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Perhaps the most “idealistic” approach to providing access to college in our country would be to
provide free public higher education. The very notion may seem outlandish in today’s political
climate, but the facts Bob Samuels marshals about true costs suggest that our national failure
even to discuss this option stems more from political biases than from careful consideration of
actual costs.

While student demand would surely rise if public education were free, the cost of providing free
higher education is actually much smaller than many would imagine. Samuels’s paper
encourages us to examine the current “common sense” assumption that public funding of higher
education is simply unaffordable, an assumption at the heart of the national trend of shifting
costs to individual students.
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he notion of making public higher education free is not currently “on the table” for

discussion, at least in part, because the actual cost of doing so is rarely discussed. The goal

of this paper is to provide an estimate of just how much it would actually cost to make all
public higher education free in the United States.

The “Big” Number

The math is pretty simple. If we look at enrollment patterns, we find that in 2008-9, there were
6.4 million full-time equivalent undergraduate students enrolled at public universities and 4.3
million enrolled in community colleges.i In 2009-10, the average cost of tuition, room, and board
for undergraduates at public four-year institutions was $14,870 and $7,629 for 2-year public
colleges." Multiplying the number of students in each segment of public higher education by the
average total cost, we discover that the price for making all public universities free in 2009-10
would have been $95 billion and $32 billion for all community college students. Adding these
two together, we arrive at a cost for making all undergraduate public higher education free in
2009-2010 of $127 billion.

The Number in Context

While $127 billion seems like a large figure, that number needs to be looked at in context and
compared to the expenditures governments are already making on higher education.



In 2010, for instance, the federal government spent $35 billion on Pell grants and $104 billion on
student loans, while the states spent at least $10 billion on financial aid___for universities and
colleges and another $80 billion for direct support of higher education."

When various state and federal approaches to offsetting tuition are taken into account, the
guestion arises: how close could we come to making all public higher education free just by
using current resources in a more effective manner? If, for instance, we eliminated the current
aid system (which drives up college costs as institutions increase tuition to chase publicly-
funded student aid money and to provide set aside moneys for their own student aid programs)
and instead, allocated a set amount of money from state and federal governments to cover total
costs for each student, we could significantly reduce the price tag of public higher education in
America and come much closer to making it free. By eliminating the need for student loans, the
federal government would also save billions of dollars due to the current cost of non-payment,
servicing, subsidization, and defaults that could be directly applied to providing free public
higher education.

Tax Breaks for Higher Education

Instead of directly funding public higher education institutions to cover the total costs of
providing education, states and the federal government have often relied on tax deductions and
credits to support individual students—in part because it is easier to pass a tax break than it is to
get funding for a particular program. But ironically, this system has provided a tremendous
subsidy for upper-middle-class and wealthy families, while leaving lower-income students to
take out huge loans to pay for their education."

In 2010/11, for example, the federal government provided the following tax subsidies, breaks,
and credits for higher education: student interest rate exemption ($1.4 billion), the exclusion of
employer-provided educational assistance ($1.1 billion), exclusion of interest on student-loan
bonds ($0.6 billion), exclusion of scholarship and fellowship income ($3.0 billion), exclusion of
tax on earnings of qualified tuition programs including savings account programs (S0.6 billion),
the HOPE tax credit ($5.4 billion), the Lifetime Learning tax credit ($5.5 billion), parental
personal exemption for students age 19 or over ($3.4 billion), and state prepaid tuition plans
($1.75 billion)." There was also the stimulus’s American Opportunity Tax Credit ($14.4 billion),
and part of the deductibility of charitable contributions (education) ($4.9 billion).

In total, the federal government lost close to $40 billion in tax revenue that could have gone
directly to higher education in 2010."

While recent research has been done on how much the federal government has spent on tax
deductions and credits for higher education, no one has examined how much states are
spending on these tax breaks for colleges and universities. However, it is a safe estimate that
the total subsidy by the states is at least as much as the total federal level of support since many
of the states have tax deductions that exceed the national tax breaks for tuition, and most states
have tax-advantaged 529 college savings plans.”

For example, in the state of New York, the tuition tax credit goes up to SS,O__(_)O per year per
student, and the tuition tax deduction is $10,000 for each eligible student."" (Once again, state



tax deductions favor the wealthy since so many low-income families pay little if any federal
income taxes.)

529 College Savings Plans

One of the great secrets in higher education funding is the role played by 529 College Savings
Plans. The money in these plans has grown significantly over the last couple of decades—from
$2.6 billion in 2000 to $14 billion in 2001 to over $92 billion just five years later in 2006.

“The student aid resource Finaid.org projects that total investment in 529 plans will reach $175 billion
to 5250 billion by 2010, with a total of 10 million to 15 million accounts opened.”™

Not only do state governments lose billions of dollars in tax revenue each year due to these 529
plans, but the wealthy have figured out how to use these plans as all-purpose tax shelters. For
example, if a couple puts $26,000 a year for each child into an account and then later decides to
use the money to buy a yacht, only the investment gains will be assessed a 10% penalty and
taxed as income. Also, contributions made to a 529 are removed from a family's estate, and 529
plan owners can name a successor to the account when they die, which enables the plans to
shelter money for multiple generations.

Another way that wealthy people use these accounts to avoid paying taxes is by using “gifts” to
fund them. Under current rules, gift taxes can be avoided if contributions into the plans over a
five-year period do not exceed $65,000 for single taxpayers and $130,000 for married couples.

Clearly, it is only the wealthiest Americans who are able to profit from this type of plan. And
profit they can as a recent Department of the Treasury report details: since 43 states allow
residents from other states to open accounts, a person could have accounts in a total of 44
states; since each state’s limit exceeds $224,465, the total an individual could legally place into
these accounts is staggering.”

Obviously, only the wealthy can afford to save and invest this type of money as the same study
of 529 plans details:

...among households in the top five percent of income—average income, $548,000
per year—those with education savings plans held an average balance of $106,250.
That’s more than triple the average for households in the 90th-95th percentile, more
than ten times the balance for the 50th-75th percentile, etc. Second, among
households in Kansas who took a state income tax deduction for 529 contributions,
the average deduction for households making over $250,000 per year was $10,323.
For those in the $100K-$250K range it was less than $5,000, for everyone else, less
than $3,000."

As this federal government report indicates, 529 plans have now become an effective way to
subsidize wealthy people while states are forced to cut their higher education budgets due to
their lack of tax revenue.



The Bottomline?

If we took the state and federal money already being spent on providing higher education and
the state and federal money that is lost each year due to higher education tax credits,
deductions, and shelters, we could make public higher education free for millions of Americans.

But this idea is simply not on the table. As we think about paying for higher education in the
future, we should at least be looking at some real numbers and some real costs of our current
approach. When we do, it’s hard to miss the inefficiencies and inequities in the current
governmental approach to higher education. Free public higher education should, at a
minimum, be up for discussion as we search for a better model.
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