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TEXAS TUITION DEREGULATION

EXECUTIVE SUMMARY

In 2003, the Legislature, at the urging of Texas’ colleges, deregulated higher education tuition allowing its
public universities the freedom to set their own tuition rates with minimal legislative oversight. Since
deregulation, average tuition rates at public universities in Texas have increased by around 40 percent.
Critics of deregulation argue that these tuition increases make a college education unaffordable for many
potential students and that the Legislature should re-regulate tuition.

These criticisms overlook the positive impact tuition deregulation has had on Texas’ public universities:
deregulation has not negatively affected enrollment and has increased the flexibility of individual
universities while having a positive effect on the quality of education being offered to students.

In particular:

% Enrollment in public universities has continued to grow at a similar rate to that experienced before
deregulation.

Enrollment growth from students in low-income regions of the state has outstripped population
growth in those parts of the state since deregulation.

While tuition rates in Texas have increased, they are still lower than the national average for public
institutions and well below the cost of tuition at private colleges in Texas.

Texas’ public universities have moved up in national academic performance rankings since
deregulation.

While Texas’ public universities have raised their tuition rates, the Legislature has continued to
increase its higher education spending over and above the rate of growth of enroliment.

L S S o

Given that tuition deregulation has coincided with continued enrollment growth, strong growth in college
attendance from low-income counties, and an expansion of student financial aid programs, the Legislature
should continue to permit public universities to retain control over tuition rates. Legislators must also
ensure that student financial aid programs do not act as a source of guaranteed income for universities that
allows them to raise tuition rates without regard for students’ ability to pay.
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BACKGROUND

In the field of higher education, the state's top priority must be to ensure that a degree from any Texas
institution meets or exceeds that of peer institutions in other states. To achieve this goal, the state must
provide Texas institutions of higher education with the flexibility to generate the necessary resources.

Prior to the 78" Legislative Session in 2003, Texas was one of only a few states that retained legislative
oversight of tuition setting authority. At that time, only Texas, California, Florida, Louisiana, and
Washington State afforded their state legislatures complete control over tuition rates. Thirteen states
operated with a statewide tuition coordinating agency; 23 states granted tuition setting powers to the
governing boards of individual university systems; and fourteen states allowed individual university
institutions to establish their own tuition rates.

Increased Flexibility

Through House Bill 3015 (78R), Texas moved itself into this latter category by allowing individual university
institutions to set their own tuition rates. The legislation’s stated goal was to provide tuition flexibility to
Texas’ public universities:

With tuition flexibility, universities could use flexible rates to achieve strategic goals such as
improving graduation rates, more efficient use of facilities, and improving academic programs.'

Tuition flexibility for public universities was an important reform because the regulated system used to set
tuition in Texas did not provide sufficient pricing options for the array of services an institution may offer.
Nor did it lend itself to providing incentives for students to make efficient use of their time and state
resources.

As a result of tuition deregulation, institutions can now offer innovative pricing programs, such as flat-rate
tuition that assist in meeting the state's objective of increasing graduation rates, and in the long run save
parents and students money.

Other pricing options that are being implemented to meet the state's objectives as a result of tuition
deregulation include:

% Offering lower tuition for off-peak times such as evening and weekends to increase facility
utilization and increase graduation efficiency.

% Cost-pricing so that tuition rates are more closely related to the costs of the various courses and
programs on offer.

% Setting tuition in a manner that encourages students to obtain degrees in areas for which the state
is experiencing critical shortages, such as teaching and nursing.

% Locking in tuition rates for a student in their freshman year and allowing them to maintain that rate
for all four years, provided they graduate on time.
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% Offering reduced tuition for summer courses to increase facility utilization and increase graduation
efficiency.

A Philosophical Imperative

In addition to the practical improvements achieved through tuition deregulation in terms of flexibility for
institutions, deregulation is also a philosophical imperative. When tuition is regulated, the cost charged to
the student does not represent the true cost of the education they receive. The state subsidizes the
education of all college students through its appropriations and student financial aid programs.

Once tuition flexibility was approved, colleges were free to charge students a market value for the
education they provide rather than being limited to regulated maximum tuition rates. This is significant
because college graduates typically earn more over a lifetime than do individuals without a college degree:

TABLE 1: EARNINGS BY EDUCATIONAL ATTAINMENT

EDUCATIONAL ATTAINMENT MEAN ANNUAL
EARNINGS

HIGH SCHOOL: Not a graduate $19,915
Graduate, including GED $29,448

(eo)lic|3  Some college, no degree $31,421
Associate degree $37,990

GRADUATE: Bachelor’s degree $54,689
Master’s degree $67,898

Professional degree $119,009

Doctoral degree $92,863

Source: U.S. Census Bureau “Earnings in 2005 by Educational Attainment of the
Population 18 Years and Older: 2006;” September 24, 2007.

When the state regulates tuition, the cost of higher education is kept artificially low and the difference is

made up for by taxpayers. In Texas, only 22.8 percent of the adult population has a college degree", which,
with tuition regulation, leaves more than three-quarters of the population subsidizing the higher education
of those who choose to go to college. With the advent of tuition deregulation however, colleges are able to
charge students closer to the full cost of the tuition they provide, and — as Table 1 shows — those who go on
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to graduate college will have far higher earnings and are therefore able to pay for the cost of their own
education based on future income.

Tuition deregulation has allowed for a much fairer funding of higher education. It provides colleges the
flexibility to charge students closer to
the true cost of tuition, and lays the
framework for a higher education

funding system that does not rely so
heavily on subsidies that are paid for much fairer funding of higher education. It

by the taxes collected from all Texans provides colleges the flexibility to charge
—the majority of whom do not have a

college education.

©@ Tyition deregulation has allowed for a

students closer to the true cost of tuition, and

if there is a criticism that is to be lays the framework for a higher education

made of the way in which funding system that does not rely so heavily on
deregulation has been carried out in
Texas, it is that state funding of
student financial aid and scholarship collected from all Texans. 99

programs has continued to grow, even

while colleges have been able to set tuition rates that more closely reflect the cost of the education they
provide. This approach has meant that students pay higher tuition while taxpayers continue to fund higher
education at higher levels than before deregulation.

subsidies that are paid for by the taxes

A more effective approach would have been to couple tuition deregulation with a scaling-back of student
financial aid and scholarship programs. In this way, the bulk of the funding for higher education would
have been shifted from all Texas taxpayers to those who benefit directly from a college education, which,
unlike K-12 public education, is optional even if demonstrably beneficial.

This narrow criticism should not be allowed to detract from the broader success of deregulation. The vital
signs for higher education in Texas are strong: despite tuition increases since deregulation, enrollment is
up. In 2006, 1,082,955 students were enrolled in Texas’ public institutions of higher education; the largest
number ever. At 4.6 percent of the total population, this was a larger proportion of the population enrolled
in higher education than before tuition deregulation in 2002." In other words, since deregulation, higher
education enrollment has grown faster than Texas’ general population.

Answering Critics of Deregulation

The most frequently-cited objection to tuition deregulation is the concern that without regulatory oversight
by the Legislature, public universities would set ever-increasing tuition rates that would price many
students out of the higher education marketplace. Indeed, five years on from the removal of legislative
control over tuition, it is undeniable that deregulation has allowed for increases in the cost of going to
college, with the University of Texas at Austin, Texas A&M University, College Station, and Texas Tech
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University recording average tuition increases of 48 percent since 2003." More broadly, every public
university in the state has recorded tuition increases of various magnitudes since deregulation, ranging
from 27 percent at Texas A&M University-Kingsville to 80 percent at Stephen F. Austin State University.
(Table 4 shows the tuition increases at Texas public universities between 2003 and 2007.)

Such increases reflect the fact that tuition was kept artificially low for many decades, which impeded the
ability of Texas public universities to invest adequately in their infrastructure and in improving the quality
of the education they provided. Prior to deregulation, then-president of the University of Texas System
Larry R. Faulkner argued that:

Reasonable increases in tuition, applied fairly and flexibly, can help us to maintain a world-class
institution despite the economic downturn and the loss of appropriated support. | believe deeply
that, over time, local management of tuition and fees by the boards will lead to better performance
by Texas universities and better cost control."

More recently, Rod Mabry, the current president of the University of Texas at Tyler, argued in a letter to
The Tyler Morning Telegraph that tuition deregulation “enabled UT Austin and other flagship universities to
raise needed funds to continue to hire top professors in a highly competitive and ever-more-expensive
world market for faculty.""i

It is also clear that despite tuition increases, there is no evidence of a negative impact on enrollment in the
manner contended by critics of deregulation. The House Research Organization analysis of HB 3015 cited
opponents of deregulation arguing that “widespread tuition increases could close the door to higher
education for many low-income students.”""

This assertion has proven to be unfounded however, with enrollment at public universities in Texas

continuing to increase every year since the 2003 deregulation:

TABLE 2: ENROLLMENT AT TEXAS PUBLIC EDUCATION INSTITUTIONS 2002- 2006*

YEAR ENROLLMENT

985,285

1,023,066
1,054,586
1,066,606
1,082,955

*Includes public universities, two-year colleges, and health-related institutions.
Source: Texas Higher Education Coordinating Board.
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In the light of these figures, evidence that tuition deregulation has harmed enrollment is scant. In the run-
up to the 2007 legislative session, University of Texas at Austin’s Executive Vice Provost Stephen A. Monti
pointed out that the tuition increases have not harmed enrollment, arguing that “our applications have
gone up in all categories every year...I| don’t think our tuition is a factor in that regard.”Viii

In fact, tuition deregulation has given many colleges in Texas the ability to expand and keep up with a
growing demand for higher education. As UT Tyler President Rod Mabry points out:

[Tuition deregulation] allowed high-growth universities, such as UT Tyler, to come up with revenue
to hire new professors over that period, to deal with super-heated growth and to add several new
academic programs (e.g., civil engineering) that our students wanted and the State needs. It also
allowed all universities to hire more counselors and start more student retention initiatives to help
a greater proportion of students.™

Even low-income families have not been negatively affected by tuition deregulation. Statistics from Texas’
poorest counties reveal that growth in college enroliment from families in those counties outstripped
population growth in those counties between 2002 and 2007:

TABLE 3: COLLEGE ENROLLMENT FROM LOW-INCOME COUNTIES 2002-2007

XTIV (o] o T Ao ATNILo T VXL IV T |1,495,000 1,682,000 | 12.5 percent
ENROLLMENT IN PUBLIC UNIVERSITIES 30,795 38,081  23.7 percent

*The 26 lowest family income counties according to the US Census Bureau are: Bee, Brooks, Cameron, Childress, Coke,
Concho, Crockett, Culberson, Dickins, Dimmit, Frio, Hidalgo, Hudspeth, Karnes, La Salle, Maverick, Mitchell, Pecos, Presidio,
Reeves, Starr, Sterling, Webb, Willacy, Zapata, Zavala counties.

Source: Texas Higher Education Coordinating Board, Texas Higher Education Data.

The statistics shown above represent the number of students from Texas’ lowest income counties
attending public universities anywhere in the state. This means that even since tuition deregulation, the
number of students from Texas’ lowest income counties attending public universities has increased by 23.7
percent, which is almost double the rate of population growth in those counties. Such growth refutes the
assertion that tuition deregulation has made attending college unaffordable for many low-income Texans.
In fact, it demonstrates that tuition flexibility afforded colleges the opportunity to craft tuition packages to
meet various student needs:

Tuition flexibility brought us UT Austin's new flat-rate tuition policy. This policy asks students to pay
only for the first 14 credit hours they take in a semester, so that any extra hours taken above those
are free. This policy effectively lowers tuition costs for students taking more than 14 hours per term
and encourages all students to take more courses each semester and graduate sooner. Tuition
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flexibility also allowed UT Dallas to create a four-year guaranteed tuition policy. This policy allows
students to sign up for courses at the same tuition rate for their entire college careers - no increases
for future years - although the initial tuition rate is higher for this benefit. At UT Tyler, we have
experimented with lower tuition rates for courses taken on Friday afternoon or the weekend (one-
third off) in order to spread students across our maxed-out facilities. We also created a Graduation
Contract Program which provides a $600 tuition rebate to students who take sufficient courses, stay
on schedule and graduate in four years.”

It is clear from this analysis that many of the flexible tuition plans put in place by colleges in Texas have
profound benefits for low-income students that would not have been available without tuition
deregulation.

Texas Tuition Still Competitive

Even with the recent tuition increases, higher education in Texas is still competitive compared with other
states. The average cost of tuition for undergraduate students enrolled in 30 semester credit hours per
year at Texas public four-year institutions is $5,897 for the 2007-2008 school year, which is below the
national average of $6,185."

Table 4 provides a breakdown of the cost of tuition at Texas public universities in 2003 and 2007:

TABLE 4: TOTAL TUITION AT TEXAS PUBLIC UNIVERSITIES 2003 & 2007

UNIVERSITY SYSTEM 2003 Tuition* | 2007 Tuition* m

UNIVERSITY OF TEXAS SYSTEM $4,080 $6,338 56.6 percent

TEXAS A&M UNIVERSITY SYSTEM $3,736 $5,532 48.1 percent
UNIVERSITY OF HOUSTON SYSTEM $3,812 85,724 50.2 percent

TEXAS TECH UNIVERSITY SYSTEM $4,318 $6,098 41.2 percent

UNIVERSITY OF NORTH TEXAS SYSTEM | =lifykb) $6,638 40.3 percent
TEXAS STATE UNIVERSITY SYSTE $3,754 $5,562 48.2 percent
INDEPENDENT OF SYSTEM $3,594 $5,890 63.9 percent

*
Includes statutory tuition, designated tuition, mandatory fees, and average college course fees.
+
The following four public universities are independent of any university system: Midwestern State University, Stephen F.
Austin State University, Texas Southern University, and Texas Woman’s University.
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While the growth of the cost of tuition has been significant since 2003, it is notable that all of Texas’ public
university systems still have tuition rates that are below or close to the national average of $6,185. It is
worth noting that many public universities in other states charge more than Texas’ public universities and
colleges. The highest public tuition in the nation is charged in New Jersey, which has an average rate of
$9,269. Ohio has an average rate of $8,007, while New Hampshire’s average is $7,639.

It is also evident that Texas public universities are less costly when compared to private schools both in
Texas and across the nation. Average tuition at a private university in Texas costs $17,392 in 2007, while
the ten most expensive institutions have tuition in excess of $20,000 per year:

TABLE 5: TEXAS PRIVATE INSTITUTIONS COLLEGE COSTS 2007/8 SCHOOL YEAR

Tuition and Fees

SOUTHERN METHODIST UNIVERSITY $30,880

INSTITUTION

RICE UNIVERSITY $28,905
SOUTHWESTERN UNIVERSITY $25,740
TRINITY UNIVERSITY $25,023
AUSTIN COLLEGE $24,945
TEXAS CHRISTIAN UNIVERSITY $24,868
BAYLOR UNIVERSITY $24,490

UNIVERSITY OF DALLAS $23,322

ST. EDWARD’' S UNI V E}JEpifpl;

STMARY' S UNI VERSI T YAkl

The cost of private tuition in Texas is also indicative of the extent to which tuition at public universities is
still subsidized since deregulation: a student attending a public university in Texas can expect to be charged
tuition between one third and one quarter of the amount they would have to pay at a private institution.

When Texas’ average tuition rate is considered in this context it is abundantly clear that attending a public
university in Texas remains an excellent value despite tuition increases. It is also notable that Rice
University is the only private institution in Texas that outranks the University of Texas and Texas A&M
University in U.S. News’ 2008 rankings of America’s Best Colleges. Texas’ two largest public universities
offer a higher-quality education than all but one of their private counterparts, but at a fraction of the cost.
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Public Funding versus Tuition Revenue

Critics of tuition deregulation frequently overlook the fact that state spending on higher education has
continued to increase even as universities have gained the ability to increase their revenues by setting their
own tuition rates. A glance at higher education appropriations over the past eight years reveals that the
Legislature has continued to increase spending on higher education over and above the rate of enroliment
growth in public institutions:

TABLE 6: HIGHER EDUCATION APPROPRIATIONS 2000-2009

W APPROPRIATION [ GROWTH

2000-01 $12.321 billion

$13.699 billion  13.4 percent
2004-05 $15.059 billion 7.8 percent
2006-07 $16.438 billion 9.2 percent

2008-09 $18.951 billion  15.3 percent

Source: Texas Higher Education Coordinating Board

The growth of appropriations for higher education has averaged 11.4 percent per year since the 2000-01
biennium. In contrast, enrollment growth in public higher education institutions has averaged 2.2 percent
since 2002. As a result, per student state funding of higher education has increased: Before tuition
deregulation in 2002, state funding of
higher education equaled $7,087 per

student enrolled in a public institution; by

1,226,543 students, which will result in per education had risen to $7,589. The Texas
Higher Education Coordinating Board

projects that enrollment in 2008 will be

56 The Texas Higher Education Coordinating

student spending of $7,725; a 9.4 percent

increase since deregulation took effect in the 1,226,543 students, which will result in per
ﬂ 5 student spending of $7,725; a 9.4 percent
2003-04 school year. increase since deregulation took effect in

the 2003-04 school year.

Despite these consistent increases in appropriations for higher education, some colleges and universities
criticize a lack of investment by the state. Mark Yudof, chancellor of the University of Texas System argues
that “the reason a greater share [of funding] is coming from tuition is because a much lower share is
coming from the state.” However, this argument only tells half of the story. It is inevitable that “a much
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lower share” of funding is coming from the state now than before deregulation, because the share of
funding coming from tuition is now much larger.

In the Texas A&M University System for example, net revenue from tuition and fees grew from 14.9
percent of total revenues in 2002 to 19.7 percent of total revenues in 2007; as a result, state appropriations
fell from accounting for 38.3 percent of total revenues in 2002, to 32.8 percent of total revenues in 2007."
In the University of Texas System, state appropriations as a percentage of overall revenue have experienced
a similar decline since tuition deregulation, falling from 20.4 percent of total revenues in 2004 to 17.4
percent of the total in 2007."

The Role of Scholarships and Tuition Assistance Programs

There is a range of scholarship and tuition assistance programs funded with both state and federal dollars
that help Texas students to attend both two and four-year colleges without having to repay any of the
financial assistance they receive. These include the Texas Public Education Grant program, License Plate
Scholarships, and the Temporary Assistance for Needy Families (TANF) Scholarship program. One of the
most notable scholarship programs is the Towards EXcellence, Access and Success (TEXAS) Grant Program,
which was established by the Legislature in 1999 through House Bill 713 (76R). According to the 2008-09
state budget, the TEXAS Grant program will provide financial assistance to 61,861 students in 2008 and
69,320 students in 2009.

While scholarship programs such as TEXAS Grant are an important mechanism through which many
students can receive the financial support that helps enable them to attend college, the high growth rate of
these programs is clearly a contributing factor to the rising cost of tuition in Texas:

TABLE 7: TEXAS GRANT PROGRAM FUNDING 2002-2009

o] o ] om
W $295.3 million -

$334.1 million 13.1 percent
$371.4 million 11.1 percent
$427.9 million 15.2 percent

Source: Legislative Budget Board, Appropriations Bill Archives

In the aftermath of tuition deregulation the growth of scholarship programs such as TEXAS Grant have had
a profound impact on the cost of tuition. It is no coincidence that the rise in the cost of tuition since
deregulation closely mirrors the growth of the TEXAS Grant program. It was noted above that tuition costs
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at UT Austin, Texas A&M College Station, and Texas Tech have, on average, increased by 48 percent since
deregulation. Over the same period, TEXAS Grant program funding has increased by 44 percent.

It must be underscored that while financial assistance through TEXAS Grant is provided to students, this
funding is ultimately a guaranteed source of income for Texas universities. As long as programs such as
TEXAS Grant grow year-on-year, universities can continue to raise their tuition rates armed with the
knowledge that the state will continue to subsidize their rate increases through grant and scholarship
programs.

When tuition deregulation was enacted, the Legislature also attempted to ensure that middle-income
families were not priced out of higher education by implementing a 20 percent tuition set-aside to provide
additional financial assistance to those families in need. Recognizing the importance of this initiative, many
institutions have voluntarily established set aside amounts in excess of the required 20 percent.

However, the fiscal dynamics of this provision are similar to that of other grant and scholarship programs:
when an institution raises its tuition rate, the 20 percent set-aside amount will increase proportionately,
and so more students will be able to receive financial assistance. The fiscal logic presented to institutions is
circular: raising tuition diverts more money into tuition assistance programs, which ultimately serve as a
source of guaranteed income for the institutions, and therefore only encourage greater tuition fee
increases.

Conclusion and Recommendations

Tuition deregulation has coincided with continued enrollment growth — especially among students from
low-income regions — and an expansion of student financial aid programs. To ensure that tuition
deregulation benefits all Texans as fully as possible, the Legislature must ensure that:

% Public universities retain control over tuition rates.

% Student financial aid programs do not act as a source of guaranteed income for universities that
allows them to raise tuition rates without regard for students’ ability to pay.

% Universities are no longer mandated to set aside a proportion of tuition revenues to provide
additional financial assistance to students.

This will help ensure that the students who benefit from higher education pay for a greater share of the

cost of tuition, and that this cost is not borne by all Texans and especially those who do not benefit directly
from higher education.
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