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The Issue

Over the past quarter-century, average tuition has jumped 440%—four times the increase in general inflation
and twice that of health care costs. To pay for these historic price increases, students and their parents have
amassed historic debt. Student loan debt now stands at $1.3 trillion, for the first time ever surpassing total
national credit card debt.

Increases in federal student aid lead to corresponding increases in tuition sticker price, in what is known as the Bennett Hypoth-
esis. For example, each additional Pell Grant dollar to an institution leads to a roughly 40 cent increase in sticker price tuition.
Federal regulations also raise the cost of higher education. Regulatory compliance accounts for 2% to 8% of a typical institutions
nonresearch expenditures, costing the higher education sector an estimated $27 billion annually.

The resulting tuition and student debt inflation has coincided with a period of sustained administrative bloat. Teachers now make
up less than half of college employees on the average college campus. Between 1993 and 2007, the number of full-time admin-
istrators per 100 students at Americas leading universities grew by 39%, while the number of employees engaged in teaching,
research or service grew by only 18%. A poll of Texas voters found that reducing administrative overhead was one of the three
most popular strategies for addressing budget shortfalls at the state’s postsecondary institutions.

Texas voters’ support for reducing administrative costs reflects a broader theme about how Texans see higher education afford-
ability. In Texas, 71% of voters believe universities can improve teaching while reducing costs. In this spirit, Texas’ higher educa-
tion sector has spent several years developing new programs seeking to make higher education more affordable for both students
and taxpayers.

Now entering its third year, the Texas Affordable Baccalaureate Program (TABP) continues to develop its approach for meeting
Governor Perry’s $10,000 Degree Challenge from 2011. The program, which can already provide qualifying returning students
with baccalaureate degrees for between $4,500 and $6,000, recently received a $400,000 grant from AT&T to help it scale from two
schools to ten. The College Credit for Heroes Program (CCH), which uses competency-based education to award veterans with
credit for skills they acquired during service, has expanded from four schools in 2011 to 42 schools in 2016. Over 250,000 credit
hours have been awarded through the program at a cost of less than $5 million, corresponding to a rate of less than $20/credit hour.

Texas can build on the successes of programs like the TABP and CCH by emulating these programs’ strengths, and by experi-
menting with other creative approaches to making higher education more affordable. Schools across the country have reduced
costs while maintaining institutional quality with innovations such as discounted Friday and weekend classes, three-semester
calendars, debt counselors, and “online campuses” serving rural regions. With federal student aid— and its associated effect on
tuition sticker price—not disappearing any time soon, Texas will need to get creative when designing policy solutions to make
higher education in the state more affordable.

The Facts

« A national Pew survey finds 57% of prospective students believe a college degree no longer provides value equal to its cost, and
75% deem college simply unaffordable.

« Pell Grants have a pass through effect on tuition of 40 cents on the dollar. This pass through effect is about 60 cents on the dol-
lar for subsidized loans and 15 cents on the dollar for unsubsidized loans.
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 An assessment of 13 postsecondary institutions across the U.S. found the cost of federal compliance varied from 3% to 11% of
total nonhospital operating expenditures.

« Compliance costs for research are particularly steep: Research-related compliance as a percentage of research expenditures
ranges from 11% to 25%.

o Asked how schools should address shortfalls, Texas voters’ three favorite options were reducing administrative overhead, delay-
ing new facilities, and requiring professors to teach more. Raising tuition or taxes were the least favorable options, garnering 6%
and 10% respectively.

Recommendations

« Exempt affordable degree programs (such as the TABP) from formula funding restrictions based on past student perfor-
mance—including the 30-hour, 45-hour, drop-6, and 3-peat rules—by updating and passing HB 1502 (2015-R).

« Encourage reductions in administrative budgets—Ilike the Texas A&M system’s 3.6% cut in its administrative budget between
2011 and 2015.

o Develop College Credit for Heroes, and other competency-based education designed for veterans, as a way to defray the cost of
the Hazlewood program.
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