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February 2010
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.

B

Greg Torres Benjamin Forman
President Research Director

Sincerely,



College is not just about making a living;
it is about making a life worth living.

DAviD WARREN
President, National Association of Independent Colleges
and Universities
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EXECUTIVE SUMMARY

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

PLANNING FOR COLLEGE: A CONSUMER APPROACH TO THE

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.! 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

Figure ES1:
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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 debit.

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.? 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
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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).}
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



Figure ES2:
After-Tax Return from Decisions about How to Save
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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
alocal 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." Not surprisingly, the decision to

attend a public or a private institution affects the
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“Who Benefits from the Education Saving Incentives?”

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.? 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



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.®

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

AT THE TIME OF APPLICATION,

THE NET PRICE IS

IMPOSSIBLE TO CALCULATE

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
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a specific school.” 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.



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

Figure ES3:

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 43-40).

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-
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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

Figure ES4:

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
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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 Go 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
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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

FAMILIES MUST SORT THROUGH
A WIDE RANGE OF LOAN PRODUCTS

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
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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
Actof 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.?

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-

AFTER GRADUATION, THE MANNER IN
WHICH LOANS ARE REPAID AFFECTS THE
OVERALL PRICE THAT STUDENTS PAY

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.” 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-
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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.!"° 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.!! 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, 6o 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



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."

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.” 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 s 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
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different methodology. Based on that number,
he estimated that 26 percent of borrowers have
an excessive debt burden.” 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.’

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.’® 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,

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.” 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."

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

IN ADDITION TO PRICE TRANSPARENCY,
THERE IS AN UNREALIZED NEED TO
INTRODUCE GREATER PRICE CERTAINTY

ishing the FAFSA all together, as recommended
by the Rethinking Student Aid Study Group, it
does represent progress in the right direction.

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
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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



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."

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
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to help families navigate complicated choices.”
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
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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
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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.



ES Endnotes

1. We rely on a variety of data sources including the National
Postsecondary Student Aid Survey (NPSAS), Integrated Post secondary
Data System (IPEDS), College Board, Kiplinger's Personal finance
Magazine, Peterson’s online college search, Massachusetts Office of
Student Financial Aid Assistance, and National Bureau of Economic
Research.

N

. Our focus is primarily on traditional age college students, who enter
college immediately after high school graduation. However, our
recommendations for a new model that is consumer-oriented would
benefit all college students — traditional and nontraditional.

w

. In this research, we raise questions about the decision-making
process that families go through as they decide to save for and pay
for college. None of this information should be construed as specific
advice, but rather as a more general discussion of the issues and the
types of information to which families should have easy access.

4. While this option may appear financially appealing, very few students
take this path to a B.A. degree. Of students entering two-year
colleges, 71 percent say they are seeking a B.A. degree, but one study
found that 11 percent of two-year college students were actually
taking courses that would lead to a B.A. degree. See Ellen Bradburn,
US Department of Education, Office of Education Research and
Improvement, NCES 2001-197, May 2001.

5. For more information on enroliment trends, see “Paying for College:
The Rising Cost of Higher Education.” Boston, MA: MAssINC, 2006.

6. “Paying for College: The Rising Cost of Higher Education,” ES Table
4,p. 11

7. The differences between the published and net price are greater for
private colleges and universities. The same issues exist at public
schools but to a lesser extent. Families who are only considering
public institutions are better able to make an informed estimate of
the price they will pay.

8. For more on the new disclosure requirements, see “Summary of New
Disclosure Requirements for Private Student Loans,” The Institute for
College Access & Success, The Project on Student Debt, August 2009.

9. Reconsolidation may be possible when accompanied by a new loan.

10. These numbers come from an analysis of the National Postsecondary
Student Aid Study (NPSAS) that was done by The Project on Student
Debt. See “Private Loans: Facts and Trends,” August 2009.

11. Mark Kantrowitz (2009), “Characteristics of Private Student Loan
Borrowers Who Do Not Use Federal Education Loans,” June 7.

12. Ironically, lending institutions receive their highest fees for bringing
a borrower of an education loan out of default, giving very little
incentive for preventing the borrower (i.e. refinancing the loan or
postponing payments) from going into default in the first place.

13. Includes college graduates with a bachelor’s degree or higher. This
figure also discounts income, which college graduates typically
earn disproportionately in the future, by 3 percent. See Sandy Baum
and Jennifer Ma (2007), Education Pays 2007. Washington, DC: The
College Board, p. 44.
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14. Keith Greiner (1996) “How Much Student Loan Debt is Too Much?”
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15. For a discussion about developing measures of borrowers’ stress,
see Patricia Sherschel, “Student Indebtedness: Are Borrowers
Pushing the Limits?” USAGroup Foundation New Agenda Series, Vol.
1, Number 2, November 1998, p. 17.

16. Paying for College, ES Table 6, p. 13.

17. American Council on Education, “Missed Opportunities Revisited:
New Information on Students Who Do Not Apply for Financial Aid,”
Issue Brief, February 2006.

18. See “A Simpler Application for Student Aid,” Accessed at http://www.

edgovblogs.org/duncan/2010/01/a-simpler-application-for-student-
aid/, January 11, 2010.

19. The MassTransfer website includes information for both students
and families as well as advisors. See http://www.mass.edu/
masstransfer/

20. Recent research shows how simplifying the FAFSA process and
providing direct help with the application led to increased college
enrollment. See Eric Bettinger et al,. “The Role of Simplification and
Information in College Decisions: Results from the H&R Block FAFSA
Experiment,” NBER Working Paper, September 2009.
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