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and extension work. The major part of
income from the Federal government t o
date has been for organized research .
A, larger amount of Federal funds for re search in 1963-64 went to private than
to public institutions.

order would occur in the next eigh t
years. The National Science Foundatio n
data shown below indicate a consider ably reduced rate. of increase in the, las t
few years:

How much the tax burden for highe r
education will increase in the future wil l
depend in part on what policies an d
goals are adopted by private and public
;institutions as well as by governments .
How much can or should tuition rates
-be raised?' How much growth can be ex pected in income from endowments an d
private gifts? How will costs -per stu dent change?

Table 4

Some tentative assumptions about
major sources of financing will help t o
give an impression of the order of magnitude of the likely increase in the ta x
burden. The resulting estimates ar e
shown in Table '3 . If we assume that
';average tuition and 'fees will increas e
in about the same proportion in th e
period 1962-1970 as in the period 19541962, this average would reach abou t
L,_,. $600 per student by 1970. Multiplying
this figure by projected enrollments fo r
1970 gives total income from tuition an d
'''fees of $4 .5 billion . If we assume tha t
private gifts and grants and other private sources of general income will a
ittle more than double from 1962 t o
1970, as they did from 1954 to 1962, th e
amount would reach $2,5 billion in 1969' 1970. Subtracting these sources of income from the total projected expenditures of $16 162 billion, leaves $9 1/2 billion to be financed, presumably, -from
governmental sources .
In 1961-62 the Federal government
supplied $1 .5 billion, of which $1 .3 billion was for research. In the past eigh t
years income for research from the Federal government increased by 4 1/2 times .
It seems unlikely that an increase of this

Federal Obliptions for Research an d
`' Development Performed by
Educational Institutions
Fiscal Year: 1959 . 1965
1

118ea1 Year

(millions)

1959

a .6

. . . '1960
1961
1962
1963
19642
19652

.8
1.0
1.3
1.5
1.7
1.8

a. Estimated.
Source : National Science • Foundation, Federa l
Funds for Research, Dovelopment, an d
other Scientific Aotvitles, Fiscal Years
1968, 1964 and 1965, Volume XII1, Washington, D . ~., 1965, p . 186.

These figures suggest that it would b e
reasonable to assume that by 1970 in :stitutions of higher education would receive about $2 .5 billion for research .'
from the Federal government .
The Higher Education Act of 1965 ,
discussed in detail below, authorized
several hundred million dollars of additional aids for student education . However, it will be two or more years befor e
liese funds are fully utilized . Under
current legislation it would seem likel y
that Federal funds for educational and
general income, excluding organize d
research, might rise from the relativel y
small amount of $268 million in 1961 .62
to something in the neighborhood of $1
billion in 1969-70 . This does not includ e
funds for construction, which are ex 17

`

eluded from "current educational and their support of "current educationa l
general income ." ("Plant-fund receipts " and general income" about three-fold
from all governments in 1961-62 from 1962 to 1970 . Assuming that gros s
amounted to $622 million, of which only national product in current prices grow s
$70 million came from the Federal gov- by about 50 percent from 1962 to 1970, E
the state-local tax burden for highe r
ernment,)
education would have to more tha n
Subtracting all of these sources of
e
funds from the total projected expendi- double over this period as a percentag
billion to be financed by of GNP, if the above assumptions abou t
tures leaves $6
state and local governments as corn- other sources of income are approxipared with the $1 .9 billion supplied by mately correct . No attempt is made her e
these governments in 1961-62. Thus on to project. the tax burden for capital outthe above assumptions, state and local lay . (For further discussion of prosper`governments would have to expand five 'capital outlays see Chapter VI, )
6 . For details of projectlon of GNP and personal income, see the forthcoming Tax Foundation study, The
Outlook for State-Local Government Finances to 1970 .

•
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IV.
"Economic issues ii 1 Public Financin9 Of Higher Education
While governmental decisions relating to higher education are not made o n
the basis of economic consideration s
alone, such considerations are importan t
and require more detailed analysis tha n
they have received until recent years .

the growth in this century cannot be
:accounted for by increased inputs o f
Gabor (man-hours) and other factors o f
production as ordinarily defined . Nor
can increased productivity of labor be
accounted for mainly by a larger stoc k
A hundred years ago the establish- of capital (of similar quality) per worker .
ment of land-grant colleges of agricul- Much of the growth must be attribute d
ture and mechanic arts illustrated th e to new and improved types of capital
equipment, economies of scale, greate r
!belief that the growth of the country
,managerial efficiency, increased skill s
would be stimulated by subsidizing
and knowledge of the labor force .
technological improvements through re search and education . There is littl e
Denison estimated that the rising edu doubt that this "investment" paid off cational level of the labor force, not inhandsomely in a high rate of growth .of cluding the general advance of knowl productivity in agriculture .'
,edge, accounted for about 23 percent of
the growth rate in national output beEducation and Economic Growt h
tweent 1929 and 1957. 1 He attributed 2 0
The belief that government subsid y percent of the growth rate from 1929.of specific kinds of research and educa- 1957 to the "advance of knowledge" an d
tion will promote economic growth i s 15 percent to the increase in "inputs" of
reflected in the large volume of Federa l capital . The relative importance of edu funds for research . Federal "obligations" cation for the period 1909-1929, accordfor research and development amounted ing to Denison 's estimates, was markto about $15 billion in 1965 as com- edly lower than in the period 1929-1950 ,
pared with $3 billion in 1956 (Table 7) . 'In the earlier period, additional eduEfforts to find ways of quantifying re - cation of the labor force accounted fo r
turns to expenditures on research an d only about 12 percent of the growth
education leave much to be desired, bu t .,rate, while investment in physical capi tal accounted for more than twice that
some progress has been made .
share.-,
Among the significant "facts" about
economic growth is that a large part of
Such efforts to quantify the factor s
1. Zvi Oriliches, "Research Costs and Social Returns ; Hybrid Corn and Related Innovations," Journal of
Political Economy Vol, 66 (October 1958) pp . 427, 428 ,
2. Edward P, Denison, Tito Sources of Economic Growth in the United States and lire Alternatives Betore Us ,
Committee for Economic Development, Supplementary Paper No, 13, New York 1962, p, 266 ,
3. Denison's estimates rest on the assumption that inputs of capital services should be measured in terms o f
prices that exclude the effects of changes In productivity of capital equipment, Actually much of the "advance of knowledge" is embodied In new forms of capital equipment,
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contributing to national economic
growth are very rough measures involving severely simplifying assumptions .'
The essential difficulty is to isolate th e
effects of particular influences when a
"whole complex of causes is operating .
These efforts to analyze national economic growth have been supplemented
by attempts to measure the direct returns on various forms,, of public i n
vestment.
A part of this research has consiste d
of analysis of expenditures on educatio n
as a form of investment, and estimate s
of public and private. rates,, of return : o n
such investment .
Rate of Return on "Investment "
In Higher Educatio n

Expenditures on education maybe re ,garded as an investment" yieldin g
°future income similar to investments in
,stocks and bonds or ' to business investment in new plant and equipment . Investments are outlays of funds that ar e
expected to result in future income
which will more than cover the cost o f
the outlay. The rate of return on the investn,ent is the percentage of the annual additional net income (in excess o f
annual depreciation or amortization i n
the case 9f physical assets) as a percentage of the original investment.'
Applying the concept of investment
to expenditures on education raises difficulties that generally do not arise i n
other forms of investment . These difficulties occur at every stage of the process of calculating a rate of return, Ho w
is the original outlay or investment t o
be measured? Should it include the living costs of the student while he is at tending school or college? Should it

include the earnings the student foregoes because he is not able to work, o r
to work full time, while taking courses?
Measuring the future income resulting from additional education raises stil l
greater problems of measurement and
estimation . How much of any increase
in income is to be attributed to education as opposed to experience, native
.ability, hard work, etc .? Can a rate of
return be estimated for the education of
a housewife? Are there "returns " to
society 'over and above those that accru e
-to the individual?
Without pursuing such questions i n
detail, this section examines a few of the
major problems of estimation and summarizes the results of recent studies .
One serious difficulty is that highe r
`education may be regarded in part a s
. .consumption, valuable for its own sake ,
rather than as an investment in futur e
earning power. Some persons migh t
choose the life of a college student for a
while even if no economic return wer e
expected . In addition, a college education may be regarded as similar to a
durable consumer good — valued in
part for the consumption services it wil l
provide in the future as well as in the
present. To the extent to which college
education is consumption rather tha n
investment, the economic return i s
greater than indicated by those wh o
estimate returns on the assumption tha t
the full costs of going to college represent an investment in future earnin g
power. To the extent that higher education represents consumption, the grounds
for public support of such education ar e
weak. There is no point in the taxpayer
subsidizing a particular form of consumption for a portion of the population,

4. For a crftlque, see Mary Jean Bowman, "Schultz, Denison, and the Contribution of 'Eds' to National Incom e
GrowthJournal o/ Political Economy, October 1964, pp, 450464 ; also Moses Abramovitt, "Economi c
Growth in the United States," American Economic Review, Vol . 52, No . 4, September 1%2, pp. 762 .762 ,
5. There are alternative ways of expressing the return on investment but it is unnecessary for the purpose o f
this study to expand on the arithmetic of investment .
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unless that consumption provides som e
benefit for society as a whole .
The approach to measurement of re turns based on income or earnings dat a
leaves a problem of the returns on education for women in t l~e home, The
available estimates of returns are base d
on the differential earnings of men wit h
college education over those with only
a high school education. Is a similar differential to be attributed to the college educated housewife over the high schoo l
graduate? ` The national income and
product accounts do not include an y
amount for the value attributable to a
housewife's services, yet such an estimate could be included in the totals ,
just as is the imputed rental value o f
owner-occupied homes. The value of
housewives' services might logically b e
related to differences in the amount o f
" investment" in their education. Their
"educational output" in the home presumably bears some relation to thei r
own level of education . The foregone
earnings of housewives who have college degrees are greater than those of
high school graduates, although the differential may not be so great as in the
case of men . Thus, estimates of the re turn on investment in higher educatio n
of women involve many more difficultie s
than in the case of men. e
Perhaps the most difficult problem i n
measuring return is that of separating
the true causal factors in income differentials . How much of the "observed"
differences in incomes of college graduates over high school graduates is attributable to increased formal schooling? Professor Becker reviewed severa l
studies which attempted to sort out the

causal factors in income differentials .'
These studies all tend to show that whe n
"ability" is held constant in comparabl e
samples of persons with differen t
amounts of schooling (including college), the latter still appears to account
for the major part of the differences 'i n
earnings.
Perhaps the most detailed study o f
"other factors" including ability, is that
,by James Morgan and Martin David ,
"Education and Income," Quarterl y
journal o t Economics, August 1963 (pp .
423-437) . In a sample survey of families, these authors analyzed a set o f
personal influences, including age, race ,
sex, physical condition, ability to communicate, level of grades in school, attitude toward hard work, etc., plus a
.number of economic factors, includin g
population size of city of residence, geographic mobility, occupation, etc . This
study concluded that, taking accoun t
of "other factors," investment in education yielded a 4 to 6 percent return . Unfortunately, the methods used undoubtedly understate the return to education
since some of the "other factors" take n
into account, such as ability to communicate and occupation, are themselves i n
part the avenues by which educatio n
influences earning power.
In his comprehensive study of return s
on investment in human capital, Professor Becker concluded that the rate o f
return to the average college entrant i s
on the order of 10 to 12 percent eve n
after considering all college costs (including foregone earnings) and takin g
account of the generally greater abilit y
of persons who go to college .'

6. For a discussion and estimates of the value of housewives' services see Fritz Machlup, The Production an d
Distribution of Knowledge to the United States, Princeton, 1962, pp . 52.56 . Machlup estimated a GN P
total that Includes the value of housewives' educational services in the home . He did this on the basis of
estimated wregone earnings outside the home . However, his purpose in this estimation was not to estimat e
a rate of return on Investment but to estimate the total value of educational services in the economy .
7. Gary S . Becker Human Capital, A Theoretical and Empirical Analysis, National Bureau of Economic Re search, Columbia University Press, New York 1964, pp . 79.88 ,
ti. Ibid., p . 154 .
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than did the incomes of those with onl y
elementary or high school education
(except for people past age 45), Thus ,
the mean income of men aged 25-34 i n
1949 who were high school graduate s
but without college education rose 6 3
percent in constant dol.ars by 1959; the
mean income of men in the same ag e
group who were college graduates ros e
127 percent.

If one looks at the gross relation between education and income, the differences in earning power that go with differences in education are certainl y
large. For example, a recent Census re ;port on consumer income (see Table 5 )
shows that the average money income o f
families whose head had a college de ;gree exceeded the income of families
Whose head graduated from high school
(but did not attend college) by 47 per cent or $3,461 at 1964 levels of income .
These "cross-sectional" data, whic h
relate to incomes in a given year, do no t
show the influence of economic growt h
over a period of time. A calculation
based on data for a group of persons
over a span of years might give different results.
A comparison of 1950 and 1960 Census data on education and income suggests that recent economic growth has
tended to magnify the effect of education. As Table 6 shows, the real incom e
of people with more education increase d
substantially more from 1950 to 1960

Granting all of the difficulties of quantifying the rate of return on investment
in education, the evidence suggests tha t
the rate is substantial . For college education it appears, on the basis of Becker' s
estimates, to be approximately equal to
the average rate of return on investment in physical capital. Moreover, the
rate of return does not appear to hav e
fallen over time . The demand for skill s
'and knowledge obtained from highe r
education so far has kept pace with, or
increased faster than, the supply .
Unfortunately, most of the dat a
Becker used apply to a period of more
than ten , years ago . The more recent

Table 5
Median Incomes of Families by Age of Head an d
Years of School Completed a
(Money income in 1964)

All families
Age of head:
25 to 34 years
35 to 44
45 to 54
55 to 64
65 and over

Totes

Elementary

High
School

college

$6,732

$5,303

$7,398

$10,859

6,577
7,512
71752
6,696
3,376

5,041
5,786
61553
5,965
3,306

6,738
7,701
8,418
8,018
4,541

8,75 0
11,675
12,898
12,799
8,513

a . The total column includes all families . The other columns show data only for those who complete d
eight years of elementary school, four years of high school, and four or more years of college, respectively . Unrelated individuals are excluded .
Source ; Bureau of the Census, Consumer Income, Current Population Reports, Series P 60, No . 47, Sept .
24, 1968, p . 28 .
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Change in Mean Income for Selected Age Groups of Males
By Years of School Complete d
.1949 and 1959

(Mean income in 1959 dollarsa)
Mee

- in 19
9449

_
Total
Elementary: 8 years
High School: 1-3 yrs.
4 yrs.
1-3 yrs.
College:
4 yrs. or more

$3,556
3,077
3,440
3,920
4,120
4,891

a . Consumer price index used as deflator .
Source: H. P. Miller, "Lifetime income and

Use Mm 1805-1914

Wra 1915-IU4

~e

1935-44
59

$6,212
4,705
5,465
= 6,379
7,854
11,088
Economic

Growth,"

108"Mat
thup

AP 35-44
1848

45-54
In 1858

75
53

$4,396
3,660
4,154
4,868
6,035
8,595

$6,136
; 4,854
:5,681
6,697
8,679
11 9590

.59

63

91
127

American Economic Review, September

Mon
Percent

dmp

40
33
37
38

- , -44

35

1965, p. 838.

.

P 45-54
1949

> $4,540
3,925
4,535
59702
6,852
8,853

ters 111!5-1904
AV 55-N

in 1959

FUCOUt

°dvees.

;$5,522
4,644
5,614

1 22

6,746

' 18

8,817
11,039

18

24
29
12

Census data on incomes and educatio n
need further analysis . Much also remains to be done in making estimates o f
returns on investment in education o f
different kinds and at different levels .
What is the rate of return on investment in education in elementary an d
-high schools,° in vocational and techni`cal schools,"' junior colleges, graduat e
and professional work? How do return s
vary with the level of student ability ?
Such estimates would have considerable
significance for public policy issues .
Relevant Alternatives
For Public Policy
If the rate of return on investment (or
more strictly, additional investment) in
higher education is on the order of 1 0
.percent, what are the alternative uses
of the funds required? Moreover, if the
rate of return is high, why do not private
individuals and institutions spend more
on higher education when they do inves t
large amounts elsewhere at lower re turns?
There are several reasons why privat e
investment in higher education has no t
gone further . First, in the past more investors were probably not aware of th e
economic return on investment in highe r
education — it is only in recent year s
that such returns have been publicized;
and available information, as note d
above, is subject to many qualifications .
Second, the cost of foregone earning s
on the average is nearly as great as th e
direct costs of higher education, so tha t
for some individuals even the avail -

ability of interest-free loans for direc t
costs might not justify the investment a t
the expense of current income, Third ,
the capital market has not been geare d
to making loans for higher education —
in part because the risks involved for
individual cases are large and suitabl e
forms of security have not been , , generally available.
If funds were as readily available for
investment in higher education as ,` for
investment in physical capital, an d
knowledge of the returns were wide spread, educational investment would
probably have been carried much further in the past. The fact that higher
education combines elements of a durable consumer good with an investment in future earning power, suggest s
that, with equal availability of funds ,
rates of return on investment (strictly
defined) in higher education would hav e
become small,-r than rates of return o n
investment in physical capital .
In looking at alternative uses of pub lie funds, what rates of return or comparisons are relevant? If the alternative
is the promotion of economic growth
by a tax stimulus for investment in
physical capital, the evidence available
is consistent with the belief that the
amounts which have been devoted t o
such purposes were not greatly out of
line . In other words, if rates of return
on these two possible uses of public
funds are roughly the same —as wa s
apparently true in the past — there is no
case on such grounds for shifting fund s
from one use to the other .

9, It has been argued that the compulsion Involved in elementary and secondary education makes the calcu .
lation of returns here essentially different from the calculation of returns to investment in higher educatio n
where the student has a choice of how far to carry his schooling . For example, John Vaisey argued tha t
foregone earnings are not relevant in estimating the returns on secondary education (The Economics of
Education, Glencoe 1962, ppp. 42, 43) . Becker argued that if foregone earnings are irrelevant for thi s
reason, so are direct costs (Human Capital, A Theoretical and Empirical Analysis, New York 1964, not e
p 74), The relevance of compulsion to cost-benefit analysis of education is further discussed by Jac k
Wiseman and T . W. 5chuttz, "Cost-Benefit Analysis in Education," and "Comment," in The Souther n
Economic Journal, July 1963, Supplement, pp . 3, 6, 14.
10 . A recent analysis of returns on "retraining" can be found in David A . Page, Retraining under the Man power Development Art ; A Cost-Benefrit Analysis, The Brookings Institution, Studies of Government Finance, Reprint 86, 1964 .
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However, the alternative to greater
investment in higher education is to a
considerable degree larger current consumption rather than greater expendi#ures on physical plant and equipment .
Many families probably finance a substantial part of the cost of higher education by reducing their level of consumption. Similarly, government expenditures
for higher education are probably met
to a large extent through taxes which
reduce consumption much more than
saving and investment .
If greater investment in higher education is to be financed through general
government revenue, the question then
is what rate of return (or discount) is
appropriate to the social cost of this in.. .vestment (as reflected in reduced consumption and investment resulting from
additional tax support of higher education). An analysis of the "social cost of
Federal financing" has been made in a
study of multiple purpose river development costs and benefits .11 The authors
-examined the appropriate interest rates
that might apply to reductions in consumption and investment resulting from
the taxation necessary for river development. Under various assumptions about

incidence, the average rate of return
applicable to reductions in private con sumption and investment from genera l
taxation turned out to be on the order
of 5 or 6 percent in the mid-19ws ; in
other words, the government expendi tures could not be justified unless th e
net benefit could be expected to exceed
yields of 5 or 6 percent.
From the point of view of promoting
economic growth, it appears that mor e
detailed analysis of costs and returns
could lead to a more effective allocatio n
of public funds . Despite its limitations ,
acos ;-benefit framework is a useful wa y
of looking at public policy decisions .
The use of this approach also calls atten tion to the limitations of presently avail able data 'and the gaps in informatio n
needed for more economic decisions .12
The economic issues discussed above
are only some of the problem area s
where economic analysis may make a
contribution. More could be done in an alyzing the costs of different kinds of
institutional arrangements, course offer ings and semester plans, in relation t o
probable accomplishment, as well as in
analyzing the demand for education be yond the high school .13

11 . John V . Krutilla and Otto Eckstein, Multiple Purpose River Development, Recources for the Future, Balti more 1958, Chapter IV.
12 . Cf . Charles L . Schultze, "Needed : New Approach to Expenditure Evaluation," Tax Review, August 1%5 .
13 . For further discussion see Willard L . Thorp, "Questions for Investigation," and Alice M . Rivlin, "Re search in the Economics of Higher Education : Progress and Problems," in Selma J . Mushkin (ed .) Eco nomics at Higher Education, U . S . Office of Education, Washington, D . C ., 1962, Chapters 20 and 21 .
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~ Federal Financ ing of HigherEducation
Economic considerations have always'
played a part in Federal aid for higher
education. In the past the government
has used such aids to promote agricul" ture, to support research relating particularly to agriculture, health, and national defense, and on a temporary basis
to assist students. Current issues concern the Federal role in more general
and permanent forms of assistance to
students and institutions .
Federal Aids in the Post

'

-

Most important of the early forms of
Federal aid were the land grants for colleges of "agriculture and mechanic arts."
In the early 19th century such land
grants for schools and colleges were a
means of helping to induce settlement
'of the Northwest Territory ." The Morrill Act of 1862 was a new departure in
specifying that the purpose of the grants
was primarily to "promote the liberal
>> and practical education of the industrial
classes in the several pursuits and professions in life."' The original land
-grants were followed by subsidies for
general support of such institutions and,
in addition, these institutions were used
for carrying out Federal programs o f
agricultural research _ and extension
work.
For nearly a hundred years these ob-

jectives in Federal aid for higher educa Lion remained "relatively unchanged .
Federal aid for research outside of agri culture was of little significance unti l
-. World War II . Even the armed services
saw little immediate significance in re search. In 1936, when increased expen_ditures began to be made for rearm s
ment, the Army actually ` reduced it s
budget for research and development .
It announced that "The amount of funds
allocated to Research and Development
in former years is in excess of the proper
proportion for the item in consideration
o f the rearmament program ." This atti' tude was soon reversed. From 1941 to
1945 about $3 billion was spent on re search and development by the Federal
government. In 1964 total Federal ex penditures for research and develop ment, with the e .anded role of science
In defense and space programs ,
amounted to about $15 billion . Such
sums a: bound to have a large immedi ate impact on the economy in addition to
their longer range effects on economi c
and technological development• 4
Federal expenditure for research an d
development performed by educational
-institutions has grown correspondingly .
On the basis of National Science
Foundation data, Federal ".obligations „
for these purposes rose from $3 billion

1 . Alice M, Rivlin, The Rote o/ the Federal Government in Financing Higher Education, The Brookings Instl~
tution, Washington, D . C . 1961, pp, 9, 11 .
2. Quoted by Rivlin, op. cit., p. 14 .
3 . Quoted by Rivlln, op . cit ., p . 31 .
4, The political impact as well is discussed by Donald R . Fleming in "The Big Money and High, Politics of
Science," The Atlantic Monthly, August 1963, pp, 41-43 .
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1961

$ 3.0
, 3.9
4.6
6.7
7.5
9.1

1962

10.3

1956

1957
1958
1959
1960

1963
1964b

1965b

t.7

12.5
14.6
15.0

$ .2
.2

3

.1
2

$1 .5

, 81.2

12

1.3

2.5

1.6
1.8

.4

3

4.2

.4

:3
.4

4.7
5.8 "
6.3
&0

.6
.7
.9
1.0
1 :1

.6
.6
.7

.7

=

2:1 -

m&
$ 325

n.a. -

vA
$123

n :a:

nA

482

160

$ 40
63

$ 18
_58

582
800

-223
281

77

- 62

1,082

370

n.a:

9.5

2:3
2.7
3.0
; 3.4

: 1,359

. :1,635

455
534

9:7

3:5

1,875

"- 604

134
-

218
236
282
293

107
151
238
-315
424

a. Largely Federal goverment agencies.
b. Estimates.
Sousa: National Science Foundation, Federal Funds for Research, Development, " and other Scientific Aativitio% Fiscal Years 1963, 1964, and 194

Table 8
Federal. Budget Expenditures for Education!
Fiscal Years 1958.1987
(Millions)

hears

Tsui

NINMr
eaestNN

. 1956

$ 343
437
541
732
`866
943
1,076
1,244
1,339
1,544
29318
2,834

$ 44
110
178
225
261
286
350
428
383
413
712
140

1957
1958
1959
1960
1961
1962
1963
1964
1965
1966b
1967b

Ismael
eaestleN
Al bade
res"M

11MINtary
i seeesary
eaestleN

$ 20
46
50
106
420
143
183
206
310
309
365
425

$181
174
189
259
327
332
337
392
404
418
730
1,546

Other
ed"MI N

sla t o

$ '98
- . . 108
124
141
156
181
207
219
24 1
405
512
723

a. : Excludes various educational expenditures classified under other functions in Ahe U . S. Budget, e.g„
veterans educational benefits, expenditures for military academies, etc ..
b. Budget estimates .
c. Reflects proposed transfers of loans to private agencies .
Source : U. S. Bureau of the Budget.

in 1956 to an estimated $1 .8 billion in
1965 (Table 7) .
The broad purposes of research grants
are generally obvious from the type of
program — to aid in various kinds of disease prevention, to promote advancement of knowledge or its application in
particular fields, to find ways of meeting
current economic or social problems.
Apart from research contracts and
grants, Federal aids for higher educetion have generally been small,
..

A notable exception to the small role
of the Federal government in higher
education was the GI Bill of Rights,
under which the government paid for
- ;tuition, books, and fees for veterans
seeking higher or vocational education.
More than 7 .8 million World War II vet.
erans, or nearly half of all those who
served in the armed forces, took some
form of training . The total cost of the

program was $14.5 billion ." While thi s
program may be regarded as an addi tional form of compensation for vet erans, it also represented a very large
investment in 'education beyond th e
high school.
The GI Bill was renewed in modifie d
form during the Korean War . Expenditures for veterans' education and train ing, which amounted to $2,7 billion in
1949, fell to $546 million in 1954, an d
to only $84 million in 1963 . A new measure to provide similar benefits to Viet nam veterans may well be passed in the
near future.
Expenditures under the Federal Budget classification of "assistance to highe r
education" (which does not include vet erans' benefits) amounted to only $44
million in 1956, but rose to $413 millio n
in 1965; in addition, assistance for

5 . Statement by Francis Kepppel Commissioner of Education, before the subcommittee on Education of th e
Committee on Labor and Public Welfare, United States Senate, March 16, 1963, Exhibit 8 .
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science education and basic research
amounted to $20 million in 1956 and to
',$309 million in 1965 . A large expansion
of Federal aid for higher education began with the National Defense Educa.. .tion Act of 1958 and the Higher Education Facilities Act of 1963 . Expenditures

may rise further under the Higher Education Act of 1965 .
Tables 8 and 9 show Federal expendi tures under the Budget functional Cate gory of "aid to education . " Substantial
additional expenditures relating to edu cation are made under other categories e

6 . For a listing 'of such programs, see Congressional Record—Senate, September '2, 1965, pp . 21878.21879 .

Table 9
Federal Budget . Expenditures for Assistance to Higher Educations .
.,
-Fiscal Years 1961 .1967
(Millions )
1981

1882

1883

1864

1860

1889b

191117 b

$712
$140
$286
$350
$428
$383
$413
Total
Department of Health ,
164 ;
:192
473
673
88
122,
144
.' Education, and Welfare
~'Higher education facili 3.6
147.0
311.0
ties construction
—'
—
—
—
Assistance for highe r
~education
116.5
1352158.3 214.0
93.0
72.5
96.8
Defense activities
Other aids for stu dents, libraries ,
(d)
77.6
245.7
—
—
-extension work, etc .
Further endowment o f
:colleges of agricul ture and mechani c
12.0
12,0
12.0
2.5
8.2
12.0
arts
Colleges for agriculture
2.6
2.6
2.6
2.6
2.6
2.6
and mechanic arts
2.6
2.2
3.8
—
—
—
—
—
Land-grant college aid
1 .7
2.0
2.4
4.4
3.5
3.0
Gallandet College
3.2
17.6
63
7.8
11 .1
12.1
11.6
15.1
Howard University
Housing and Home FinancP Agency Colleg e
housing loans

198

227

284

219

221

240

289

a. Assistance for higher education as classified in the Budget . Excludes assistance to science educatio n
and basic research (see Table 8), and aids for higher education classified under other functiona l
categories in the Budget
b. Estimated .
c, After deduction of proposed transfers of loans to private agencies (not shown separately) .
d . Less then $50,000 .
Source : U . S . Bureau of the Budget.
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(e,g., veterans' benefits, expenditures for one year after the borrower ceases to b e
-military academies, inservice training) . a full-time student .
Yet other objectives are of primary in- The act provided that special considterest in such expenditures, and the pro- eration be given to students with a sugrams concerned are not of central im- perior academic background who exportance to the issues of Federal aid to press a desire to teach in elementary o r
higher education .
secondary schools, and to students
In addition to aids on the expenditure whose academic background indicate s
side, the deductibility for tax purposes a superior capacity or preparation i n
of contributions to educational institu- science, mathematics, engineering, o r
tions provides an indirect aid to higher a modern foreign language,
'education. Such institutions have reDuring the fiscal year 1965 there
ceived some exemption from Federa l
were about 319,000 loans made, amountexcise taxes .
ing to about $167 million? The number
New Forma of Arid
of institution s participating was 1,569.
In the past decade Federal aids t o
The graduate fellowship program wa s
higher education consisted largely (i n designed to increase the supply of coldollar terms) of college housing loans ,
lege and university teachers and to pro and student loans and fellowships , mote the development and wider geoChiefly under the National Defense Edu graphical distribution of facilities for
cation Act of 1958. Amourits for land graduate studies. The act provided fo r
grant colleges have remained smal l
payments to the institution as well as to
•. :.(,Table 9) .
the student. In the first six years of
The National Defense Education Act this program, 8,500 fellowships were
was partly a reaction to Sputnik . The awarded at a total cost of $101 million.g
act provided grants to states for labora The Higher Education Facilities Ac t
_, tory equipment and aids to scienc e
teaching in elementary and secondary of 1963 authorized Federal grants an d
schools . It also provided for college stu - loans to assist in financing the construcdent loans and a graduate fellowshi p tion, rehabilitation, or improvement of
academic and related facilities, Assistprogram.
ance is principally for construction of
Under the student loan program, th e classrooms and laboratories to enlarge
Federal government contributes 90 per- enrollment capacity . For the fiscal year
cent of the funds needed for any insti- 1964 the total authorization for this pro tution of higher education which sets u p gram was $375 million, but no funds
such a program and provides 10 percen t were actually appropriated,"
of the capital required . A ceiling was
provided on the amount of fund s
The President's message on educatio n
granted to any one institution . A student in January, 1965, proposed a substantial
may borrow up to $1,000 in any one year expansion of Federal functions and oband up to $5,000 in total . The loans bear jectives in higher education (as well a s
interest at three percent and are to be in elementary and secondary educarepaid over a ten year period beginning tion), These are suggested by the titl e
7. Statement by Francis Keppel, loc . ctt„ Exhibit 15 (see Table 13, below) ,
8. U, S . Department of Health, Education, and Welfare, 1964 Annual Report, p . 238 .
9. Ibid., p . 268 .
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of the message, "Toward Full Educa_ tional Opportunity ." The aims of the
Administation's proposals in higher
- '-education were set out in-the message as
follows:
- To extend the opportunity for higher
education more broadly among lower
and middle income families .
To help small and less well developed
-colleges improve their programs .
To enrich the library resources of colleges and universities,
To draw upon the unique and invaluable resources of our great universitie s
to deal with national problems of pov:erty and community development.
Under the Higher Education Act of
1965 provision was made for 140,000
scholarships granted on the basis of
need to qualified high school graduates .
It expanded work-study programs and
provided for guaranteed, low-interest
loans to students . Part of the interest
cost of such loans will be paid by the
Federal government . Grants were authorized to smaller institutions to assist
in programs of faculty exchange with
other institutions, special programs for
faculty members, a fellowship program
to encourage graduate students and instructors at larger institutions to augment the teaching resources of smal l
.
colleges . Additional grants were authorizedfor the purchase of books and other
;library materials, to aid in training librarians, and to support university extension programs concentrating on the
problems of the community .
In the Budget for 1967, the Administration proposed a cut-back in use of
Federal funds for higher education
through a shifting of loan programs to
private agencies, 1 '
Scholarship, Loan, and CollegeWork Programs, The essential objective

of the legislation on Federal scholarships for needy students and the studen t
loan and college work-study program s
is "to insure that academically qualified
students in all economic circumstance s
have the means to finance their highe r
education." Mr . Keppel, Commissione r
of Education, noted that the scholarshi p
program is "not aimed at selecting an d
rewarding the most academically gifte d
,but rather at giving a helping hand to
students qualified for a higher education who are members of poor families ."1 1
The size of the scholarships , is related •
to the income and number of dependent s
of low-income families . A low-income
family is one which can make little or
no contribution to the cost of a studen t
attending college . For the fiscal yea r
1966 $70 million was authorized, which
would make possible grants averagin g
about $500 to 140,000 students. As noted
in the following section on state financ ing, this program would serve to fill a
gap left by existing public and privat e
scholarship programs, which for vari ous reasons fail seriously to meet th e
needs of low-income groups.
The act provided for a loan-guaranty
program at low interest rates . The Commissioner of Education would insur e
loans administered by state or non pro fit institutions to students who d o
not have reasonable access to othe r
sources of loans . The Commissione r
would also pay a portion of interest
costs — up to two percentage points ,
Students would be able to borrow up t o
$1,500 annually, with a maximum un paid principal of $9,000 for a graduate
or professional student or $6,000 for
other students . These loans could be
extended for terms up to 15 years wit h
a maximum repayment period of 1 0

10, The Budget o/ the United States Government for the Fiscal Year 1967, p, 131 .
It, Testimony before the Subcommittee on Labor and Welfare, U, S, Senate, March 16, 1965,
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years . The maximum of new guarantees
would be $700 million in fiscal 1966, $ 1
billion in 1967, and $1 .4 billion in the
years 1968-70 .
The 1965 act also extended the student loan program under the National
Defense Education Act through 1975 ,
'and transferred the work-study program
of the Office of Economic Opportunity
to the Office of Education . By contrac t
;between the Commissioner and institutions of higher education the Federa l
government may pay up to 90 percen t
of the compensation of students employed on specified work programs .
The work-study program authorizatio n
for the fiscal year 1966 was $129 million .
This authorization would make possibl e
employment of approximately 300,000
students with average earnings of $50 0
per year.
The idea behind these assorted pro grams is to enable institutions of highe r
education to offer a "package" of aid s
suitable to the needs of individua l
students.
University Extension . The 1965 act
not only embodies a new objective fo r
Federal aid programs, but also a ne w
or enlarged objective for many institutions of higher education . The President's message on education stated ,
The role of the university must exten d
beyond the ordinary extension-typ e
operation . Its research findings an d
talents must be made available to the
community . Faculty must be called
upon for consulting activities . Pilot
projects, seminars, conferences, TV
programs, and task forces drawing o n
many departments of the universit y
. . . all should be brought into play .
The act includes a five-year progra m
to assist in meeting such community
problems as housing, recreation, employment, youth opportunities, and

social work, as well as to assist in th e
expansion of extension courses for non-.. .
degree students .
College Library Assistance . Gran t
programs are established for maintaining and expanding libraries, for training librarians, and for research in
library and information sciences .
Strengthening Developing ~ Institutions. This portion of the new aids is directed particularly at assisting the 1 0
percent of colleges that are not ac credited by the appropriate regional o r
professional association — largely be cause of lack of adequate facilities an d
appropriately trained staff. The act provides for a program for faculty ex changes, special programs to enabl e
faculty members of small colleges t o
renew and extend their knowledge, a
fellowship program to encourage graduate students and instructors in large uniwersities to augment the teaching re sources of small colleges, and the development of joint programs to make mor e
efficient use of available facilities an d
faculty.
The Commissioner of Educatio n
would establish an Advisory Council o n
Developing Institutions which woul d
assist in identifying "developing institutions" and in setting priorities .
Alternatives to Present Program s
It is clear that the Higher Education
Act of 1965 is a collection of aid an d
grant programs tied to quite specifi c
purposes with the major locus of decisions on eligibility left with the Commissioner of Education . In contrast to
the "block grants used in the Unite d
Kingdom,12 such programs leave relatively little discretion to the institution s
themselves, Moreover, the conditions o f
aid could lead to waste where the essen -

12 . These are general purpose grants the use of which is determined by the university with few or no "string s
attached . "

32

