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College in the 21st  
Century Economy

A college education has become 
increasingly important in the United 
States. By 2020, analysts predict that 
45% of all jobs in the U.S. economy 
will require a college degree. Yet, at 
current completion rates, the U.S. will 
face a shortfall of 5 million college-
educated workers by 2020. For many 
of those who wish to pursue a college 
degree, increasing costs and inadequate 
financial aid present significant 
barriers—especially for the poorest 
Americans. 

Increasing Sticker Price
Since 1980, the cost of college 
attendance has risen by 70% at community 
colleges, 160% at four-year public universities, 
and 170% at four-year private universities, 
when adjusted for inflation. Meanwhile, 
national median household income has not 
kept pace. Despite these trends, the benefits of 
a college degree still far outweigh the costs, 
with college graduates earning, on average, 
$800,000 more than high school graduates by 
retirement age.

Share of Tuition Covered by  
Federal Funding Has Declined

As the price of college has risen, need-based 
federal Pell grant college education funding 
to low- and middle-income Americans has 
covered a shrinking share of college costs 
(Fig. 1). In 1980, the average Pell grant covered 
three-fourths of the cost of attendance at a 
public four-year college. Today, the proportion 
has dropped to one-third. While federal funding 
has covered an increasingly smaller share of 
sticker price, rates of federal funding have been 
relatively stable between 1967 and 2012. 

2011, students from the poorest 
25% of families, making at most 

$31,000 per year, saw their net 
price as a percentage of annual 
income increase from 29% to 
40%. Families earning between 
$31,000 and $69,000 saw an 
increase from 21% to 22% over 
the same period, while families 
earning between $69,000 
and $111,000 saw their share 
increase from 16% to 18% over 
the same period. The average net 
price of college as a percentage 
of family income is five times 
greater for families in the bottom 
20% of the income distribution 

compared to those in the top 20% (Fig. 3). One 
decade ago, 4% of low-income students at state 
schools graduated with more than $15,000 in 
debt. Today the rate has increased tenfold. 

High Costs Can Lead to Other  
Challenges 

Tuition is not the only cost consideration when 
it comes to college completion. Other parts of 

States Are Funding Smaller Share of 
Instructional Costs 

Public colleges receive the majority of their 
revenue from two sources: state subsidies and 
tuition fees. A generation ago, public universities 
received nearly 75% of their total operating 
budget from state funding; now it covers, on 
average, half. Since 2008, state funding has 
declined by 18% on average, or $1,598 
per student. Today states invest $5 for 
every $1,000 of personal income in 
higher education, the same share invested 
in 1966. Evidence suggests 79% of  
increased tuition at public research 
universities results from state divestment, 
while 9% relates to increasing 
instructional costs, and 12% relates 
to increased administration, support 
spending, and construction. At public 
master’s and bachelor’s universities, 
state divestment is responsible for 78% 
of rising tuition, while 11% of increases 
are related to increased instructional 
costs and 11% are related to increased 

administration, support spending, and 
construction. At UW–Madison, 
undergraduate resident tuition rose 141% 
between 2002 and 2012. In 2015–2016, 
state funding made up 16% of the UW 
System’s operating budget. Today, for 
every $2 invested by the state in the UW 
System, students invest roughly $3. 

Low-Income Students Pay the 
Highest Price for College  
Relative to Family Income

Tuition increases disproportionately affect 
low-income students. Between 2007 and Source: Pell Institute for the Study of Opportunity in Higher  

Education.

Source: Adapted from Goldrick-Rab, Paying The Price.

Source: Adapted from Mortenson, Indicators of Higher Education 
Equity in The United States: 45 Year Trend Report.
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Figure 1. The purchasing power of the Pell Grant decreased  
while college costs increased between 1974 and 2012.

Figure 2. As the state share of the per-student cost of college has decreased,  
students have taken on a greater share of the cost: Evidence from Wisconsin.

Figure 3. The average net price of college has increased as a 
share of average family income, particularly for low-income 
households.

the cost of attendance, including living costs, 
transportation, books and supplies, and personal 
expenses make up between 50% and 80% of 
sticker price. As a result, low-income students 
can be faced with making difficult financial 
choices. For example, tight finances among 
low-income students can lead them to sacrifice 
food and housing in order to stay in school. 
Estimates from the Free Application for Federal 
Student Aid (FAFSA) indicate that some 
58,000 U.S. college students are homeless. An 
estimated 30% of Pell recipients at UW System 
Institutions are food insecure.



Postsecondary Credentials Are Increasingly Necessary in the Modern U.S. Economy
The U.S. economy has changed such that a high school diploma no longer regularly leads to a manufacturing job with family-supporting 
earnings. Many economists say the job market has “hollowed out,” with abundant high-paying jobs for those with advanced degrees and low-
wage jobs for those with limited education, but diminishing jobs for those without education or training beyond high school. At the same time, 
income and wealth inequality have increased in the United States, making education and skills increasingly important to economic well-being. 
The concurrent trends of decreasing government support for higher education and increasing tuition present significant barriers to youth from 
disadvantaged families. Various approaches to making college more affordable have been proposed, including reducing tuition costs (or sticker 
prices) and even making college (or at least two-year college) free. At the same time, recent research suggests that increasing public funding to 
institutions of higher learning to support low-income students may be more effective and efficient than reducing tuition costs. 

For a list of the sources used for this brief and further reading, visit www.irp.wisc.edu/publications/factsheets.htm.

Unmet Need Remains High at Community Colleges
For low-income students, grant aid can be a major factor in dropping 
out or receiving a degree. One study found that undergraduates at 
community colleges with an EFC (see Key Terms inset) of $0 who 
received $7,500 or more in grant aid were three times as likely to 
graduate compared to their peers who received between $1,001 and 
$2,500 (50% vs. 17%). Despite the fact that low-income student 
success increases with more financial aid, some studies suggest the 
majority of low-income student’s needs are unmet. In 2007–2008, an 
estimated 98% of independent community college 
students enrolled full time with income below 
$30,000 had unmet financial need.

Significant Portion of State and  
Institutional Financial Aid  

Is Non-Need Based
Since 1996, the rate of non-need based state and 
institutional financial aid has grown significantly. 
In 2012–2013, one-fourth of all state grants, or 
$2.3 billion dollars, were non-need based grants. 
In many states, 50% of state dollars distributed 
are non-need based. Of the $9 billion in yearly 
institutional grants that colleges distribute 
nationally, less than half are need based. Some 
70% of public universities provide merit grants 
to students without financial need. Additionally, 
nearly 30% of all non-need based institutional and 
state aid distributed goes to students from families 
making over $100,000.

Federal Financial Aid
The federal financial aid system was established to 
make college affordable for families with financial 
need. Currently it provides $240 billion dollars in 
aid via grants, loans, tax credits, and work-study 
support. The Pell grant is the largest component of 
this program, providing $6,000 per year on average 
to the poorest college students. In 2015–2016, 33% 
of undergraduates or 7.6 million students received 
a Pell grant. In 2015–2016, the work study program 
accounted for less than 1% of all student financial 
aid. Of participants, 23% were from families 
earning less than $30,000 and 20% belonged to 
families earning more than $100,000. Similarly, 
25% of federal education tax credits went to 
families making less than $25,000, and 25% went 
to families making between $100,000 and $800,000.

Policy Ideas 
Increasing Institutional Spending per Student 
Many recent college access and affordability initiatives have advocated 
for sticker price reductions. However, research suggests that increasing 
spending per student may be more effective than decreasing sticker 
price. For example, a recent study found that “a 10% increase in 
institutional spending per student… led to a 3% increase in enrollment 
and even larger percentage increases in degree completion one to three 
years later. In contrast…sticker price [reductions] have no measurable 

effect on enrollment or attainment.” This suggests 
improving college enrollment and completion may be 
better accomplished by increasing public investments 
in higher education rather than simply by decreasing 
sticker prices. The CUNY ASAP program currently 
stands as a model for such an approach.

Overhauling and Expanding the Federal 
Work-Study Program 
One-fifth of work-study recipients come from 
families making more than $100,000 per year, 
while only 23% of recipients come from families 
making less than $30,000 per year. Refocusing the 
program to support Pell grant recipients may be 
one potential option for better targeting the lowest-
income students. Currently, only 5% of UW System 
undergraduate and graduate students received a 
federal work-study award, representing 1% of 
financial aid. 

Increasing Funding for Pell Grants 
Increasing Pell grant funding may have implications 
for reducing the student debt burden of many 
middle- and low-income students. 

Providing Transparent Actual Prices 
Requiring all universities to give a multi-year 
estimate of actual and net prices may help students 
and families develop realistic funding plans.

An additional option would be for the U.S. 
Department of Education, instead of individual 
colleges, to calculate living costs for students. 

Providing Tuition-Free Two-Year College 
The much-debated “Free Two-Year College Option 
(F2CO)” aims to ensure all Americans have access 
to two years of paid college while participating in a 
work-study program. 

Key Terms:
Cost of Attendance 

(COA):
The “sticker price” listed 

by the college for one year 
of education, including 

tuition, fees, books, 
supplies, transportation, 

and living costs.

Expected Family  
Contribution (EFC): 

The federal government’s 
measure of a family’s 
financial ability to pay 

for college, determined 
using the Free Application 

for Federal Student 
Aid (FAFSA), including 
income, assets, family 

size, and the number of 
children in college. The 

EFC determines eligibility 
for Pell Grants and other 

financial aid.

Net Price: 
The difference between 
the COA and all grants 
and scholarships equals 
the bottom line cost of 
college for the student. 
It’s the price that must 
be paid using income, 

savings, and loans.
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