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Decisions about higher education are

among the most important that young
people make, but many students need
better information if they are to match
their choices to their aspirations.

For the past few decades, it has been widely argued that a college de-
gree is a prerequisite to entering the middle class. On average, col-
lege graduates make significantly more money over their lifetimes
than those with only a high school education.

However, the value of attending a four-year school depends on
many factors, including institution attended, field of study, whether a
student graduates, and postgraduation occupation. Many students—
particularly lower-income students who are not knowledgeable about
higher education—would benefit from more information about
what is available and what they can expect from each of the options.
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Variations in Educational Returns

The so-called return to education refers to the
increase in earnings associated with additional
schooling. The best economic research suggests
that the return is 10 percent to 15 percent per ex-
tra year of education, which translates into hun-
dreds of thousands of dollars over a lifetime for a
four-year degree.!

Knowing that, on average, a college degree is a good invest-
ment can cause students to overlook important differences in what
they can expect from college. The school you choose, what you
major in, the field you work in after graduating—all affect your
likelihood of employment and your future earnings. For example,
psychology majors make only a little more than half of what engi-
neering majors do over a lifetime.?

If you break down what college graduates earn by occupation,
regardless of major, the differences are even more striking. The
earnings premium for college graduates who go into architecture
and engineering is 150 percent higher than the lifetime earnings of
a high school graduate. For college graduates who work in service
jobs, the premium is only about 25 percent.

The major that is chosen also affects the likelihood of finding
a job. Though they don’t get paid as well, education majors have
an easier time finding work than architecture majors, experienc-
ing an unemployment rate of 5.4 percent versus 13.9 percent in
2009-2010.°
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And research has shown an economic benefit to attending a more
selective school, particularly for minority students and students whose
parents have less education.* Public institutions usually offer a higher
return on investment than private ones, mostly because they cost less.’

Comparisons of the returns by highest degree attained include
only people who actually complete college. Students who fail to ob-
tain a degree incur some or all of the costs of a bachelor’s without the
payoff. That has implications for inequalities of income and wealth.
The students least likely to graduate—lower-income students—are
also the most likely to take on debt to finance their education. Fewer
than 60 percent of students entering four-year schools finish within
six years, and among students whose families earn less than $32,000,
fewer than half do.

The more selective the school, the more likely it is to graduate
its students. That is to be expected, but even within selectivity levels,
there are wide differences in graduation rates. Students should look
for a school with a good track record for their ability level.”

The Information Gap
Many low-income students don't realize that no matter how smart
they are, choosing schools beneath their ability makes them less likely
to do well and more likely to drop out.® Finding the right fit is essen-
tial but can be a struggle for poor families overwhelmed by choices.
Recent evidence by Caroline Hoxby of Stanford and Chris-
topher Avery of Harvard shows that most high-achieving, low-
income students never apply to the schools they are qualified to
attend, where they would be eligible for generous financial aid.’
There is clearly room for policies that improve the matching of
students to schools.

Attaching strings to grant aid can
Improve college persistence and
completion.

Solutions may be as simple as providing targeted brochures to
bright low-income students.!® Many such students forgo attending
more selective schools because they are intimidated by high sticker
prices. They frequently underestimate how much aid they are eligi-
ble for and fail to claim the tax incentives that would save money."!
For families not familiar with the process, the financial-aid system is
overwhelmingly complex.

Since 2009, the Obama administration has worked to simplify
the form that families fill out to receive federal aid. It also has cre-
ated a Financial Aid Shopping Sheet—a personalized letter designed
to “help students better understand the type and amount of aid they
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qualify for and easily compare aid packages.
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The new College Scorecard is being developed to increase
transparency in the application process. A prospective student can
type in a college and learn its average net price, graduation rate,
loan default rate, and median borrowed amount. The Department
of Education will soon add information about the earnings of each
school’s graduates. A multidimensional search feature allows users to
find schools by location, size, and degrees and majors offered. The
Student Right to Know Before You Go Act also aims to expand the
data available on costs and benefits of individual schools, as well as
programs and majors.

Many low-income students don't
realize that no matter how smart
they are, choosing schools beneath
their ability makes them less likely
to do well.

Most recently, plans for a rating system to identify which col-
leges offer the best value were announced, with a school’s rating in-
tended to influence the federal dollars it receives. The ratings would
consider the factors included on the College Scorecard, with a par-
ticular emphasis on low-income students. Developing a meaningful
metric of college value won't be easy, but moving beyond the black
box is a good step.

Ultimately, colleges need to improve graduation rates, par-
ticularly for lower-income students, who struggle most. Current-
ly, the country spends over $100 billion on Pell Grants and federal
loans, despite any evidence that the money leads to higher gradua-
tion rates. Research on programs like Georgia's HOPE scholarships
or West Virginias PROMISE scholarships suggests that attaching
strings to grant aid can improve college persistence and completion.

A student with poor grades who is on the fence about enrolling
in a four-year program may find the most bang for the buck in a vo-
cationally oriented associate’s degree or some career-specific techni-
cal training. Indeed, there are well-paid job openings going unfilled
because employers can’t find workers with skills accessible through
training programs, apprenticeships, vocational certification, or as-
sociate’s degrees.

Policymakers should encourage alternatives, focusing on high-
demand occupations and high-growth sectors. If the default for
many lower-achieving students were a career-focused training path
rather than a path that involves dropping out of college, their job
prospects might improve. After all, high schools organized around
an occupational focus in partnership with local employers and col-



leges have been shown to increase wages, hours worked, and em-
ployment stability, particularly for men at high risk of dropping out.

N

Information about the monetary return to education is not a pre-
scription. There are important benefits to certain schools, majors,
and jobs that cant be measured in dollars. But students have the
right to realistic expectations. The decision about what type of post-
secondary education or training to pursue should be an informed
one, based on the attributes of schools and the availability of finan-
cial aid, as well as individual preferences and strengths.
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