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Introduction

Georgia has a large and growing system of higher education, and we suspect that most citizens of the state
believe that it is effective, reasonably efficient, and has had a positive force in promoting economic growth in
the Peach State. Certainly, the state has a number of institutions with a reasonably good, if not exceptional,
national reputation, such as the University of Georgia, Emory University and Georgia Tech. And by some
measures i the U.S. News & World Repontankings, for example i some of these schools have seen their
reputation rise over time. Additionally, Georgia has a greater proportion than the national average of adults with
college degrees, a source of some pride and a rarity amongst Southern states.

Yet a look at the empirical evidence paints a much less rosy picture. Georgia has a far lower participation rate in
higher education among the 18- to 24-year-old population than the national average. Fewer than 14 of every 100
entering high school students have earned a college degree a decade later, a statistic significantly below the
already weak U.S. average and perhaps half the rate of some European countries. It spends more per student
than the typical state in its public schools, yet the attrition rate once in college is also higher than the already
shockingly high national figure. Costs have risen sharply over time, and productivity has likely fallen, unlike in
the remainder of the U.S. economy where productivity has risen at an average annual rate of over 2 percent for
over 135 years. Moreover, some of the top schools have relatively few poor students attending 1 less in some
case than in some lvy League schools.

The Rationale for State Support: Is It Valid?

Before getting into the specifics of higher education in Georgia, it is worth reviewing: Why do we give special
treatment to colleges and universities? Why do we heavily subsidize universities while we tax others providing

! The Georgia Public Policy Foundation and the Center for College Affordability and Productivity would like to thank the Center for
Excellence in Higher Education for generously providing the financial support for this study. This study draws heavily from an earlier
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College Affordability and Productivity, Distinguished Professor of Economics at Ohio University and a visiting scholar at the
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Education. He is the author of AiGoing Broke By Degree: Why College Costs Too Much,0 and he has written and lectured widely on
the cost of higher education. Dr. Vedder is also the author of numerous scholarly papers for journals in economics and public policy,
as well as shorter pieces for the serious popular press including the Wall Street Journal, Washington Post, Christian Science Monitor,
Education Next, Cato Journal, The American Enterprise, Society and Forbes. He received a BA from Northwestern University and a
MA and PhD from the University of Illinois. Jonathan Robe has been a research assistant at CCAP since August 2007. He is an
undergraduate student at Ohio University majoring in mechanical engineering and currently serves as an Engineering Ambassador for
the college. He has co-authored a study entitled "An Outcome Based Assessment of Universities" with Richard VVedder, James
Coleman and Gordy Ruchti. The primary authors were ably assisted in both research and writing by Andrew Gillen, and a team of
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undergraduate, Jonathan Leirer, now a graduate student at Florida State University, also assisted in the preparation of this study, as
well as a current one, Daniel Bennett.
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Figure 1 - Percent of Each State's Adult Population With a Bachelor's Degree, 2006

goods and services to people, such as furniture manufacturers, car dealers and motels? Why are universities
given special privileges and resources in our society?
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The two major cases for public subsidy are the equality of opportunity and externality arguments. The equality
of opportunity argument suggests that universities are potent vehicles for promoting the egalitarian ideal that
has permeated American society since its beginning. Any person, even from the humblest beginnings, can rise
to the top in our meritocracy-driven society. College degrees have become a near prerequisite for economic
success. Yet college is costly, and public subsidies enable poor individuals to attend college that otherwise
would not have the opportunity.

It is also argued that education has important positive spillover effects. Supposedly, society will function better
and make better collective decisions if the bulk of the populace is highly educated, because we will understand
our common culture and heritage, and know about those things that bind us together as Americans. Education
promotes national unity and identity, or so it is argued. Higher education leads to improved patterns of human
behavior: College graduates commit fewer crimes, smoke less and live longer. They give more to society
(through taxes and philanthropy) than they take from it.

Above all, it is argued that there are positive economic spillover effects from supporting higher education.
These spillover effects are hypothesized to result in higher productivity. Higher spending on schools supposedly
means more college graduates. College graduates inspire their non-college educated co-workers, often teaching
them things on the job and stimulating productivity. By educating person A, we indirectly stimulate the output
and incomes of persons B, C and D.
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All of this is interesting theorizing, but there are problems with the analysis. The growth nationally in higher
education public funding for a long time did lead, as predicted, to vastly more students and graduates from
universities. Yet the data show a sharp slowing in the rate of growth in these factors, despite continued rising
funding. The United States spends more on colleges than any other nation (both absolutely and as a percentage
of national output), but we have fallen behind several other nations in the proportion of adults with college
degrees, and trends indicate that we will fall further in coming years. The data show there is certainly cause for
alarm when we consider Georgia, though a superficial examination may mislead us into thinking that Georgia
has seen more success than is really the case.

While appropriations for higher education in Georgia as a proportion of personal income are very close to the
national average, Georgia has a higher proportion of adults with college degrees than any of its neighboring
states. It is the only state in the region appreciably above the national average in this regard, as Flori d a 6 s
attainment is only slightly higher than the national average.

Moreover, the data suggest that the best of Geor
proportions of students from families at or only modestly above the poverty line. The well-known U.S News &
World Report anki ngs of Americads best colleges and uni

national universities, and 125 schools on their list of top liberal arts colleges.? Six of these 255 institutions are in
the state of Georgia; two of the six are public (the Georgia Institute of Technology and the University of
Georgia) and the remaining four are private (Emory University, Agnes Scott College, Spelman College and
Berry College). Of the three schools in Georgia ranked the highest by U.S. News and World Rep@BEmory,
Georgia and Georgia Tech), less than 15 percent of their student body are Pell Grant recipients (grants for low-
income students), making these schools highly exclusive economically.

Even though Georgia is a below-average income state and has relatively high poverty rates, the proportion of
Pell Grant recipients at the University of Georgia (13.6 percent) or Georgia Tech (14.4 percent) is well below
the national average (35 percent) for all universities. Both UGA and Georgia Tech have smaller proportions of
Pell Grant recipients than such respected flagship universities in wealthier states as the University of Illinois,
University of Minnesota or even the University of Texas at Austin. In fact, both of these Georgia schools have
lower proportions than at least one Ivy League university (Columbia). Apparently, this economic exclusivity in
Georgia higher education has been a recurring problem for the state in the past two decades as Georgia has
consistently ranked low compared with other states in the college participation rate for students from low-
income families. From 1992 to 2006, Georgia ranked in the bottom quarter of states in this regard; for much of
this period Georgia ranked lower than 40 states. During this period, the college participation rate for students
from low-income families never exceeded 20.7 percent (which occurred in 1997-98) but the national average
was never below 20 percent and has exceeded 22 percent ever since 1994-95.3

There are a number of schools in Georgia with above-average numbers of Pell Grant recipients such as Georgia
State University (37.4 percent), Mercer University (35.3 percent) and Columbus State University (36.2 percent).
These are, however, not the schools that receive the majority of the resources allocated by the state to higher
education. The schools that generally receive the most resources from the state (e.g., UGA and Georgia Tech)
are the ones which tend to be more highly exclusionary, possibly implying that the public funding of colleges
and universities in Georgia does not add to, but rather subtracts from, equal economic opportunity for students

2 All data in this paragraph were obtained at

http://colleges.usnews.rankingsandreviews.com/usnews/edu/college/rankings/rankindex_brief.php

*Postsecondary Education Opportunity. ACol |l ege Participati
http://postsecondary.org/topicslist.asp?page=1&od=&search=Family percent20income.
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Figure 2 z Percentage of Students Receiving Pell Grants at Top Georgia Institutions, 2006

from low-income backgrounds.*
45%

40%

35%

30%

25%

20%

15%

10% -

5% -

0% - . . T T T

Emory University University of  Georgia Tech  Berry College Agnes Scott  Spelman College  US Average
Georgia College

Source: U.S. Dept. of Education: Common Origination & Disbursement, US News and World Report, Integrated Postsecondary Education Data
System (IPEDS), Postsecondary Education Opportunity. CCAP Calculations.

This study shows some of the reasons this is so. Georgia suffers from an enormous attrition rate between the
time students enter high school and, a decade later, the proportion of those who have college degrees. As Figure
3 illustrates, out of every 100 beginning high school freshman, only 13.7 will graduate from college within 10
years. This number is abysmally low, lower even than the national average of 18, suggesting that are problems
with the education system in Georgia. After all, the data indicates that only just over a half of high school
students graduate from high school in Georgia and, of the 64 percent of high school graduates who enroll in
college, only about 40 percent will graduate from college. Given such low numbers, the large amounts of
resources invested in education in Georgia are possibly being used in an unproductive and inefficient manner.

The important question to address, then, is: How is it that Georgia has such low education success rates, yet still

has above average attainment (adults who possess college degrees)? As is shown in more detail later in this

study, high rates of migration of college graduates into the state of Georgia have had a far more profound effect

o n Ge ceducptiormalGttainment than any success achievedbyth e st at eds hi gher edu
high rate of migration is |ikely due to the nat.i
rate of economic growth, especially in the Atlanta area, certainly helps in attracting more in migration.

“Dani el Bennett, CCAP associate and a graduate student of ec
c o e f f i0 eneasmires bfsnéquality of educational attainmentd by state. The Bennett data for 2000 show that Georgia is markedly

more unequal than the national average with respect to educational attainmentd the gap between the more and least educated is

greater. The Gini for Georgia compares with a national average of 0.214. CCAP is pursuing further research on this and related

findings.
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Figure 3 - College Graduates within 10 Years of Beginning High School
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Sources: Postsecondary Education Opportunity, National Center for Education Statistics (NCES), Integrated Postsecondary Education Data
System (IPEDS), 2004. CCAP Calculations.

There are huge variations in spending per student between the public schools in the state, with little evidence
that the high-spending schools offer a significantly higher quality educational service for its students. In short,
the arguments for public subsidies are undercut by the realities of how resources are actually allocated.

Moreover, even the externality arguments are suspect after close empirical scrutiny. It is empirically difficult to
measure such things as i pfindingevidencaspowingthaticolegeatudents o h e s
have an unusually good appreciation for our civic institutions. Indeed, the one study we know that nationally
examines this issue suggests that college students do very poorly on a standardized test of basic issues in
American history, political institutions and economics T and that, in general, seniors in colleges do little better
than freshman. The study conducted by the Intercollegiate Studies Institute measures the value added of
attending college by measuring knowledge difference between freshman and seniors at 50 colleges. The areas
tested are: American history, American political thought, America and the world and the market economy.
Freshman averaged a score of 50.4 percent while seniors averaged 54.2 percent, resulting in a value added gain
of just 3.8 percent. Two Georgia schools were included in the study, Georgia College and State University and
the University of Georgia. UGA seniors averaged 57.76 percent, corresponding to a 3.28 percent gain in
knowledge over their freshman counterparts. Test scores at Georgia College were considerably lower, with
seniors averaging a score of 43.68 percent but still an increase of 3.40 percent between the freshman and senior
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years.” Even though these findings are very limited in scope, they certainly do not inspire confidence that public
universities are contributing importantly to the civic literacy of young Georgians.

If there are positive economic spillover effects on expending resources on universities, we should see, perhaps
after a lag of several years, a positive correlation between state spending on higher education and economic
growth, yet in reality we do not. Indeed, there is pretty good evidence the opposite is the case: Higher spending
on universities is negatively correlated with growth. For those readers interested in the intricate statistical
results, one such regression model is included below (see Table 1).° In two of three regressions, there is a
statistically significant negative correlation between spending on universities and economic growth some years
later, despite the fact that states with a high proportion of college graduates tend to have high growth rates.

The complicated econometric results are confirmed by individual case studies. For example, take the states in
Table 2, which compares the appropriations for higher education and the economic growth of similar states.
Over the past 25 years New Hampshire has spent on average much less on higher education (relative to income
or population) than Vermont T but has experienced more robust growth rates. The same is true of South Dakota
and North Dakota, or Tennessee and Kentucky.

Other preliminary work we have done raises doubts about the notion that research appropriations positively
impact growth. For example, there is actually a negative correlation between federal appropriations to
universities (mostly for research) and economic growth.

In short, there are considerable reasons to question the very first principles on which university public support is
based. The assumption that if we spend a lot on universities we will have a more prosperous population is
questionable. It is even questionable how much students learn in college. And far from serving as a bastion of
promoting economic equality, our public universities may be promoting the opposite: a growing elitist society,
where the top universities are largely open only to those with considerable resources.

The basic statistics shown in Tables 3 and 4 will help put the rest of the report in context, though we will review
many of them in greater detail in later sections. There are a number of things to highlight from Table 3. First,
Georgia spends slightly less public money, per capita, on higher education than the average state, though it

spends more than sever al of its neighbotwgeng st at

population enrolled in college is well below the national average and is much lower than the percentage
enrolled in any of its neighbors. Despite having an average level of per capitaspending on higher education in
Georgia, that spending is not leading to an increase in the number of students who attend, or even graduate
from, college.” Average student debt at graduation is lower than the national average and is also lower than
every neighboring state, probably due to the low cost of public tuition in the state. From 1980-2005 Georgia
experienced substantially higher economic growth than the national average despite spending an average
amount per capita on higher education.

*All data in this paragraph were taken from the f olBbamwi ng

Failing Our Students, Failing Americ&Vilmington, Delaware: Intercollegiate Studies Institute, 2007).

® We have examined this issue extremely thoroughly, with increasingly sophisticated models using panel data with well over 1,000
observations. Most of the variables in the model are non-university determinants of growth added for control purposes, e.g. the results
also show that tax burdens and unionization are negatively associated with growth. Variables come from a variety of data sources,
most notably the Bureau of Economic Analysis, the Grapevineat Illinois State University, and the U.S. Census Bureau.

"Si nce Geraapig incanie & mqe than 10 percent below the national average, the burden of funding public higher education
is actually greater in Georgia than the typical state. It should be noted here that while Georgia is very close to average in per capita
spending for higher education, in terms of both per student and per personal income spending, Georgia is modestly higher than the
national average.
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Dependant VariableGrowth in Real Personal Income

Table 1 - Economic Growth Regression Results

5-Year Growth 10-Year Growth i
Obs: 1400 Obs: 1200 15-Year Growth Obs: 950
0.006*** 0.008*** 0.007***
Age of State (14.70) (13.65) (11.61)
Real Personal -0.00002*** -0.00003*** -0.00003***
Income(tn) (-20.30) (-18.65) (-27.19)
n-Year Growth -0.04*** -0.07*** -0.00002
in Unions (-7.10) (-8.75) (-0.003)
n-Year Growth 1.31*** 1.34*** 1.20***
in population (29.36) (37.62) (37.01)
n-Year Growth -0.09%*** -0.07%** -0.14%**
in Tax Burden (-3.04) (-4.03) (-9.90)
ig;:;)eriraigﬁ'gi -0.0003%** -0.0002%** -0.00006
Higher Education (e () (2
Ece)ﬁ' ;Zrh(e:f‘ggicaﬁon -0.000007** 0.000013** 0.000009**
Expenditures (-2.04) (2.31) (2.18)
ﬁﬁﬁ;ﬁ%ﬂ%@i 0.005*** 0.003%* 0.0039%**
With BA or higher (78 (40 (€23
Weighted Adjusted R 0.72 0.89 0.96
FStatRedundant 12.14 11.68 23.38
Fixed Effects (0.00}" (0.00}" (0.00}"
Notes: Values in parentheses arestatistics.
*x ** and * denote statistically significant at the 1, 5 and 10 percent levels, respectively.
U RSy2GSa @It dzSpvalugs. LI NByiKSasSa I NB

There are also a few distinguishing features between public and private schools, as Table 4 demonstrates for the
largest schools in the state. Public schools tend to have much larger enrollments and charge considerably less
tuition than private schools, although tuition charges vary widely at the institutional level, especially among
private schools. For example, tuition at Emory is above $34,000, but tuition charges at five of the private
schools listed are less than $20,000. Tuition has increased rapidly in real terms at both private and public
schools, even during the short period from 2000 to 2006, and there are only three schools (two public and one
private), which had inflation-adjusted tuition growth less than 20 percent. Tuition appears to be increasing more
rapidly at private institutions than at public schools. Graduation rates generally appear to be much better at the
private schools than at the public schools (four of the public schools have graduation rates less than 35 percent),
but even here there is wide variation at the institutional level.

Georgiabs Higher Educati on Syst eGaorgiaPublic Policy Foundation
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Table 2: Economic Growth and Higher Education AEErOEriations, State ComEarisons

State Average Appropriations* Economic Growth**
New Hampshire $2.67 62.1%

Vermont 4.68 60.3

South Dakota 7.18 70.6

North Dakota 12.22 66.7

Tennessee 7.16 58.1

Kentucky 9.57 46.1

*Average Appropriations defined as average state appropriations per $1,000 of personal income, 1980-2005.
**Economic Growth defined as the growth in real per capita personal income, 1980-2005.
Sources: Bureau of Economic Analysis, GrapevineData System Illinois State University. CCAP calculations.

Table 3 - Higher Education Statistics for Georgia and Neighboring States
Percent of Average

18-24 Average Average Loan Debt StaFe . Economic
: " " Appropriations Growth
Population  Tuition 4 year Tuition 4 year of er Capita Rate (1980
Enrolled  Public (2005) Private (2005) Graduates " (2005?) e
(2005) (2005)
Georgia 32.7 % $3,632 $18,120 $17,753 $209.80 56.3 %
North Carolina 39.9 3,631 19,166 17,760 302.71 59.7
Tennessee 37.1 4,765 16,552 19,549 182.57 58.1
Florida 37.0 2,941 17,503 19,543 175.45 44.8
South Carolina 36.1 7,337 16,168 19,697 156.85 53.7
Alabama 38.8 4,578 12,426 20,389 265.88 59.5
US Average 40.6 % $5,351 $19,292 $19,200 $212.96 43.8 %

Sources: IPEDS, Digest of Education Statistics, Census Bureau, Project on Student Debt, GrapevineData System Illinois State
University, Bureau of Economic Analysis. CCAP calculations.
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Table 4 - Higher Education Statistics for the Largest Georgia Institutions

Average *Percent
" 9 Increase in **Graduation
Tuition

Enrollment (2006) Tuition Rate (2005)
(2006)
(20002006)

FTE Undergraduate

Institution

Public Institutions

Armstrong Atlantic State University 6,086 $3,050 16.2 % 21.6 %
Columbus State University 6,764 3,514 32.2% 28.2 %
Georgia College and State University 5,141 4,684 69.7 % 44.3%
Georgia Tech-Main Campus 12,361 5,234 35.1% 76.1 %
Georgia Southern University 14,483 4,082 39.5% 40.9%
Georgia State University 19,122 5,076 38.4 % 40.2 %
Kennesaw State University 17,708 3,242 17.8% 32.1%
University of Georgia 25,437 5,264 37.3% 73.2%
University of West Georgia 8,475 3,918 39.8% 31.9%
Valdosta State University 9,489 $3,466 21.6 % 41.0 %

Private Institutions

Berry College 1,718 $20,570 40.6 % 63.8 %
Brenau University 807 17,700 24.1% 52.2 %
Covenant College 937 22,840 21.9% 67.5 %
Emory University 6,646 34,336 19.6 % 90.7 %
Mercer University 4,260 26,960 35.2% 53.7 %
Morehouse College 2,933 17,984 33.1% 60.9 %
Piedmont College 949 16,500 48.4 % 37.6 %
Shorter College 1,044 15,160 36.7 % 51.4 %
Spelman College 2,290 $18,615 42.8 % 74.5 %

*Percent Increase in Tuition reflects the percent increase in 2006 adjusted average tuition dollars.

**Graduation Rate is 6-Year Graduation Rate

The schools listed are the largest schools in the state for which there was data.

Sources: IPEDS, US News and World Reppfithe Eduation Trust:College Results Online. CCAP calculations.
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Background: Georgia Higher Education Facts and Figures
State Appropriations for Higher Education

Georgia is a fairly average state in terms of its level of state spending for higher education, and Figure 4, below,
demonstrates that over the | ast 46 years Georgi a
average, though the state consistently spends below the average. As Table 3 shows, while Georgia spends
considerably less per capita than North Carolina (the highest spending neighboring state), it also spends much

more on higher education than South Carolina, wh
percentage growth in state appropriations from 1961 to 2007, however, has exceeded the percentage growth in
the national average. While Georgiads per capita

national average grew only 8.0 percent.

However, Georgia is well above the national average when we examine state spending per student in the state.
The most common method for doing so is to construct a number referred to as full-time equivalent (FTE)
students. This number accounts for the fact that many students attend school only part time. As Figure 5
indicates below, in 2005 Georgia spent $5,760 per FTE student, noticeably above the national average of
$4,871. Although Georgia is significantly outspent by North Carolina (which spends $1,393 more per student
than does Georgia), Florida, Tennessee and South Carolina all spend less per student than Georgia does.
Georgia spends $1,039 more than Florida and $1,716 more than South Carolina. It is likely that one of the main
reasons for higher spending per student in Georgia is the relatively low percentage of the 18-24 population
enrolled in college.

Figure 4 - State Appropriations per Capita Devote d to Higher Education, Georgia and Neighboring
States, 1961-2005
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Source: GrapevineData System Illinois State University. CCAP calculations.
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The State Higher Education Executive Officers (SHEEO) recently released their State Higher Education
Finance report for the 2007 fiscal year. In it, they report that appropriations per FTE at public schools was
$8,888 in FY 2007. It should be noted that their methodology is somewhat different from ours. They apply two
different adjustments to try and control for differences in the cost of living in different areas and the enroliment
mix of the student body. They also use a different price index to control for inflation.

Nationally, in 2005, higher education appropriations accounted for 4.3 percent of total state and local
expenditures; however, in Georgia that figure was 5.6 percent, as Figure 6 shows. Again, using this measure for
government spending, Georgia spends more on higher education than three of its neighbors (Florida, Tennessee,
and South Carolina) but less than two others (North Carolina and Alabama).

One possible explanation for differences in higher education spending among states are differences in average
incomes. It could be that as states get richer, they devote a proportionally smaller (or greater) share of resources
to higher education. To test this, we developed a statistical model (using multiple regression analysis) to try to
explain interstate variations in state higher education appropriations as a percentage of personal income. Table 5
below offers a detailed look at these regression results.? Based on variables in the model, estimates are derived
for each state as to the predicted level of state appropriations. It is possible by looking at the residual values
(deviation of appropriations from predicted levels) to see if the state tends to have a propensity to spend more or

Figure 5 - State Appropriations per FTE Student at All Institutions, 2005
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Sources: GrapevineData System Illinois State University, Digest of Education Statistics Table 196. CCAP calculations.

® Dependent variable data from the GrapevineData System and the Regional Economic Information System, Bureau of Economic
Analysis, U.S. Department of Commerce. Independent variables come largely from the U.S. Census Bureau and National Center for
Education Statistics (NCES).
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less than what national behavioral norms predict. The residual for Georgia is slightly negative, meaning that
Georgia actually spends slightly less on higher education than the model would predict, based on the personal
income data. In fact, the state spends just under 5 percent less per $1,000 of personal income than is expected
by taking all of the independent variables into account. The results summarized in Figure 7 below demonstrate
that with the exception of North Carolina and Alabama, the other states which neighbor Georgia spend
considerably lessthan what the model predicts. Relative to a majority of its neighbors, Georgia spends
somewhat more than expected. In short, Georgia is a fairly typical state in its fiscal support of higher education
T not extremely high nor extremely low.

Figure 6 - Percentage of Total State and Local Appropriations Devoted to Higher Education,
Georgia & Neighboring States, 2005
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Source: U.S. Census Bureau, GrapevineData System Illinois State University. CCAP calculations.
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Table 5 - Appropriations per $1000 Personal Income Regression Results

Dependent Variable: APPROPRIATIONS PER $1000 OF PERSONAL INCO
Method: Least Squares

Included observations: 50

Variable Coefficient Std. Error t-Statistic Prob.
Constant 14.07472 1.587478 8.866084 0.0000
o i

el [N 4.476267 3.427777 -1.305880 0.1984
in 2004

Personal Income -0.000155 5.27E-05 -2.949922 0.0051
per Capita

oD

POIPIYELR -4.281367 2199477 -1.946538 0.0580
Enrollment

State & Local

Expenditures per 0.000556 0.000155 3.594272 0.0008
Capita

HulEe PUldie -0.000378 0.000171 -2.204292 0.0328
Tuition

Rsquared 0.643492 Mean 6.828972

dependent var

Adjusted R 0.602980 S.D. dependent 2300084
squared var

S.E.of 1.449273 Akaike info 3.692167
regression criterion

ST SR 92.41720 el 3.921610
resid criterion

Log likelihood -86.30418 Fstatistic 15.88388
Sources: See footnote 9.
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Figure 7 - Percent Difference of Predicted and Actual Appropriations per $1 ,000 Personal Income
Based on Regression Modeling
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Sources: Residual results from Table 5 regression equation. For regression data see footnote 9 above. CCAP calculations.

Enrollment Trends

I n 2005, as a p eapdadon dges 1824, thefundergradriate enrolirters i6 Georgia lags the
national average by 7.9 percentage points (see Figure 8). Historically, Georgia trails not only the national

average but also all of its neighbors in terms of enrollment per population. However, despite the relatively low
enrollment, Georgia still spends more money on higher education per personal income and per student than
several of its neighbors and the national averd®yd.if we consider the growth of enrollment per person from
1980 to 2005, Georgi ads gpercent)iexoeed§ growth ic doth theaasiona) r e at e
average (less than 70 percent) and all of the neighboring states, in large part due to the fact that the level of

enrollment in 1980 was so low. In other words, in 1980, Georgia lagged its neighbors in enrolling students in

college, but by 2005, the state had largely closed the gap. SHEEO reports that enrollment has continued to

grow, and is now around 297,000.

Undergraduate enrollment in institutions of higher education in the state of Georgia increased by about 175
percent, as Figure 9 demonstrates. The largest increase in enrollment in absolute terms and in percentage growth
occurred in public two-year institutions, where the FTE undergraduate enroliment increased by over 81,000
from 1980-2005, a growth of almost 700 percent during this period. While enrollment at public two-year
institutions was barely over 10 percent of the total enrollment in 1980, by 2005, over 33 percent of all students
enrolled attended two-year schools.
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Figure 8 - Undergraduate FTE Enrollment per 18 -24 Population for Georgia and Neighboring
States
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Sources: IPEDS, Census Bureau. CCAP calculations.

During this same 25-year span, undergraduate enrollment at public four-year schools increased by just over
65,000, with 138,000 FTE undergraduate students enrolled in four-year public institutions during the 2005-06
school year. Although private four-year enrollment grew by over 60 percent, that increase is significantly
smaller than the 90 percent increase in public four-year institutions. Perhaps the most interesting trend to
observe over this period is that while two-year schools saw a very significant gain in enrollment as a percentage
of the total FTE undergraduate enrollment in Georgia, the percentage of students enrolled at public four-year
schools actually saw a dramatic decrease from almost 70 percent of total enrollment in 1980 down to only 50
percent in 2005. Although the percentage of students enrolled at private four-year schools also decreased during
this period, that decrease was not nearly as large as that for the public four-year schools.
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Figure 9 - FTE Undergraduate Enrollment by Control and Level of Institution for G eorgia Schools,
1980-2005
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Source: IPEDS. CCAP calculations.

There is wide variability in enrollment trends at individual schools (see Figures 10 and 11). Most Georgia
schools, both public and private, saw more significant enrollment growth from 1990 to 2005 than they did
during the 10 years prior to that time. As one might expect, of all of the largest four-year public institutions in
Georgia, Georgia Tech experienced the smallest percentage increase (26.1 percent) in enrollment from 1980 to
2005. In fact, the University of Georgia and Georgia Tech were the only four-year public schools that
experienced enrollment increases far less than the state average for four-year public schools. FTE undergraduate
enrollment at the average four-year public school increased almost 90 percent during these 25 years while
enrollment at UGA (the largest school in Georgia in terms of undergraduate enrollment) grew just under 50
percent. Kennesaw State University, on the other hand, grew by over 400 percent, and Georgia Southern,
Valdosta State and West Georgia all grew by over 100 percent. Limits on supply from selective admission
practices clearly existed at such relatively prestigious state schools as the University of Georgia and Georgia
Tech.

As far as the largest four-year private schools are concerned, Emory and Mercer, the two largest, saw
percentage increases of 50 percent and 90 percent, respectively. The average private four-year school in
Georgia grew by 63 percent during this period. In terms of 2005 enrollment, Emory is by far the largest private
school in the state, with an undergraduate enrollment roughly 60 percent larger than the enrollment of Mercer,
the second largest private school. No other private school enrolled more than 3,000 FTE undergraduate students
as of 2005.
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Figure 10 z FTE Undergraduate Enrollment for Selected Public Institutions in Georgia
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Figure 11 - FTE Undergraduate Enrollment for Selected Private Institutions in Georgia
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Tuition Trends

Public concern over rapidly rising tuition costs has grown during recent years, although Georgia has not seen as
large an increase in tuition costs as has occurred elsewhere in the United States. Nonetheless, as Figure 12
shows, tuition growth at Georgia institutions still outpaces growth in per capita income. Specifically, tuition at
four-year public schools in Georgia increased by 81 percent in real terms from 1985-2005, significantly lower
than the 124 percent increase for the national average for four-year public institutions. However, tuition growth
at four-year private schools in Georgia exceeded 180 percent in real terms, far outpacing the 74 percent increase
in the four-year private school national average. The smallest percentage increase in tuition in the state of
Georgia occurred at two-year schools, where tuition has grown 55 percent since 1989. In all cases, tuition
growth in Georgia far exceeds the growth of per capita personal income, which grew by only 30 percent during
this 20-year period.

Figure 12: Real Tuition and Personal Income Growth, 1985* -2005

Growth from 1985* to 2005
Per Capita Income GA :;:| 30%
Tuition 2 year private US | | 87%
Tuition 2 year public US ‘ ‘ | 66%
Tuition 4 year private US ‘ ‘ | 74%
Tuition 4 year public US ‘ ‘ ‘ | 124%
Tuition 2 year GA* ‘ ‘ | 55%
Tuition 4 year public GA ‘ ‘ | 81%
Tuition 4 year private GA ‘ ‘ ‘ ‘ ‘ ‘I 181%
0% 2(;% 4(;% 6(;% 80‘% 10(‘)% 126% 146% 16(‘)% 186% 200%

* Tuition growth at 2 year GA schools is from 1989-2005
Sources: Bureau of Labor Statistics, Digest of Education Statistics, IPEDS, Bureau of Economic Analysis. CCAP calculations.

What has happened to the costs of attending college and why?

While the cost of attending an institution of higher education has been increasing across the nation, and in
Georgia, the relative growth for Georgia depends to a large extent on the type of institution. Specifically the
schools which are a part of the University System of Georgia have done little to limit the increase in the cost of
attending college in the Peach State.? As Figure 13 illustrates, average tuition and fees for Georgia schools have
generally remained well below the national average. This figure shows the average real (inflation adjusted)

Pal miero, Phyllis. AShining the Lightr KdRepmoionCar dmeni G
Trustees and Alumni: Washington, DC, February 2008.

Georgiadbs Higher Educati on Syst eseorgiaPublic Policy Foundation
Success or Failure? 18



Figure 13 - Average Tuition and Fees, Real (20 05 $) FTE Weighted
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Sources: Bureau of Labor Statistics, Digest of Education Statistics, IPEDS. CCAP calculations. Data for some years not available.

tuition and required fees for in-state students by year and the level of the school.*® Interestingly enough, from

1984 to 2005, the average cost of attending a four-year private school in Georgia increased 282 percent, from

$6,539 to $18,465 (in 2005 dollars).™ Over the same time span, tuition at four-year public schools increased by

74 percent, from $2,128 to $3,716; at two-year schools tuition increased by 309 percent, from $425 to $1,739.

As a percentage of the st at ed favepoa the whoke mderntstaadily nc o me
rising during the 25 years from 1980 to 2005, as shown in Figure 14. In fact, tuition at four-year schools has

nearly doubled as a percent of per capita income, meaning that the typical Georgia resident would need to pay

over one quarter of his or her income per year to cover tuition costs. While tuition has increased at two-year

schools as well, the cost is still just above 5 percentof t he st at e O Besppgeghegronvtaqfi t a i |
tuition as a percentage of per capita income in Georgia, however, the state still remains behind the national

average, where in 2005, tuition at four-year schools was more than 30 percent of per capita income. An

interesting question arisest Georgia is a relatively low tuition statend the burden of attending college is

low by national standards, why is the proportion of iBe24-yea-old population still well below the national
average?

“Note that figures are AFTE weighted. o This means t halet eac
students at the school in the fall of 2005. Thus the number reported is the weighted average, fixing the proportion of students at each

school at its 2005 level.

1 Note that in this, and other figures that use IPEDS data, the years are not continuous. Specifically, the years 1981-1983 and 1999 are

not included.
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Figure 14 - Average Tuition and Fees by School Type, Percent of per capita Income, FTE Weighted,
1980-2005
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Sources: Bureau of Labor Statistics, Digest of Education Statistics, IPEDS, Bureau of Economic Analysis. CCAP calculations. Data for some
years missing.

The Georgia HOPE Scholarship Program

One of the hallmarks of state support for higher education in the state of Georgia is the Georgia HOPE (Helping
Outstanding Pupils Educationally) Scholarship and Grant Program. This program, which began in 1993, has
awarded more than $3 billion to students at Georgia public and private institutions of higher education. The
HOPE program, which is administered by the Georgia Student Finance Commission (GSFC), receives its funds
from the Georgia Lottery for Education. *?

According to the HOPE Scholarship Program Overview put out by GSFC, the rationale behind the HOPE
program i s Ato increase academic achievement, to
expand educational opportunities beyond high schoolto a | | Georgians. 0 The prog
financial assistance to high school graduates who attend Georgia colleges and universities. Any high school

graduate since 1993 attending a public school and any high school graduate since 1996 attending a private

school in Georgia who meets Georgia residency requirements has been eligible to receive the HOPE

Scholarship. Even those students not eligible to receive the HOPE scholarship based on their performance in

high school may receive the scholarship after enrolling in college if they meet the eligibility requirements for

the HOPE Scholarship and maintain a minimum 3.0 GPA.

The amount of the award includes full tuition and mandatory student fees plus a $300 book allowance for
students attending public institutions; room and board charges are not covered by the scholarship. For full-time

12 Data taken from http://www.gsfc.org/hope/
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students who attend private schools in Georgia, the Georgia Tuition Equalization Grant is $3,500 per academic
year. Part-time students at private schools are eligible for a $1,750 award per year. There is no minimum
enrollment requirement for students who attend public institutions.

HOPE Scholarship recipients are required to maintain a 3.0 minimum GPA after every Spring term while in

college, and they mustmakei Sat i sf act ory Academic Progresso eacht
who meet the requirement are eligible to continue to receive the HOPE scholarship, though students who have
attempted 127 semester hours or 190 quarter hours are no longer eligible to receive the scholarship unless their

degree program specifically requires additional hours for graduation. Even then, those students are ineligible to

receive HOPE funds for no more than 150 attempted semester hours or 225 attempted quarter hours. Students

who fail to meet the HOPE continuation requirements at any time may regain the scholarship if they meet hours

and GPA requirements at re-entry checkpoints.

The HOPE Schol arship and Ghueblytsuccésfubagdmpaputa rhoa sp rboegerna n
whi ch has enhanced fAacademic achievementé [ and i
economic future for the state and [ i s]®Howeleptheng o
available data do not appear to justify such a rosy picture of the HOPE Program. Most Georgia postsecondary

public schools suffer from low academic quality of their freshman and the evidence indicates that the HOPE

Program has not had a positive effect on academic quality. The top two public schools in the state, UGA and

Georgia Tech, generally have high academic quality among their freshmen, but it should be noted that they saw
improved quality beforethe implementation of the HOPE Program. The University of Georgia was able to

increase its enrollment while maintaining the same level of quality because of the HOPE Program.** Indeed, as

is discussed in further detail below, Georgia institutions have extremely low graduation ratesincreasing the
number of students who attend college through the HOPE Program does not appear to be improving the

situation very much.

The Board of Regents of the University System of Georgia has done some studies on the retention and

graduation rates for HOPE scholarship recipients while they are enrolled at one of the 35 public colleges and
universities which are part of the University System. The last available study was for the period 1999-2005. The

USG study analyzes the freshmen class of 1999 (those students who graduated from a Georgia high school and
enrolled in a public college or university in Georgia) and figures their academic quality for six years in terms of
whether they retained the HOPE scholarship and if they graduated, were still enrolled, or were no longer

enrolled after six years.*> According to this data, the overwhelming majority of entering freshmen who

graduated from Georgia high schools and attended public colleges or universities received the HOPE

scholarship as freshmen, yet only a small percentage of those students retained the HOPE scholarship

throughout the entirety of their college career, though some regained the scholarship after failing to meet
requirements earlier. Of the 21,446 entering freshmen who received the HOPE scholarship in 1999, six years
later, only 50.6oercentof those stdents had graduatedVhile this graduation rate is certainly higher than the
graduation rate of those students who entered without the HOPE scholarship, the claim that the HOPE

schol arship i s Ahug e |psrcensofifeeshnees recipients graduatehisnaet sugpatedéyl vy 5
the data.'® Admittedly, transfers are not accounted for in this data set. Accounting for transfers into and out

from (or even within) the University System of Georgia, these numbers could be higher.

BSed®OPE Scholarship Joint Study Commissiond available at:
Ystill, H a r :Olyservaions df $8raoo Instiftitians Freshman Admissions Quality With Retention, Four and Six-Year
GraduationRatesi 2 006) . 0 Hi gher Education Research/ Policy Center, I
“AKeeping the HOPE Schol ar shiRalli398kirg-ligmeuFr €EshmegeSi Th¥e &t s
2006. Available at: http://www.usg.edu/research/students/hope/figures/hope_figure99-05.pdf.

1% The CCAP calculation for these graduation rates is based on the figures reported by the Board of Regents of the USG. See the

source cited in the footnote above. Those entering freshmen who do not receive the HOPE scholarship are considered eligible for the
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Another problem caused by the HOPE Program is persistent grade inflation, especially at Georgia high schools.

Since many Georgia college students rely on the scholarship to pay for tuition costs (many students cannot even

attend college without the financial assistance of the program), teachers and professors are pressured to inflate
students6 grades so that they can retain their H
the College Board foundthatit her e was a signi ficant ofrederingase i n
freshman during the four years following the introduction of the HOPE state scholarship program (without a
concomitant i nc rteTaesverk the Golle§eMBaard stuclyoralieel spdn was published by the
Chronicle of Higher Educatiom 1997. The Chronicle noted that immediately following HOPE, grades rose
significantly but SAT scores fluctuated, showing no systematic increase that correlated the rise in grades.*®

It appears, then, that the af feducationlmdbeen nhixed IHOIRE Pr
that, through the program, students who otherwise would be financially unable to attend a four year college are

more likely to do so (some HOPE recipients at four year schools would have gone to two year schools in the

absence of the program), but the program may fuel a decrease in the academic quality of Georgia college

studentss Must ard and Cornwel | have found that Athe pri
influence where, not whether, students attend college. To the extent that it has increased enrollment, it has done

so primarily at the four-year institutions and by increasing the choice of where students will enroll rather than

by expanding acc e? Borthte HOPE Pragraneta be teuly suacessfulj itanost peomote not

only affordability for college but also an increase in the productivity of the students in Georgia both during and

after their collegiate experience.

The extremely low graduation rate of non-HOPE students makes us wonder i why does Georgia spend large
sums of money on students who almost always fail to graduate? It seems to us that Georgia may be
overinvested in higher education, since it takes in large numbers of students who either cannot or do not
succeed academically.

How Can Students Afford to Attend?

SHEEO reports that public net tuition (tuition after scholarships and other grants) per FTE student at public
schools has increased just about 12 percent in the last five years, and is now slightly above $2,000 (for the 2007
fiscal year). How do students finance their education in the face of increasing costs? Figures 15, 16 and 17 show
our estimates of where the funding comes from for the average student. For two-year schools, the pie represents
the average tuition and required fees at the type of school, and at four-year schools, the pie represents the total
cost of attendance, including tuition, fees, room and board. The slices represent the magnitude of each of the
sourcesof funding. Th e A Sowademt @cactune fprahe lpans that a student takes out through the
schools financial aid office, thus they do not include many of the private student loans that have been getting so
much press lately. In additiontoout-of-p o c ket payment s-Finafch @l c At elg ¢ruyn dil N
any outside funds that the school does not know about, such as private scholarships not awarded by or reported
to the school.

scholarship but have not achieved the academic performance required for scholarship recipients. These graduation rates do not include

HOPE recipients at private schools.

YCamara, W., et al. fAWhose Grades Are Inflated?0d College E
http://professionals.collegeboard.com/research/pdf/04843cbreport20034_31757.pdf.

Y“Healy, Patrick. AHOPE Schol ar s hTheGhroficeaffHigtieoEdunatiphovembdd 7y 1997e 1 s i

Available at: http://chronicle.com/che-data/articles.dir/art-44.dir/issue-11.dir/11a03201.htm.

19 Chris Cornwell and David B. Mustard, i HOP E  ShiphAffectaWhere, Not Whether, Students Attend College, © December
2001, http://www.cviog.uga.edu/publications/pprs/80.pdf
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State and local grant aid for students attending two-year schools comprise over 43 percent of all financial aid
received. We would expect such a high reliance on state-funded aid, given the size of the Georgia HOPE

Program discussed above. However, for two-year schools, a significant portion of student aid (39 percent) still

comes from federal grants. Almost 15 percent of aid comes from student loans and less than 5 percent comes

from institutional grants. Note that Figure 15 does not account for related expenses such as room and board,

books and transportation. Thus, even though the Georgia HOPE scholarship may cover a significant portion of
students6 tuition charges, the student s-ofpockett f i n
payments, loans or other outside sources of aid. While some may argue that living expenses are not educational
expenses and so should not be considered here, room and board charges as well as transportation costs do add to
the financi al burden for students and undoubtedl]l
school to attend or even if they will attend a school of higher education.

Figure 15 - Average Financial Aid by Source for 2004: 2 -Year Georgia Schools, FTE Enrollment
Weight
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Figure 16 - Average Financial Aid by Source for 2004: 4 -Year Public Georgia Schools, FTE
Enroliment Weighted
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Figure 16 gives the sources students depend on to pay for the total cost of education for students at four-year
public schools, covering room and board charges as well as tuition and fees. Students rely mostly on non-
financial aid funding (primarily, family resources) to pay for the costs associated with college, with almost 60
percent of all funding coming from this source. State and local grants are also an important source (nearly 24
percent of financial aid) of funding for students to cover the cost of attending a four-year public school. Student
loans and federal grants are 8 percent and 6 percent, respectively, of the average financial aid available to
students and less than 3 percent comes from institutional grants.

As Figure 17 shows, non-financial aid funding is the most prominent source of funds for students at four-year

private schools in the state of Georgia: Overtwo-t hi rds of the average student

expenses comes from this source. Although 15 percent of the cost is covered by financial aid from the
individual institutions, almost 11 percent of the total cost is covered by student loans. Furthermore, because
students who attend private schools can receive only about $3,500 from the HOPE Program, state and local
grants do not make up a significant portion of the funds available to these students. In fact, both federal and
state and local grants, combined, account for less than 8 percent of all funding for tuition and fees and living
expenses for students at private schools in Georgia.

Figure 17 - Average Financial Aid by Source for 2004: 4 -Year Private Georgia Schools, FTE
Enroliment Weighted
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Sources: IPEDS. CCAP calculations.

The number of loans taken out by students to cover growing tuition costs has increased in recent years.
According to the National Center of Education Statistics, nationally, 32.3 percent of full-time, full-year
undergraduate students received financial assistance in the form of student loans during the 1992-93 school
year. Eleven years later the number of students who took out loans had increased to 49.9 percent for the 2003-
2004 school year.”® Also, according to a report released by the Project on Student Debt in September 2007,
Georgia ranks 36" nationally in average debt per student for the 2006 graduating class. While the national
average for student debt for the graduating class of 2006 was $19,646, the average for Georgia was $17,753.%

% Data was taken from the Digest of Elucation Statistics: 2006 able 327, available at
http://www.nces.ed.gov/programs/digest/d06/tables/dt06_327.asp?referrer=list.

Project on Student Debt, fStudent Debt and the Cl asa of
http://projectonstudentdebt.org/state_by_state-data.php. Accessed February 4, 2008.
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Figure 18 - Estimated Debt of the Typical Borrower*
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Even though this report does not address long-term trends in student debt, it does suggest that the level of debt
for the average student borrower is growing.

Figure 18 below shows the estimated average debt burden for those who take out student loans. This figure is
based on the data as reported by individual institutions, so private loan data are excluded. The debt estimate is
obtained by assuming that the typical student borrower takes out the average loan each year and graduates in
four years, thus accumulating the total debt over four years. It is important to remember that this is not the
average debt per student but rather the average debt per student borrower. As one might expect, the students
with the largest debt burden attended private institutions (Clark Atlanta, American Intercontinental, Emory, and
Mercer). The debt burden for student borrowers at public schools does not significantly vary among institutions.

Where Do Schools Get Their Money?

Although the dramatic tuition increases across the nation over the past several decades have garnered much
attention, tuition is not generally the most important source of revenue for public institutions. Nationally, only
15.8 percent of all revenue for public schools comes from tuition and Georgia is very close to this national
average, with 15.6 percent of total revenue coming from tuition. Figure 19 below shows the revenue source
distribution by state for Georgia and its neighbors.

With the exception of South Carolina, all of the states rely more heavily on state appropriations to support their
public higher education institutions than on any other source of revenue. Over 38 percent of the revenue for
public schools in Georgia comes from state appropriations, meaning that Georgia relies on state appropriations
more than all of its neighbors except Florida. Whereas nationally, 24.3 percent of revenue comes from state
appropriations, the figure in George is a much larger 38.4 percent.

Georgia also relies more heavily on federal and state grants (this includes the HOPE Scholarship) than its
neighbors (with the exception of South Carolina), and nearly every state in this region relies more on these
grants for revenue than the national average. In Georgia over 26 percent of revenue per student comes from
federal or state grants while only 19.2 percent of revenue comes from this source nationally.

Figure 19 - Revenue per Student by Source, Public Degree Granting Institutions, 2003 -2004
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Figure 20 - Tuition and Fees as a percent of Core Revenues, 2004
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The percentage of a school 6s revenue derived fro
that the data used for this figure use total revenue for the institutions and not revenue per student. The

percentage of revenue that comes from tuition and fees is only about 30 percent or less for the vast majority of
Georgia schools. The four schools for which more than 31 percent of all revenue comes from tuition are all

private institutions. All of the revenue for American Intercontinental University, a private for-profit, comes

directly from tuition and fees. However, not all private institutions rely this heavily on tuition revenue. Only 14
percent of all revenue from Emory comes from tuition, the second lowest percentage for the schools included in

this figure. The reason that Georgia Tech, which relies less on tuition for its revenue than any other school

shown, is likely due, at least in part, on the fact that it is arguably the leading research institution in the state.

What do schools spend the money on?

The amount of instructional expenditures for a school per student is given in Figure 21. The data used to
compile this figure come from the data provided from the individual institutions to the U.S. Department of
Education. It should be noted that the data come from the institutions themselves, so care should be taken when
comparing institutions with one another because the definition of what actually constitutes an instructional
expense can vary among schools.

Of all the Georgia schools, Emory spends by far the most on instruction per student (almost $38,000 per student

in 2004); no other university in the state spends more than $10,000 per student on instruction. A caveat is

necessary here: There is considerablei nst i t uti onal discretion in deter
reporting of data to the U.S. Department of Education. Al s o, Emor yds meidportastlyonssc h o
spending. In fact, excluding Emory, there really is no substantial difference between the spending per-student

levels at private versus public institutions, at least for 2004. We should note that given this level of instructional
expenditures at Emory, it appears that the school is spending more on instruction than it charges in tuition to the
students (tuition was only $28,940 at Emory in 2004). The two public schools that spend the most on

instructional expenses are Georgia Tech and UGA, both of which are considered to be the premier public

schools in the state. Note, however, that there are big variations in spending between the public schools. Why

does the University of Georgia, for example, spend more than 50 percent more per student on instruction than,

say, Augusta State University? We suspect the differential reflects in large part the extremely high cost of

graduate instruction relative to undergraduate academic programs.

For most schools in Georgia, instructional expenses exceed their tuition revenues, as Figure 22 shows.

However, for three schools, tuition revenue actually exceeds reported instructional expenditures. All three of

these schools are private: Savannah College of Art and Design, Clark Atlanta and Mercer. Emory, on the other
hand, spends al most twice as much on instruction
level of spending for instruction as was noted above. Perhaps the most interesting thing to note is the large

difference between UGA (where tuition revenue is 90 percent of its instructional expenses) and Georgia Tech

(where tuition and fees account for only 70 percent of the instructional expenditures).
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Figure 21 - Instructional Expenses per FTE Student, 2004
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Source: IPEDS. CCAP calculations.
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Figure 22 - Tuition and Fee Revenue as a Percentage of Instructional Expenses, 2004
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Figure 23 shows the different categories of expenditures for Georgia schools and the relative size of each
category as a percentage of total expenditures. We can compare each school to the national two-year public and
four-year public averages. Of the four-year public schools listed in this figure, only Georgia Tech, UGA and
Georgia State spend a significant amount on research and all three of these devote far more to research than the
national average, both in absolute amounts and as a percentage of total expenditures by the individual school.
Both UGA and Georgia Tech spend much more on research than they do on instruction (Georgia Tech spends
almost twice as much on research); on the other hand, Georgia State spends twice as much on instruction as it
does on research. In this respect Georgia State is very similar to the average four-year public school in the
United States. Besides these three schools, no other public school in Georgia spends any significant amount on
research, though West Georgia and Georgia Southern do spend a little.

It should be noted that a significant porti on of school sd expenditur e:
Around 30-40 percent of expenditures fall under this category, which includes institutional support, operation

and maintenance of plant, depreciation, auxiliary enterprises, hospital services, independent operations, and

other expenses deductions. UGA, Georgia State and Georgia Tech spend the least amount in this category as a
percentage of total spending.

Scholarships and fellowships expensesareonl v a smal |l sl ice of school sé6
state programs such as the HOPE Scholarship are available to students to offset tuition costs. Of the three

primary public research universities in Georgia (University of Georgia, Georgia Tech, Georgia State), it appears

that more money that is spent on research correlates with a smaller emphasis on spending on scholarships and
fellowships.

Georgia Tech has sought to address this need withthe A Te ¢ h P r o mi Thigpoogrgmrfilds the gapm
between Pell Grants and the HOPE Scholarship and the cost of tuition for students from families with incomes
below $33,300. The Georgia Tech Web site states that for eligible individuals, if federal and state financial aid
does not A cdoeeteostsi authlas full-tima edident tuition, mandatory fees, an allowance for
books, and expenses related to on-campus housing and the meal plan i Georgia Tech will provide funding for
uptoeightfull-t i me se’nesters. o

22 \www.promise.gatech.edu
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Figure 23 - Core Expenditures of Georgia Schools, FY 2005
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If so little money is spent on instruction, where is the rest going?

Figure 24 shows the proportion of FTE staff by position. Faculty is over half of all staff at all but four of the
institutions in Georgia. Faculty levels are less than half at Emory, Georgia, Georgia State, and Georgia Tech
(where faculty is less than 20 percent of the total staff). In general it appears that the lower the level of faculty at
aschool, the higherits| evel of staff categorized as Ot her
by the data source used (IPEDS), there is little we can actually say about the staff that fall into this category and
how important they actually are to aiding the educational mission of the schools.

Another observation we can make from Figure 24 is that executive, administrative and managerial staff
generally are not more than 20 percent of all staff at a particular school. Kennesaw State and Clayton State
appear to have the highest levels of these staff of the schools listed below. Also, the number of staff classified as
instructors/research assistants is not high except at the three largest research institutions in the state: UGA,
Georgia State, and Georgia Tech; at Georgia Tech over 20 percent of all staff are listed as instructors or
research assistants T more than listed as faculty.

Figure 25 gives further information about staffing levels by showing the change in the number of FTE
executive/managerial/administrative staff per student from 1993 to 2005. If the numbers are correct (and
discretion in reporting makes this questionable), many Georgia schools have actually seen a decrease in staff
per student during these 12 years, although a few schools did see increases, most notably private schools. The
public schools that saw increases in these staff were Clayton State, Kennesaw State, and Macon State. Georgia
Tech, which had the highest level of executive/managerial/administrative staff per student 1993, saw a decrease
of almost 77 percent over the next 12 years, the largest decrease seen by any of these schools. Even given the
enrollment growth Georgia Tech had during this period, it appears that the school actually decreased its
administrative staff size from 1993 to 2005 in absolute terms. Doing the same (or even more) administrative
work with fewer staff would be an indication that the school has enhanced productivity. However, the size of
the reported change is so dramatic that we suspect that the classification of staff into job categories has changed
substantially during this time period at probably many of the universities. Still, wide reported variations in
administrative staff size exist after adjusting for enrollments. Why? Administrators neither teach nor do
research 1 the things that universities exist for. Why should schools not aspire to minimize the proportion of the
staff involved in non-core activities?

Of the schools that saw increases in this staffing level, Clayton State and Kennesaw State are of particular
interest because, as of 2005, they had the highest proportions of executive/administrative/managerial staff.
During these 12 years, Clayton State experienced a 19 percent increase while Kennesaw State saw a 36 percent
in these staffing levels. It is very possible that at Kennesaw State, at least, a major reason for this increase in
administration is due to the large and rapid increase in enrollment that the school has had since 1990.

Georgiabs Higher Educati on Syst eGaorgiaPublic Policy Foundation
Success or Failure? 33



Figure 24 z FTE Staff per 100 FTE Students by Position, 2005
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Figure 25 z FTE Executive/Managerial/Administrative Staff per 100 FTE  Students

Executive/Managerial/Administrative staff per 100
FTE students
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Faculty Salaries

Figure 26 lists the average faculty salary for 2005 for 16 Georgia schools, as well as the national and state
average for four-year public schools. In 2005 the average salary at a public four-year school in the United States
was $65,800 while the average salary in Georgia was $61,300. The average at the University of Georgia and
Georgia Tech were both well above both the state and national averages; the average salary at UGA is 17
percent more than the national average and at Georgia Tech it is 33 percent greater. The salary level at Georgia
State is very close to the state and national averages, and all other public schools listed are below $56,000.

In terms of percentage growth in salaries, Kennesaw State saw the largest growth: The average salary increased
almost 110 percent in real terms from 1980-2005. Faculty salary at the University of Georgia grew by almost 35
percent during this period and most other public schools saw growth in the range of 10-30 percent increases.
The data source used for this figure (IPEDS) did not include salary data for 1980 for Georgia Tech or Georgia
State. Actual faculty costs almost certainly rose more, as fringe benefits, especially health care costs, tended to
rise more than salaries. It is very plausible, then, that real per-faculty total compensation rose more than 40
percent at the University of Georgia from 1980 to 2005, a large rate of increase.

Of the private schools listed, while Emory has the highest faculty salary in the state, both Mercer and Savannah
College of Art and Design had average salaries lower than the state four-year public average. Average salaries
at Emory increased by a dramatic 79 percent and at Mercer by 33 percent during these 25 years.

Figure 27 shows the change in the number of faculty per student during this same 25-year period. Of the schools
listed here, most of them saw an increase in the number of faculty relative to the number of students enrolled at
the institution. The largest percentage increase in faculty per student occurred at VValdosta State, where faculty
per student increased by 85 percent in 25 years. The University of Georgia and Georgia State saw smaller but
still meaningful growth (25 percent and 12 percent increases respectively) while faculty numbers per student
actually decreased by 9 percent at Georgia Tech.

Interestingly enough, as was noted above, although Kennesaw State and Clayton State significantly increased
their levels of executive, administrative, and managerial staff per student from 1980 to 2005, the number of
faculty at these two schools actually decreasedluring this same period. Based on this information, it appears
that resources at these two schools are being diverted from instructional or educational expenses to other
institutional expenses.

The rise in faculty size relative to the number of students is also a contributor to rising costs. Whereas in most
sectors of the American economy labor usage per unit of output fell significantly with rising productivity, this
was certainly not the case with Georgia public higher education.
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Figure 26 - Average Faculty Salary, Real (2005 $), 9/10 month contracts
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Figure 27 z FTE Faculty per 100 FTE Total Students, 1993 & 2005
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One way to measure how much a school spends on instruction relative to its other expenses is to calculate what
percentage of tuition revenue goes to faculty salaries. Tuition is traditionally defined as the fee for instruction,

sowe woul d expect a | ar ge [pgortotpayiagrfacutiyfsalages Howvevdr, haiis t u i
not always the case. Nationally, during the 2004-05 school year only 52 cents of every dollar of tuition revenue
actually went to faculty salaries at public four-year schools, as Figure 28 shows below. That means that 48

percent of tuition revenue goes to other expenses despite the fact that public schools have other sources of

revenue, including state appropriations that can cover other school expenses. The state of Georgia is much

higher than the national average as 77 cents of every tuition dollar at public four-year schools in the state goes
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to paying faculty salaries. In fact, the ratio for Georgia is higher than any other neighboring state; only the
average for North Carolina is higher than 70 cents to the dollar and that for South Carolina is below 45 cents per
dollar. In this regard, then, Georgia public schools do one of the best jobs of ensuring that the money students
pay to be educated is largely spent for that purpose. However, 23 percent of tuition revenue in Georgia still goes
to something other than instruction. The high Georgia ratio is largely a consequence of relatively low tuition
rates in the Peach State relative to others.

Figure 28 z Ratio of Faculty Salary to Tuition Revenue for Public 4 -Year
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Sources: IPEDS. CCAP calculations.

The ratio of faculty salary to tuition revenue for private schools is given in Figure 29, and the average private

four-year institution in the United Statess pends only 26 cents per doll ar
slightly above this national average since 27 cents for every dollar of tuition goes to faculty salaries. The
averages for three of Georgiabdbs neighbors are ab
(Florida) is below the national average. Interestingly, 73 percent of tuition revenue at private institutions in

Georgia goes to paying expenses other thanfaculty salaries.

A regression we have done indicates that faculty salaries increase as a school increases its published tuition.?®
According to this regression, for every one dollar increase in tuition at public schools, there is a two dollar

% Regression results for inter-state variations among full professor salaries at public 4-year universities. Dependent variable data from
the Digest of Education Statisti¢¥able 244). Data for independent control variables is from a variety of sources, notably the
GrapevineData System, the Bureau of Economic Analysis, the Digest of Education StatisticBostsecondary Education Opportunity
and the U.S. Census Bureau.
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increase in full-time faculty salaries. This suggests that professors benefit more from higher tuition costs borne
by the students that they teach. It is therefore possible that rent-seeking behavior may be at work when
institutions continually seek ways to raise tuition costs for their students.

Figure 29 z Ratio of Faculty Salary to Tuition Revenue for Private 4 -Year Institutions: Georgia and
Neighboring States (2004 -05 School Year)*]
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Sources: IPEDS. CCAP calculations.

Doesthestat e get i1its moneyds worth out of 1its
State Attainment and Effectiveness of Appropriations

A stateds educational attainment is defined as t
|l east a bachel orbés degree. The educational attai
average from 1989 to 2006, though this is fairly typical. The national average attainment has steadily increased

during this period from 20 percent in 1989 to 27 percent in 2006. Since 2004, attainment in Georgia has

remained higher than the national average attainment. In 2006, 28 percento f Geor gi ads daul t
bachel or 6 s dwatlgonlgl8 percent im (1989 Adsd, compared with its neighbors, Georgia has

much higher educational attainment.
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't is interesting to note that Georgiads attainm
the HOPE scholarship program; in fact, the lowest attainment in Georgia during the 1990s occurred during 1998

and 1999, immediately after the first class of HOPE scholars graduated from college. It is uncertain why this

occurred. It was during this period that Georgia schools were reported to suffer from grade inflation, which

some researchers have blamed, in part, on the HOPE Program.

Figure 30 - Georgia vs. U.S. Average: Educational Attainment, 1989 -2006
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Source: U.S. Census Bureau. CCAP Calculations.
Certainly one factor which | ikely overstates Geo

migration of college graduates to Georgia from other states. Thus, although Georgia currently has a higher
attainment than the U.S. average, this almost certainly is caused more by a highly positive net migration into the
state than by an unusually successful higher education system. Remember, the attainment data are in marked
contrast to other numbers showing below average participation in college in Georgia among persons in the
prime college-going age group. According to the U.S. Census Bureau, Georgia had the third highest rate of in-
migration of young, college graduates from 1995-2000.%*

Certainly, anyin-mi gr ati on of <coll ege graduates would boos
did not attend college within the state. From 1989 to 2001, more than 200,000 college graduates migrated into
the state, accounting for over 40 percentof t he t ot al number of coll ege g

during this period. Annually, over 19,000 college graduates migrated into Georgia from other states.? Not only

#U.S.CensusBureau. A Mi gr ati on of the Young, Si ngICensus2080dSpeCial Rdpamtgued E d u c
November 2003. Available at: http://www.census.gov/prod/2003pubs/censr-12.pdf. Data also available at:
http://www.census.gov/population/www/cen2000/phc-t34.html.

“Mortenson, Tom. Post secoStdoacrky abhddu cFal toiwo no fOpBpaocrhteu noirt'ys. Die g r e
Available at: http://www.postsecondary.org/topicslist.asp?page=1&od=&search=Interstate %20migration
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Table 7

Educational Attainment Regression Results 26

Dependent Variable: ATTAINMENT_2006
Method: Least Squares

Sample: 50
Included observations: 50

Variable Coefficient Std. Error t-Statistic Prob.
Constant -0.192214 0.194486 -0.988320 0.3291
Average

Appropriations(Real 4.40E-05 9.60E-05 0.458053 0.6495
per Capita)

Dummy Private 0025700 0016953  -1515976  0.1376
Tuition

Migration Rate -0.361961 0.126854 -2.853377 0.0069
Growth in Real Per

Capita Personal 0.096102 0.032358 2.969940 0.0051
Income

Percentage 0fl8-24

Population enrolled in ~ 0.132610 0.104186 1.272827 0.2106
college

Average SAT 0.000353 0000172  2.051185 0.0470
Composite Score

g/‘irfe”tage whotake 159383 0046340  2.792028 0.0081
Hispanic Population 0.138476 0.049452 2.800189 0.0079
AveragePoverty Rate -0.741848 0.181734 -4.082046 0.0002
Average Unmarried 0.632664 0315794  2.003410 0.0521
Households

R-squared 0.766965 Mean dependent var 0.271820
Adjusted Rsquared 0.707212 S.D. dependent var 0.052325
S.E. of regression 0.028313 Akaikeinfo criterion -4.099438
Sum squared resid 0.031264 Schwarz criterion -3.678793
Log likelihood 113.4859 Fstatistic 12.83566

did Georgia experience one of the largest in-migration of college graduates in absolute terms, but it also saw a
one of the largest state increases relative to the total number of college graduates produced within the state.

If migration into Georgia is a more import a n t
system, then it appears that the heavy investment the state currently makes in higher education is not the most

cause

of

hi gh state

attai

% Regression data from a number of sources including: U.S. Bureau of the Census, the GrapevineData System, the Bureau of
Economic Analysis, the Digest of Education Statistics, and the College Board.
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efficient or productive use a@atfainnenof only 28 petcamtdssin s c ar ¢
reality, an embarrassingly low statistic since Georgia invests so much money per student. If the state were using

its resources efficiently when it comes t o highernd i
than the national average, considering it spends nearly 20 percent more per student than the national average.

As of 2006, however, Georgiads attainment was | e
We used regression analysistoexplain t rends i n a statebds educational
results of this regression. Interestingly, there is no statistically significant relationship between per-capita
appropriations for higher education and attainment of college graduates, implying that increased appropriations
nationally were not an effective means in increasing the proportion of college-educated citizens.

Using this regression, we predicted any stateos
the equation. The residual values for each state (deviation of appropriations from that predicted) for this
equation tells us how the stateds actual attainm

Figure 31 below shows the percentage at which Georgia and its neighbors fall above or below such predicted
attainment rates according to our regression. Georgia overachievesore than any of its neighbors. While the

model predicts that 24.7 percento f Geor gi ads adul t aqlege dedgrea, the actutal woul d
percentage was 28.1 percent. Apparently, then, Georgia is achieving a much better attainment than one would

expect given the factors most likely to influence their attainment.

Figure 31 - Percent Difference of Predicted and Actual Educational Attainment Rates Based on
Regression Modeling, 2006
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Source: Residual results from Table 7 regression equation. For regression data see footnote 25 above. CCAP Calculations.

Georgiabs Higher Educati on Syst eGaorgiaPublic Policy Foundation
Success or Failure? 43



In order to measure the efficiency of state appropriations for higher education, we developed a concept called

the appropriations effectiveness ratio. We obtained this statistic by dividing the rate of attainment for a state by

its per-capita level of state appropriations. The ratio for each state was then indexed around the national

average, whichwassetat 1000 A hi gher number iindicates that the s
states achieve the same result for lessmoney. As Fi gure 32 shows, Georgiabs
was 107, slightly higher than the national average and much higher than all of its neighbors except Florida.

The score of 107 means that Georgia spends $6.61 per capita on higher education for each 1 percent of its

popul ati on possessi ng saeighba Eldnida bpends 685 talaecagnplishehe sameh e r e
result.?” However, the appropriations effectiveness ratio we derived above for Georgia is somewhat misleading.

The | ow graduation rate further s umptde st goodsystemmdf Ge
higher education within the state and that the state is inefficiently using its resources. The importation of

persons from other states is the reason Georgia scored fairly high on this indicator of appropriation

effectiveness.

Figure 32 - Georgia & Peer States, Appropriations Effectiveness Index, 2006
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Sources: GrapevineData System lllinois State University, U.S. Census Bureau. CCAP Calculations.

The six-year graduation rate for Georgia is much lower than the U.S. average graduation rate, which is already
abysmally low. Barely half (52.9 percent) of all students who enter American universities actually graduate

27 More sophisticated regression results not included here account for other variables in addition to appropriations, such as personal
income growth, migration rates, poverty levels and household composition. In this analysis, Georgia nearly meets predicted attainment
rates.
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within six years. In Georgia, only 45.2 percent of college students actually graduate. Given that the state of
Georgia spent over $5,700 per student in 2005, and had an overall graduation rate well below 50 percent at that
time, the state is inefficient in its use of higher education appropriations and a huge amount of resources are
being wasted. There is wide variation in graduation from school to school, but the most glaring fact detailed in
Table 8 below is that Emory is the only school in the state with a graduation rate of over 80 percent; of the
public schools, only two graduate more than #&rcentof their stuents in six yeardt appears that, as far as
higher education is concerned, in Georgia, the inputs (that is, the costs of higher education) are greater than the
outputs (successful completion of education and what students actually learn). Such low graduation rates cast
doubt on how much knowledge or skill many students gain during their time in college, not that high graduation
rates would be a panacea, since they might result from a lowering of standards.

TABLE 8z 6-Year Graduation Rates of Selected Public and Private Institutions Compared to
Georgia and National Averages (2005)

SelectedPublic Institutions 2005 SelectedPrivate Institutions 2005

Armstrong Atlantic State University 21.6 % | Berry College 63.8 %
Columbus State University 28.2 % | Brenau University 52.2 %
Georgia College and State University 44.3 % | Covenant College 67.5 %
Georgia Institute of Technology-Main Campus 76.1 % | Emory University 90.7 %
Georgia Southern University 40.9 % | Mercer University 53.7 %
Georgia State University 40.2 % | Morehouse College 60.9 %
Kennesaw State University 32.1% | Piedmont College 37.6 %
University of Georgia 73.2% | Shorter College 51.4 %
University of West Georgia 31.9% | Spelman College 74.5 %
Valdosta State University 41.0%

State Average* 45.2%

U.S Average** 52.9%

*State Average derived from sample of 39 public and private institutions in the state.
**U.S. Average derived from sample of 1464 public and private institutions.
Source: The Education Trustollege Results Online. CCAP Calculations.

Furthermore, these results have been verified by other research. Dr. Harry C. Stille of the Higher Education
Research/ Policy Center conducted an an althgtmdicated o f
that the st at edasapersastent, pny-gerd prabtem. Blecompuged the six-year graduation

rate for Georgia from a sample of 18 public four-year universities. The results are summarized in Figure 33 and
show the state average graduation rate from 1995 to 2006. During this period, the graduation rate never

exceeded 50 percent; for all but three years, the rate was even below 44 percent. The greatest increase has come

in recent years but whether that upward trend will continue remains to be seen.

Most importantly, however, Dr . Stil |l eds research estimated the
the state by the students who fail to graduate. For instance, for 2006, Dr. Stille estimated that 43.8 percent
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(roughly 61,000) of the undergraduate students in public four-year schools would never graduate, incurring a
total cost of $368 million dollars annually on taxpayers.?® Given that many of these students apparently are not
prepared for the rigor of study at a four-year institution, resources would be better allocated if they attended

t hgustst a
in terms of public funding, let alone notingthatma ny who won o6t gyeaaschoobcoulel f r om
graduate from a two-year school. The Stille study also examined the sophomore retention rate for Georgia

public four-year schools and found that, with the exception of 2006, fewer than 80 percent of freshmen return

two-year schools and the total cost would be only $226 million, a significantsa vi ngs t o

for a second year of college. That implies that around 20 percent of entering freshmen likely were not

academically qualified or prepared for a college education, implying that the public resources used to fund their
first year of college were not wisely spent. With so many students coming to college unprepared, there appears

to be a deeper problem with the primary or secondary education system within the state.

Figure 33 z Sophomore Retention Rate and 6 -Year Graduation Rate
(1995 -2006)
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Source: Higher Education Research/Policy Center, Inc.

However, note that the one thing graduation rates do nottell us is the degree to which graduates gained
knowledge or skill, that is, the value added while in school. Are college graduates really getting more out of
their college education than is being put in? Certainly, for those students who never graduate we can argue that
the costs paid by the state outweigh the benefits, but for graduates the question needs to be: Can the state

allocate its resources (appropriations for higher education) more efficiently to get a better return on its

2Stille, Harry C. fiGadygPhaPaebli Retenti bntaondsGr&tduation

Research/Policy Center, Inc. Fall 2007.
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investment? In order to adequately answer this question we need a greater level of transparency from schools in
order to evaluate whether the value added to the students justifies the tremendous cost to taxpayers.

The University System of Georgia Strategic Plan: 6 Goals

The 2007 annual report for the Board of Regents for the University System of Georgia gives six proposals or

goal s to i mprove the stateds higher educassedon sy
earlier in this study.”® According to the report, the Board of Regents affirmst hat At he System |
exhibiting a high degree of accountability; the System is serious about providing access, affordability and
predictabil iltdsyt aftoerd sptuurdpeonstes .ion i nsti tuting change
Aficontinue to be a step ahead of emerging needs f
purpose, the Board of Regents has developedaiSt r at egi ¢ Pl ano with six gene
to an increase in the return on investment made into higher education by Georgia taxpayers. While these goals

are certainly vague in their scope and definition, we consider this a positive step towards correcting the

significant problems faced by higher education in Georgia. The six goals are listed below.

First, renew excellence in un dentuyredudatioaa reede duc at i

Second, create enrollment capacilymeet the needs of 100,000 additional students by 2020.

Three, increase the USGO6s participation in resea
Georgia.
Four, strengthen the USG6s partnerships with the

Five, maintain affordability so that money is not a barrier to participation in the benefits of higher education.
Six, increase efficiency, working as a system.

The specific problems that the system seeks to address by implementing these goals is to improve affordability

by guaranteeing students fixed tuition rates for the four years that a student is enrolled in college. Implementing

a system-wide testing policy would allow educators and the Georgia public to determine the effectiveness of the
teachingof f er ed at the stateds public institutions. /
analysis of institutional budgets and developed a budget allocation process which would award those

institutions which support several goals, including: 1) increasing capacity for enrollment, 2) improving both

retention and graduation rates, 3) increasing efficiency in teaching and learning, 4) providing appropriate

funding, and 5) promoting excellent financial stewardship.

The problem with the RegentsAreport is that it does not address specifically and directly the root causes of
rising costs over time. Nor does it offer concrete suggestions on making the system more efficient and
affordable to taxpayers and students alike. We address this deficiency to some extent below.

®HThe Uni versity System of Georgia: Strategic Plan. 0 Septe

http://www.usg.edu/regents/strategic/strategic_plan2007.pdf
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18 Ways to Reduce Spending on Higher Education in Georgia

This report has suggested that Georgia spends a lot on higher education relative to most other states in the
Union. However, this abundant spending does not translate into an effective higher education sector, as
evidenced by the fact that so few Georgia high school students will graduate from a college.

What we have failed to do to this point, however, is delineate some suggestions which can be used to reduce
per-student expenditure without reducing educational quality. In other words, we have said productivity is
lagging, but have not had specific suggestions how that might change. We remedy that omission below by
listing 18 ideas for reducing the cost of higher education in Georgia.

First, stop increasing institutional subsidiesndeed, begin reducing them.

We have argued strongly that the alleged externalities justifying public subsidies for universities are far smaller
than is usually claimed. Similarly, the notion that public subsidies promote economic equality is likewise
questionable. The most lavish subsidies per student are concentrated on schools, most notably the University of
Georgia and Georgia Tech, with comparatively small populations of lower-income students. Thus the benefits
to taxpayers of the large and growing subsidies to state universities are somewhat dubious, and probably less
compelling than providing for other public needs 1 or even tax relief to Georgia taxpayers. In addition, these
schools are most likely to easily raise their tuition to offset a portion or all of the reduction in state subsidies.

As with health care, a major reason for the cost explosion in higher education is that third parties i such as the

state of Georgia 1 pay many of the bills. When someone other than the consumer or producer is providing funds

to maintain an operation, there are few if any incentives for the primary parties to want to conserve resources or

even improve quality. The non-profit nature of most higher education adds to the problemit her e i s no
|l inedo that provides goals for providers to achie

As other public needs grow, in particular medical care for the aging and indigent, the pressures on state
government budgets will accelerate as well. Raising taxes to fund a relatively inefficient higher education sector
is not a recipe for economic success. Hence natural tendencies are at work to reduce the higher education share
of state budgets; we think this is a good, not bad, initiative, because generous spending has not achieved what
its proponents promised.

Second, move to funding students rather than institutions.

There is considerable evidence that when states give money to universities, they use a large portion of the funds
for purposes other than those that the policy-makers assume the funds will promote. This report has documented
this with respect to Georgia. In particular, the leadingr a i s o nof ntbgh séate unigersities is providing
postsecondary training to young residents of the state. In a model where tuition levels are relatively high, but
where the state provides financial assistance in the form of vouchers or scholarships to students, schools are
likely to be far more student-oriented. The bias in favor of research and against teaching which prevails in most
four-year universities is likely to be modestly reduced. Schools that are tuition-driven will try harder to please
their clientele T or lose revenues to competitors.

TheHOPEsc hol ar shi ps are a step in the right directi
on the school that the student attends. A fixed amount regardless of the school would be preferable.
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Whil e the voucher sleschodl d coddchangdbased gnahe studers. eTdey canrbe t
made progressive, as once proposed by Robert Reich.*® Students from higher-income families would receive
small or even no vouchers, whereas those from low-income families would receive generous scholarships that
would lower the cost of college to levels at or lower than under the current system. Done appropriately, the
progressive voucher approach can reduce state outlays for higher education while expanding student access.

Vouchers can also be made performance-based. They can be cut off after four years of full-time study,

providing enormous incentives for students to finish school in a timely fashion. (TheRe gent 6 s r ecen
announced fFi xpewddesfasimilar Reentive.5) Theyl can be enhanced for superior academic
performance. Student subsidies can be made proportionate to the expected gains the students are receiving from

the education.

Third, provide market incentives to increase utilization of facilities and equipment.

University physical facilities are typically far less utilized than similar facilities in the for-profit sector (either
education or non-education related). For example, classroom buildings typically seldom operate at more than 25
percent of capacity in the summer months or at other vacation periods (breaks at Christmas or in the spring). At
many campuses, the facilities are only modestly used on Fridays, early in the morning, or in the evening. As a
consequence, the capital costs to universities are higher than they could be with greater facility utilization.

Universities should be encouraged to charge various campus units for use of space. For example, suppose
Georgia Tech gives its various units an additional $10 million a year in budget funds, but makes them pay rent
on those facilities I rent that based on previous usage would total $11 million. Then the central administration
would charge high rental charges for use of classrooms from 9 a.m. to 4 p.m. on Mondays through Thursdays,
but low rents for use at other times. Large offices with nice views would pay higher rents than small inside
offices without windows. Units would have to rent space more in non-prime times to stay within the $10 million
of rental funds. Units insisting on providing prime-time classes exclusively would have to reduce spending on
something else. Units willing to teach lots of off-hours and summer classes could actually make money on the
deal, paying less out in rent than the rental allocation. Of course, experience over time would force some fine-
tuning in rents, but the idea is to provide incentives to use facilities more efficiently. The same could be done
with dormitory facilities: Charge lower rents for use in summer months than during the year.

Fourth, align tuition charges mor@osely with demand and supply conditions.

There is always an issue whether state university tuition rates should be set centrally or by leaders at each
individual institution. In principle, we favor the latter approach, because the demand for, and cost of, education
varies significantly from campus to campus. Beyond that, however, the same thing applies within campuses. A
strong case can be made to set differential tuition charges for each college within universities or, more radically,
even for each course selected by students. It would cost less to take large lecture classes taught by assistant
professors than small senior or graduate seminars taught by senior (and expensive) faculty.

In a free-market economy, the price of engineering education would almost certainly be higher than that of
getting a degree in English. On the supply side, the cost of offering courses in English is relatively low:
Professors are relatively cheap and there is virtually no supplemental high-cost equipment needed to carry out
instruction. Engineering, by contrast, is more costly. Professors are higher paid. There are substantial equipment
requirements. On the demand side, engineers command greater salaries than English majors, so we would

®Robert Reich, fThe Ca swallStreet JounalSememberssL000. e Voucher s, o
#! http://www.usg.edu/news/2008/041508.phtml
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expect demand to be more robust for engineers. For engineers, demand is high and supply is low at any given
price, factors that lead to high-equilibrium prices (where demand and supply are equal). For English majors,
supply is high but demand is somewhat lower, factors leading to relatively low equilibrium prices. To try to get
some of the efficiency that market signals send universities might well increase tuition for engineering students,
but lower it for English majors.

Of special importance, graduate tuition fees should rise relative to undergraduate ones, since in virtually every
discipline the costs of offering graduate instruction is higher 1 classes are smaller and professors tend to be the
most highly paid. The heavy subsidization of graduate education that currently occurs would become more
transparent in a system of pricing services more in keeping with market forces.

Fifth, increase the proportion of students attendiechnical anccommunity colleges.

A significant reduction in per student costs in Georgia could be obtained by simply increasing the portion of
students attending two-year as opposed to four-year schools. Costs are dramatically lower per student in the
two-year institutions, and an increase in the relative importance of two-year schools would dramatically reduce
costs.

This can be illustrated by a little hypothetical but realistic example. Suppose it costs $10,000 per student to
educate community college attendees, but $20,000 to educate students at four-year institutions. Suppose
originally one-third of students attended two-year institutions, and two-thirds attended four-year institutions.
Suppose over the course of a few years, the ratio became one-half of students attending each type of institution.
For every six students, originally it cost $100,000 to educate them ($20,000 for the two two-year students,
$80,000 for the four-year students), or an average of $16,667 per student. After the shift in enrollment, it costs
$90,000 to educate the same students: $30,000 the three in two-year institutions and $60,000 the three in four-
year schools. Average aggregate per-student costs fall 10 percent, to $15,000 per student.

To some extent, the shift towards two-year schools is already occurring in Georgia, but it could be expanded
dramatically. The case for doing so is enhanced by the high attrition rates among entering students at all types
of institutions, as mentioned above. Lots of students go to expensive four-year schools then quit or flunk out.
There is abundant evidence that things like high school grades and college examination scores (ACT or SAT)
are good predictors of success in college. Why not force students with low predicted success to attend two-year
schools T or to pay a higher tuition if they insist on attending four year schools right out of high school T then
make it easy for them to transfer to four-year colleges after two years if their academic performance is
acceptable? The mechanics of freezing four-year undergraduate enrollment are easy: Simply refuse state
subsidies for more than the current level of enrolled students, forcing increases in enroliment to show up in the
two-year institutions.

Sixth, make it easy and roostly to transfer between Georgia public institutions.

Following from the previous point, students correctly perceive that it is costly to transfer from college A to

college B. Typically, the second institution denies credit for some of the work taken at the first school,
prolonging the student s e du cCdtdn,ithereasors fordhe dematof ceedits 1 n
have little true academic rationale. For example, institution A might require students to take a course in

American history as part of its general education requirement, while institution B requires a course in Ethics. A
student transferring from A to B must now take Ethics, even though she has a superior background in American
history. Both subjects are solid, legitimate parts of a general education curriculum, but a student is, in effect,

penalized by the non-conformity of the curricula of the two schools. New Jersey recently required state schools

to accept all courses with passing grades from other state institutions, period. There are some arguments against
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this, but on the whole we should be promoting greater mobility of students. Greater mobility, in turn, should
lead to higher ultimate graduation rates and greater competition between institutions i all good.

There are various ways otherthan N e w J elegislatiye édigt to address this problem. Schools could work
together on a common core curriculum, or at least on a list of courses that are acceptable as replacements for
required core courses. Schools could move to a common numbering system: Elementary microeconomic theory
will be called Economics 101 at all schools, for example.

We are aware that institutions typically resist this recommendation on the ground it infringes on institutional
autonomy and leads to over-centralization of curricular decisions. These claims have some validity. Selective
institutions such as the University of Georgia might think it cheapens their degree if they have to accept two
years of credit from two-year schools that teach courses that are less rigorous and use less demanding standards
to measure performance. And probably some limits need to be placed on transfer of credit to deal with the most
egregious possible problems. For example, courses that are remedial in nature and essentially offering material
taught in high school should not be subject to transfer of credit (or, we would argue, award of initial credit in
the first place). If a student transfers from Education at one school to Engineering at another (which, to be sure,
is highly unusual), it is not unreasonable for the second institution to require a bevy of math and science courses
traditionally required of all engineering students. Having said all of that, however, there should be a bias in the
direction of accepting credit, a policy of liberal transfer, and an acute awareness of the costs that institutional
rules have on desirable educational objectives, such as timely finishing of degrees and the promotion of both
competition and cooperation between institutions.

Seventh, provide incentives to both students and institutions for timely degree completion.

Earlier, we suggested that with student vouchers, incentives could be provided for good performance, and
vouchers could be withdrawn after, say, four years of full-time attendance. Similarly, institutional subsidies
should be cut off for all students with greater than four-year attendance. Both of these would encourage timely
degree completion.

The problem also exists at two-year colleges and in graduate schools. The long time to complete a Ph.D. degree
is a national scandal. Part of this is that Ph. D students are a cheap source of labor for schools. Harvard
dramatically reduced the time for humanities students receiving a Ph.D. by simply penalizing departments with
large numbers of Ph.D. candidates of eight, nine, 10 or more years standing. At the state level, subsidies should
be withdrawn for Ph.D. candidates after no more than four years. Charging higher tuition for fifth- or sixth-year
students is another option. These students tend to take large numbers of more costly advanced classes.

Eighth, promote good high school students taking college courses for concurrent credit.

The Advanced Placement program is an excellent opportunity for Georgians to take high school courses for
college credit, and participation in AP courses should, in general, be encouraged for high school students with
reasonably high probabilities for success in AP classes. Beyond that, however, an expanded opportunity for
good high school students to take actual college courses during their junior and senior years in high school
would potentially save dramatically on college costs, not only to the student, but the taxpayer as well. Some
states (Ohio is an excellent example) have generally reported above-average college level performance from the
thousands of students who annually take college courses while in high school. Incentives need to be provided to
colleges to admit such students, and high schools should not be allowed to impede such dual enrollments either
directly or through other sanctions.*

% The USG Strategic Plan does address this issue: http://www.usg.edu/strategicplan/four/increase _postsecondary.phtml
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Ninth, encourage schools to get out of tamademic activities.

Universities and colleges are created to promote the production and dissemination of knowledge and ideas. Yet
many schools devote vast resources and energies to other activities: offering housing services, feeding
thousands of students, entertaining the community in various ways, etc. As a rule, most of these activities can
and are often provided in highly efficient manners by private providers. It is particularly inappropriate to
subsidize these activities from general university funds, or vice versa, to force students to pay high room and
board charges and use surpluses to fund academic programs.

Universities can divest themselves of these programs in a variety of ways. For example, they can sell or engage
in long-term lease arrangements with respect to dormitories or contract out food services to private providers.
Some activities, of course, have both an entertainment and educational value i music and theater concerts may
help students in those areas learn and mature 1 and be a revenue source. Intercollegiate athletics are the most
controversial area. This study is not the venue to evaluate the efficacy of these programs in detail. It is difficult
to justify on any externality grounds, however, taking funds provided by tuition or taxpayer support and
diverting them into intercollegiate athletic programs, and limits on such subsidization may be justified.

Universities should be encouraged to get out of the services delivery business in a variety of areas not
mentioned above. Building maintenance is a good example. And, although it is an academic activity, some
schools are achieving savings by contracting out remedial education courses to for-profit providers of
educational services that specialize in remedial education and can provide the services more efficiently than the
school can.

Tenth, restore higher teaching loads.

Although good statistics do not exist, over time teaching loads have declined in American higher education. The
justification for the decline is usually to allow faculty more time to conduct research. There is no doubt that, in
principle, conducting research is good. Society advances through new discoveries, new ideas and even new
forms of creative endeavor. Yet research has its costs as well as benefits, and a close scrutiny of much
institutionally funded research would show that costs often exceed benefits.

For faculty members, they are able to demonstrate to the broader national and international community

competence through research i tangible publications that demonstrate a desire and an ability to extend our

frontiers of knowledge. By contrast, knowledge about teaching competence is localized 1 there is not much
inter-institutional discussion of teaching effectiveness. Hence careers are advanced, and, above all, tenure is
gained, by fAdoingodo research. Il nstitutions have |
affordable instruction are being thwarted by the personal goals of university staff to promote career

advancement via lower teaching loads.

The typical professor in the social sciences, humanities and applied vocational disciplines (education, business,
communications, etc.) publishes perhaps one paper a year in a fashion where there are, perhaps, 100 readers. Or
she presents a paper in a session of a professional association attended by, perhaps, 15 or 20 people. A large
majority of academic papers have a very limited audience, and deal with esoteric intellectual points of little
relevance to the real world. This is no doubt less true in the natural and physical sciences and probably
engineering, but even here there are diminishing returns to research investments.

We are dubious of legislative mandates of, say, a nine-hour teaching load for all faculty. Nobel Prize-winning
researchers should not have to teach a lot and perhaps even nothing at all. Similarly, others have a talent for
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administration that should lead them to teach relatively little. A one-size-fits-all statutory teaching mandate is
not advisable. At the same time, there is nothing inappropriate about providing incentives that encourage
schools to teach more. It might even be acceptable to say to the non-research oriented schools, which make up
the bul k of the s tem, tha theaaverhge teadhiagrloadefdfull-tinae faculdy mvith sepuie t
shall be eight (or nine or ten) hours a week or more, and that hefty fines (reduced subsidies) will be imposed on
those failing to meet the institutional teaching constraint. Institutions, then, can devise their own methods of
meeting the mandate.

Eleventh, reduce administrativef.

The evidence is strong that over time there has been a growth in non-instructional professional-type employees

in universities, many of whom could be called r o uagdhnhiyn ifist r at or s .-gresiderisgvicen u mb €
provosts, diversity coordinators, public relation specialists, etc., has soared, growing far faster than enrollments.

These persons often perform useful functions, but they are tangential to the institutional mission of instruction

and research. Corporate America in the 1970s and early 1980s fought growing international competition by

downsizing administrative staffs, becoming leaner. Excessive bureaucracies tend to slow decision-making and

make the organization less innovative and successful.

Again, a one-size-fits-all state-directive mandate is probably not wise. But perhaps state incentive payments
could induce greater effort to pare administrative costs i even including bonuses to top university officials who
demonstrate they can cut administrative costs without impairing the effectiveness of operations.

Twelfth, reevaluate use of vepnlgterm employmentontracts

We often read of long-term contracts of coaches or even university presidents that have to be abrogated because
of personnel changes. The same thing occurs at a vastly larger level with tenured professors. The issuance of
lifetime employment contracts is costly financially. The present value of a lifetime of salary payments and
benefits to a newly tenured professor often is in the millions of dollars. Beyond that, tenured faculty members
often successfully resist needed changes. Often, changing enrollment needs mean a school has too many
professors of classics or European intellectual history, but not enough professors with an interest in
nanotechnology.

Schools are already hiring a larger proportion of non-tenured faculty, using adjunct instructors and graduate
students as well. Whether that is a healthy trend is debatable, but it is propelled by the relatively high cost of
tenure track faculty. Tenure does serve an important function i protecting faculty from facing retribution for
their beliefs or their writings. But there are alternative means of offering that protection. Since tenure imposes
costs, perhaps faculty demanding tenure should have to pay for it out of a fringe benefit budget of fixed size
provided to each teaching employee. Persons wanting the lifetime employment guarantee associated with tenure
cannot realistically expect to also receive a Rolls Royce health insurance plan. Let them choose a limited
number of expensive fringes (one of which is tenure) from a menu provided them.

Again, a law abolishing tenure statewide would be highly ill-advised. Some faculty members probably already
sacrifice some income for the job security that tenure provides, and that is fine. Other faculty members are able
to provide a diversity of viewpoints about the human condition because of the protection that tenure affords.
Nonetheless, perhaps institutions should be incentivized to reduce the proportion of instructional resources
going to tenure track faculty.
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Thirteenth, do more centralization of library facilities.

Many research institutions spend 5 percent or so of their budget on library resources. In the age of the Internet,
going to the library to look in books and magazines has become dramatically less necessary. It is increasingly
uneconomic for 15 libraries in a state to buy a $50 or $75 book, or even subscribe to a journal for $150 a year.
The Google digitalization project and cooperative ventures like JSTOR have already had a revolutionary
potential impact for lowering costs for publications.® Libraries are already becoming giant Barnes &
Nobles/Starbuck type places, with lots of comfortable chairs and computer stations to work, but not primarily a
place one goes to derive information uniquely available at that site. Regional libraries serving multiple state
universities are probably a good compromise between a radical abandonment of traditional library services and
the maintenance of the status quo.

Fourteenth, do more central contracting of purchases.

Often schools can derive meaningful savings by jointly purchasing standardized products needed in large
quantity such as computers, toilet paper and paper, to cite three examples. Schools should be encouraged to
work with others to facilitate joint purchases. However, a costly and vast centralized purchasing bureaucracy
would probably raise, not lower, costs, and should be avoided. There are limits to the economies of large-scale
purchasing.

Fifteenth, eliminate costly duplication of programs.

There are often three history Ph.D. programs located within 50 miles of one another where market forces
demand no more than one or certainly two. Institutional pride leads to a proliferation of courses and programs
that sometimes is hard to justify on any rational cost-benefit grounds. It is probably not wise, in general, for a
central administrative authority to forbid college A from offering major B, but it is not inappropriate for the
state to declare that it is only to provide subsidies for students studying a given subject at no more than one or
perhaps two schools, and for competition among the schools to determine which schools can offer the program.

Care must be exercised here. One of the strengths of both the Georgia and American system of higher education

is a diversity of offering and competition for s
when third parties (the state) are paying a lot of the bills, it can demand limits of the offerings of some

expensive services. It is legitimate and proper for central coordinating bodies to limit state support in areas

where widespread duplication of curricular offerings adds to costs.

Sixteenth, use technology to lower, not raise, costs.

In American business, technology is viewed as a way of reducing costs. In American higher education, it is
commonpl ace for school s t otechnaogykraise costsiiThaeicusuallpbecaugey f
new technology (e.g., distance learning, computerized instruction) is superimposed on approaches to teaching

similar to those used by Socrates 2,400 years ago.

For all their emphasis on research, schools do very little research into which teaching methods are most
effective; for example, can hybrid lecture-discussion electronic technology teaching approaches in some cases
lead to both higher levels of learning and lower costs? The substitution of capital (e.g., computers) for labor
(e.q., faculty) has its limitations, and some human interaction between students and faculty is typically

% USG created an online virtual library, GALILEO, in 1995, http://www.usg.edu/galileo/about/.
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necessary and desirable. Nonetheless, colleges should be nudged into developing more cost-effective
technologies. Incentives may be needed to prod reluctant faculty and administrators to act. Noteworthy, for-
profit schools operate at a far lower cost per student, typically, than do not-for-profit four-year schools.

Seventeenth, reducardiers toentry and increasedoenpetition.

For-profit schools often are innovative, efficient and offer students choices not otherwise available. It is
commonplace, however, for them to argue that they have many barriers to entry into the higher education
business. Many of these barriers relate to accreditation, and accrediting agencies are outside the direct purview
of state government. However, state governments sometimes impose barriers themselves, and removing such
barriers is desirable in fostering competition and allowing more market-based resource outcomes.

In particular, public policy generally is somewhat hostile towards for-profit higher education. Whereas
traditional schools are heavily subsidized, the for-profit private institutions are taxed. In some cases, states have
imposed regulations and barriers that have prevented these schools from absorbing some of the burden of
meeting the growing educational needs of a growing population.

Eighteenth, provide more consumer information on college costs and performance.

In order to make good college choices, consumers need full information. To allocate public funds appropriately,
lawmakers need it also. Yet the public is in the dark about lots of things going on in Georgia universities.

Detailed financial information should be provided for all. Oregon State puts all check payments online (except

for salary checks), a good step in the direction of transparency. Detailed information on what students learn is

needed. Schools should be able to show in understandable fashion that allows comparison to peer institutions

what students learn while at college; wh at i s the fAvalue addedo teeeadilyhe ¢
available on college Web sites, but also on a centrally maintained Web site for all Georgia public institutions.

Colleges should be required to report information on the vocational success of graduates, on the allocation of
resources between alternative uses (e.g., undergraduate instruction, research, graduate instruction, student
services, administration, physical plant maintenance, etc.) How much are intercollegiate athletics subsidized by
university funds? How much was spent on out-of-country travel last year? There are a variety of questions that
the broader public has the right to have answered, and transparency in university affairs should be enhanced.

It has been extremely difficult to assess the performance of Georgia higher education for a simple reason: There

is little information on student outcomes. Do students graduating from Georgia universities know materially

more than when they entered as freshman? Are they better critical thinkers? Have their values improved 1 a

greater sensitivity to the differences between right and wrong, just and unjust? Are they more engaged with

society or even their family and friends then before? How are graduates of, say, the University of Georgia,
doing five or 10 years after graduation? What k6 I
large, we do not know the answer to that question.

It would seem highly desirable for higher education institutions in Georgia (and the nation) to examine students
in a fashion that provides some answers to these questions. There are standardized tests of generalized
knowledge and/or critical thinking that can be administered: the Collegiate Learning Assessment, even the ACT
and SAT administered again at the end of the college career. Even the National Assessment of Educational
Progress exams given at age 17 could be administered to see if learning occurred. Similarly, the National
Survey of Student Engagement can be used (and is used by many schools) to give us information on what
students do while in college; how engaged they are.
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In addition, schools can be far more transparent in conveying, in an easy to understand fashion, all sorts of
information about their operations generally not reported. Detailed income statements and balance sheets should
be issued annually and audited by outside accounting firms. If the press or a think tank wants to know how
many shares of XYZ stock Virginia Tech owns, or how much Professor X makes, or what the average teaching
load of full professors is, that information should be conveyed promptly and accurately. Information on attrition
rates, crime rates, postgraduate vocational success and the like ideally should be obtained and reported.

Students need this information to make more informed decisions as to where to go to school. The public has the
right to know how taxpayer funds are being used. Donors have the right to know whether their funds are being
used in accord with their intent. Universities are given special privileges, such as taxpayer subsides, freedom
from taxes, independence from political interference, etc. Whether those privileges are being abused or not is
difficult to ascertain without a full accounting of how resources are being used. Legislative action to encourage
outcomes-based assessment and transparency is worth considering, showing sensitivity to the desire of each
institution to determine its own mission and goals.>*

It may well be that progress has been made already in dealing with some of the suggestions cited above. Yet
more can be done. Georgia has a relatively high cost system of higher education, heavily financed by taxpayers.
Reforms are necessary, and the points above are examples of areas where cost reductions can be made.

Conclusion

Georgia spends more per student on colleges than the national average, but gets a smaller proportion of its
students to enter college. While this could theoretically be an indication of targeting money on students likely to
succeed, this is not the case in Georgia, as evidenced by low graduation rates. More importantly, the attrition
from Georgia colleges is a scandal, far worse than the shameful national average. Costs of higher education are
rising over time to students and taxpayers alike. A large portion of resources are used for non-instructional and
even non-research purposes. Although almost impossible to measure, productivity has almost certainly been
stagnant or falling.

What should Georgia do? Obviously, much can be accomplished if serious efforts were made to implement
most or all of the 18 suggestions above. Just moving to a voucher approach to funding, where vouchers rise in
amount at only the rate of inflation over time would be an important step.

The HOPE Scholarship program is a well-meaning attempt to make higher education affordable to good

Georgia students. But it is also the victim of the Law of Unintended Consequences. For example, it has led to
some decline in grading rigor in Georgiabs secon
graduate from college, suggesting perhaps the conditions of the scholarship should change. Making the

scholarships available only to students with ACT composite scores of, say, 22 or above in addition to a B

average would be one possibility. Putting some limits on grade inflation at the secondary level (forbidding more
than 25 percent of gyrmigotkeelp. t o be AAO, for exampl e

The state should insist that Web-based information on all facets of college life be provided by all publicly
supported schools. Information should help readers assess the learning performance of students as well as

% Senate Bill 300 (http:/www.legis.state.ga.us/legis/2007_08/fulltext/sh300.htm) requires enhanced transparency for state entities,
including financial and performance audits, as well as a listing of all personnel showing name, title or functional area, salary, and
travel expense for each individual.
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monitor in detail the finances of the school s.
years are needed.

Perhaps a ALittle Spellings Co mmpublisdffiaspetc.océuldhelp s i n
flesh out the details of moving to a more transparent and efficient system. Clearly, Georgia can and must
operate its public universities more efficiently and productively in order to meet future educational needs
without excessively burdening the stateds taxpayers.
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