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Intreduction

Remember “Amindis a terrkle thing te Waste 2

I additien ter its' emoetional appeal, ™ the slogan; Is
rationally/ tiuerprebhably evenimore than they: realized.

A mind deteried firem a cellege education) Is huge waste
I many. dimensions:

higher Income

lowerr unempleyment

petter health

longer life

jaster technelegy creaton; and adeption

reduced! crime

greater tolerance

Increased civic invelvement

etc.




Intreduction

Cellege creates: benefits Inf anether Impoertant, hui
freguently’ everleeked;, dinension: It creates sulstaniial
government fiscal Enefits.

Unlike public investmenits: i, say, fike protection or
diSease preventiony, investment i celleger students
CHeales a/rect iiscal Payeiis e gpVermments (I additien
10 the various: ether secial henefits)) .

EVEN from. Just ol owninanew: interest: asi taxpayers, a
mind isiindeed a terrible thing e Waste.




Intreduction

IS study: complementss the grewing literature: on the
Vareus) privaterand secialivalles ot NigheF education:

ihe huge lieraulre on the prvate moenetary rae: of
retlimn e educationave generally found a retuifarnear
10% (1 uher US);

BUt there Isirelatively littie Work: guantifying the returms
10 geVErnment Investments In higher education.

Tihe fiscal impacts; ol college attaimment have: heen
guaniifiedin a rather piecemeal and supericial way.

Mortensen (1994), Tirostel (1907 andl 2008)), Krep (1998),, Vernez
et al. (1999), Baum and Payea (2004), Institute for Higher:
Education Policy (2005), and Brady et al. (2005).




Intreduction

Tihis studyz:

systematically: guantiiies almest all el the Important direct fiscal
PENETILS ofi college attaiment,

accounts for the timing of the fiscal efifects,
USEsS a better dataset;

sepalates state fiscal efifects fromi federal fiscal effects) and
provides, estimates; fior individual states,

estimates separate efiects, firem different levels oii college
attaimment (i.e., asseclate’s, masters; etc.))

canefully examines the public cost,

calculates the fiscall internal rate ofi return to: gevemment
Investment in college students.




Intreduction

AIs project enlyrguaniifies therdirect gevernment fiscal
penefits from college attainment.

Indirect effiects en' e revenues and expenditures
threughrhigher education’ss elfiect onl aroywih; are o
includea

Iihe estimates do not includerany: benefiits fem:
publicly spensoned UnIVErsity. research,
irem: university public service and extension activities,
Irom graduates, off private colleges,
Or frem the effect ofi public colleges and college education: 6n
entrepreneurial acuvity and: jel; creation.
\V/areus secial benefits suchras higher civic invelvement,
lower crime, etc. are not quantified either.




Viethedelegy, =~ Daia

IS study: prmanly uses) the Current Pepulation SUivey.

Age Is trincated at age: 80, thus: enly, 6lsernauens firem
thiese! 7orand VeURneEr areranalyzed:

ihe CRS contains anout: 136,000 elservatiens  eachryear
Off thiesSeWIthIRFtierages; ofi 19 and 7ok

Allrdellar valuesrare expressediin 2005 dollars:
Coellege attainment Isi measured in terms off degrees;

Professienalland docterate: degrees arne: simall
pPerceniages (14% and 1.2%:)), thus they are lumped
together te reduce the preblem: off small cell sizes: in
Individual states;




Viethedelegy — Basic Approach

Nhe wypical appreach i the literautie IS Lo st calculate
average icome: differentialsiacress education) categeiEs.

Er example; the fellewinefigurershewsraverage annual

earmnings Withinrtherages o 25 andl 64 across, educatoen
CAlEgeries:
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Vetheeoleey — Basic Appleach

Staterand lecal tax revenues arer 11.0%; eii persenal
IRceme I EY:2005:

Tihus;, firstappreximatons efi the anpual cellege premia
i state and lecal tax revenues are:

$6241 for some college,

$1,011 for associate’s degrees,

$2,665 for hachelor’'s degrees;

$1,282 Tor master’'s degrees,

and $6,185 for professionallandl doctorate degrees.
ihese add upsulstaniial sums ever ar40-year Werk

cCaleer — MUCh mere tham the gevemment contiputions
PEr degree.
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Viethedelegy — Basic Approach

This Is enly: ene eff the fiscal benefits from college
attaimment.

RIS IS & simplisticl approachiterguantiiying the: fiscal
efifects of public investment inrhigher education:

There are numereus; fiactors that could cause this hasic
appreach’ te e misieading.
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Vietheeoleey, — Iming

ihe dififerentialiin staierand lecal tax reveRues pel
pachelor's degrees sums; ter $106,600/ over a 40-yeal
Work: career, But thisiis; $63,450 I present value when
using a' 3% discount rate:

Mereever, thisiis the PV at age 25, It Is less;still wiien
college startsi and the: costs are incuired:

College: students also pay’ Iess in taxes While they are. in
college, andithis fiscall oppostunity, COST GECUKS UPIrent.

I addition; the' college: earnings premiumiis not constant
ever thelifecycle. Itis the smallest immediately, after
gliaduauien, andrthentincieasesygradually ata decreasing
rate.
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Bachelor's Degree

High School - - - - College Premium
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Viethedelegy, — Iming

RIS study assumes that the average career paths of
gliaduates are these: ofi “traditional sttidents.

ihe woerk career Is assumed e begin at age:
19Her ligh school graduates,
21 for associate’s graduates,
23 1ior bachelor's graduates,
25! Tor master’s;graduates;
andi 27 ier professional and dectoerate’ graduates.

Assoeciate’s and master’'s degrees are assumed to) take
two additienal years; while lbachelor's, prolessional; and
docterate degrees are’ assuimed e average: four
additienall years.
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Viethedelegy, — Iming

Students are; asstmed te) createrne; fiscalfimpact wWille in
college: etner than the: direct puklic cost oi higher;
education:

College: students ane assumed te pay ne taxes, andl to
[ECEIVE: theraverage. Ievel ofi social-Insurance: payiments
during college: as; lherore andrafter college:

110) e speciiic, degree holders are assumed torreceive
the levell el social-insurance enerits receved by average
gliaduates wWithe:

highi schieel diplemas at age 19;

assoclate’sidegrees benefits at age 21,

bachelor’'s degrees at age 23,

master's degrees at age 25,

and the interpolated values at ages; 20, 22, 24, and 26.
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Vietheeoleey, — Iming

Obvieusly many:college: (and hightscheel) stidents;take
more tham the usualtatmibEeErs ot years o graduater(and
Some! take less).

Thus), fier-many: college graduates; therlvenelits oi college
eccur later tham assumed! aboeve; and the assumplion
that studeniist are tiaditienall en average GVersiatessthe
fiscal kenefits i PV.

Onithe ether hand, many: students Werk part-time while
I’ colleger and/er work  full-time while taking tine eut
frem college; and hence pay at least seme. taxes hefore
college graduation

sy the assumptien that studentss are traditienal en
average alserunderstates; the PV eff the fiscal henefits.
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Viethedelegy, — Iming

QI LHree reasens, the albeve assumplions; are
CONSenatve i shewingltherfiscal venefits of college:
Tihe fiscal benefiis fom these wiith; some: cellege hui ne
degree are ignoeredl (recall that they pay $621 more in
staterand lecal taxes per year).

ihe efifect of cellege educatien on moxtality, rates s

ignered.

Compared te high' schoolfgraduates; college graduatestlive
longer andiience create greater total fiscal henetfits:

Intergenerational  effects ol collegereducation are
IgRGreEd.
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Viethedelegy — liex: Rates

e PasIC appreach assumes) that  taxes) are a; constant
PENCENACE: Gl PEersenallincome:

Beginning n 2005 the: CPSThasi includedr estimates: of
federaliincomerand payroll taxesiandistate andflocal
[IACEME andl Propery taxes:

State and lecal sales tax rates acress education
CALEgOrIES ane’ computeditsing data generatear by tihe
Institute on Taxation and Ecenomic Pelicy.

Their estimates; of average sales and excise: tax: burdens for each
Income: guintlein eachr state are matched with individualfs
Incemes; in the CPS.
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Viethedelegy — Causation

Earmings areighly correlated with education
attalnmenRt, BULthisidees not prove: that mere education
caUSes Nigherreamings.

[Higher=ability and/er higherrmotvauen mdividuals could
ehtain merereducation andihavergreater earnings
Independent off thelr educations.

he sameiis tiue for the numereus| other outcomes that
are correlated withr higher education.

The ehservedi correlations may: be: largely the result of
emitted=vamnahles bias (alser eliten relenied 1o, as aniliy
BI2S) OF eNdegenelty bias I this CORLEXL).
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Viethedelegy — Causation

Tihe datal Used 1nrthis) preject: are Insulficient: ter allow: o)
causalivy testing:

Previous research onl several different outcomes,
SU@QESLS thalt: this may net e an imperiant inmitauen:

Al large! literature has develeped to thy: to identify. the
causal efifect off education GRrearnings.

Algrewing literature hasyalse develeped thying te Ideniily
ther causal effiect of educationron: health, mental health;
and merualicy:

Lochner and Moerett (2004) identify, the causal effect of
education on' criminalthehavior and Incarceration.

Despite: the: plausibility’ of therability~ias, hypetnesis,
these literatures have generally: demonstrated that the
elserved cerrelations are: indeed causal efifects.
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Vetheebloey — College Eaimings Prenia

ihe appreach ouiined earlier implicitly, assumes; that
college! premia aner constant.

Arsimple supply-and-demand firamewerks hewWever,
SU@QESLS thalt: this asstmpLion may. e preblemaitic
(Ereeman, /el Overeaucated American, 1976).

Contrarny tol the'predictions 1n the 1970s, the: returm to
higher education: did net fiall'as more Amercans got
college degrees:

Although the Issue IS net yet settied and Is; the subject of
@NEGING research, the effect off the relauve supply o
college-educated laborr on the cellege: earmings premium
appears te he nerlarger tham' a smallf'secona-order efrfect.
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Viethedelegy — Interstater Vigration

Interstater migration off college: graduates cani cause
SOIME! state InVestmenisi to end- tp; creaung fiscal benefiis
I GLREr States.

A state’s| production ofi college: graduates dees net
necessarily have corresponding Impact en' the state’s
college attainment:

dihus;, the fiscall Fetlim 01 a state's Investment 1 higher
educationiis reduced by the' extent of the net migratoen
Off s graduates;
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Viethedelegy — Interstater Vigration

Tirestel (20017) estimates the extent off this Interstate
splllever of cellegergraduates;anaditiats guaniifies thie
extent that fiscalfreturn terndividual states NEeds o) 19e
adjiisted dewnward:

Tiheraverage net less ofi a state’s new! bachelor'sidegrees to
Otiier: states Is abhout 7%:

For new: assoeciate’s degrees, the net interstate leakage 1s
estimated to lve aleut 3%:

FOr new: master's degrees, the net leakage appears to be about
8%0)

ihe net leakage off professional and doctorate deglees ter Other;
states Is reughly 10%.

Uniloertunately, the data were nei suiificient ter identify: the
net Interstate: effects fior individual states.
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Viethedelegy — Interstater Vigration

The netintersiate’leakage: oif new: graduates; s |essiior
puklic colleges.

With' the exception of professienalland docteraie
degrees;, there appears te e ne net interstate |ess of
REW, graduates iiren public celleges:.

01 be conservative, though, this study: applies; ther peint
estimates mentioned aleve.
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Vethoeeoleay — Ihe Efifect off Pullic
SU[epor

PErhaps thelmost prokiemaue ISSUes the: causall effect
Ol puklic suppert o college: attainmEent.

Viany college graduates take advantage ol pulslic
ninanciali suppert, butweuld have: gettien thelr cellege
educations Without the public' stppoert.

Because puklicthigher education suisidies arergenesally,
not well targeted at these: en' the margin; ol college
attendance,rthe: marginal fiscal efifect perr publicdollar
Invested mnrhigher education may: e substantially less
than the average fiscal effiect.
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Vethoeeoleay — Ihe Efifect off Pullic
SU[epor

Betind andi Tiurmerrs (2006)) resulis sugeest a reughly.
properenater manginal causal effiect oifstate suppori:en
Pachelor's degree productieniin the state:

1j0r be speciiiic, they find that exegenous IRCreases ini the
AUmbEr o petential college: sttidenisiin: arstate (high
SCleol graduates four years earlier):

Increases; state funding for higher education by abeut 60% of
the Increase! inithe numker o potential students (1.e., itinding
per student fallsihy: 40%),

and It decreases the number oi bachelor's degrees; awardediin
the: state by reughly40%.
nus, It appears;that the average correlation between
public support and college: attalmment isinet misleading
about the causal Impact.
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Gevemment Expenditires

CRS data are: used to guaniily. the effiects oif college
attainmeRt o/ therreceipti ol Medicaid, Medicare, Secial
SEecurty benefiis; Supplemental Security; Unemployment
COMPENsSauon;, Werker's compensaten, cashrpullic
assistance, el stamps; NoUsing SUlIsidies, energy.
assistance;, and scheel Iunches:

Participatonin WIIC, transperiation assistance;, child-care
assistiance, and Woerk pregrams: areralse shewn, BUt net
guaniiiediin dellaif aneunts:

Viedicaidiand Medicarerhealthrinstrance are measured
as the market value:
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Gevemment Expenditires

e estimates off the fiscal premia i expenditures are
SOMEWNAL censervative 1R that they der net Includerany,
pUklic costs Nt administering programs. They show the
vallue te) the recipients; rather than| the: totall fiscall cost.

Vedicaid andiVedicare do not take Inter account Varnation
I the use of healthrcare: paidiwithrgevernment fiinds:

Given that health Vvares with' education attainment, the
puklic cost oif Medicald acress education; attamment
Varies moye: than the market value.,

Among recipients off Medicaid aged 27 and older, 88%) oif these
with' enly: a highischieel diploma repert their healthi to e very.
goeod, compared te154% for hachelor's degrees.
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Gevemment Expenditires

Diiiferences inrmortality, ratesf are net taken inter account,
thus thaefiscal premiain Medicaid andr Secial Securiity,
may/ BerBiasedr upward:

This: may:not make: muchi difiference, though,, in terms: of
present valueratiage 19.

IHOWeVer; the estimates do not take intoraccount
Variation inr the use: el healthrcare paid withrVedicare.

Amoengl recipients o Medicare, 38% of these With only a high
schieel education report thens health te e ver/ geed), compared
10 50% for these with a bachelor's degree.

e net biash of the appreachiin thiss study s Unclear.

But the results fier Medicald and Secial Security’ are mere
UnRcertain than: therother results:
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Gevemment Expenditires

Cerrectionall expenditure per Inmate: s estimated e e
$29, 817

0.115%) o theradulir pepulatien With a bachelor's degree
Or higher Is Incarcerated:

Eor those wiithi Seme: college eEXpErience: Or associate’s
degrees;, the Incanceration propertion:Is 0.817%.

Eer these withiar highrscheel diplemas the! Propertieniis
15.1910% (104 times higher than fier cellege graduates).

Tihus;, the bachelor's degree differenual infincarceration
costs is $321 annually.
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Gevemment Expenditires

ihe lack ol healthrinsurance: s negatively: correlated with
colleger attainment:

iHadley: and Helahan (Z003)) estiniate the annual
goVErnment cost per Uninsured te be $823.

Amoeng theseraged 27 and aneve; 16.6% eff ighl sclhee)
gliaduates reported aviingine  nealthrinsuances mere
than double the fraction e those withi hachelers
degrees.

GIven the: posiuve: relationship between college
attainment andhealty the estimates areragain
CONSERNatve.

Amoeng the uninsured aged 27 andi elder, 52%) of these with: enly,

a highrschoeol education report their health te be very geed,
compared to 65% for these with a bachelor's degree.
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PUklic Cost pPEr DEegree

Gevernmeni Spendingl en NiIgher educatien IS taken firem
Nawenalflncome and Preduct ACCOURS:

ihis measure ncludes expenditures financed threugh
revenuEes; firom: Endewmenis:

Rather than evaluate the relative merits eii the: different
Underlying cencepis ol opportunity, cost, this study.
simply, cheeses the: more generous measure:
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PUklic Cost pPEr DEegree

Measured publiciCest off dEgrees!is Genereus infthat I
INCIUPES the: costs ol UNIVErsIty reseanchiand Senvice
aAcuViies:

Researchrand senvice s 19.3%) o tetal educauenal and
general expenditure:

On| therother hand), the' data are ol curent expenditures
Gy

Capital outliaysiane 13.5%6 as large as eperatng
expenditures;
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PUklic Cost pPEr DEegree

Although mest puklic fndingl s directed teward students
I publicnstiltiens, significant itnding alsergees 1o
Students N privater higher educauon:

lierbe consenvative, all gevermment spending on higher
education| is dividedl by degrees grantedifiem pulklic
IStitiens; only-

IS Impoeses; the implicic assumpiien that financiall aid to
students In private colleges dees not leadl ter any:
addivenalfcellege  attaiment:
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Pullic Cest: per Degree

HIgher education cests are net assigned by degree level:

IS study: makes the simplerassumptien that each year
off cellege creates; the same fiscal cost.

The relativer Importance: off the separate degree |evelsiis
taken Inter account By Weighting' the: colresponding fiscal
efifects (therfiscal Weighits for eachi degree level arer their
propertions of total felr-year-eguivalent degrees).

RIS does net account fior the fact thai the fiscal Cost Is
clearly’ increasingrwithl therlevel off cellege educatioen.

NGt accounting for this is, conservatve: in shewing the
fiscal returnbecause it puts disprepoerticnate weight on
the lewest degree: levels; and the largest fiscall Impact Is
for professional and dectorate degrees.
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A Mindiist a lierible Tihmael te Waste

A'mind denied a colleger education|is figurative $100 il
IVing en the: gretnd thatiwe ane not picking up:

Specifically, from taxpayers” peini of view: eachr potential
college degree is; consenvatively, a $481:,000 bill

($556,0000n vaneus fiscal henefits minus: the $75,000
Cost).

In present value (@t age: 1495 using a 3%, real discount
rate)), each potential college graduate isia $1.82,000 il
Instead el rushing to pick up these bills, public
lvestment in higher educationis a fallingl prierity.

In Y- 19647 staterfunding for higher education was 4. 1% of total
state government spending,.

I 1994 thisS preportion was 2.4%.
In 2004, 1t was| 1.8%.
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