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Thank you for the opportunity to address this committee. There have been numerous studics that
have quantified the rate of return on public investment in higher education. Conservative estimates start at
10% above inflation and go on to 12% and even 38% (for NJ) in one study. The economic benefits accrue
primarily due to the sigmficantly higher lifetime earnings of those with college degrees. For example, US
estimated average lifetime carnings are:

High school graduate: $1.8 million
Associate’s degree: $ 2.3 million
Bachelor’s degree: $3.4 miilion
Master’s degree: $3.8 million
Professional degree: $4.7 million
Ph.D. degree: $4.0 miltlon

In addition to all forms of taxes paid by those with higher earnings, cach degree holder also
requires lower spending on all forms of federal and state social and welfare programs. The resulting
returns are therefore significant.

For New Jersey, the primary areas where higher education investments will pay rich dividends
are:

s  Higher education capacity: Tens of thousands of NJ high school graduates leave to attend college
in another state and many do not return to the NJ workforce

e Research infrastructure; Funding for research starts a virtuous cycle by attracting the best students
and private investment. For example, New York state’s investment in a nanotech hub around
Albany

e Teaching excellence: Investing in colleges that develop a strong faculty dedicated to teaching
excellence will also atiract students with a strong academic profile and facilitate effective career
preparation by blending classroom learning with experiential approaches that ensure graduates
are ready to join the workforce thereby building a valuable pipeline of human capital to the
privatc sector

e Holistic approach: Integrating the above elements can create win-win scenarios for public higher
education and the private sector. For cxample, University of Connecticut in Stamford.

In summary, the economic imperative for investment in public higher education is self evident
and is supported by many studies. The benefits for the State and the NJ worldforce are numerous
and sustained. In moving forward with these discussions and developing policies and funding
_priorities, the faculty and staff of the NJ State Colleges are a valuable resource and we welcome
the opportunity to offer our collective experience and insights so that together we can make sound
investment decisions for NJ public higher education, which in tura will pay rich dividends m the
near term and in the long run.

Thank you.



by Philip A. Trostel, University of Maine

Public Investment
her Education

i

emember the United Negro Collepe Fund slo-
gan, “A mind is a terrible thing to waste”? It’s
powerful because it’s founded on a universal truth. A
mind is indeed a terrible thing to waste. 7

When a mind fails to reach its full potential, whether for
lack of access to a college education or for some other reason,
society suffers, too. That is why higher education is impor-
tant. Most of the benefits ate well established: higher income,
lower unem ployment, better health, longer life, faster technol-
ogy creation and adoption, reduced crime, greater tolerance,
increased civic involvement, and so on. Less widely known
is that college education also creates substantial government

fiscal benefits.

The Fiscal lmpacts of

College Attalnmnent

Because college education leads o higher earnings for indi-
viduals, it also leads to more tax revenue. The magnitude of
this effect tay be surprising, (See “National Fiscal Effects per
Four-Year-Equivalent Degree.™} Over the course of an average
lifetime, a four-year-cquivalent degree (the weighted average
of associate’s, bachelor’s, master’s, professional, and doctorate

degrees) gives government $471,000 more in income, pay-

eCaAusSe ﬁﬁggﬁg@ education leads to roll, property, and sales-tax revenue—more than twice what
hig%‘gegﬂ @afnﬁﬂgg fove innelinied gjaggw it it would collect in liferime taxes from a high school graduate
also leads to more tax revenue. lacking a college degrec.!

The magnitude of the college-attainment effects on the
amounts going our of government coffers may be surprising
as well. Each four-year-equivalent degree leads to lower spend-
ing on welfare programs, Medicare, Supplemental Security In-

come, unemployment compensation, workers' compensation,
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prisons, and medical cate for the uninsured.
The government savings over an average
liferime is conservatively estimated to be al-
most $85,000.

Direct savings in post-college govern-
ment expenditures per college degree ex-
ceeds what the government spends for each
college degree. In other words, government
. spending per college degrec is negative. The
post-college savings for government are,
conservatively, abour $10,000 more than
the cost. The cost is generously estimmated to
be about $74,500 per four-year-equivalent
degree from public colleges. That estimate
is on the high side because it includes all
public funding for higher education (all ap-
proptiations for operations and capital costs
at state colleges, public college endowment
revenues, financial aid and loan subsidies to
students in both public and private colleges,
and spending on university research and
service activitics).

Thus the $556,000 fiscal payoff per
four-year equivalent degree is actually a

conservative number, and the $74,500 fiscal
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cost per degree is a high
estimate. Government
gets back at lease $7.46
for every dollar it invests
in a college student.
Moreover, $7.46 in
fiscal benefits per dollar
spent is only the direct
fiscal remurn from college

Indirect of-

fects on tax revenues and

artainment.

poverntnent expenditures
tfu:ough' higher educa-
tion’s effect on economic
growth are not included.
The estimated fiscal re-
turn also does not include
any economic henefits
from publicly sponsored
university rescarch, from
university public service
and cxrension activities,
or from the cffect of pub-
lic colleges and college education on entre-

prencurial acrivity and job creation.

Recouping the Investimient
Obviously, most the $556,000 lifetime fis-
cal payoff occurs well after the 374,500 cost
per degree. As with any investment, the up-
tront costs mareer relatively more in present
value than the benefits in the furure. The
fiscal benefits of college attainment are so
much greater than the costs, though, that it
takes only a lirtle over nine years after grad-
uation to fully recoup the government in-
vestment. Purring it another way, the public
investment in a student who graduates with
a bachelor’s ar the rypical age of 22 is recov-
cred just after the individual turns 31.

The real intemal rate of renum on gov-
ernmenrt investment in college students—
direct fiscal impacts—is conservatively esti-
mared o be 10.3 percent above the rate of
inflation. For comparison, the average yield
on inflation-indexed five-year U.S. Treasury

bonds is 1.5 percent. So even if one ignores

the many other important social benefits of
higher educarion, public investment in col-
lege students is a sound use of tax dollars.

And as if a 10.3 percent fiscal rate of
return was not already almost oo good
to be true, there is a2 way ro make it even
higher, Specifically, the fscal rate of retun
would be greater still if government funding
for higher education were betrer targered
on students on the margin of college atten-
dance—those struggling with the choice of
whether to enrell or forgo higher education.
In other words, the marginal fiscal rate of
return from targeted public investment in
college students exceeds the average fiscal
rate of return from all public investment in
college students.

Today much of the public funding, for
higher education benefits those who would
be going to college withour the subsidy. Al-
though those students and their familics may
be grateful for less expensive college degrees,
their degrees do not create additional fiscal
benefits. Maximum bang per college-educa-
tion buck comes from getting people into
college who would not otherwise be there.
Even if there were no concern for equality of
opportunity, better targeting of public sup-
port for higher educarion toward the disad-

vantaged makes good economic sense.

Conundrum

There is a conundrum implicit in the costs
and benefits of public investment in college
educadon: Most of the investment is at the
state level, whereas the lion’s share of the
fiscal benefits accrues at the federal level.
Indeed, 72.5 percent of the $556,000 fis-
cal payoff goes 10 the federal government,
whereas the federal share of funding for
higher education is less than 19 percent.
Thus, the average fiscal return to individual
stares is substantially less than 10.3 percent.
Morcover, interstatc migration of college
graduates further reduces the fscal return to
individual states.

Nonctheless, public investment in col-
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lege students does benefit stares. At the in-
dividual srate level, each potential college
graduate creates $142,600 in fiscal bencfits
(after the downward adjustment for net in-
teestate migration of college graduates)‘ and
only $60,500 in public costs. Narionally,
the average real fiscal rate of return to in-
dividual states is 3.1 percent. The average
fiscal return in New fingland states is gen-
erally somewhar higher than in the rest of
the nation. The net fiscal payoffs per degree
range from $36,000 in New Hampshire
to $121,000 in Rhode Island, and the fs-
cal rates of return range from 3.0 percent
in Connecricut 0 4.7 percent in Rhode
Island. {See “Fiscal Eﬁ:eéts per Four-Year
Equivalent Degree in New England.”)

Mistaken Priorities

Despite these fiscal payoffs, public invess
ment in college education is a falling prior-
ity in this county. In 1984, nationwide net

state funding for higher education was 4.1
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percent of total state government spending,
In 1994, the proportion was 2.4 percent;
and in 2004, it was 1.8 percent. Moreover,
investment in public higher education is
particularly low in New England. In state
support for higher education from 1980
through 2005, the New England states
ranked low: 50% (New Hampshire), 49%
{Vermont), 48% (Massachuserts), 47% {Con-
necricut), 44%® (Maine), and 41* (Rhode
Island).?

In sum, minds are going to waste in
this country, and particularly in New Eng-
lanid, where the number of private colleges
do not make up for the lack of support for
public higher cducation. In not making col-
lege education mote widely accessible, we
are losing our in many dimensions and ate
paying more 1axes. The most sensible tax-
payers bill of rights would emphasize in-
creasing access to college education rather

than capping spending growrh.

Philip Trostel is 2 professer of economics and
pablic policy in the School of Feonomics and
the Margaret Chase Smith Policy Center at the
University of Maine, and a faculty affiliate at
the Wisconsin Center for the Advancement of
Postsecondary Education at the University of
Wisconsin, Meadison. In 2007 he was a visit-
ing scholar with the Federal Reserve Bank of
Bostons New England Public Policy Center.

Endnotes

! For details an how this and other nimbers in the
arricle were estimared, see Philip A- Trostel, “The Fiscal
Impacts of College Attainment,” hetp:/fvrwrabos.fib.
orgleconomic/neppe/index.hem.

2 T'hese rankings are from Philip A Trostel and Justin
M. Roneu, “A Simple Unifying Measure of Stare Sup-
port for Higher Educaton,” Wisconsin Center for the
Advancement of Secondary Education worldng paper
no. 7, 2007.

P This Communities & Barking asticle is copyrighted
by the Federal Rescive Bank of Boston. The views
expressed are ot necessatily those of the Bank ar
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be downloaded withour cost at www.bos.frb.org/
cammdev/c&biindex hrm.
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Total Monetary Total Estimated Rate of

State Return Expenditures Return
Alabama $320,600,970.73 $2,720,196,000 11.79%
Alaska 6,167,616,445.05 487,283,000 12.66
Arizona 47,318,457,319.21 2,702,906,000 17.51
Arkansas 19,549,495,387.57 1,438,001,000 13.59
California 637,420,121,967.14 20,375,753,000 31.28
Colorado 46,710,065,417.75 2,856,236,000 16.35
Connescticut 72,935,024 617 .46 1,554,972,000 46.30
Delaware 13,648,445,620.61 629,493,000 21.68
Florida 122,857,165,691.87 5,791,614,000 21.21
Geaorgia 04,286,641,465 .45 3,890,955,000 24.23
Hawaii 19,670,819,749.60 792,210,600 24.83
Idaho 12,294,528,665.13 632,076,000 17.76
Hlinois 152,845,313,000.50 6,506,274,000 23.49
Indiana 46,286,306,144.66 3,614,096,000 12.81
Iowa 21,365,862,267.64 2,327,927,000 9.81
Kansas 26,195,817,070.85 1,770,463,000 14.80
Kentucky 31,831,873,165.95 2,402,629,000 13.25
Louisiana 28,890,086,377.43 2,092,465,000 13.81
Maine 11,988,195,641.75 559,307,000 21.44
Maryland 89,062,555,396.79 3,531,280,000 25.22
Massachusetts 121,645,388,497.63 2,518,945,000 48.33
Michigan 134,905,862,802.45 7,296,108,000 18.49
Minnesota 72,257,955,011.87 2,946,707,000 24.52
Mississippi 18,089,673,714.90 1,841,358,000 9.82
Missouri 37,992,726,392.91 2,645,247,000 14.36
Montana 5,826,305,286.76 506,367,000 11.51
Nebraska 13,503,468,617.42 1,192,051,000 11.33
Nevada 13,339,075,551.99 810,417,000 16.46
New Hampshire 10,276,981,926.23 560,879,000 18.32
New Jersey 154,999,147,840.16 4,027,545,000 38.48
New Mexico 22,119,486,162.61 1,461,831,000 15.13
New Yorlk 290,876,815,562.95 7,982,926,000 36.44
North Carolina 52,857,271,018.56 5,147,632,000 10.29
North Dakota 4,593,149, 471.53 510,270,000 9.00
Ohic 100,240,201,121 .52 5,833,807,000 17.18
Oklahoma 26,098,812,315.79 2,227,866,000 11.71
Oregon 30,451,470,080.74 2,538,085,000 12.00
Pennsylvania 130,411,801,252.73 5,770,486,000 22.60
Rhode Island 13,073,475,480.03 479,719,000 27.25
South Carolina 28,959,823,123.31 2,130,103,000 13.60
South Dakota 3,283,474,095.23 362,050,000 9.07
Tennessee 38,122,911,504.10 2,957,768,000 12.89
Texas 173,907,931,358.80 12,481,739,000 13.93
Utah 23,522,667,744.72 2,131,325,000 11.04
Vermont 7,447,347,545.37 428,518,000 17.38
Virginia 116,277,784,316.54 4,154,135,000 27.99
Washington 64,902,164,156.53 3,982,261,000 16.30
West Virginia 12,646,841,117.16 1,000,161,000 12.64
Wisconsin 53,899,897,936.76 3,710,116,000 14.53
Wyoming 3,032,184,552.32 360,402 000 8.41

Source: Courtright, 5. H. and Fry, C. G. (August 2007}. Public Rates Of Return On Higher Education Investments,
By State. Journal of College Teaching & Learning , Vol. 4 (8).
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