lose jobs were the 

low-income families with the largest and most 

expensive private loans.

The National Consumer Law Center, an 

advocacy group for student borrowers drew 

attention to this issue in an April 2009 report, 

entitled “Too Small to Help.”95 It calls for govern-

ment regulation that creates income-based repay-

ment options for private loans, loan cancellation 

provisions (e.g., the death of the borrower or the 

closing of unlicensed or unaccredited schools), 

options for loan modification other than for-

bearance, and greater transparency. While these 

reforms address many of the gravest dangers for 

distressed borrowers, they do not affect the high 

cost of private loans for all borrowers.

private loans present even  
greater problems than federal loans 

for distressed borrowers
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College educators like to say that “college is not 

just about making a living – it’s about making a 

life worth living.” This statement distinguishes 

a liberal arts education from more job-specific 

forms of training designed to help students 

accomplish a task. A college education, in con-

trast, helps build more flexible communication 

and critical thinking skills, along with the confi-

dence needed to solve new problems. Research 

indicates that a college education has benefits 

for health, employment, and retirement.96 Econ-

omists often describe education as providing 

“human capital,” a good that an individual can 

save and spend throughout life. 

The quote about liberal arts education also 

addresses the satisfaction of thinking about, 

engaging in, or knowing about a topic or sub-

ject, establishing importance beyond pecuni-

ary objectives. College graduates may enhance 

their appreciation for music and art, but gain 

little financially. While education may enrich the 

experience of attending a concert or visiting a 

museum, the monetary value for this aspect of 

higher education is difficult to assess or weigh 

against financial achievements.

This intangible benefit of higher education 

receives less attention in these competitive eco-

nomic times. Indeed, the percentage of enter-

ing college freshman who say “being well off 

financially” is a “very important” or “essential” 

objective in their decision to go to college has 

increased from 62.5 percent in 1980 to 76.8 per-

cent in 2008.97 

For these increasingly financially motivated 

students, data confirm that the decision to earn a 

college degree will help them achieve their goal. 

Figures 12a and 12b display the inflation adjusted 

median income for 25 to 34-year-old males and 

females, respectively, from 1980 to 2007. The 

lines in both graphs show that college graduates 

have increased their income over the last two 

and a half decades, while the earnings power for 

most groups of non-graduates has significantly 

eroded. Relative to females, the wages earned 

IV: IS COLLEGE WORTH THE PRICE?

Median Earnings of Full-Time Year-Round Male Workers Ages 25-34
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by male graduates have grown slower and male 

non-graduates have experienced greater declines 

in income.

Figures 12a and 12b are also important for 

illuminating the most recent trends among each 

level of educational attainment. Over the past 

four or five years, the median income of college 

graduates has declined along with the median 

income of all four categories of non-graduates.

A more comprehensive indicator of the 

financial value for staying in school is the 

increase in lifetime earnings of individuals with 

different levels of education. Figure 13 displays 

this information in 2007 dollars. The calcula-

tions take median income for 25 year olds from 

the Census data and cumulate the median salary 

until the age of retirement at 65.

Comparing lifetime earnings of a person 

with a high school diploma to the earnings of a 

person with a bachelor’s degree or higher gives 

the value of the so-called “college dividend.”  The 

most recent College Board data suggest that life-

time earnings are $1 million dollars higher for 

a college graduate than a high school graduate. 

This easily remembered value has made the col-

lege dividend a marketing tool for online edu-

cation and other coursework that may not have 

the same set of calculations underlying their 

assertions. Figure 13, for example, allows dis-

aggregation of the financial benefit that comes 

from a bachelor’s degree and from a bachelor’s 

plus other post-baccalaureate and professional 

degrees. A person with a professional degree has 

almost $2.5 million more in lifetime earnings 

than a person with only a high school diploma. 

Doctoral degrees are worth roughly $1 million 

more lifetime earnings than a college degree. 

The difference between individuals with only a 

high school diploma and individuals with only 

an undergraduate degree is a little over three-

quarters of a million dollars.98 

But this model also lacks sophistication in 

addressing whether going to college is worth 

Median Earnings of Full-Time Year-Round Female Workers Ages 25-34

Figure 12b:
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the investment. Besides the financial outlay 

for tuition and fees, attending college full-time 

defers the earnings that a high school graduate 

would start making immediately after receiving 

a diploma. In other words, high school gradu-

ates may earn less than college graduates, but 

they earn wages sooner. By similar logic, a com-

parison between a two-year and four-year degree 

should account for the two-year advantage in 

earning wages by going to college for a shorter 

length of time. 

Making this calculation requires several 

assumptions. First, money earned in the future 

is not worth as much as money earned today. 

The reason is that money earned today, in theory, 

could be invested or deposited in a bank and grow 

with interest. So today’s earned dollar might 

return 3 percent interest and make it worth $1.03 

one year from now, compared to the dollar that 

is earned in the future, which is still worth only 

$1.00. Thus, the future value of money is not the 

same as the present value. The amount less that 

the future dollar is worth is known as the “dis-

count rate.”99 Calculating the value of all future 

income that has been discounted to current dol-

lars allows comparison of life-time earnings for 

different salary streams, such as those earned by 

individuals not attending college, and income 

earned by those attending two-year colleges and 

four-year colleges.

The model uses the average salary from 

Census data for individuals ages 18 to 65 with 

varying levels of educational attainment adjusted 

to 2005 dollars.100 High school graduates start 

earning at age 18; associate’s degree recipients 

begin at age 20, and college graduates begin at 

22. Each of the college degree recipients pays the 

average tuition from its school with loans that 

are repaid over 10 years following graduation at 

6.8 percent, the current rate for Unsubsidized 

Stafford Loans. 

Figure 14 displays the data for lifetime earn-

ings for the high school, associate’s degree, and 

bachelor’s degree graduates. At age 18, and for 

a few years that immediately follow, high school 

graduates accumulate earnings, while college 

Lifetime Earnings by Degree Attainment
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M
ill

io
ns

 o
f C

on
st

an
t 2

00
7 

Do
lla

rs

Source: College Board, Education Pays, 2007

$4.0

$3.5

$3.0

$2.5

$2.0

$1.5

$1.0

$0.5

$0.0

2.3

Not a 
High School 

Graduate

High
School

Graduate

Some
College, 

No Degree

Associate
Degree

Bachelor’s
Degree

Bachelor’s
or Higher

Master’s
Degree

Doctoral
Degree

Professional
Degree

$0.9

$1.3
$1.5

$1.6

$2.1
$2.3 $2.4

$3.1

$3.7



PLANNING FOR COLLEGE: A CONSUMER APPROACH TO THE HIGHER EDUCATION MARKETPLACE   69

students defer their wages and borrow to pay 

tuition and fees.101 At age 20, a student working 

on an associate’s degree graduates, gets a slightly 

higher salary, and begins repaying college loans. 

By age 29, even before the loans are paid in full, 

the person with an associate’s degree has accu-

mulated more earnings than the high school 

graduate. 

A person with a bachelor’s degree does not 

start earning a salary until age 22 and has four 

years of loans to repay. By age 33, the same year 

that the student retires the college loans, lifetime 

earnings surpass those of a high school gradu-

ate. By these rather simple models, college is a 

good investment for 29 year olds with a two-year 

degree and 33 year olds with a four-year degree. 

By those ages, college has already began paying 

dividends.

Lifetime Earnings and College Investment

Figure 14:
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In 1964, Shel Silverstein wrote his classic chil-

dren’s book, The Giving Tree. In it, a young boy 

climbs the tree, swings from the branches, 

eats the apples from the tree, and sleeps in the 

tree’s shade. As he grows older, his life objec-

tives change and he sells the tree’s apples, use its 

branches to build a house, and chops its trunk to 

build a boat. Eventually, the tree tells the boy that 

“I have nothing left to give you,” as the boy sits on 

the tree stump and contemplates life’s meaning.

Silverstein’s tree and the College-Bound 

Decision Tree have much in common. First and 

foremost, both trees provide comfort to a person 

from an early age and throughout a lifetime. The 

branches on the College-Bound Decision Tree 

begin growing at birth with a parental decision 

(or non-decision) to begin savings. The branch-

ing decisions about paying for college continue 

into adolescence, after college, and into adult-

hood as former students and their families repay 

loans and retire debt obligations that began with 

a much younger tree. The known value of each 

tree is determined only late in life, as individuals 

reflect on their decisions.

But Silverstein’s tree provides additional les-

sons for those who live in the forest of financial 

planning for college. The boy abuses The Giving 

Tree so that neither he nor anyone else can ben-

efit from its shade, its branches, or its fruit. Like-

wise, lending institutions, college students, and 

their families can abuse lending programs and 

credit opportunities in ways that they negate the 

life-long benefits of higher education. 

So how can government, financial institu-

tions, colleges, and universities work together 

to ensure a healthy grove of trees that provides 

knowledge and training for generations to come?  

The answers to this question are found in the 

College-Bound Decision Tree.

How should I save for college? 
The most efficient way to pay for college is to 

begin saving money as soon as a child is born. 

Currently the government provides tax incen-

tives that encourage savings that can amount to 

almost half of a four-year education. Research 

shows that low-income families rarely use this 

option for savings.102 Furthermore, some fea-

tures of financial aid policy discourage use of 

Coverdell and 529 savings plans for both low 

and moderate-income families. Parental efforts 

at responsible savings are perversely penalized 

when some colleges calculate the family’s ability 

to pay.

In addition to helping families pay for col-

lege, there are other important reasons why 

encouraging more families to save is a critical pol-

icy goal. Saving for college sends a message from 

one generation to the next: a sign of hope and 

belief in the future that a parent has for a child. 

Even saving small amounts of money shows that 

college is a family commitment, and that parents 

are willing to sacrifice for their child’s future. An 

abundance of research shows that students from 

low-income communities attend college at dou-

ble the rate of their peers when equipped with 

study skills and the financial guarantee of college 

tuition support.103 College savings plant the seed 

for a healthy tree.

Simplification of the process would encour-

age the use of savings plans. If parent and stu-

dent assets were treated similarly in federal and 

state financial aid programs, two different sav-

ings programs could be combined. Furthermore, 

parent, grandparent, and student assets should 

be treated similarly to encourage the use of tax 

protected savings accounts. Currently, student 

savings is “taxed” at a higher rate in financial 

aid policy than parent savings; and grandparent 

or extended-family savings are not calculated at 

all in the family’s ability to pay. A tax-free sav-

V. DISCUSSION AND CONCLUSIONS
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ings plan that pays for college deserves the same 

financial aid treatment regardless of its source.

Federal and state tax policy might also treat 

college savings the same as pension programs 

or health plans with options for wage deduction. 

Behavioral economists have shown that workers 

who must opt out of 401(k) programs are more 

likely to save for retirement than those who must 

opt in to a program that costs the same amount. 

Employer-provided health care options typically 

have sliding scales for families with and without 

children. These familiar pre-tax practices would 

encourage and offer incentives for parental sav-

ings toward their child’s college education.

As a matter of government policy, the current 

network of over 100 different savings programs 

with different fees and hidden costs requires 

attention. Consumers rarely know the terms and 

conditions of these programs. Many do not have 

online access to accounts. And too often the pro-

cess to receive payment is lengthy and difficult. 

The mix of government and investment house 

responsibility not only creates confusion, it also 

obscures the relative strengths and weaknesses 

of a program to even the most attentive investor.

Where should I attend college? By the time 

a student enters high school, college choice, 

in general, depends on two factors:  price and 

quality. Information about both should be eas-

ily available to the public. Currently, prospec-

tive students and their family get most of their 

information about college from websites and 

guidebooks, such as The College Board College 

Handbook, Peterson’s Four Year Guide to Colleges, 

US News’ Ultimate Guide to College, and the Fiske 

Guide to College. The Department of Education 

also makes comparative information about col-

leges and universities available on its “College 

Navigator” website.

The problem with all of these sources is that 

they do not allow easy comparison of institutions 

with the information that most parents and stu-

dents want to know. Price is the most obvious 

example. The tuition, fees, room, and board for 

colleges and universities are rarely available in 

an easy to find or standard place on a college 

website. Most often, they appear on the financial 

aid page several clicks of a mouse behind other 

information about the many virtues of the col-

lege. There is no standard format; tuition and 

fees may be listed together, calculated by the 

course, by the hour, by the term, or by the aca-

demic year. Tuition may or may not allow access 

to campus medical facilities or include health 

insurance for longer care. Most schools do not 

announce the price of attendance until after the 

application deadline, and many do not announce 

prices until after admitted students must make a 

deposit for enrollment.

Additionally, college websites generally only 

provide the published price. The information a 

prospective student needs to determine net price 

is much harder to find. This report relied on data 

from published guidebooks to calculate an esti-

mated net price for the average applicant. Pro-

spective students and parents should have access 

to the information necessary to estimate prices 

for their specific financial situation. The data 

presented here can help policymakers determine 

the impact of financial aid programs on institu-

tions, they do not provide the consumer informa-

tion that is necessary for informed choice.

The Higher Education Opportunity Act 

(HEOA) of 2008 begins to address this problem 

by requiring colleges and universities to have 

price estimators on their websites by 2011. The 

regulations require that the institution report the 

website address to the Department of Education 

as part of its annual IPEDS reporting. The esti-

mators report the net price based upon family 

income and a few additional variables such as age, 

students and parents should  
have access to the information  

necessary to estimate prices 
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residency, marital status, the number of siblings, 

the number of siblings in college, and living plans 

for on- or off-campus (with family) housing. The 

website will return information about the price of 

attendance, the grant award, and the net price.104

Price estimators contribute to the under-

standing of college prices because they change 

the discourse from how much the institution 

helps the family and student to how much the 

family and student will pay. Rather than having 

a discussion with a financial officer about the 

grants, job, and loans that are available to the stu-

dent, price estimators provide information about 

the net price, which is what the family needs 

to know to do comparison shopping. The next 

step is a family discussion about the availability 

of past, current, and future resources to pay for 

college.

The problem with current practices is that 

colleges and universities focus on paying for col-

lege rather than the total price of college for the 

student. They have responsibility for only one 

branch of the College-Bound Decision Tree, while 

families must watch the growth of the Tree itself.

The other information that families need to 

make a decision about which college a student 

should attend pertains to the educational experi-

ence. The amount of money that an institution 

actually spends on each student is probably the 

single best indicator. Colleges and universities 

differ on the amount of money they spend to 

educate each student. The price of attendance is 

a bad proxy for spending because at most schools 

the price each student pays does not cover actual 

costs. The fact that even this basic information is 

not readily available to the public tells a lot about 

the information vacuum students and parents 

encounter as they make this major financial deci-

sion.105   

Guidebooks do provide some information to 

help families estimate institutional quality. In this 

report, we used four such indicators:  student-

faculty ratios, instructional expenses, standard-

ized test scores, and graduation rates. This type 

of information, called accountability measures, is 

available from a variety of public sources.

The problem is that these data are not sys-

tematically audited or reviewed for accuracy. 

While graduation rates are the one exception, 

even these data are limited in that figures are not 

easily available for sub-groups of the population, 

such as race and gender. Nevertheless, the avail-

ability of graduation rates makes them the most 

common measure for quality in the absence of 

other indicators.

Institutions of higher education that use 

public funds must be accountable to the public 

for the educational experience they provide to 

students. The author of this report advocated 

and helped define graduation rates as they are 

collected by the Department of Education. Gov-

ernment should not introduce regulations that 

invade the curriculum or abridge the academic 

freedom of faculty, but government should work 

to ensure that institutions provide families with 

information about the characteristics that make 

up the campus, classroom, and learning experi-

ence for a prospective student. 

How should I pay for college? 
As indicated, the net price is the most important 

factor in a family’s financial decisions about pay-

ing for college. Lack of adequate information 

about the price of attendance and the amount, 

frequency, and probability of receiving grants 

hinders families in their selection of a college. 

Adequate information about paying the net price 

is also a problem since both colleges and lend-

ing institutions typically focus on getting the 

bills paid rather than the total financial outlay in 

interest and fee payments  for students and their 

family.

The Annual Percentage Rate (APR) is the 

second element of a loan that is necessary for 

an informed decision about paying for college. 

When fees are taken out of the amount of money 
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that is loaned to a person, the interest rate is 

slightly higher than the one that is typically 

quoted to the borrower. Like home mortgages, 

where points and closing costs are taken out of 

the loan, the homeowner does not receive the 

full amount of the loan, but pays interest on the 

full amount. The “Mortgage Lender Disclosures” 

form required by the Massachusetts attorney 

general’s consumer protection regulations for all 

mortgages describes the APR, the fixed interest 

rate, the amount of the loan, rights of the con-

sumer, and provides an 800 number for addi-

tional information or explanation. Describing 

the APR, however, is not currently an obligation 

of a lending institution for a government-guar-

anteed college loan or a private college loan, nor 

is it an obligation of a financial aid office when 

explaining a financial aid package. Nevertheless, 

the APR is the appropriate information for com-

paring the interest expense of loans with differ-

ent terms.106  

The monthly payment for a college loan is 

always available to borrowers from any lend-

ing institution. Indeed, the marketing of loans 

often emphasizes the monthly payment rather 

than the rate and total borrowing costs. Mark 

Kantrowitz, founder and publisher of FinAid.org 

states this point with an example similar to the 

ones presented here:107

Marketing of private loans often focuses on 

monthly loan payments and not on total pay-

ments over the life of the loan. The marketing 

also includes comparisons with different loan 

terms and best interest rates, yielding a mislead-

ing picture of the cost of the loan. For example 

a 20-year student loan at 10 percent interest has 

a monthly payment of $193, compared with the 

$248 monthly payment of a 10-year PLUS loan 

at 8.5 percent interest. That makes the private 

student loan seem more affordable than the Par-

ent PLUS loan. However, the borrower will pay 

$9,757 in interest over the life of the PLUS loan, 

compared with $26,323 in interest over the life of 

the private student loan.

In concert with other information about a 

loan, the monthly payment is important since it 

describes the cash flow necessary for on-time pay-

ment, but it should not be the only information.

The most important information for compar-

ing the price of a loan is the total interest that the 

borrower pays for a loan, an amount that lenders 

rarely disclose. Interest expense is a major com-

ponent of the overall cost for the two-thirds of 

students who end their college career with some 

amount of debt. For the average college student 

graduating in 2009 with $19,237 in debt, the 

interest repayment scenarios displayed in Fig-

ure 11 represent real financial obligations. Col-

lege loans for these students may add $10,000 

to $15,000 to the price of college; and the price 

is even higher if they are unable to make timely 

payments for the life of the loan.

These four pieces of information – net price 

of college, monthly payment, APR, and total 

interest expense – are basic consumer infor-

mation that is required for a family to make an 

informed decision about the price of the col-

lege. Both lending institutions and financial aid 

administrators have a responsibility to provide 

this information to incoming students; indeed, 

government and non-profit groups should work 

together to make it available before college appli-

cation so a family can match its finances with its 

educational needs and aspirations.

Some financial aid administrators under-

stand this obligation and have begun providing 

basic financial planning to families. Private col-

lege loans, for example, are made payable to the 

institution rather than the borrower. Lending 

institutions confirm the planned enrollment of 

an admitted or transfer student with the finan-

interest is a major cost for  
the two-thirds of students who  

end college with debt
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cial aid office prior to issuing a check. This 

notice provides an opportunity for a conscien-

tious financial aid administrator to intervene if 

the family has not explored other less expensive 

options.108 This could reduce the price of college 

for the 51 percent of borrowers with as much as 

$5,000 debt in 2007-2008, who did not utilize 

the Unsubsidized Stafford Loan program or the 

87 percent with as much as $2,500 debt that 

made the same decision.109

Government can proactively help consum-

ers with requirements that lending institutions 

provide consumer information when parents 

and students apply for and receive college loans. 

At this writing, several states, including Massa-

chusetts and New York, have announced plans 

to create consumer-oriented websites to help the 

public evaluate different funding options. The 

most advanced existing website is the College 

Foundation of North Carolina (CFNC), which 

provides information about the state’s 529 plan, 

interest calculators, links to student and parent 

loan applications, and planning tools for saving, 

paying for college, and career choice. The web-

site has an option for a password-protected “My 

CFNC,” where parents and students can person-

alize the information that is relevant to their situ-

ation, access planning tools that help record and 

calculate their preferences, and save the infor-

mation for multiple sessions. 

As mentioned earlier, the attorney general of 

New York fined several lending institutions and 

colleges for their noncompetitive practices in 

selecting “preferred lenders” for federal student 

and parent loan programs. The revenues from 

that settlement will be used to fund a consumer-

oriented website based on the North Carolina 

model for consumers throughout the United 

States. Besides links to websites and informa-

tion that is relevant to users outside of New York, 

the website will have tools for side-by-side loan 

comparison, a staff-operated call-in center, and 

reverse auction capacity for lending institutions 

that want to bid on individual consumer loans.

Besides the lack of adequate information, 

the quality of the information needs improve-

ment if prospective students and their parents 

are to make meaningful decisions about paying 

for college. Consider the nomenclature of finan-

cial aid on its face. The money that goes to the 

student to offset the published price of going to 

college is known as “gift aid,” which implies that 

the person is getting something for nothing; yet 

to receive this “gift,” the typical person must pay 

a lot of tuition money – usually a lot more than 

the gift. The money that the student’s family pays 

is known as expected family contribution (EFC) 

and is the basis for all financial aid “packages” 

(a word that itself makes the grants, loans, and 

wages from a job sound like a “gift”). But is the 

EFC a “contribution?”  Contributions to colleges 

and universities typically come from alumni and 

not students and are based upon the generosity 

of a donor (and a tax deduction). The “contri-

bution” that a family is “expected” to pay is an 

oxymoron. In fact, the contribution is a require-

ment for student enrollment and certainly much 

different from contributions to a local charity, 

church, or alumni association.

These are not simply clever examples. 

Because websites, call centers, and help desks 

explain the price of attending a college or uni-

versity, clear and accurate communications are 

essential, especially for first-generation students 

and their families for whom this vocabulary is 

often new. The language that financial aid admin-

istrators use hampers their ability to answer 

questions and actually confuses the simple ques-

tion that a family wants to know: what is the price 

of attending the school? Although little data exist 

on this point, one suspects that college applicants 

the language that financial aid 
administrators use hampers their 

ability to answer questions
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limit their choice of colleges and may even pay an 

unnecessarily high price for their education due 

to the lack of understanding and inability to navi-

gate the language and pricing structure of post-

secondary institutions.110 

The complexity of FAFSA, the required 

financial aid form for all Federal and Massachu-

setts state programs, is particularly problematic. 

Evidence suggests it inhibits college choice and 

can result in more expensive student loans. For 

example, in an experiment where H&R Block 

professionals helped clients complete FAFSA 

forms from data on their tax returns, high school 

graduates under the age of 18 were more likely 

to complete the FAFSA, more likely to receive 

aid, and more likely to enroll in college than a 

control group that was only informed about eli-

gibility.111 Many experts believe the complexity of 

the FAFSA pushed many toward private loans. 

Roughly one out of seven students who took out 

private loans in 2007-2008 did not bother to 

complete the FAFSA. Mark Kantrowitz writes:

The complexity of the federal Stafford Loan 

application process, which requires the submis-

sion of a FAFSA, is probably a key driver of reli-

ance on private student loans.112 

The Rethinking Student Aid Study Group 

reached a similar conclusion in its important 

analysis of federal programs in 2008. Based on 

the work of study group member Susan Dynar-

ski, it recommend that government programs 

eliminate the FAFSA altogether. The Internal 

Revenue Service (IRS) could determine fed-

eral aid eligibility for families with dependents 

from information in tax returns with only slight 

modifications to the current formula.113 If this 

approach were implemented, families would 

receive an annual letter from the IRS in much 

the same way that wage earners receive notice 

from the Social Security Administration about 

eligibility for retirement benefits.114 

On June 24, 2009, the Obama adminis-

tration announced its intent to phase in some 

of these recommendations. A new Web-based 

FAFSA allows applicants to skip items about 

family assets that are not relevant to their eligi-

bility. Financial aid applicants will soon be able 

to populate the online FAFSA with relevant data 

from the IRS. Legislation is necessary, however, 

to change the elements in the formula to only 

those that are collected – and therefore verified 

– by the IRS. In the proposal to Congress, Sec-

retary of Education Arne Duncan will seek sim-

plification that requires a financial aid applicant 

only to complete personal information with 18 

key financial questions supplied by data from 

the IRS. The Department is exploring the pos-

sibility of making the service available to all stu-

dents, regardless of whether they are a financial 

aid applicant. This final step has the benefit of 

providing information to students who other-

wise might not have applied for aid, or might 

have eliminated college options, because of a 

misperception that they are not eligible or could 

not afford the price.

How should I repay my loans for college?  
Retiring debt is a key component of making 

higher education affordable and the expecta-

tion of all students when first enrolling in col-

lege. Educators worry that high levels of debt can 

delay graduation, distort the selection of a college 

major, and postpone post-baccalaureate educa-

tion. Debt many also hinder personal goals, such 

as getting married, buying a home, or having 

children. To use an example from health care, 

large debt from undergraduate and medical 

school may encourage young doctors to special-

ize in fields with the highest income potential, 

rather than becoming primary care physicians 

with less earnings potential. Similarly, one wor-

ries that college graduates with a commitment 

to public service may avoid positions in govern-

ment or the non-profit sector, where salaries are 

traditionally lower than private sector jobs. Col-

lege administrators speculate, for example, that 
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many of the most talented students have aban-

doned their studies of science, technology, engi-

neering, and math (STEM) over the past decade 

in favor of careers in banking and finance.

Distortion of the job market resulting from 

college debt could be reduced through the expan-

sion of loan forgiveness programs. The federal 

government currently has programs for volun-

teer work, such as the Peace Corp, Americorps, 

and VISTA, for military service, and for teaching 

in specified low-income areas. These programs 

require updating such that the amounts of for-

giveness match national priorities and student 

interests.

Loan forgiveness is a partnership between 

government and higher education. Inside Higher 

Education, an online publication going to many 

college administrators reported the following 

very successful program at Tufts University:

During the last year, Tufts University 

awarded grants to 288 alumni who work for 

nonprofit groups or in the public sector to help 

them repay their student loans. The grants 

– which ranged from $500 to $5,000 and for 

which alumni may reapply annually – are part 

of what may be the broadest program of its kind. 

Many colleges have programs to repay the loans 

of alumni in selected fields. The Tufts program, 

in contrast, is open to all of its alumni providing 

that they are working in government or for non-

profit groups, and provided that they are repay-

ing loans they took out to attend the university.115 

Many professional schools have programs 

that subsidize their graduates who take positions 

in the non-profit sector or predominately provide 

services in low-income areas.

Finally, federal policy needs to relax the obli-

gation of students who run into financial dif-

ficulties following graduation. While a college 

education improves one’s chances for increased 

wages and compensation, it does not guarantee 

it. College graduates can run into financial dif-

ficulty from loss of job, medical problems, or a 

variety of obstacles that impede their ability to 

make timely payments. In 2008, 6.9 percent of 

student borrowers who were supposed to begin 

repayment defaulted on their obligation.116 

Student loan guarantee agencies were 

established for the FFELP to provide default 

insurance on student loans for lenders, to help 

delinquent borrowers avoid default, and to help 

restore defaulted loans. In 2008, these agencies 

received $1.57 billion in fees and were holding 

$1.63 billion in trust from the Federal govern-

ment guarantee to refund lenders for defaulted 

loans. A breakdown of the fees they received 

indicates that their most lucrative function is 

the “collection and rehabilitation” of defaulted 

loans. They received about one-fifth as much 

money from helping delinquent borrowers avoid 

default.117 Thus, the guarantee agencies make 

more money by allowing delinquent borrowers 

to go into default rather than counseling or refi-

nancing and helping them stay out of default.

The primary reason for this situation is the 

fees associated with each function. The loan 

guarantee agency receives 1 percent for prevent-

ing default, but 18.5 percent for rehabilitating 

a defaulted loan, plus another 18.5 percent on 

accrued interest during default. Collecting pay-

ments from a small number of defaulted loans 

at 37 percent can be far more lucrative than help-

ing prevent borrowers from default at only one 

percent. The interlocking arrangements among 

state government, lending institutions, and loan 

guarantee agencies can distort the objectives 

for the agencies to serve the consumer. Indeed, 

employees of the Ombudsman office at the 

Department of Education have ties to collection 

agencies that erode consumer confidence and 

provide little help for a borrower who is seeking 

the guarantee agencies make  
more money by allowing delinquent 

borrowers to go into default
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advice or help that is removed from the interest 

of collection agencies.

In 2008, American Student Assistance 

(ASA) – a loan guarantee agency for Massachu-

setts – received just $47 million in fees for help-

ing borrowers avoid default, compared to $63 

million in revenue for collection of defaulted 

loans. While ASA also works with non-profits, 

such as The Education Resource Institute (TERI) 

in the Boston Library, on outreach and education 

programs that help students with financial plan-

ning and application for college and financial aid, 

it is clear that realignment of incentives is still 

needed to encourage loan guarantee agencies to 

help borrowers and provide consumer education 

instead of encouraging loan defaults.118  

The Obama administration has proposed 

eliminating the FFELP program altogether and 

contracting with four institutions to service the 

$550 billion in existing federal loans and the 

roughly $100 billion annual budget for future 

loans from the Direct Loan Program. Unfor-

tunately, little is known about the competition 

for the contract to service the Direct Lending 

Loans, but all the for-profit institutions that were 

selected previously engaged in student lending 

and loan collection. Non-profit agencies with a 

mission of providing consumer information 

about all branches of the College-Bound Deci-

sion Tree either were excluded or eliminated 

from the selection process.119  

Finally, student loans, both government-

sponsored and private, are not discharged in 

bankruptcy proceedings.120 This places them 

in a category like alimony, child support, over-

due taxes, or criminal fines. This provision only 

became law in 2005 with the banking indus-

try providing no empirical evidence about any 

abuse. Restoring bankruptcy rights would pro-

vide greater incentives for those that service 

student loans to create alternative repayment 

options that more comfortably meet the needs of 

distressed student loans.121

In conclusion, the College-Bound Decision 

Tree requires some attention. The seeds for 

government programs were planted over half a 

century ago. They have taken root and support 

millions of students who might not otherwise 

receive a college education. But like all trees, 

they require maintenance. Some branches, such 

as FFELP, may require pruning. Others, such as 

Pell Grants and tax credits, need fertilizing and 

care. The objective is a Tree that stands firm for 

all Americans, providing a forest of protection 

and growth for the nation.
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