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In discussions of higher education around the world, issues of finance are often prominent from the perspective of various stakeholders. Policymakers are engaged in asking how much of the public purse should be devoted to higher education relative to the competing demands for basic education, health care, transportation, and the many other public functions. Higher education officials and faculty are concerned about providing a quality education with scarce resources and sustaining their livelihood. Students and their families worry about how they are going to pay for their education beyond high school.


Whether to impose or increase tuition fees, how best to fund institutional needs, and how to slow the growth of student debt burdens are just some of the topics that tend to dominate higher education debates in countries around the world. These debates now occur with regularity in both industrialized countries and in less developed countries, although often with a somewhat different focus. In the industrialized world, the central issue typically is how to improve the quality of the teaching and research that occurs within institutions as well as how to expand access for disadvantaged groups within society. For less developed countries—those with GDP per capita of less than $3,000 or so—the issue is more often focused on how to expand higher education to the point that it can meet the demand generated by those graduating from high school.


This chapter focuses particularly on one of the most prominent issues of financing higher education in both developed and developing countries across the world over the past several decades—namely, the gap between the growth in enrollments and public and private resources available to fund that growth.


Ironically, while financing issues are often a hotly debated topic, the amount of academic research written on the subject is fairly modest. Other topics—such as how to maintain quality, protect academic freedom, and strengthen governance—seem to be much more frequently the subject of academic research in higher education than are financial issues. This chapter thus synthesizes our understanding of a number of the issues and structures that help to define how countries
 finance their higher education systems. The chapter is organized around five central themes: the first section addresses key macroeconomic concepts and considerations; the second examines major public and private sources of support for institutions; the third discusses the issues entailed in developing student financial aid programs; the fourth considers the importance of linking different financing policies; and the fifth identifies key recent issues related to the gap between the growth of enrollments and resources.

Macroeconomic Concepts and Considerations

A number of macroeconomic concepts help to define a country’s system of higher education finance. For example, systems can be defined by measuring the overall level of support for higher education from public and private sources; estimating rates of return to education and higher education; and examining the relationship between levels of participation and investment in higher education. 

Overall Level of Support 

The overall amount of resources devoted to higher education is a key determinant of both the size and the quality of the enterprise. Generally, the more funds that are provided, the more likely people are able to participate (because more seats can be provided). Quality also is likely to be higher with more resources, because more funds can be spent on staff, services, and facilities.


But comparing countries by the level of resources they devote to higher education can be difficult for several reasons, not the least of which is that accounting conventions vary widely around the world. For example, some countries like the United States include in their national higher education data all costs associated with research conducted on campus, as well as the costs and revenues attached to providing room and board to students and health care services to the community, but most countries do not include these activities in their spending figures. Another possible complication is whether to use the amount spent or the amount of revenues received. Generally, the convention is that level of support tends to be reported in terms of spending, whereas revenue sources are more often used to describe how the system is supported.


There are also a number of ways to measure the overall level of financial commitment to higher education, each with its own strengths and weaknesses. It is not appropriate or helpful, however, simply to ask how much money is spent on higher education in total, in part because currency adjustments are difficult to make without biasing the outcome in one direction or another. But even if adjusting for currency differences were not a problem, one would still want to put the amount spent within the context of the country’s overall economy.


Another difficulty in examining the financial commitment for higher education is that most countries report statistics on public spending for education but often do not measure spending on higher education or education that comes from private sources. Thus, international comparisons of higher education spending typically involve a two-step process: first, public spending on all education is measured, and then the proportion spent on higher education is identified. On this variable, countries tend to spend between 2 to 5% of their GDP on education, with developing countries at the lower portion of this range and developing countries on the higher side. In terms of the percentage of education spending devoted to higher education, the figure averages between 15 to 20%, with developing countries often at the higher end of the range (World Bank, 2000).
 


However, higher education spending as a percentage of all education spending can also be misleading, although the World Bank and other groups (for example) tend to rely on this measure to determine a country’s commitment to its higher education system. Indeed, a number of additional factors should be considered, including the relative level of spending for education and whether it has been increasing or decreasing over time. A better measure of financial commitment is to compare the money expended by higher education institutions and students as a percentage of the country’s Gross Domestic Product (GDP). Unfortunately,  many countries do not report this figure, and there is great variability on this measure across countries that do provide it, ranging from as little as 0.1 or 0.2% of GDP in a number of underdeveloped countries to as much as 2.5% to 3% of GDP for some developed countries, including the U.S., New Zealand, and Canada. Overall, the average devoted to higher education across the world appears to be about 1%.

Another frequently used measure for comparing the level of financial commitment is the amount spent per student. This calculation has the advantage of placing overall spending on higher education within the context of how many students the funds are supporting. The disadvantage is that the comparison requires currency adjustments. Again, there is wide variation among countries, with many less developed countries often spending less than $1,000 per student. Developed countries spent on average $10,000 per student in 2000, while in the U.S. spending was twice this amount (OECD, 2003).
 


Another approach that combines elements of the previous two is to consider the amount spent per student as a percentage of GDP per capita. This provides a perspective that considers both how many students are enrolled and how higher education spending relates to the overall economy. However, the resulting calculation is in some ways meaningless as an absolute number, although it can be useful as a basis for comparison. As a general rule, spending per student as a percent of GDP per capita for developed countries is less than 50%, while for developing countries it ranges from 40 or 50% but can be as much as 1,000% (World Bank, 2000).
 

Rates of Return 

The resources devoted to higher education, however measured, should inevitably be linked to a society’s assessment of the worth of that education. Societal decisions regarding how much to invest in education are tied, either explicitly or implicitly, to an assessment of how much benefit education generates in that country. The question of how much of a society’s resources are allocated to higher education and to education more generally in turn is critically linked to the economic concept of rate of return.


Economists tend to measure the benefit produced by education or most other goods and services by calculating a rate of return—the economic and societal benefits generated over a period of time calculated as a percentage of the resources consumed in generating those benefits. The intricacies entailed in calculating rates of return to education are discussed at greater length and detail in other chapters of this volume. Suffice it to say here that rates of return to education are a function of both public and private benefits. The public benefits to society of more education include items such as the value of having a more educated citizenry (a value which is very hard to calculate, involving an economic concept called externalities). The private benefits of more education are often more easily measured as the additional income that individuals receive as a result of furthering their education, although this figure, too, includes hard to measure externalities such as the improved quality of life for individuals who have furthered their education beyond the secondary level. The additional taxes this additional income generates and the reduced costs for incarceration, health care, and other functions that result from having better educated citizens are also more easily calculated as the public benefits of more education (Leslie and Brinkman, 1988).


The level of resources provided for higher education will be related to a society’s assessment about the rates of return to education and, more specifically, higher education. Some cultures appear to value education much more highly than others and this is typically reflected in the amount of funds they are willing to invest in education. This is a principal subject of interest for economists who attempt to make assessments of the effectiveness of educational systems in improving the quality of life.


Rates of return in higher education compared to basic education. The general assessment of most economists, culled over many years of analysis, is that the rates of return to education generally exceed those that accrue to investments in higher education. Perhaps as a result, most countries tend to invest more in basic education than in higher education, as measured in various ways. This economic view also explains why international entities such as the World Bank have for many years argued that the preponderance of their additional resources for education are better devoted to basic education than higher education, although this view has changed somewhat over time at least at the World Bank and it has been devoting more resources to higher education in recent years.

Levels of Investment and Participation 

A country’s participation rate in higher education, like its level of financial commitment, can be measured in a number of ways. One frequently used measure is the proportion of high school graduates who continue their education beyond the secondary level. Countries in which less than one-fifth of their high school cohort moves beyond the secondary level are regarded as elite systems; those with up to half of high school graduates continuing are defined as mass systems; whereas those systems in which more than half of high school graduates continue their education are regarded as being universal (Trow, 2005).
 


Another measure of participation, perhaps a less accurate reflection of reality but much easier to calculate, is arrived at by simply dividing the number of students enrolled in higher education by the total population of the country. In more developed countries, enrolled tertiary students as a percent of the population average between 3-5%, whereas in developing countries this figure is more likely to be in the range of 1% or less (World Bank, 2000, Table B).


A key issue in international comparisons of higher education is the relative level of investment and participation. Several of the ways in which the level of financial commitment and participation to higher education can be measured have already been discussed. Comparing these levels of commitment and participation can be an important component of the higher education debates in many countries. These debates typically arise over the question of whether more money spent on higher education correlates to higher levels of participation and quality. A related question is whether relatively low levels of tuition fees (brought about by higher levels of public investment and higher subsidy levels) lead to higher levels of participation. On this latter question, there is no clear correlation. Some countries and states with low levels of tuition fees have high levels of participation, but more typically countries and states with low levels of tuition fees have relatively low levels of participation. In a number of cases—for example, in many European countries like France and Germany—low or no tuition fees are a mark of elite systems of higher education with relatively low levels of tuition. This is likely not a coincidence. When countries provide high levels of subsidy to keep tuition fees low, they generally can accommodate fewer students within any given level of overall funding. 


What is generally true is that high levels of financial commitment correlate to high levels of participation. Countries that spend more on higher education tend to have higher levels of participation. What is more difficult to generalize about is whether this financial commitment comes through public or private investment. With a few exceptions, high levels of participation correlate with countries in which fees and other private resources provide a relatively high proportion of total funding for higher education. This most typically occurs in countries and states where the private resources generated by fees supplement a medium to high level of resources from the public sector, resulting in more overall resources, which in turn allow for higher rates of participation. In contrast, as noted above, countries with low tuition fees and low levels of public investment tend to have lower levels of participation.

Public and Private Support of Institutions

Higher education systems around the world depend on a combination of public and private resources to fund their operations. There is a great deal of variation among countries in the proportion of public and private resources they consume. In the majority of countries, institutions are primarily financed through public resources in the form of government support; tuition fees and other private sources of support are low or nonexistent. At the other end of the spectrum are countries such as the United States where private resources constitute as much as half or more of the total resources devoted to higher education.

Public Sources of Support 

In most countries, public sources of support represent by far the largest resource for higher education institutions. The way in which these public funds are distributed and the signals that these funds provide to institutional officials are critical in defining the financing structure of the country. There are a number of issues that help to characterize public support of higher education, including:

· how research activities, recurrent operating expenses (running costs), and capital expenses are financed;

· funding governance issues including who is responsible for distributing funds;
· accountability models; and

· tax-based support.

How are research activities funded? Campus-based research is one of three basic functions of universities, along with teaching and service.
 How research is financed is an important consideration, raising several issues:

· Many countries seem to fund research and instruction together by providing lump sums to institutions. A primary rationale for this approach is that it is difficult to separate research from teaching functions and therefore they should be funded together. One problem with this approach, however, is that public officials essentially are then ceding responsibility for deciding what research should be conducted to the institutions, rather than setting it as a matter of policy. The minority of countries that fund research separately have generally had good experiences arising out of this separation of funding.

· Even when campus-based research is funded separately from instruction, there is the question of whether it is funded on a project-by-project basis, usually through a peer-review process, or funded as an allocation to the university based on a set of criteria. The English system is an example of research being funded on the basis of assessments of the overall quality and research capacity of the universities. The U.S. federal system is an example of peer review of research conducted on a project-by-project basis. In most states in the U.S., by contrast, research is typically funded together with instruction and operations.

· Another issue is whether tuition fees are used to finance research and related activities, including the indirect funding of graduate education—as is often the case in the U.S., where graduate students typically receive fee waivers and stipends for living expenses that are in effect paid for through undergraduate tuition fees.

· In a number of countries, an increasing amount of campus-based research is being paid for by private companies that share in the benefits of basic research discoveries and applied research. This has the advantage of increasing the resources available to do research in a campus setting, and reducing the institution’s reliance on public resources, but it raises a number of ethical questions regarding the degree of authority private entities then have in setting research priorities.

How are operating expenses (recurrent costs) funded? A key financing issue in all countries is the basis on which public funds are distributed to institutions. In looking across countries and over time, there is an evolution of funding policies:

 
Historical/political allocations. Most countries begin by funding institutions on a historical or political basis. The amount of public funds that institutions receive is based largely on what they received the year before or how powerful their friends are in the government. This funding approach tends to be more input-driven than others, and is based primarily on staff costs and institutional infrastructure ‘needs’.


Funding formulas. The next step in the funding evolution process is for countries to shift from historical or political allocations to using formulas of one kind or another, usually based on enrollments and costs per student. By moving to enrollments as a basis for allocations, this use of formulas represents a move from input driven allocations to funding that is more oriented toward students, although the use of costs per student maintains a connection to inputs as well. 


Policy-driven funding. The next step in the evolution of public funding models beyond the adoption of basic funding formulas is the introduction of policy variables into the funding process. One example of policy-driven funding occurs when payments for seats in certain fields of study are set at higher levels because of labor force shortages in those fields. Another example of policy-driven funding is when countries use normative costs per student to determine funding levels rather than the more traditional actual costs per student.
 Still another example occurs when countries fund institutions on a differential basis that relates to their ability to attract targeted groups of students, such as when funding formulas pay more for economically disadvantaged students than other students.
 This notion of policy-driven funding might also be referred to as funding for relevance.


The system run by the Higher Education Funding Council of England (HEFCE) to fund instruction is a prime example of policy-driven funding. It pays institutions more for students enrolled in high priority fields of study, uses bands of normative costs to determine payment levels, and pays institutions more for students who live in postal codes with high concentrations of low income families.

 
Performance-based funding. The most recent step in the evolution of funding involves funding formulas or funding bodies that recognize outputs rather than just inputs (such as staff costs or enrollments). One example of performance-based funding occurs when funding is based fully or partially on the number of graduates or those who complete a year of study, rather than simply the number of students who enroll. For more than a decade, the British have been funding on the basis of those who complete a year of study, with very good results (Hauptman,2004). The Danes go further by basing most of their funding on the number of students who graduate (Department of Education and Skills,2003).


In the U.S., the move to performance-based funding has been less aggressive and more mixed. States are the governmental unit with responsibility for funding institutions in the U.S., and about one-quarter of them have moved to some form of performance-based funding, but typically only as a small portion of total funds for higher education and generally not through the basic funding formula. 


Categorical and competitive funds. In addition to using funding formulas, many countries provide a portion of public support in the form of categorical or competitive funds. Categorical support is where only certain types or categories of institutions qualify for assistance. Competitive funds typically provide grants in response to proposals from institutions or individual faculty, often for the purpose of encouraging quality improvement or innovation. Categorical programs are a more traditional form of funding in many countries; they often predate funding formulas. Competitive funding is a much more recent trend, as countries seek to encourage quality enhancement, including for equipment and innovation, items that are not well suited to funding formulas.


The U.S. was one of the first countries to introduce a competitive fund in 1972, with the creation of the Fund for the Improvement of Postsecondary Education (FIPSE). In the past decade or so, a number of developed and developing countries have created competitive funds to improve quality, innovation, and management. The World Bank has been a principal force in promoting the use of competitive funds in developing countries, particularly in South America (Argentina, Bolivia, and Chile) and Eastern Europe (Bulgaria and Hungary). The rationale for this push by the World Bank is that competitive funds allow for greater flexibility in meeting targeted needs than do more traditional funding formulas or categorical programs designed to help certain types of institutions.

How are capital improvements financed? Capital improvements in higher education—the construction and renovation of facilities and the acquisition of large equipment—tend to be financed in one of several ways. A number of countries pay for capital expenses through the same public funding mechanisms that pay for instruction, operations, and possibly research. But in many other cases, capital expenses are paid for through private sources, either the issuance of bonds in which repayment often comes from dedicated revenues that relate to the capital expense, or through donations and endowments in countries where private giving is a source of funds. Facilities also might be paid for through tuition fees, often a major source of financing for capital expenses. As a general matter, it is better if capital expenditures are not financed through the same mechanism as instruction and operations, as short-terms needs for operating funds often squeeze out legitimate longer term needs for improvement. 


Governance issues related to funding. A number of governance arrangements also serve to characterize a country’s funding system, including:

· How the overall level of funding is set. A number of bodies can be responsible for determining how much public funding is devoted to higher education among the many functions that governments support. These bodies include government agencies of one form or another that are political in their nature—e.g., the executive branch, the legislature, or parliamentary bodies—and organizations that are not governmental, although they may well be created by governments. As a general rule, decisions about how much public funds to allocate to higher education should be made by political officials, and not by those who may be appointed by political bodies.

· How public funds are allocated to institutions. The decision regarding how public funds for higher education should be distributed can be taken by the national government, ministry, or an agency that is designated as a buffer body to negotiate between government authorities and institutional officials. In contrast to the question of how much public funds are devoted to higher education, the decision regarding how public funds are to be distributed to each institution should be insulated from the political process to a large degree. This is the main value of agencies operating as a buffer body being designated to make funding allocation decisions.

· The level of institutional autonomy in the expenditure of funds. A third critical governance issue in funding is the degree to which institutional officials have autonomy in how those funds are spent. Countries vary widely on this question, ranging from instances where institutional spending decisions are micro-managed by the government, to cases where institutional officials have total autonomy in how public funds are spent. The issue of autonomy should be linked to the question of accountability; autonomy in the expenditure of public funds is appropriate only if there are sufficient safeguards that funds are being properly spent. On the other hand, if sufficient accountability measures are not in place, there is real danger that abuse will occur with autonomy.

Accountability models. The issue of accountability is a critical issue in the public funding of higher education, although too often it is overlooked in the effort to get funds expended quickly. As a general rule, in many countries there is more talk about accountability in higher education than there is real accountability in ensuring that public funds are efficiently and effectively spent.
 To put this in context, consider the following four kinds of accountability:

1) Audit and monitoring. This is the most basic kind of accountability, ensuring that public funds are spent for the purpose intended. This might also be referred to as “protecting your backside” type of accountability. This is also the most prominent type of accountability currently employed in most countries.

2) Regulatory performance measures. Calls for greater accountability over the past decade or more around the world have resulted in various governmental efforts to measure the performance of institutions in various ways, including graduation rates, student loan default rates, pass rates for teachers, and the like. In some instances, these performance-based rates get incorporated into funding schemes either as incentives for institutions, or more often as penalties if institutions fail to meet certain standards.

3) Performance funding. Basing funding on performance measures is a third kind of accountability. It has not been utilized frequently, but in this author’s opinion should be put into effect much more often. As discussed above, this less traditional kind of accountability entails paying institutions on the basis of what they accomplish, rather than on the more traditional basis of how many students they enroll or how much  the education costs per student. Performance-based funding also can entail providing aid to students on the basis of whether they are well prepared or complete their degree, rather than simply on whether they enroll in an approved program (which is normally the student aid standard).

4) Market-based strategies. Developing policies that replicate market type conditions represents a fourth kind of accountability, although it is normally not thought of in this fashion. But making institutions more subject to market pressures is one way to make institutional officials more responsive and accountable for their decisions. Market pressures serve as the chief form of accountability for private institutions and are typically not subject to public review. The debate over whether to move to more market-based structures is occurring in many countries, and it is worth considering whether moving in such a direction will lead to greater accountability. This has to be balanced against the negative consequences of higher education systems becoming too market-driven. 

The history of accountability debates in most countries typically has centered on an evolution from audit and monitoring efforts to the development of regulatory performance measures, which sometimes are then used to determine a small share of overall funding. Only a few countries have moved beyond using regulatory measures to what might be considered true performance funding, where institutions are paid directly on the basis of what they produce. A number of countries have moved—or are moving—toward more market-based structures, usually as a way to reduce their dependence on public funds to pay for higher education. While a greater reliance on performance funding and markets is the direction in which most countries should move, safeguards must be put in place to prevent abuses or minimize unintended negative consequences.

Tax-based policies. Another form of public support for higher education—one that is growing in some countries—is the use of tax-based policies for the support of higher education institutions. These tax-based policies include providing tax breaks for charitable contributions to institutions and tax-based incentives for companies and others to conduct research on campus, as well as for other activities deemed to be of high national or regional importance.


The U.S. federal government has for many years allowed individuals to deduct from their taxes the gifts they provide to a wide range of non-profit entities including churches, hospitals, and higher education institutions. These tax breaks have been key in making charitable gifts a major form of revenues for American higher education. Few if any other countries have as extensive a system of tax benefits for gifts to higher education, although some may be considering creating such benefits. The U.S. has also taken the lead in recent decades in providing tax benefits to profit-making entities (such as companies) for the expenditures and investments they make in higher education-related activities, particularly research conducted on campus. One limit to this type of tax benefit is that few countries rely as much on income taxes to pay for public services as does the U.S., thus reducing the potential benefit to higher education and other non-profit entities of having such a tax-based benefit. By the same token, higher education institutions receive a tax benefit in many countries if they are not subject to value-added and sales taxes because of their non-profit status.

Private Sources of Funds to Institutions 

Colleges and universities around the world depend on a variety of private sources of funds to help support their recurrent operations and fund their capital improvements. These private sources of revenues include tuition fees; gifts and other forms of philanthropy; payments from a variety of services; and the commercialization of research conducted on campus and for the support of other private entrepreneurial enterprises.


Tuition fees.
 Tuition fees in most countries represent the largest private source of revenues for higher education. They also represent the point in the financing equation where supply and demand forces most directly intersect. In terms of the supply of seats, tuition fees and government support of institutions are the two major sources of funds that support the operation of public institutions. For private, non-profit institutions, tuition fees are typically the major source of revenues, with endowment income, gifts, and payments for services trailing as other sources of support. At for-profit institutions, tuition fees are the primary source of funds. Thus, tuition fees in all types of institutions serve to define the scope of higher education through how many seats are provided. Tuition fees typically represent a smaller source of funds in the public sector than the private sector because, in most countries, government support of higher education institutions exceeds the revenues raised in the private sector.


On the demand side of the equation, tuition fees are a key component of the total costs of attendance—the price—that students and their families face in paying for higher education, along with the costs of room (dormitories), board, (food), and other living expenses related to their attendance. As a major part of the price of higher education that students face, tuition fees therefore are a key determinant of their demand for higher education. Another major determinant of demand is the amount of student financial aid that is available to students, which is intended to reduce the net price that students pay and therefore affect demand. 


A number of issues help to define the tuition fee structure in a country. These include the following:

Who sets tuition fees? For private institutions, there is typically no issue in who sets the fees—it is the officials at the institution—although in a number of countries government officials set guidelines or even actively engage in the fee setting process at private non-profit institutions. In the Philippines, for example, which has the highest percentage of private enrollments in the world, government officials review private sector tuition fees as part of the institution’s charter.


For public institutions, a diversity of arrangements exists for setting tuition fees. In many cases, public institutional officials are responsible for setting fees but usually with the review of government officials. But in most cases, government officials are primarily responsible for setting tuition fees at public institutions.


On what basis do governments set fees? When governments are responsible for the setting of tuition fees, there are several bases for this decision, including:

· as a percentage of costs per student;

· what peer institutions charge; and

· general economic indicators, such as GDP per capita or median income.

For the majority of countries that set tuition fees as a proportion of costs per student, these fees are viewed primarily as a means to finance institutions and would be referred to as cost recovery, a frequently used term in the international lexicon. Many World Bank projects, for example, propose the establishment or expansion of tuition fees as a way to achieve greater cost recovery. In the U.S., by contrast, when fees are set on the basis of what similar institutions in other states charge, this is much more of a market-based concept. When setting fees on the basis of a general economic indicator of ability to pay—such as a multiple or percentage of GDP per capita, median family income, or average wages—then fees become more of a student-based concept of ability to pay. 


Tuition fee levels. There is great variation around the world in the level of tuition fees that are charged at public and private institutions. In most countries, there are no tuition fees at public institutions or they remain low—10% or less of recurrent costs per student. But in many countries, public sector tuition fees have to grown 20% or more of recurrent costs per student as a means to increase cost recovery and increase overall resource levels.


There is also considerable variation around the world in what private institutions charge. Changes in private sector fees tend to be more related to changing market conditions, including competition with public institutions, trends in other private sources of revenues such as endowment income and gifts (see below), and the increasing practice of charging higher tuition fees while providing more student aid (see next section). Private sector tuition fees generally far exceed 50% of recurrent costs per student, and many private institutions charge fees that equal or exceed their recurrent costs per student (especially private, for profit institutions). In countries such as the Philippines and in the West Bank and Gaza—where most institutions are private—tuition fees represent the principal source of revenue for higher education. 


Who retains fees? There are really two models for who retains the fees that students and their families pay. Either the institutions retain tuition fees or the fees are sent to the relevant governmental unit and then recycled as part of the funding process. In many ways, the question of who retains fees is more important than setting the fees, for the following reason. In instances where tuition fees (however set) exceed the marginal cost of providing the education, the ability to retain fees is a motivation for institutions to enroll more students. By contrast, even when fees are relatively high, if governments retain them, there is really little motivation for institutions to enroll more students because they will not directly realize the revenues produced by the higher fees. 


Types of fee structures. As in the case of the level of tuition fees and fee retention, there is considerable variation around the world in the type of fee structure that is used. Four models are described below:


Traditional fees: The fee structure that applies in most countries is one in which institutions themselves charge and collect fees from students and their parents. These fees may be uniform for all students or they may vary by categories such as field of study or level of study (e.g., charging more for graduate study than for undergraduate). But the common characteristic here is that institutional officials determine how much to charge, and collect and retain the fees as well.


Government funded fees: In a few countries, governments actually pay the fees on behalf of students, and typically collect those fees from students through the tax system once the student has completed their education. Australia is the prime example of this approach, with the Higher Education Contribution Scheme (HECS) it introduced in the late 1980s as a way to introduce cost recovery without imposing fees on students at the point of enrollment. A number of other countries have looked at HECS as a possible model for financing, and it appears that England will now be moving toward such an approach in the next few years. 


Parallel fees: Another model of fees is one in which most students are charged a relatively low rate that is subsidized by governments, while other students who don’t qualify for the subsidized rate are charged fees that more closely reflect the full cost of education. Typically, parallel fees are used as a way for institutions to capture more revenues; they retain the parallel fees they charge, whereas the fees from the government funded seats are retained by the government. This structure has most frequently been used in Eastern European countries.


Two-tiered fee structures: A more recent development in determining tuition fees involves the creation of two-tiered fee structures, in which the majority of students pay the subsidized rate for government funded seats while the fees on other seats are allowed to be set at ‘market’ levels. This has been the case in most states in the U.S. for some time, as students who grew up in the state are charged the subsidized rate while out-of-state students pay quite a bit more—in fact, equal to (or in some cases exceeding) the full cost of providing the education. This is also the case in most countries where foreign students are charged more than what domestic students are charged. One example of this kind of tuition fee structure can be found in Australia, where the fees of most students are paid by the government under HECS, while all students from foreign countries are charged much higher rates which they must pay up front. In recent years, Australia has expanded its two tiered fee structure by charging market rate fees to all students in certain fields of study that are not covered by HECS.


Other private sources of support. While tuition fees remain the primary source of private support for institutions, there are a number of other private sources of support upon which many institutions increasingly depend. To begin with, in the United States and other countries where private institutions enroll a significant percentage of students, philanthropy has traditionally represented a major source of funding for higher education. It usually comes in the form of gifts to institutions that then become part of the endowment (a significant pool of reserves which is typically invested and generates income to be used for various purposes). One of the major uses of this philanthropy is to pay for nonrecurring expenses, including the construction and renovation of buildings, the acquisition of equipment, and the permanent funding of academic faculty positions. In recent decades in the U.S., gifts have become more targeted to specific needs, such as expanding scholarship funds. Also over the past several decades, large-scale capital campaigns have become much more common in the U.S. and elsewhere as institutions seek to expand the size of their endowments.


In recent decades, many public institutions in the U.S, especially the larger and more prestigious ones, have sought to emulate the success of their private counterparts in fundraising by establishing foundations (to skirt laws in many states that restrict fundraising by public entities) and initiating capital campaigns of their own. Public institutions in other countries  are also increasing their fundraising in an effort to increase private resources as a means of offsetting real or perceived reductions in public support of higher education.


Auxiliary services, health care, and entrepreneurial activities. Institutions in various parts of the world administer or contract for a number of auxiliary services that produce significant revenues, including student housing, food services, bookstores, and other activities related to student life. A number of U.S. universities (and some in other countries as well) own or run hospitals that generate considerable revenues (and considerable costs and administrative headaches as well). Significant private revenues also come from corporate sponsorship of campus-based research and similar initiatives. In the U.S. and many other countries, reliance on these other private sources of support has grown in recent decades, as institutions seek to reduce their dependence on public funds and tuition fees in order to maintain and expand their scope of operations. 

Strategies for Helping Students and their Families

Over the past several decades, strategies for helping students and their families pay for higher education have become an increasingly important component of financing for the enterprise worldwide. These strategies include the aid that is funded or sponsored by governments; provided by the institutions themselves; or given by private individuals or organizations. Each is discussed in turn.

Government-Funded Student Financial Aid
A growing source of public funding of higher education around the world is government funded or sponsored student financial aid that comes in a number of forms, including:

· Non-repayable aid—grants or bursaries which are typically based on the financial need of the student and his or her family, as well as scholarships or fellowships which are typically based more on merit criteria than on need; 

· Repayable aid, including a wide range of student loan arrangements (which many people would not regard as aid, considering that the loan has to be repaid); and 

· Employment and service opportunities that help students pay their higher education expenses, including work-study and a variety of service arrangements in which students provide services at below market rates. (As in the case of loans, many observers do not regard work and service as aid, arguing that this should be viewed more as compensation.)

· In some countries, particularly the U.S., government support to students and their families is now also being provided in the form of a variety of tax-based benefits. These tax benefits include tax credits for current expenses and tax deductions for savings that are to be used for higher education expenses.

General issues in government student financial aid efforts. A number of general issues help to define the characteristics and the effectiveness of government funded student financial aid programs.


The mix of student aid and institutional support. In virtually all countries, government funded student financial aid represents a distinct minority of total public support of higher education. In virtually all cases, public spending on student aid is less than one-fifth of what governments spend on direct support of institutions. Debates over whether policies should be more student-based and less institution-based typically center on whether more government funds should be provided as student aid, with  less support  then provided directly to  institutions.


The mix of grants, loans, and work/study. A basic question for policymakers in determining the government role in helping students and families pay for higher education expenses concerns the mix of repayable aid, non-repayable aid, and work-related and service opportunities, a mix which may well change over time.
 While there is a tendency to think about  aid in separate categories, the reality is that the aid programs in many countries combine grants, loans, and work/service in various ways. A number of industrialized countries have programs in which grants become loans or in which loans are converted to grants if students meet certain conditions. Examples of this are found in Germany, where all students receive state support that is typically both grant and loan, and in the Netherlands, where provisional loans can be converted into non-repayable grants if performance requirements are met (Department for Education and Skills,2003).


Another way in which different types of aid can be combined is the matter of loans and work. The concept of self-help that initially applied to aid in the U.S. was based on the notion that students could choose to work or borrow to help themselves before grant aid would be provided. This notion of helping themselves first through work or borrowing has faded in the U.S. as Pell Grants became the foundation of all other aid (not requiring self-help), and the amount of work available has been insufficient to provide real choice between work-study and loans.


Responsibility for program administration. Another important issue is whether the government itself takes direct responsibility for administration of student aid programs, delegates this responsibility to a separate agency, or decentralizes responsibility to the universities themselves. Choosing which one of these three approaches to adopt depends largely on the country’s situation. In those countries with well-developed governmental structures, it may make more sense for the government to assume most or all of the responsibilities for program administration. Even in this instance, though, responsibility for administering student aid might be delegated to a separate agency or the institutions, if there is a broader policy desire to decentralize government functions. For countries with weak governments, delegating the responsibility for program administration to the institutions or establishing a separate aid agency typically may make more sense.


One area in which this issue arises concerns determining whether aid should be provided through institutions or to students directly in the form of vouchers, which allow students to vote with their feet. For many countries—both developed and developing—it is easier to distribute funds to institutions and have them distribute aid according to some set of criteria. But there are also a number of countries—including France and many of the Francophile countries—that traditionally have provided grants on a voucher-like basis, with students receiving chits that they then can take with them to any institution.
 Denmark is another country using vouchers—students receive up to 70 vouchers, each equating to a month’s study, that they can use for either grants or loans. The federal government in the U.S. has had experience with both kinds of grant programs—it has programs in which grant funds are distributed through institutions, and others like the Pell Grant which operate more like a voucher. 


Is aid need-based, merit-based, or both? Another important issue for policymakers to consider is whether aid is based on the financial need of the student and family, the academic merit of the student, or both need and merit. There is great variation around the world on this question. The most traditional approach seems to be one in which separate aid programs are established for need and merit purposes—this separation between need and merit continues to exist in most countries. But there are plenty of exceptions where need and merit are combined to determine eligibility for aid. The vouchers in France are primarily based on family income, and to some extent student income, but they are conditioned on students continuing to achieve good results (Department of Education and Skills, 2003). A good argument can be made to combine need and merit in order to promote the goals of improving quality and access simultaneously.


How financial need is defined. One of the central issues in developing a government funded student aid program or strategy is how to define the financial need of students. The issues involved include who defines need and on what basis is need defined. In terms of who defines need, the basic choices are the same as in the case of program administration (described above): a government ministry or department; a separate agency responsible for developing student aid policies and practices; or the universities themselves. This decision in each country depends on the relative strengths of the governmental and university sectors. In terms of defining need, this is an important question that most countries may not have addressed in a systematic way. The options range from a simple system, in which a few key questions are asked of students and their families, to much more complex systems in which application forms consist of many pages.


Simple systems can be found in a number of countries, where students petition for aid and are asked a series of questions about their own and their family’s financial circumstances, including possibly income or wages. More often, though, the questions asked may not relate directly to income but rather to lifestyle issues that help to define one’s economic circumstances. The U.S. is an example at the other end of the spectrum, with application forms that number many pages and which require substantial amounts of time to complete.


Compliance is a key issue in this regard. If students and their families come to believe that they can manipulate the system by providing inaccurate answers, the aid system will lose credibility over time. To ensure greater compliance and accuracy, especially in countries with weak or nonexistence tax systems or large black market economies (where income cannot be easily verified), officials should strive to establish relatively simple systems that require information that is relatively easy to verify. Examples of such questions include what high school was attended (especially if schools are ranked by the socioeconomic profile of their students), where do  students live (if postal codes are ranked by low income concentrations), whether the family owns a car, its house has indoor plumbing, or the size of  its electric bill.


Policymakers must also decide how precisely they want to define need. In the U.S., need is defined as a specific dollar amount, in which a student’s total costs of attendance are compared to an estimate of how much the family can contribute and how much other resources are available to the student. The resulting dollar estimate of need is used in awarding various forms of financial aid. However, the precision of this estimate of need belies the subjectivity that is attached to its calculation. In this author’s view, countries are better served by arriving at relative estimates of ability to pay (rather than precise estimates), and then giving discretion to officials for deciding how much aid to provide based on these estimates of relative financial strength. Relative measures of need would also more easily allow countries to develop a non-monetary index that combines estimates of need with measures of merit and the ethnicity of a student, so that aid programs are developed that are based on both need and merit rather than the more traditional separation of need-based and merit-based aid programs. 


Other general student aid issues. There are a number of other general issues that help to define the characteristics of a student aid program. These include:

· What types of expenses are to be covered? Student aid programs can help students and their families pay for tuition fees, living expenses, or both. To a large extent, aid programs should be designed to reflect a philosophy. Non-repayable programs are typically intended to replace family resources that impoverished students do not have available to them. To the extent that fees represent the investment component of expenses, they should be primarily financed by loans, although in most countries that have student loan programs, loans are made available to meet both fees and living expenses.

· Is aid available to students attending private institutions? One of the issues frequently raised in the development of student aid programs is whether aid should be provided to students attending private institutions. The argument against extending aid to private sector students is that government subsidies should be limited to students at publicly funded institutions. The argument for extending aid is that it is often cheaper for the government to provide student aid to private institutions than to build new seats in the public sector.  In this author’s view, the latter argument is the stronger one.
· Is aid available to students attending out-of-jurisdiction institutions? Another issue is whether aid should be portable to institutions in other jurisdictions or other countries. The argument against portability is that public funds should stay within the country. Like the argument regarding aid for private sector students, however, extending aid for students enrolling in out-of-jurisdiction institutions can be much cheaper than building seats at domestic institutions to accommodate continuously increasing demand.

Student loan issues. Colombia has the oldest student loan program in the world, dating back more than a half century. Although estimates vary, student loan programs in one form or another now have been instituted in as many as five dozen countries around the world. The general consensus is that most of these programs are not functioning very well, in that they have unacceptably high rates of default (often exceeding 50%). There are three basic student loan models that different countries employ:

1) Government funded loans, often with income contingent repayment terms in which repayment is tied to the borrowers’ income once they begin repayment. Examples include Sweden, New Zealand, Australia, and a portion of the loans made in the U.S. under the federal Direct Student Loan program.

2) Privately funded loans, typically with amortized repayments and guarantee requirements. This is the most frequent model of student loans, and include programs in Canada, Colombia, Spain, and the largest program in the U.S.
3) Institution-based loans that are to some extent a mix of grant and loan and entail non-commercial repayment arrangements. This is the least common of the existing student loan program and usually restricted to private institutions, with the Philippines offering a prime example of private institutions providing deferred payment loans to their students.
It is important to consider the situation of a country in deciding which of these arrangements makes the most sense in that particular case. Countries with weak governmental structures should not undertake public funding of loans or income contingent repayment plans that require a strong tax system to operate. Similarly, countries with weak banking structures and little experience with consumer loans should shy away from privately financed student loans. Most higher education institutions lack the capacity to service loans, which means that any institution-based loan program should make provision for other organizations to deal with repayment once the student has graduated.
Within this framework, developing a student loan program requires policymakers to decide on a number of policy variables including who is eligible to borrow. In most countries, there are limits on who may borrow, principally because subsidies are provided in the form of reduced interest rates set below market levels and/or guarantees or insurance against default. As a general rule, the higher the level of subsidy—in the form of reduced interest rates or other favorable terms—the more restricted loans should be to targeted groups of students. 

Given the prospective problems with various student loan arrangements, countries should be willing to consider seriously the potential for nonrepayable forms of aid to achieve the objectives of enhanced cost recovery.  That is, countries could achieve a lot by raising fees while introducing grants for students without the resources to pay those fees.
Institutional Financial Aid Strategies

Integral to any discussion of tuition fees is the question of whether and how institutions use some of those tuition fees and other charges to provide student aid to some students. The aid that institutions provide has been given a number of names, but there are really two forms of institutional aid: either aid is provided as a discount from or waivers of the tuition fees that students and their families would otherwise pay, or institutions use other resources—chiefly endowment funds or gifts—to reduce the price that students and their families pay.


In a number of ways, the student financial aid that governments provide or sponsor is similar in purpose to the aid that institutions provide: the aim is to reduce the price that students pay for tuition fees and other expenses, thereby encouraging them to enroll. But in a critical way government provided aid and institutional aid are very different. Government aid represents additional resources for the institution, while institutional aid represents the absence of funds that otherwise might have been available if institutions had been able to fill their seats without providing aid.


Private institutions traditionally have been much more aggressive in their use of institutional aid strategies than public institutions. This is natural for several reasons. First, private institutions tend to charge higher prices than public institutions and therefore need to discount more in order to attract students. The difference in the quality of education provided is typically much narrower than the difference in price, and private institutions therefore must be more aggressive in their aid practices in order to remain competitive with lower priced public institutions. In the U.S., private institutions over the past quarter century have become increasingly aggressive in adopting high tuition/high aid strategies as a means for maximizing revenues while promoting access.


Public institutions have traditionally not been as aggressive as private institutions in either their tuition or aid policies. But in recent decades, many public institutions in a number of countries have become more aggressive in trying to emulate the high tuition/high aid approach employed by private institutions in the U.S. and elsewhere. But the private institution model has limited applicability for most public institutions for a various reasons. Chief among them is that institutional officials must have control over fee and aid decisions in order to effectuate an effective strategy and officials at most public institutions do not have such authority.

Private Sources of Student Aid 

Private individuals and organizations are also often active providers of student financial aid in a variety of forms. In fact, privately provided aid predates government involvement in the student aid business, as private individuals in many countries saw the need for helping students well before governments were willing to commit to this approach. But over time, government funding in most countries has come to overshadow the resources that private entities were able or willing to commit to helping students. 

Improving Coordination Among Funding, Fee, and Financial Aid Policies

A fundamental weakness in the higher education financing approach employed in most countries is the inadequate degree of coordination among the three key elements of financing—the funding of institutions, the setting of tuition fees, and the provision of student financial aid (Hauptman, 1998). Among the many challenges in this coordination, three are most prominent.


First, policymakers in every country should consider whether government funding of institutions and tuition fees should be uniform across institutions or differentiated. To put this question into context, one must first recognize that public universities around the world have two major sources of revenues—public funding support and the tuition fees which students and their families pay. These two revenue sources can vary by institution—or they can be equalized.


The best policy, in this author’s opinion, is one in which one of these revenue sources is differentiated among institutions and the other is not, for the following reason. If both fees and public funding are differentiated by institution, the best funded universities will get richer while those with the least resources will fall further behind as the gap between them grows. On the other hand, in systems where both fees and funding are equalizing forces—fees are kept the same across institutions, while public funds are distributed in an equal manner—quality is likely to be compromised because high quality institutions are unlikely to emerge in such a funding scheme. It is much better if one of these sources is differential and the other is an equalizing force. In the opinion of this author, it is better for government funding to be uniform across institutions—in part because it is difficult for governments to pick winners—and for tuition fees to be differentiated, thus providing a measure and a source of funding of quality.


A second issue of coordination involves what happens to government support in response to changes in tuition fees. The question is, when fees are increased, what happens to the government support those institutions receive? If there is no reduction in public support, institutions have little reason not to increase their fees. On the other hand, if government funds are reduced one-for-one with any increase in fees, then the institution will have little incentive to raise fees because the other major form of support will be correspondingly reduced. The appropriate policy is somewhere in between, with public funding reduced to reflect increases in fee revenues but not as much as the increase in fees.


A third challenge of coordination involves the relationship between fees and financial aid when fees are increased. Most countries seeking to raise tuition fees in relative terms have not adequately recognized the need to increase student aid to protect against the adverse effects of increasing fees for students and families that cannot afford those increases. Concerns about this nexus of higher fees and more financial aid center on three issues. First, loans are relied upon much more than grants as a means to pay for fee increases. Second, the aid provided, whether in the form of loans or grants, is generally insufficient to meet the increased financial need created by higher fees. Third, typically fee increases occur before an adequate student financial aid system has been put into operation, thereby creating a new and growing class of needy students and feeding student fears that aid will not be there to offset the effects of higher fees.

Recent Trends and Key Issues
The fundamental financing issue facing higher education systems around the world in the early part of the 21st century is the real or perceived crunch of enrollments growing faster than resources. Key trends and issues in developed and developing countries that have led to this prevailing disconnect between resource and enrollment growth include the following: 

Growing Demand Based on Increasing Rates of Return 

In countries around the world, people are recognizing the growing economic value of continuing their education beyond the secondary level, as evidenced by growing disparities in average incomes between individuals who receive a higher education and those who do not.
 This is another way of saying that rates of return to education are rapidly rising, which translates into a growing demand for higher education. Another cause of the growing demand is that many universities are shifting from their traditional focus on fields such as teaching, public service, and related fields to a much broader set of programs designed to respond to market and labor forces.


The growing gap in earnings between those who continue their education and those who do not often leads to the assertion that the proper policy solution lies in increasing the numbers of students who enter and complete higher education. This is certainly true in the short term in virtually all countries, as more education will provide private benefits to the individuals who receive it in the form of higher incomes. But in the longer term the assertion of a permanent differential may not be accurate. The economic principle of diminishing marginal returns would suggest that at some point the additional people receiving a higher education would drive down the higher education wage differential. Or put another way, if everyone in a society received a higher education, then there would be no differential between those with more education and those with less. 

Differential Growth in Resources and Enrollments
One of the quandaries facing policymakers in many countries is how to react to growing levels of demand for higher education. The most obvious solution is to provide additional funding to accommodate the growing demand. Most countries, however, are not in a position to increase their public funding sufficiently to keep up with the exploding growth in demand. Policymakers must therefore pursue some combination of the following three approaches to close the gap between enrollment and resource projections: a) cap the growth in enrollments; b) seek efficiencies in the delivery of education and services; or c) rely more on fees and other private resources to augment scarce public resources devoted to higher education.


The inability of most countries to provide sufficient public and private resources to keep up with the growth in demand has meant that spending per student has dropped. This decline in spending per student is often attributed to the lack of government commitment to pay for higher education. But the decline in spending per student in recent years in most countries more often has been a function of the difficulty in keeping up with extraordinary increases in demand than with a lack of commitment of resources, which typically have grown in real terms.

Calls for Greater Accountability

Another consequence of the squeeze between resources and enrollments throughout the world is a growing interest in the greater accountability of higher education. The obvious reason for this growing interest is that governments spend a lot of money for higher education and they want to know where the money is going and whether it is being well spent. Therefore, it is natural for policymakers to want institutional officials to be more accountable, in order to ensure that these public funds are spent wisely. But in most countries, the desire for institutions to be more accountable for the expenditure of public funds has not been matched by real enhancements in accountability.

Growing Reliance on Market Mechanisms and Privatization
The movement toward greater reliance on market mechanisms is often also referred to as privatization. This greater reliance on markets and privatization can take a number of forms including increases in tuition fees; giving public institutions more autonomy in how they spend public funds, thus making their governance more like that of private institutions; and encouraging institutional pursuit of other sources of private funds, such as the commercialization of research and the establishment of endowments.


The interest of officials at public institutions in privatization comes in part from their desire to achieve greater autonomy in how they spend funds, rather than being subject to various degrees of government regulation. The interest of policymakers in seeing this happen stems from the possibility of reducing public funding of these institutions, thereby freeing up public funds for other needs in higher education, or more typically in other functions that governments support.


The fact that so many countries are moving increasingly in the direction of market-based strategies and privatization means that the merits of this approach, particularly as a means for achieving greater accountability, needs to be considered. But first it is important to know what it means for policies to be more market-based. There are many definitions—typically they refer to giving institutional officials more control and authority over spending, pricing, and student aid decisions, allowing institutions to act more like a private entity. It also can entail allowing institutional officials to spend funds without review; to set tuition and, more importantly, to retain tuition revenues without being re-appropriated; and to rely more on student aid, particularly loans, as a means of financing the needs of students.


The possible benefits of allowing institutions to act like private entities must be balanced against possible market abuses such as spending public funds inappropriately, charging customers too much for a service that is still mostly publicly financed, and depending too heavily on loans as a means of financing, leading to excessive individual debt burdens for what remains largely a public good.



The Search for Innovative Approaches

Another consequence of the perceived gap between resource and enrollment growth is the intensified search in many countries for innovative financing approaches that will allow for the more effective use of resources in meeting growing demand. These innovations, which take a number of forms (as described in this chapter), share the characteristic that they move away from the more traditional funding models of input-based distributions of public funds to public institutions; relatively low levels of commitment to student financial aid and student-based funding models more generally; and low levels of private support, including modest tuition fees that are highly subsidized. Innovative approaches thus include more sophisticated funding formulas; greater use of competitive funds; increased tuition fee levels and cost recovery rates; and more complex student financial aid arrangements, including government funded voucher schemes and more aggressive fee and aid strategies at both private and public institutions.


In sum, the search for innovative approaches to financing higher education will undoubtedly continue to have a prominent role on the public policy agenda of countries throughout the world. How policymakers and institutional leaders deal with the pressures of accommodating increasing demand in an environment of scarce resources will largely determine their success in meeting the challenges for the foreseeable future.
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Notes

� For reasons of space and readaibility, this chapter refers to all governmental units as countries but many of the issues are relevant for subcountry units such as states and provinces as well.


� These figures are from Higher Education in Developing Countries, Task Force on Higher Education and Society, World Bank, Tables D and E, 2000


� Figures for developed countries are from Education at a Glance 2003. OECD, 2004


� Higher Education in Developing Countries, op cit, Table E.


� For more on this topic please see the chapter by Martin Trow See Trow chapter,in this volume


� Higher Education in Developing Countries, op cit, Table B.


� For more on this topic, please see the chapter by Grant Harman in this volume,


� Normative costs are calculated on the basis of more optimal student/faculty ratios and other output measures and then applied to actual numbers of enrollments to arrive a more efficient measure of costs per student. The use of normative costs in funding formulas thus allows policy bodies to encourage greater efficiency in the system. 


� Funding formulas can be thought of as a spreadsheet in which the three columns of numbers of students, costs per student, and priority are multiplied together to arrive at a ‘need’ for each program or university. When these products are added together, they sum to a cumulative statement of need which must then be compared to the total amounts of funds that are made available through the political process. A key element of funding processes worldwide is how the differences between the amount of funds available and the cumulative of assessed needs of institutions are dealt with.


� For more on this topic, please see the chapter by Elaine El-Khawas in this volume.


� Another form of tax benefits—to students and their families to offset the cost of attending higher education, particularly tuition fees—is discussed below under student aid strategies.


� The concept of private non-profit institutions is somewhat limited in that in many countries, particularly in the developing world, the distinction between profit-making and not for profit entities really does not exist.


� The term tuition is used in different ways around the world. In the U.S. and a number of other countries tuition refers to the amount paid for the education received. In the U.K. and a number of other countries, tuition is the same as instruction and fees or tuition fees refers to the amount paid. In this papchapter we have adopted the U.K. convention.


� In the U.S, gifts and endowment income account for 10 percent or more of total revenues for all institutions, and one-third or more of private institution revenues. But the distribution of endowments is very uneven. For the 30 or so institutions with the largest endowments that account for more than three-quarter of all endowments with endowments and capital campaigns measured in the billions of dollars. The top 100 institutions have well more than 90 percent of all endowments. For these institutions, endowment income and gifts allow for quality improvements and fee subsidies and discounts that make a real difference in their operation. For the other 3000 U.S. institutions, endowment income and gifts are a minor resource.


� The experience in the U.S. is instructive in this regard. The first large government funded student aid effort in the U.S. was the G.I. Bill, a service related benefit that has provided veterans from three wars beginning with World War II with funds to enroll in a wide range of postsecondary education programs. In the mid-1960s the federal government shifted to a strategy primarily focused on providing aid based on the financial need of students and their parents. While policies have not changed, the emphasis in the U.S. has shifted to greater dependence on loans over time so that loans have become the primary form of aid. In the 1990s, the U.S. federal government added a range of tax benefits to help families meet current expenses and to encourage them to save more for higher education.


� One of the chief problems with these programs is that over time they have become less targeted on the most disadvantaged students.


� Interestingly, in both these types of programs plus many of the grant programs run by states in the U.S. there has been a shift up the income scale and more middle and upper income students are receiving aid.


� The complexity of the student aid system in the U.S. has led to an industry of financial aid advisors who help students and families cope with the complexity and search for potential aid sources.


� This notion of income differentials for those with more education applies to the average incomes of different groups of individuals. Obviously there will be a number of exceptions where individuals with less education will have higher incomes than those with more education.


� For more on this, please see the chapter by Elaine El-Khawas in this volume.
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