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ABSTRACT

W discuss the current context in which colleges and universities
find thensel ves and then specul ate about the future state of the
nation and of its educational needs. The current context is
summari zed in an examnation of trends in revenue sources and
charges for different groups of higher education institutions,
trends in the type of tuition discounting, and trends in the
post secondary education destinations of students fromdifferent

I ncome backgrounds. The future speculation falls into three
broad headings: skill devel opnent and professional training;
research and innovation; and val ues education and soci al
criticism



In this paper we specul ate about the future state of the nation and of
its educational needs. We approach this task with diffidence, aware of no
evi dence that shows a positive correlation between the confidence of
observers' predictions of the future and the accuracy of those predictions.
Moreover, our own track records as forecasters give us pause -- neither of us,
for exanple, predicted that Newt Gngrich would becone Speaker of the House,
and both of us predicted there would be a winning teamin the 1994 Wrld
Series.

The strong positive reason for undertaking such a risky exercise in
futurology is however clear: postsecondary education exists to serve a
variety of human and social needs and purposes. To begin a discussion with
these external requirenents may counterbal ance the natural tendency for
di scussion to focus on the needs and demands of postsecondary education
itself, as those look from inside the enterprise. Yet it is inportant in
vi ewi ng these issues to keep in mnd the considerable changes that have gone
on within the postsecondary sector itself in recent decades, changes in the
financing and clienteles of various institutional types that thenselves raise
issues for the future role of postsecondary education. W therefore begin by
discussing this context. W follow this by addressing future social and
econoni c needs for the services of postsecondary education, under three broad
rubrics: skill developnment and professional training, research and innovation

and values education and social criticism

CONTEXT: RECENT TRENDS | N POSTSECONDARY FI NANCI NG AND ENROLLMENT

Much of our own recent work on higher education econonics has focused on
sonme striking patterns of change in postsecondary education, sonme of which
have, we think, been either ignored or overl ooked by higher education
observers. Here we highlight some mgjor points in summary form We focus on
three areas: trends in revenue sources and charges for different groups of
hi gher education institutions; trends in the type of tuition discounting; and
trends in the postsecondary education destinations of students from different

i ncone  backgrounds.



REVENUE SOURCES AND STUDENT CHARGES

Qur decade-long | ook at the revenues and expenditures of coll eges and
uni versities has reveal ed sone remarkable shifts in the financial basis of
public colleges and wuniversities. Although some observers have disnissed
publi c higher education's recent financial woes as tenporary by-products of
the recession of the early 1990's, our data indicate that the squeeze on state
appropriations for higher education began to set in by the md-1980's. Real
declines in per-student appropriations were experienced by all public higher
education sectors (research/doctorate universities, conprehensive
universities, public liberal arts colleges, and community colleges) over the
1986-87 to 1990-91 period. G ven the large and grow ng denmands on the
financial resources of state governnents coupled with continued resistance to
tax increases in the nation, it would be naive to expect any sustained
i mprovenent in state fiscal support of higher education in the foreseeable
future.

One response of public institutions to these fiscal pressures has been
to turn increasingly to tuition and fees as a revenue source. Since the late
1980's, percentage increases in public tuition have consistently outpaced
private tuition increases. The worry about this trend is whet her needy
students are being "held harnmless* -- whether increases in public tuition are
being targeted on those students who can afford to pay. If not, the progress
we have nmade over the past three decades in ternms of access to higher
education for low income students is under threat.

These facts point to significant trends in affordability and financing
that influence our view of the future of higher education and of the econonic
and social context in which it operates. The affordability question is of
particul ar i nmportance given the econom c and social roles higher education

plays in our society.

TUI TI ON DI SCOUNTI NG

Many observers have noted the rapid increases in private coll eges and
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universities' wuse of institutional financial aid spending to bid down the
price of their product, in effect discounting the quoted tuition price. It
has been harder for sone observers to appreciate that at nost institutions
thi s phenonenon has less to do with any institutional desire to use revenues
fromnore affluent families to subsidize the tuition costs of |ess affluent
fam lies than froma sinple absence of enough full-pay customers to pay the
bills. As we will note below, the |loss of students from high incone
backgrounds has been particularly pressing at private four-year colleges.

An aspect of this tuition discounting phenomenon that has received
consi derable journalistic treatnment but |ess systematic statistica
i nvestigation has been the role of non-need based or "merit" aid in the
tuition discounting picture. In a recent study, we exam ned changes from
1983-84 to 1991-92 in the growt h of need-based and non-need based grant aid at
both public and private colleges and universities. W found that non-need
based grants increased quite rapidly over the whole period, 13% per year per
enrol led freshman after adjusting for inflation. This is faster than the
rapi d 10% annual real increase in need-based aid we observed over the period.
As of 1991-92, non-need based aid accounted for nore than a fifth (21% of al
institutionally-funded grant aid at private institutions, and for well over
hal f (56% of all such aid at public institutions. Qur evidence further
suggests that, while non-need-based aid has historically been nost prom nent
at the least selective institutions in both sectors, its use is increasingly
spreading into the nore prestigious and selective parts of the higher
education universe (although apparently the nost selective private
institutions have continued to hold out against it).

Heavy tuition discounting and growi ng use of non-need based aid nay in
some neasure be transitory phenomena. Numbers of eighteen-year olds are now
at a historic low, and the intense conpetition for students that these trends
reflect nay ease sonewhat as nunbers of high school graduates increase over
the next two decades. Yet not too much confort should be derived fromthese

thoughts.  The recovery of nunbers is slow, and it may prove hard to put the
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tuition discounting genie back in the bottle. This is partly true of nmerit
aid conpetition, where institutions, once having gone down that path, wll
hesitate to yield an advantage to their rivals by backing off.

As with trends in public higher education finance, we worry especially
how t hese trends nay inmpact on access and choice for |owincone students, as
tuition discounting increasingly focuses on mddle-incone and "nmerit"

st udents.

DESTI NATI ONS OF STUDENTS BY | NCOVE GROUP

Trends in gross price, need-based aid, and merit aid all affect the
affordability of different types of higher education for different types of
students. \While a great deal of attention has been paid by higher education
researchers to the question of "access" -- whether students from various
econom ¢ backgrounds attend college, |less attention has been paid to the
guestion of "choice" -- where do these students go. W have just conpleted a
study on the distribution of college students by inconme background in an
attenpt to address the often elusive issue of choice in higher education.

Much of the popul ar discussion regardi ng where students go invol ves
m ddl e i ncone students. It is often suspected that students from middle
i ncone backgrounds have been nost affected by the considerable real increases
in tuition at private colleges and universities. Students from/|ower incomne
backgrounds qualify for need-based financial aid, |essening the chance that
t hese students experience an affordability problem  Students from upper
i ncone backgrounds receive a different but anal ogous formof financial aid --
parental contributions that do not require major proportions of available
annual i ncones. But, the story goes, when tuitions rise faster than other
economc indicators, students from mddle-incone backgrounds are forced to
switch to less costly educational alternatives.

Qur study of the inconme backgrounds of American college freshnen over
the period 1980-1993 casts doubt on parts of this analysis. In one sense,

there has been such a nelt: the share of middle incone students (defined as
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the group with real famly incomes of $30,000 to $100,000 in 1992 dollars) in

all of higher education has declined. Qur data cannot tell us whether this
overal |l decline represents changes in national income distribution (fewer
famlies in the mddle class and nore either rich or poor as a result of the
Reagan- Bush years) or differential changes in enrollment rates (mddle incone
students increasing their college enrollnment rates |ess than students from
richer or poorer famlies). But what nost people seemto nean by niddle
incone nelt is sonething different fromthis: a redistribution of middle
incone students anpbng categories of institutions, and especially fromprivate
to public institutions. Qur data do not find middle incone nmelt in this sense
over the 1980-1993 period. In 1980, 21.5 percent of middle income students
were enrolled at private four-year colleges and universities; in 1993, 21.2
percent were in those institutions

The nost striking nmovenment anong niddle i ncome students has in fact been
within the public sector, with a sharp decline in the share of middle inconme
students at public two-year institutions, offset by growth in the share of
m ddl e income students at public four-year institutions. |Indeed, one of our
nost interesting findings is the increasing representation of |ow incone
students at public two-year colleges, and the declining representation of
m ddl e and upper income students there. It is of course inportant to renmenber
that the relatively young, first-tine full-time freshnen represented in our
survey are not the predomnant clientele at community colleges. Nonethel ess
these data do seem worrisome. They suggest that the conbined effects of
tuition increases and linmtations on federal student aid may be inpairing the
ability of |lowinconme students to gain access to institutions other than
comunity coll eges.

It is revealing also to | ook at changes in the enroll ment patterns of
upper-income students. Higher-income students in 1993 were nore likely to
attend universities (either public or private) than they were in 1980. These
i ncreases for universities (and for public four-year colleges as well) cane

largely at the expense of private four-year colleges, whose proportion of
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hi gh-i ncone students fell from 26.7% to 23.6% Meanwhi | e, the proportion of

m ddl e-i ncone students who attend private four-year colleges has been
basically stable from 1980 to 1993. Although |eaders at these schools have
been vocal in talking about middle-income nelt, it appears that what they have
experienced is in fact upper-income nelt. It seens likely that this | oss of
full-pay students is a significant part of the explanation for the grow ng

i nvestments of these schools in tuition discounting and non-need based aid

di scussed above.

GROW NG STRATI FI CATI ON?

Anmong the inplications that can be drawn fromthese various trends, one
stands out that is of special inportance for higher education's future role.
This is a pattern of increasing stratification in several senses. Low-i ncone
students are increasingly concentrated in conmunity coll eges, perhaps because
a pattern of rising tuitions not matched by student aid increases is pushing
the cost of other public alternatives out of reach. Private universities are
pulling away from private colleges in their ability to attract high incone
students. Qur study of non-need based aid al so contains hints, which we
believe are corroborated by other evidence, that the npst selective and
prestigi ous anong private universities and liberal arts colleges are
i ncreasing their distance from nost other private institutions, which are

locked in a tense struggle for enrollnment and resources.

FUTURE NEEDS
Since Wrld War |1, postsecondary educati on on a nmassive scal e has made
itself well-nigh indispensable to the normal workings of our society --
gat ekeeper for the professions, training ground for all manner of skilled
work, core generator of scientific and technol ogi cal advances, and | ocus of
schol arly endeavor and cultural critique. At the same tine, the principle of
uni versal access to higher education has become an essential synbol of the

nation's commitnment to equality of opportunity.
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If we went back 60 or 90 years, postsecondary education played a nuch
| ess conspicuous role in society. Wth nany fewer Anericans attending
colleges and universities, the role of higher education in preparing the
Anerican workforce, while still strategic for the best jobs, was nmuch snaller.
Scientific research relied nore on the passion of individual researchers and
haphazard funding by private donors than today, when a mjor share of the
fundi ng of |eading research universities is supplied by federal research
support. Moreover, the enterprises of literary, social, and politica
criticismwere less centered in the acadeny than they are now -- the rol e of
t he i ndependent scholarly critic, an Ednund WIson, a Henry Adams -- has waned
substantially in this century. Nor was the commtnent to equal access present
inthe early twentieth century -- higher education was understood and accepted
as an option only for a relatively privileged subset of the popul ati on who

received the right kind of high school education.

It's inconceivable that postsecondary education will return to the much
more limted scope and anbition of the pre-Wrld War Il days. The interesting
qguestions concern how postsecondary education will need to evolve to continue
to fulfill its nuch expanded roles. Thinking on the very broad scal e our
topic requires, we need to reflect on how the nation's need for the various
out puts associ ated with postsecondary education are likely to change in com ng
decades, and on the extent to which those needs can (or should) be net by
institutions other than colleges and universities. This latter point is
inportant. Hi gher education both conpetes with and conpl ements other socia
institutions in providing what mght broadly be called "intellectual capital"”
[f, for exanple, Anerica' s elenentary and secondary schools inproved their
performance dramatically, the need for certain aspects of existing
postsecondary education would be greatly reduced. Similarly work-related
training is now provided both in academ c and workpl ace settings; an expanded
rol e for workpl ace-based training (perhaps anal ogous to Gernan-style
apprenticeship systens) woul d reduce the need for work-related training in

post secondary institutions. Governments and corporations conpete with
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universities in the conduct of research; their relative roles are very nmuch in

flux right now.

Al t hough much is sure to happen that we cannot anticipate, we foresee
two major trends as having powerful inpacts on what society will demand from
universities and coll eges. One is ever nmore rapid technical change. The

stunni ng devel opnents over the | ast decades in areas from m cro-conputers to

bi ol ogi cal engi neering are only beginning to reveal their consequences. Many
of these devel opnents not only have generated and will continue to generate
significant technical changes -- they also provide a powerful engine for the

further acquisition of new know edge. Second is the increasing

i nternationalization, even globalization, of the U S. econony and society.
Abetted by rapid advance in conmunication technology, it's clear that future
citizens will need to be confortable with a much broader range of | anguages
and cultures than they have traditionally required to live their daily lives.
Hi gher education will play a central role in preparing citizens for this

wor | d.

We organi ze our thinking about these topics around three broad headi ngs:
skill devel opment and professional training, research and innovation, and

val ues education and social criticism

SKI LL DEVELOPMENT AND PROFESSI ONAL TRAI NI NG

Post secondary education contributes to |labor force skills at a variety
of levels. Consi der abl e evi dence exists that the economic returns to
educational investnents have risen in the last fifteen years. This is
reflected in a widening gap between the earnings of those with high schoo
educations and those with higher |evels of education. These high returns
appear to apply at all levels of postsecondary education -- the earnings gap
has w dened between those with sone coll ege and those with none as well as

between college graduates and those with sone college.
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VWat accounts for these higher returns? Are they likely to prove a
transi ent phenonenon? One source of the higher returns is tenporary -- a
result of changing denographics. Returns to higher education were depressed
inthe late 1960's and early 1970's as a result of the very large cohorts of
col | ege- educat ed workers who appeared in the | abor force at that tine, as the
baby-booners matured. Since then, the decline in nunbers of young persons
entering the | abor force has produced sonething of a shortage of young coll ege
-level workers, and this has contributed to increased returns. The inpact of
this force can be expected to dimnish as the "echo" of the baby boomleads to

| arger cohorts of young people in the decades ahead

This supply side effect, however, does not appear to be the main
expl anation for higher returns. Rather, nmost of the action has been on the
side of the demand for labor, and appears in fact to be a result of the rapid
pace of technical change noted above. Two econonists, Larry Katz and Kevin
Mur phy, have shown that rising denmand for better educated workers has been
driven by the relative expansion of industries which have hi gher demands for
educated labor. That is, those parts of the econony which rely less on
col | ege-educated labor (farming, heavy industry) have declined in inportance
whil e industries which use nmore col | ege-educat ed workers (financial services,

"high-tech" manufacturing) have grown.

Continuing rapid technical change inplies that this trend is likely to
continue, and thus the economc payoff to higher levels of education is likely
to continue to be high for the foreseeable future. Hence, from the standpoint
of economic efficiency and growth, the nation is likely to require high levels
of investment in human skills. This broad generalization, though, |eaves many

crucial questions open.

EQUAL OPPORTUNI TY AND SKILL PROVI SI ON

One central one concerns the inpact of rising demands for human skil

and know edge on economic inequality. As just noted, the high returns to
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education over the last two decades have produced a growi ng gap between the
wages of nore and |ess educated workers. Robert Reich has been prom nent
anong those who see this gap evolving into an increasingly unbridgeable and
dangerous soci al divide between what he calls "synbolic anal ysts" and other
categories of workers. There is a lot of evidence from internationa
conpari sons that our educational systemdoes relatively well by the highest
achi eving students and that our |argest failures, cognitively and |ater
econom cally, are with students in the bottomhalf of the distribution of
acadenic achievenent. One way of conbating this inequality is to invest nore
inthe skills and know edge of those people who do not under present
arrangenments attend four-year colleges and universities and attain bachelors

degr ees.

How successful, and how costly, such a strategy might prove to be is
hard to gauge. W know that the econony now produces very few good jobs for
lowskill workers, and that trend is likely to continue. One big question is
how the denmand for "middle-skill" jobs will fare -- will there be enough good
jobs for conmputer technicians, nedical assistants, and bookkeepers to nake
investments in training in such fields pay off? There is also uncertainty
about where such training is best done. Sone have argued that ruch inproved
vocational preparation in the last two years of high school would be nore
successful in reaching the group of high school drop-outs and near drop-outs
who face the worst future. OQhers have clainmed that workplace-based training,
per haps begi nning before the end of high school and continuing in
apprenticeship progranms, holds nmpbst promse. Currently much of our investnent
i n postsecondary, prebaccal aureate training happens in comunity colleges and
proprietary trade schools, financed largely by state governnments (in the case
of community colleges) and by federal grants and |oans (in the case of
proprietary schools). Judgnents about the quality and effectiveness of this

training effort are quite m xed.

Nobody really has answers to these difficult questions. Rut at |east

for the sake of argument, and with sone sense of conviction, we would put
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forward the following points. First, inproved vocational training wll not
take us to the promised land, in the sense of greatly strengthening the
econoni ¢ contributions and earnings of educationally disadvantaged hi gh schoo
students. The educational deficits experienced by di sadvantaged youth begin
even before grade school starts, and intervention8 in adol escence cannot in
nost cases fully recover those deficits. But second, sone training is better
than none. In general, evidence suggests that an extra year of schooling

i mprove8 earnings for students at all |evels of academ c aptitude and years of
school . Job prospects will likely not prove rosy for student8 with "m ddle
skills", but they are sure to be better than for students with low skill jobs.
Finally, the beet investnents, if we can figure out how to do it, would be in
grade school and niddle school. Big cognitive gaps anopng students have opened

up by the ninth grade, and everything after that is playing catch-up.

THE CONTI NUI NG NEED FOR LI BERAL LEARNI NG

Anot her set of questions concern8 nore advanced training, at the
bachelors' level and in professional and acadenic graduate schools. \What are
the inplication8 of nore rapid technical change and of gl obalization at these
| evel s of education? Although sone mght argue that these trends wl|
i ncrease the payoff to nore highly specialized training, our viewis the
opposite: these trends are likely to increase society's need for |iberal and
general education. Rapid technical change inplies rapid obsol escence of
t echni cal know edge. All those conputer programrers who | earned COBOL and
FORTRAN in the 1970'8 have had to learn this |esson. Indeed, it is not
i mpl ausi bl e that advances in conputer technology will render the very
prof essi on of conmputer progranmm ng as we have known it obsolete in the next
twenty years: conputers are increasingly capable of witing their own prograns
(and even designing their own successor machines) on the basis of nore general

instructions provided by users of what the conputer needs to do.

This just illustrates a nore general point: the technical content8 and
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demands of people's jobs change rapidly under the pressure of technical

devel opnents. This wll obviously bolster the social need for continuing
educati on. But nore basically, it inplies that what people need to acquire in
school is the ability to adapt, to be flexible, and to |l earn new things --
which are of course exactly the capacities |liberal and general education aim
to foster. No doubt society will want the coll eges and universities to figure
out how to devel op those capacities nore effectively and reliably, but our
sense is that it is this, rather than highly focused technical education,

which will be the nobst inportant future demand.

The trend toward globalization reinforces this point. Even for
relatively narrow business purposes, when dealing with citizens of another
country, it is an obvious advantage not onlyto speak the |anguage but to have
sonme understanding of cultural expectations and norms. And there is every
reason to expect that cross-national comunication and interaction will extend
wel | beyond narrow business purposes. Econom ¢ and social issues from
pollution to the spread of AIDS are inherently global, and will increasingly
require a search for comron understandings and common val ues. Hi gher
education, in an extension of its traditional role in liberal and general
education, wll be expected to help prompte both respect for difference and

this search for common val ues.

RESEARCH AND | NNOVATI ON

There is little doubt that the social demand for scientific research and
technical innovation will remain high, but there is sone uncertainty about the
likely and proper role of higher education in the research effort. It is of
course crucial to renenber that in thinking about |arge scale scientific and
t echni cal research, one is addressing only a relative handful of US
universities -- probably fewer than 200. For ot her higher education
institutions, research serves largely to conplenent their teaching function,

and many of these institutions are inportant to the national research effort



13

as producers of scientists. But the big national decisions about investment

in basic scientific research focus on the mmjor research universities.

I n thinking about the social need for university research in the com ng
decades, we have two principal concerns. One is whether the nation will
attend sufficiently to the long gestation period and the essentially public
nature of basic research. Anxieties about the nation's economnic condition
have led to an increasing enphasis on research that is visibly connected to
econonmic and industrial payoffs. But the basic discoveries that enable
practical technical advances hardly ever result fromsuch pragmatic efforts.
To foster fundanental discoveries like the structure of DNA, the physics of
the transistor, or superconductivity require that those investing in the
research accept that the practical payoff will be highly uncertain and long in

comi ng.

No business will nake these investnents, certainly not in the present
highly conpetitive environnent. Such efforts require public funding, and they
are a kind of research in which universities have a clear conparative
advantage, since such research conplements so well the love of ideas and the
curiosity about nature that animtes advanced study in the sciences. It is
far less clear that universities have any conparative advantage in shorter
horizon, nore directly practical research -- and indeed it is far fromclear

that the governnent should be financing such research anyway.

This brings up a second and closely related point. University
researchers, perhaps especially in the biological sciences (and econonics!)
may see very practical payoffs indeed from their research. By incorporating
and by patenting findings, a nunmber of researchers have made thensel ves
mllionaires. Uni versities thenmselves are increasingly interested in
gathering the financial returns fromthe business end of the research
enterprise. Many troubling incentives are created by these trends. The
openness, sharing and public critique that are essential to the advance of

science are likely to be inhibited by edginess about patentable ideas. (e
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don't mean to be naive: there is plenty of secretiveness pronoted by the
anxiety to claimpriority in discovery of new ideas, and there is plenty of
overl ap between the desire for fame and recognition and the desire for noney
in notivating intense research effort.) Mreover these profit opportunities
are again likely to divert university researchers fromthe areas where they
have a social conparative advantage: the search for fundanental discoveries

that |ack imediate econonic payoffs.

There are serious institutional problenms to be addressed here in seeing

that university research fulfills society's needs in the future

VALUES EDUCATI ON AND SOCI AL CRITI CI SM

Al t hough not at first blush an economist's kind of topic, we believe it
is of first-rate inportance in thinking about social needs for higher
education to keep in sight the role of colleges and universities in education
about values. Both globalization and rapid technical change pose chall engi ng
problems for Anerican values and traditions. A key exanple is our grow ng
technical ability to prolong life. W wll, individually and collectively, be
forced in the future to decide matters of |life and death that historically
have been out of our hands. It is not an exaggeration to say that we have
barely a clue about how to do this responsibly, humanely and norally.

Probl ens of simlar depth arise as we come as a nation increasingly to
recogni ze ourselves as part of a world of comunities. Both understanding and
val uing other cultures (and diverse comunities within our own borders) and
finding legitimate grounds for criticizing or reformng cultural practices

that violate certain core values are huge chal | enges facing us

Col | eges and universities are nowin the U.S., both nore than in other
countries and nore than in our own past, the place where systematic and open-
mnded reflection on these matters happens. There are few social needs nore
inportant than maintaining, or sometinmes creating, traditions of searching

critique and civil discourse about these fundanental issues.
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CONCLUSI ON

Ri ght now, the nation seens to be withdrawing fromits historical
commtments to investment in higher education, as governnments press for short-
run financial savings. In the long run, however, both the econom c and the
soci al well-being of the nation depend inportantly on intelligent and forward
| ooki ng investnments in the skill devel opment, search for innovations, and
reflection of values that lie at the core of the higher education enterprise.
Thi s paper has ained to contribute to a nuch-needed di scussi on of what the

nation will demand from its colleges and universities.
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