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How do economists think 
about education? 

Education is an investment
Incur costs now
Earn returns in the future

College pays off if benefits exceed costs
Costs: tuition, fees, lost earnings while in 
school, studying
Benefits: higher earnings and improved quality 
of life throughout lifetime



Outline of Talk 
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I. Benefits of College
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Source: Condition of Education, 2005 Table 388.



Median Annual Earnings, Ages 25–34, 1972–2003
(Constant 2003 Dollars)

Source: College Board



Percentage of Private Sector Entry-Level Workers Covered by 
Employer-Provided Health Insurance, 1979–2002

Source: College Board



Percentage of Private Sector Entry-Level Workers Covered by 
Employer-Provided Pension Benefits, 1979–2002

Source: College Board



II. Costs of College



Tuition prices are lower than you 
think.  

UMass Boston: $8000

Bunker Hill Community College: $3200

…except for Harvard: $30,000



37.6%$2,1912-year public

21.6%$21,2354-year private

39.2%$5,4914-year public

Share of 
Students

Average 
Tuition & Fees

Source: Trends in College Pricing 2005

Harvard prices are not typical



Most Students Attend Public Colleges
2001 Fall Enrollment
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Source: Digest of Education Statistics 2003, Table 178



College Costs:
Very High for the Few at Private Schools, 
Moderate for the Many at Public Schools

Four-Year Public

Four-Year Private

Two-Year Public

Source: College Board



Sticker Price ≠ Net Price
Grant aid

State & federal governments
Schools

Tax Credits & Deductions



Net of grant aid, 
US average tuition and fees:

$1000 at community college

$3000 at a state university

$8000 at a private university

Figures are for a middle-income family 
(~$50,000)



Student Loan Debt & Projected Payments
Undergraduate Degree Recipients, 2003-04
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Average car loan: $23,801     Monthly payment: $447



III. Does College Pay? 
Policy Implications



Does college pay?
College grads typically earn $1 million 
more than high school grads over their 
work lives.

This payoff dwarfs the sticker price of 
even the most expensive college. 



Result: College-going is rising

Source: College Board



Yet…there are large gaps in 
college going
White, non-Hispanic 63%

Black, non-Hispanic 50%

Hispanic 30%

Source: Share of 24-25-year-olds that has 
gone to college, 1998-2000 October CPS



There are even larger gaps in 
college completion

White, non-Hispanic 32%

Black, non-Hispanic 13%

Hispanic 8%

Source: Share of 24-25-year-olds with BA, 
1998-2000, October CPS



These gaps trace back 
to high school

White, non-Hispanic 11%

Black, non-Hispanic 20%

Hispanic 41%

Source: Share of 20-25-year-olds without 
a high school diploma, October CPS



Gaps Exist Even Among Academically Proficient
(Completed Schooling in 2000 of High School Class of 1992, by 
High School SES and Math Score)

Source: College Board



Our system for funding 
college may be the culprit

Student aid is ill-designed for 
those who need it most 

The aid system is complex and unwieldy

A gauntlet for anyone, but especially for
First generation college students
Non-English speakers



Consider the FAFSA



More FAFSA



Yet More FAFSA





Policy Proposal: 
Deliver all aid through tax system

Aid system hardest to navigate for those we want 
most to help – ESL, first-generation college 
students.

For low-income families, aid forms more complex 
than typical income tax return (1040A).

Solution: Run a radically simplified aid process 
through the tax system, using information 
already collected by IRS. 



Policy Proposal: 
Tie loan payments to ability to pay, through IRS

On average, going to college is a great deal. But 
it is a gamble.

For some this “bet” does not pay off.

Loan burden for such students may be extremely 
high.

Solution: Run loan payments through the tax 
system, capping payments at a certain % of 
income. Models: England, Australia, New 
Zealand.



Conclusion
College pays off

College is a good bet
There has never been a worse time to not be a college 
graduate
Distributionally, it makes sense for those who go to 
college to share the costs as well the benefits

But there are troubling signs
Large racial and ethnic gaps in college going and 
completion
High debt burdens for some borrowers

Proposed solutions
Simplify and expand aid, especially for low-income youth
Protect borrowers against excessive debt burden
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