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e first of offers 51 flights a day from Nashvllie and 
plans are in the works for more. “I’m

two or three stops, and lots of peanuts, 
to fly cross-country on the airline. About

and cable TV’s Nashville Network. Tne 
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St Gotti, Success Is Best Revenge
Victoria Victorious
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“...I’m sorry to soy that I Just didn’t loi/e It 
enough to soe It for our list, ’’ — Hyperion

“Overall. I iust wasn’t thrilled by this 
thriller enough to take it pn. ”
— Random House

''ICIORIA

Goff//s a ]iiirA//c/sf's dream, but 
as an editor I didn’t warm up to‘The 
Senator’s daughter.’ ’’—William Morrow

“Obviously, there’s a strong media 
foothold considering the author, but, still, 
one should feel compleiely enthusiastic 
about the book Itself and I’m afraid I don’t 
feel that way."-m

Senator's
lighter

laced with fear. Recalls her agent, Frank 
Weimann: "People kept saying, we dOn’t 
want to do books with those people, or 
what’s going to happen to us if we don’t 
make this book a bestseller?” Some pub­
lishers “thought she wasn’t going to 
have a brain^in her head,” he adds, and, at 
a time when tell-all memoirs are hot 
commodities, others “wanted the inside 
story on her father, or nothing.” Ms. Gotti 
has declined to discuss-pr write about- 
her father’s alleged mob ties.

Her novel is a fictional account of 
the murder of a union Strongman and its 
impact on the life of Taylor Brcibke, a

beautiful young attorney assigned to de­
fend the black youth accused of the mur­
der. Forge, a tiny imprint of Tom Doherty 
Associates Inc., finally bought the manu­
script late in 1995 for a tidy advance of 
S70,000 and gave it a respectable 50,000- 
copy first printing.

So Ms. Gotti has become a minor 
celebrity in, her own right -r and nothing 
these days sells better than celebrity. “The 
Senator’s Daughter” has landed on a num­
ber of best-seller lists: No. 10 on News- 
day’^ fiction: list and No. ^1: oti the list 
compilk by national distributor Ingram 
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with a surprise ruling that cable operators 
can’t push broadcasting stations off their 
systems regardless of how few viewers the 
stations bring in. The ruling had the effect 
of guaranteeing Mr. Paxson a treasured 
slot on cable boxes reaching two-thirds of 
the households in 
America.

“When that rul­
ing came in, I 
cried,” says Mr.
Paxson. “Twenty- 
five minutes later, ' 
everybody in my of-
fice was drinking 
champa^e, and by 
11:30,1 had a hang­
over.” ■

Mr. Paxson has 
been a minor- 
league player in TV 
for decades. A bom-

iiyr
Lowell Paxson

again Christian, he is a backer of Chris­
tian Network Inc., a small cable channel 
that scrolls Bible verses down the screen as 
inspirational music plays. In the 1970s, he 
helped launch. Home Shopping Network 
Inc., which in its early days peddled can 
openers on the radio. Before he sold his 
stake for about '$70 million in 1992, one of 
his partners at the network became the 
focus of investigations into alleged secret 
deals with suppliers and hush-money pay­
ments. No charges were ever leveled 
against Mr. Paxson.

/ /

His current empire was built by buying 
up UHF stations on the cheap and running 
them with a tiny staff that broadcasts 
infomercials produced by others who pay 
for them to be aired. Sales in 1996 totaled 
$144.5 million, up 67% a year earlier.

The wooing of Mr. Paxson illustrates 
how tough the television business has 
become. On the one hand, the crunch 
for channels has meant that established 
brands have had to fight to get on the tube. 
At Westlnghouse Electric Co.’s CBS, for 
instance, the network’s cable upstart, Eye 
on People, has struggled to get onto 
cable systems in many of the country’s 
biggest markets despite the CBS brand 
name and a news-magazine format that 
has been praised by many critics.

“The, name of the game is signing up 
distribution,” says Vinton A.G. Vickers, a 
broadcasting analyst at Furman Selz in 
New York. “There are only so many 
slots.”

But as Mr. Paxson has already found, 
simply getting space on the cable box 
doesn’t mean getting viewers. Many 
operators have struggled to find enough 
quality programming to put on their chan­
nels. For example, the country’s newest 
broadcast network start-ups, the UPN and 
WB networks, have faltered in the ratings 
despite decent distribution.

Mr. Paxson says his preference is to do 
a programming deal that will meld his
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Would Tax Plan 

Further Inflate 

College Grades?
By William M. Bulkeley

staff Reporter 6/The Wall Street Journal
If President Clinton gets his way, 

next year’s tax season could bring a bit of 
relief to middle-class families coping with 
crushing college bills.

But the proposed $1,500 tax credit 
for parents of college freshmen and sopho­
mores would be contingent on grades: 
Students would have to have a B-minus 
average to be eligible. And that provision 
is stirring surprising concern in higher-ed­
ucation circles.

“I suspect it would be the end of 
any effort to control ^ade inflation,” says 
Thomas Bickel, registrar of Dartmouth 
College in Hanover, N.H.

Though tying financial aid to academic 
achievement is hardly new, colleges are 
accustomed to setting their own rules. 
Most insist that scholarship students, re­
main “in good standing,” and that means 
different things on different campuses. If 
the Clinton plan is approved by Congress, 
it could pressure professors to raise grades 
in certain circumstances, administrators 
fear. And if so, it would further muddy 
what has already become a very muddy 
situation.

Hardly anyone disputes that overall 
grades have drifted up since the 1960s. In a 
national survey of college students, Arthur 
Levine, now president of Teachers College 
at Columbia University, found that 26% 
reported better than A-minus averages in 
1993, compared with 7% in 1969. Averages 
of C or below fell to 9% from 25%. Under­
graduate grades have become so suspect 
that graduate schools now give more 
weight to applicants’ standardized-test 
scores and personal recommendations.

Thus, a growing number of colleges 
are trying to shore up the integrity of their 
marking systems. Dartmouth last year 
revamped its transcripts to inform pro­
spective employers or graduate schools 
about how a student’s grade in a given 
course compares with the course average.

Last year, Stanford University reinsti­
tuted the F for the first time in 25 
years. And schools from the University of 
Minnesota to Mount Holyoke College in 
South Hadley, Mass., have added pluses 
and minuses to their letter-grade system, 
on the theory that more precision will slow 
the upward creep in marks.

But the Clinton plan’s financial incen­
tive, affecting millions of college students, 
is likely to set a new floor for grades, 
traditionalists say. If you’re worried about 
grade inflation, “you ain’t seen nothing 
yet,” warns Dean Whitla, a special con­
sultant to the dean of Harvard College. 
Some professors also fear that tying money 
to good grades will encourage students to 
take easier “gut” courses, and discourage 
them from taking math and science, where 
more students receive C’s and D’s.

Critics point to the precedent of adult- 
education programs where employers link 
tuition reimbursement to employee 
grades. In such cases, teachers say, mar­
ginal students aren’t shy about mentioning 
the financial stakes riding on a low grade. 
Leslie Hitch, director of the Simmons 
College graduate program in communica­
tions in Boston, says she receives such 
requests frequently, but won’t change 
grades under pressure.

Department of Education officials ar­
gue that the Clinton plan could have a 
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Would Tax Credit 

Bring More Inflation 

Of Undergrad Grades?
Continued From Page Bl 

salutary effect on student effort. “Grades 
may go up,” says David Longanecker, 
assistant secretary for postsecondary edu­
cation, “because students will work harder 
and learn more,” to keep the credit.

The president’s plan is modeled after 
the popular HOPE scholarships in Georgia,

' where since 1993, some 80,000 students 
have received scholarships at state schools 
if they keep a B average. While there’s no 
evidence that HOPE has led to grade 
inflation, it seems to have encouraged 
some students to take easier courses, says 
the Department of Education’s Mr. Lon­
ganecker. Georgia school officials, he 
says, “believe they’re seeing some selec­
tivity in curriculum” by students trying to 
boost their averages.

The president’s tax-credit proposal 
would affect families earning less than 
$100,000 a year and 4.2 million students, 
or 29% of the college population, according 
to the Department of Education. The grade 
requirement would apply to only half that 

: number because incoming freshmen would 
get the tax credit automatically.

If Congress approves the tax credit this 
year, it could show up next spring on tax 
returns of parents who pay tuition for the 

. 1997-98 academic year. “We’re pretty opti- 
inistic,” about passage, says the DOE’s 
Mr. Longanecker. “The stars seem to be 
aligning themselves, and education is hot 
right now.” Some Republicans, however, 
have raised concerns that the Clinton 
proposal would increase the federal deficit 

” and encourage colleges to boost tuitions.
If it materializes, the tax credit’s 

effect on campus grading policy could be 
difficult to sort out. One explanation for 
grade inflation is that the most selective 
colleges, at least, are getting better stu­
dents, as measured by average SAT scores 
and class rank. Given the hoops applicants 
must jump through -to gain admission 
today, some argue that their generally 
high grades aren’t surprising. At Harvard, 
the average today is in the B-plus range, up 
from B-minus 25 years ago. Still, registrars 
at even top schools say grades have accel­
erated faster than student talent levels.

Teachers at less prestigious schools 
appear to be more willing to hand out bad 
^ades, partly because they encounter 
more students unprepared-or unwilling- 
to work at the college level. James Ware, 
vice president of Bunker Hill Community 
College in Boston, says “grade inflation 
Isn’t an issue here.” He says the teachers 
will flunk, even though it means students 
lose eligibility for federal Pell Grant aid if 
they aren’t making progress toward a 
degree.

Yet pressure on professors to go easy 
comes from unexpected quarters. With 
most schools reducing required courses, 
teachers are competing to keep classrooms 
full. “You can be a lot more demanding 
and a lot less generous in grading in a 
course that’s required of a major” than in 
an elective, says John Cooper, a Bucknell 
University chemistry professor and critic 
of grade inflation. “There isn’t an honest 
faculty member who will say he isn’t 
influenced,” in grading policy by the de­
sire to attract students.

Moreover, most schools ask students 
for evaluations of their teachers after each 
course. Professors seeking tenure face the 
greatest pressure. “I’ve heard anecdotal 
stories about students warning professors 
’we know you’re up for tenure. If you don’t 
give good grades, you could get trashed in 
the evaluations,’ ” says Dr. Coopef.

At Bucknell, in Lewisburg, Pa., 80% 
of all grades given are A’s and B’s, 
compared to about 50% in the 1960s.

AUTOIMMUNE INC.
' ’ Autoimmune Inc. shares plunged after 
the biopharmaceutical company an­
nounced disappointing clinical results of 
Its mnltinle sclerosis dnie. The I,exineton.
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College
Tuition

There are explanations^ 

but no excuses, 

for spiraling costs

JOAH
BECK

The only student 
demonstration I ever led was 
against my college raising 
tuition by an outrageous ^ 
percent. We lost, of course. But 
the big-time media coverage 
was gratifying. And for a time, 
we even dared to hope we had 
made our point

Tuition jumps have long 
since ceased to be news. They 

now seem as inevitable as taxes, have increased at 
least twice as fast as the cost of living for yean and 
are related more to how much colleges can extort 
from families than to a straightforward accounting 
of costs.

Parents are warned they should start saving for 
their children’s college expenses no later than at 
birth. If they come up short— and it can cost about 
$30,000 for one year at a selective private college— 
they must prove it on intrusive financial aid form* 
that dissect their income and assets. Then they may 
get a financial aid package, perhaps with some 
grant money, but heavy on an array of loans and 
part-time student jobs.

Colleges have become adept at tapping families 
for every dollar they can, even stretching college 
costs over decades — from the years parents are 
supposed to save before their child’s freshman year 
to the decade or so after graduation it takes to pay 
off student and other loans.

Now, President Clinton, trying to make political 
points with parents obsessed and overburdened 
with college costi) i» proposing some relief. His plan 
is a mix of tax breaks and grants that would cost 
taxpayers billions of dollars and, in some ways, 
would make the problem worse;What is suppo^ t6 appeal most to parents is 
what Mr. Clinton calls Hope Scludarships, whidi 
would give parents either a tax credit of $1,SOO a 
year for a child’s first two years in college, provided 
the student maintains a B average and stays off

drugs, or a $10,000 
deduction from taxable 
income. The tax breaks 
would phase out when family 
income is between $50,000 and 
$100,000.

The problems with the plan are 
obvious and were pointed out to Mil .
Clinton before he announced it The 
tax credits aren’t refundable, so the poorer th* 
family and the less income tax it pays, the leas help 
they would be. The new money would reduce the 
amount of aid that students from poor families get 
from Pell grants and other federal sources, 
although the president did propose increasing Pell 
amounts.

But how would the government make sure a 
student isn’t using drugs? Would he have to submit 
urine teat results with his parents^ income tax 
returns? Or would colleges be required to make spot 
drug checks of their Hope Scholarship students? 
Would the requirement that students keep a B 
average lead to even more grade inflation andta 
Internal Revenue Service monitoring of college 
records?

’The biggest catch is that the extra money from 
taxpayers almost certainly wouldn’t end up 
reducing families’ exorbitant costs. Instead, it 
would encourage colleges to raise their tuition even 
higher, knowing there were extra dollars they 
could soak up.

Mr. Clinton’s plan does nothing to get at a basic 
question: Why should the total costt of a year of- 
schooling (nine months or leas in reality) at» 
selective private college be almost as high as the 
median annual household income in the United 
States?

There are plenty of reasons for tke increases in 
college costs. Enrollments grew rqidlyin the 1960s ' 
and 1970s, prompting campus espei^oas,'iMi» 
buildings, more faculty members and ■ 
administrators. Federal funding has slowed I

More..



COLLEGE TUITION, continued..

costs have risen. Security needs have increased. 
Faculty salaries are higher and teaching loads 
lighter. Student recruitment expenses have grown. 
Curriculum choices have expanded. Technology 
costs are soaring. Affirmative action has increased 
the number of students needing financial help.

Those who do pay full price may not realize that 
some of their tuition money goes to provide 
financial aid for other students from less affluent 
or less thrifty families. Every time tuition goes up, 
so must financial aid, until some schools are giving 
monetary help to almost half of their 
undergraduates.

Because they haven’t encountered any 
significant consumer resistance, colleges also 
continue to raise tuition to what they think the 
market will bear, using creative justifications to 
show how urgently all that money is needed. And 
they are getting away with it, as increasing 
numbers of applications for admission show.

Maybe, after all these years and all those tuition 
increases, protesting doesn't seem like such a naive 
idea.

Joan Beck writes for the Chicago Tribune.
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There’s a conspiracy afoot, 

and they’re after your Mds
OLYMPIA - Pick yw 
coo^iracy. Laft-wfaig or 
right-wing. Either way, 
the kids loaa

Take the conserva­
tives. TheyVe been pick­
ing their way, through the 
state schbola budget, 
looking tot; oomsiuBist 

plots. Sure enoogh, tfaejr^e identiEedan evE 
federal cooapiracy-to btainwash tnunrent 
schdokhtldr^

It's caOed Goals 2000. Here's die deal 
The feds oflier grants to sAooldistricU to do 
long-term pianifinfl to imptave student 
learning. This year, 178 school distzicti 
around the state have agipiied far grants, and 
the federal goVerament» eiqaxted to pto- 
vide $16 million in asaiatance.'

That's .002 ef school spendiBg, but ifa 
money dedicated to planni^ '

And everybody knowi that pfenning it 
aodaliam. Siite Sea. Harold' Hochstatief 
ftom Moses Lake rails on the Senate flooi; 
wagging hia finger like an Old Teatament 
prophet and warning ttat "welna getting 
thii^ very wrong when we take this federal 
money."

To whidi Taoqraa Sen. Rosa FYinkln 
responds:. “But this la wr moiuf. Oar tiz 
doOaTs.It'Bftrourchiidren."'

Spokane Sen. Jim West cfaiiaesia: "Bit's 
our money, we shouldn't send it there in the 
first place.... We are a soverevi state. TUs 
is liM a heroin pusher com^ onto the 
schorl grmffldfc”

And then ti* Republican noaiority votes ^ -------------------------
to Just say “no" to $16 rmfikm inJed^ Mssaachnsetta, Minnesota and Califamia.

Weaf 8 home diatricta.
The ^eawiy was the name. If the feds 

had 1776, that would have
been. fine. Bat Gonla 2000 sounds auapi- 
cioiiaiy farward-loolcmg. .

And then, while theyTe at it, senators 
vote to eliminite leaser amouata (g money 
far “complex needs” and "rmgnet schools," 
both ofafakh target low-income or minority 
Idds - amths sipi «g a plot

Not to be (wtdaner fibeial Demoenta 
hareatonapkicy theory of their own - 
charter adiook...

Charter sebods are semi-iadependeat 
schoola set 19 by groups of teacfaeri and 
parents looking far new ami beUer ways to 
edneatekids. Ihey uae public dollars and are 
rec^mredtofailowbaaicnilea - oodiacriini- 
aabtai, no religious or political propa^oda, 
andmfqrth.

_Demo^ hmever, are suspicious of 
anybody who thmks they might have a 
betteridea.&thegaveniflr,the8upi^eii- 
dent of pnbUc insttuctiaa and the teachers' 
union are walking quietly to fend off what 
they see as a rightpwing oonspiracy.

Aa evidence, they dteapaperpresented 
to the Cfaristiai Coalition last year, suggest­
ing thatcfaaitei schools is the way to move 
towinLa "univenwl system of vondien."

AhafWetddyottSo...
Afes.theirtheoiydoesn't stand aerutiiiy. 

Hnndieds d charter schooh ate already 
opentiag .in propeaatve states nch u

Th^ to't push religion, nor politica. Moat 
aie in imer citiea cx on Indiaa reaervsticina. 
Where conventioaal schools have fykvl 
W are started by parents and teachers 
loofang for new energy and better ideas.

Bat the conapiiacy theories persist A 
d|irt«i^lB hfll passed the state Hon« 
^weelt, but only after being watered down 

aww ^ other Democrata. The 
Aate^ » dean Pass a charter-schools bin 
that win not altow any darter schools,

I suppose conspiradee exist. Sinister 
^ art hi antoke^ rooms, amasaing 
a^ of propaganda or hand grenades, 
jdotting bow to infltnte American ihStitu-
tuaj.

is mostly ths atiiff of pujp fiction 
and idaologietl pamphlets - the same 
peo^e ^ beKeve that Pat Bobertaon is 
^ipingotf httle old fediea, or that the tWted
Nations is taking control of our national 
parka.

Thia coimtiy invented public educadim 
aid made e part of our national fabric. 
Today’s schoois have serious problems, 
none more serious than the fact that we 
insist QQ taking (jar deepest dififersoces mto 
ttedasatpoms - ftom school pn^'‘tD 
AIDS, from gun control to censorship.

Let's ghm achoob a break. Goob-2000 
was originally conceived m the Bush adinin- 
istiation. The idea is to help school disfticts 
that wodd fike to do acme long-term'plai­
ning, but can never quite scrape up the 
money. The feds are.offering a little money, 
no rtnnga atfached. No^ has to apply, 
and noMy has to take tlK nxmey.

Chatter schools are one way parents or 
teach« « try something new in public 
schools. They use the same money as 
^ventional ^oob, and they succe^ or 
fad hosed on whether they can persuade 
enough perents that they can do a better job 
of eduerting faeir kidt.

Hbw dingerouabthhd 
It all depends. One dtisen'a good idea is 

another's oonspiracy.

HutAeJmcH’t ceimm Wsdetsdaytm
ehiondpaguefTheTimt..
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Record Type: Record

To: Robert M. Shireman/OMB/EOP
cc:
bcc:
Subject: Re: Education Q&A ^

I am concerned about people talking about the Administration's Pell outyear policy when there is no 
explicit policy. I don't know how Treasury got the $10 billion figure. But in our Budget book. Pell 
outyear BA is inflated by 2.6 percent per year from the 1998 Reuqest level (that means, FY2002 
BA is $8,461 billion).

I have an additional comment for the last bullet for the first question. The bullet reads that: "A 
married couple with $30,000 of income and one child entering college will typically have a 1998 
tax liability around $2,220, A HOPE scholarship could reduce this liability by $1,500."

I find this bullet somewhat misleading. This familiy might choose to apply for HOPE, but not for 
Pell, so that their tax liability could go down by $1,500. But this student would be eligible for a 
Pell grant that is close to or more than $1,500, so that s/he would get very little or no HOPE. It 
seems to me that it is more sensible to talk about tax deduction (and Pell) benefits for this 
particular family.

Robert M. Shireman

Robert M. Shireman
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BY FOCUSSING YOUR EDUCATION PROPOSALS ON THE MIDDLE-CLASS 
DON'T YOU IGNORE THOSE MOST IN NEED?

No, definitely not. Here is why:

o The President's budget includes a $1.7 billion dollar expansion in the Pell Grant 
program in FY 1998 and roughly a $10 billion increase between now and FY 2002. 
This is the largest increase in Pell Grants in two decades.

Eligibility for Pell Grants depends on the need analysis provisions of the Higher 
Education Act, so nearly 90 percent of the proposed increase will go to families 
and independent students with incomes below $30,000. The changes will be 
particularly important for making college affordable to independent students - 
those who have to finance college on their own - by increasing the income 
protection allowance factor used in the need analysis.

o The tax provisions of the President's package are designed to help low and moderate 
income families.

The tuition deduction can be used by the majority of eligible families (the jargon 
is that it is an "above the line" deduction, i.e., taxpayers need not itemize to 
benefit).

The tuition deduction is calculated before the earned income tax credit. Hence, it 
lowers tax liability without affecting the EITC.

Students who pay more in tuition than the maximum Pell Grant for which they 
would be eligible will benefit from both the tuition deduction and thej 

-Pell-Grants. ____ ..
e m

Low and moderate income families with a child entering college who do not 
receive a Pell Grant could have their tax liability sharply reduced by the HOPE 
scholarship.

An independent student with $20,000 of income (too high to be eligible for a Pell 
Grant) will typically have a 1998 tax liability of around $1,950. A HOPE 
scholarship could reduce that tax liability by $1,500.

A married couple with $30,000 of income and one child entering college will 
typically have a 1998 tax liability around $2,220. A HOPE scholarship could 
reduce this liability by $1500.

Office of Tax Policy
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WON'T THE EDUCATION PACKAGE JUST INCREASE TUITION?

No. Here's why:

o There are important, structural factors driving up the cost of education that have 
nothing to do with the effect of policies. Institutions around the country are doing 
everything they can to control tuition costs. In the highly competitive environment of 
American higher education, we think there will be little independent effect of the 
President's proposals on tuition. But let me explain this more precisely:

The HOPE tuition credit is only granted to entering students and to second-year 
students with a B- average or better. Only if the credit were available to all 
students could colleges increase tuition and not have families' out-of-pocket 
expenses go up. Fewer than half of all students would be eligible for HOPE 
scholarships. As a result most institutions will have to be concerned about the 
effect of any tuition increase on other students.

The tuition deduction is available to all eligible families, but every dollar of 
tuition deduction is only worth the marginal tax rate faced by the family, so 
families would end up paying most of any tuition increase out-of-pocket.

- Given that tuition increases would be paid out-of-pocket for most families, 
there will be strong competitive pressure on colleges and universities not to 
raise tuition.

Background

o We cannot,say that the proposal will have no effect on tuition. Two-year institutions 
that currently charge less than $1,500 per year certainly will be tempted. The best 
argument we can make in this case is that even these institutions have many smdents, 
e.g., those enrolled less than half-time in a degree program, who will not be eligible 
for the credit.

- High-tuition institutions may respond by altering their institutional aid 
formulas to try to sop up tax benefits without formally increasing tuition.

When thinking about this question, it's useful to have a sense of why college tuition 
has increased faster than the rate of inflation. The phenomenon is at least partly 
explained by a set of factors that economists call the "Baumol disease" (after the 
economist William Baumol who first wrote about the idea). The idea is that colleges, 
like museums and symphonies, are very labor-intensive organizations, with relatively 
inflexible ways of producing their services (that is, it is hard to substitute machines or 
lower-price labor for professors in a university). As economy-wide productivity



increases, professor's salaries increase. In other sectors, as the price of labor 
increases, firms substitute into capital and other factors of production, mitigating the 
effect of increased labor costs on output prices. But since universities, symphonies, 
museums and the like are less able to substimte other factors of production for labor, 
their prices tend to increase more rapidly than other sectors of the economy.

Office of Tax Policy 
February 24, 1997



JEC Report on HOPE Tax Credit

The Joint Economic Committee released a report last week critical of the HOPE Scholarship tax credit. It 
concludes that: any economic benefits from increased enrollment would be offset by administrative costs; colleges 
may increase tuition; and, financial aid could be better targeted.

The report actually said that while some analysts think there may be a connection between financial aid and tuition 
increases, “[t]here is no conclusive evidence that increased government subsidies mean increased tuition 
rates.” The Administration agrees with this conclusion.

With respect to the need to target assistance on low income students, the Budget provides for the largest increase 
in Pell Grants in 20 years. These grants serve the neediest students, while the tax credit provides much-needed 
relief to middle-income families who are struggling to send their children to college.

On the issue of the administrative burden, the Secretaries of Education and Treasury are working closely with the 
higher education community to keep any administrative burdens to the minimum necessary to assure the integrity 
of the tax system.
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Hope Scholarships: Unfavorable Assessment from the Joint Economic Committee

OlLe.s.ti.oii: Last week {February 18), the Joint Economic Commitiee of the U.S. Congress issued 
a report that was highly critical of the President s higher education tax proposals. JEC called 
Hope Scholarships “a program with significant regulatory burden that does not address 
investment and growth as effectively as would providing opportunities for the more efficient 
private sccloi to allocate resources.” Furthermore, the Committee found that the tax credits and 
deductions could be difficult to administer, may not increase college enrollment as intended, and 
may give smaller cotomnnity colleges and proprietary schools incentives to raise their tuitions. 
How do you respond'^

Answer: Though I would never claim expertise on matters governed by the U.S. Tax Code, it 
seems to me that we in fact encourage certain behaviors and advance societal goals through the 
tax system. For example, family formation is supported by exemptions for dependents and tax 
schedules that generally result in higher tax burdens for individuals than manied couples or 
heads of households. Additionally, we agree with the Senate Icudeishlp that families should 
receive a S50C tax credit for each dependent child. Finally, the tax deduction for mortgage 
interest payments encourages home ownership. Surely, there are dozens of other examples.

We believe that both our citizens and our Nation are well served by encouraging education and 
training beyond high school. Nearly 80 percent of high school graduates from high-iacumc 
families immediately attend college after graduating from high school. Low-income students are 
about half as likely to continue their educations in college. We are proposing significant 
increases in the Pell Grant program to encourage these students to attend college by easing the 
financial burden and, thus, to nairow the gap in college attendance between low- and high- 
incomc students.

Middle-income high school graduates are likewise less likely to attend college immediately after 
high school. Fewer diau 60 percent of these students, who also ty'pically do not receive Pdl 
Grants, continue in college immediately following high school. W^e believe it is important to 
close the college attendance gap between high- and middle-income high school students as well.

In short, we believe our higher education agenda addresses the clearly identified need to close the 

gap in college attendance rates.
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Hope Scholarships; Powerful Incentive for Colleges to Raise Their Tuition Charges

Question: Over the next five years the President’s plan would provide taxpayers with more than 
$36 billion to help them finance their own and their children’s college educations. Whai 
assurances can you provide that colleges, universities and trade schools will not simply raise 
their prices to capture this benefit for themselves?

Answer: Postsecondary education institutions face a number of pressures that should 
keep tuition inflation to a minimum. For example, cuuuiiuniiy college fees arc heavily 
influenced by the community member who takes just one course at a time. These students would 
not be eligible for Hope Scholarships, and even with the aid of the tuition deduction, would be 
sensitive lu ptice iacreascs. Wc also believe that the competition for students among 
postsecondary institutions will make these schools reluctant to Impose higher costs

The possibility for uiition inflation is inherent in many types of student assistance, whether in the 
form of a scholarship or grant program, or in the form of a tax credit or deduction 'A/e^do not 
believe such concern is warranted enough to deter us from seeking to expand the benefits 
Americans have realized from student financial aid, panicularly when the increases and 
decreases in student aid over the past three decades have produced little evidence of a 
rululioriship between federal aid and college tuition levels

In Ocorgia-where the HOPE Scholarship idea began in 1995-tuition at pirblle twu-yeai colleges 
grew by 13 percent between the 1992-3 andtlie 1995-6 academic years, compared to the national 
average of 21 percent. Independent colleges in Georgia report that the availability' of HOPE 
Scholarships has mitigated tuition increases by enabling these institutions to reduce the share of 
tuition revenue that is earmarked for instiniTional financial aid.
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College Cost: Why Have College Costs Increased?

OuesTion'

Why arti college costs Increasing?

Answer

When people think about the cost of higher education, they generally are thinking about the price 
charged by institutians in terms of mitinn and required fees Since 1990. tuition and required fees 
increased by 50 percent at public institutions and by 35 percent at private institutions.

A pan of the increase in cost at public institutions is the reduction in the level of State institutional 
subsidies. Between 1980 and 1094, these subsidizes declined as a percentage of total revenue 
from 44 percent to 33 percent. Over the same period, tuition and fee revenues increase as a 
percentage of total revenue Qom 13 percent to 18.5 percent.

Of course, this trend dees not explain the increases in cost at pnvatc institutions at all, and only 
explains part of the Increase in the cost of public institutions. Besides keeping up with inflation, 
both private and piihic in.stitution.s have needed to provide raises to faculty and staff, and update 
and upgrade facilities and equipment. In addition, private institutions and, to a lesser extent, 
public iiisiituLiuiis, have needed to increase spending on financial aid by charging those who can 
afford to pay so that they can award aid to those who cannot.
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College Cost: Increases Compared to Family Income

Questinn:

Mov- iraich have college costs increased? How does that compare to family income':’

Answer

A family's ability to afford college for its children depends on many factors, including tuition ■ 
levels, availability of financial aid. family income and assets, and family size. Tuition, room and 
board arc a measure of the gross price of college. The average cost for tuition, room, and board 
as a percentage of family income is an indicator, of the afTordability of a college ctlucation.

♦ Between 1980 and 1994, college co.sts (tuition, room, and board) rose rapidly in both 
public and private institutions, but Iticieased more at private colleges than at public 
colleges (71 versus 45 percent m 1995 constant dollars),

♦ Between 1980 and 1994, tuition, room, and board at public institutions increased from 10 
to 14 percent of median family income (for families with children 6 to 17 yeans old). This 
increase was larger for low income families than for high income families -- it increased 
from 16 to 26 percent for families at the 2 5th percentile of family income, compared to an 
increase from 7 to 9 percent for those at the 75th percentile.

♦ Aft.er periods of decline in the 1960s and 1970s, tuition, room, and board at public 
institutions rose to a high of 15 percent of median family income (for all families) in 199j. 
At private institutions, tuition, room, and board as a percentage of median family income 
rose every year between 1979 and 1993, increasing froin 23 to 41 percent.
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College Affordability

Question: Over the last decade, college prices have increased by over 100 percent, 
while family incomes have only gone up by about 40 percent. What steps is the 
Department taking to ensure that a college education remains affordable for American 

families?

Answer: The President and 1 are concerned about the impact of rising coliege costs, 
and we ore committed to making college more aftordahle for all qualified students and 

their families.

The President's 1998 budget includes some S4 billion in new tax benefits to help 
families meet college costs. Including:

• The America’s Hope Scholarship - a tax credit of up to $1,500 to first year 
students and for second-year siuaems wno have anained a "B" aveiaye. and

• The Middle-Class Sill of Rights tax deduction ~ up to $5,000 'increasing to 
$10,000 in 1000), for an unlimited number of school yoars.

The Department’s 1998 budget would make more than $47 biliion in student a'd 
availahle to some 8 million students -the largest amount in nistory. and an increase of 
10 percent over 1997. Our 1998 budget would -

• Raise the Pell Grant maximum award bv S300 (from S2.700 to $3,000.1 to help 
over 4 million students from the lowest-income families.

• Increase the Work-Studv program to help a almost a million needy students 
“earn while tiiey learn", while funding the SCOG and Perkins Loon programs to
support 991.000 and 810.000 students respectively.

• Sueoort bnth th<a PPFl anri nirpr.f I nan nrngrams. which together will provide 
some will provide some $29 billion in new loans in 1998.

• Create a new, merit-based Presidential Honors Scholarship to reward the top 
5 percent of the graduating class of every high school in the Nation-an 
estimated 132.000 students-with $1,000 for the first year of college.
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diversion canal. A further ?939 million will be spent 
this year to end the first phase of the dam’s construc­
tion, with the scheduled closing of the Yangtze River 
in November.

Once completed in 2009, the Three Gorge project is 
targeted to produce the equivalent of one-tenth of 
China's annual electrical power output. □

Tax Policy

Ways-Means Plans Subcommittee Hearings 
On IRS Taxpayer Advocate, Social Security

The House Ways ^d Means Committee’s Subcom­
mittee CO Oversight will hold a hearing Feb. 25 on the 
first annual report of the Internal Revenue Service’s 
taxpayer advocate, the committee said Feb. 18.

In addition, the Subcommittee on Social Security 
will be^ a series of bearings March 6 on the future of 
the Social Security system, the committee said.

the oversight panel’s hearing on the taxpayer advo­
cate is being held “to identify what further legislative 
actions may be appropriate to reduce the burdens 
taxpayers experience in transacting business with the 
IRS,’’ the committee said.

The Taxpayer Bill of Rights 2 statute (PL 104-168), 
enacted in July, elevated the position of IRS taxpayer 
ombudsman, renamed it “taxpayer advocate,’’ and 
required the advocate to report annually to Congress 
on how customer service at IRS needs to be improved.

In announcing the Social Security hearings, the com­
mittee did not say how many would be held, but did 
say the first hearing would focus <« the report of the 
1994-1996 Advisory Council on Social Security.

“We owe it to every American to explore fully 
every possible option to ensure the future of Social 
Security, for this generation and the next,’’ said Rep. 
Jim Bunning (R-Ky), the chairman of the subcommit­
tee. “My aim is for all of us to listen and learn so that 
we can make the right decisions for Social Security’s 
futare.”D

Tax Credits
/ JEC Says Value of Clinton Proposal 
/ For Tuition Tax Credit Is Limited

Enough problems exist with President Clinton’s tu­
ition tax credit proposal that it would likely be only of

limited value in boosting the number of students who 
can afford a college education, according to a report 
released by the Joint Economic Committee Feb. 18.

“In general, the tax credit might well induce some 
new students to enroll, but real economic growth 
seems unlikely, given the potential for high adminis­
trative costs, inefficiencies, and offsetting disincen­
tives,” according to The Administration's Proposal 
for a Tuition Tax Credit A Joint Economic Com­
mittee Report.

Clinton’s fiscal 1998 budget proposal contains a number 
of tax incentives designed for hi^er education. 'The JEC 
report focused on the president’s proposal for a $1,500 tax 
credit that would be available to students in the first year 
of collie. Students would be eligible for an additional 
$1,500 credit in their second year of college if they 
maintained a B average. The credit would be phased oat 
for upper-income taxpayes.

The JK report said one potential problem is that 
the existence of the tax credit could prompt colleges 
and universities to increase tuition.

“TTiere is no conclusive evidence that increased 
government subsidies mean increased tuition rates, 
but a number of analysts see a connection between the 
increase in government subsidies and the increase in 
tuition and fees in recent years.”

That would mean the b^efits the tax credit affords 
to some students would be offset by increased costs 
for everyone, JEC said.

Credit Seen Easier To Apply For
In examining how useful the credit would be for 

low-income taxpayers, the JEC report said its one 
advantage is that it would be easier to apply for than 
other forms of aid. But a major drawback is that a 
low-incMne student who receives the credit would see 
other subsidies reduced, including PeU Grants. ^

Better results might be achieved if Congress did a 
better job of targeting existing subsidies to low-in- / a, 
come students, improved delivery programs for cur- 
rent targeted efforts, or shifted resources into 
primary and secondary school subsidies, the JEC said.
“Those issues need to be reviewed before another 
broad subsidy is created,” according to the report

Another potential problem with the credit is the 
increased administrative and regulatory burdens asso­
ciated with it, JEC said.

“New regulatory, reporting and compliance re­
quirements for taxpayers and schools will broaden the v= > 
powers of the Internal Revenue Service in the field of 
education,” according to the report.

Those burdens stem from the credit’s restric­
tions, such as the requirement to maintain a B 
average, which will “add to complexity and admin­
istrative cost, both for the taxpayer and the gov­
ernment,” JEC said.

Those additional administrative costs would trans­
late into a significant revenue loss to the ’Treasury 
relative to the amount of benefits students are receiv­
ing, according to the report.

“High cost per student suggests a need to look at 
alternative approaches to encouraging low-income en­
rollment such as streamlining the application process

Copyrigm © 1997 by THE BUREAU OF NAT(0NAL AFFAIRS, INC.. Wasr.tngton, O.C. 20037
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or lowering the cost of getting information about 
student aid " JEC said.D

Tax Practice

More Suspensions, Disbarments Expected 
By IRS Practice Unit With Aid From Appeals

The practitioner community can expect to see more 
suspensions or disbarments of its members now that 
the Internal Revenue Service office that oversees 
practice is receiving help from appeals officers to 
resolve cases, the agency's top practice regulator said 
Feb. 18.

Robert Brauer, IRS director of practice, told a 
meeting of the taxation section of the D.C. Bar's Tax 
Audits and Litigatirm Committee that within the past 
couple of years, appeals officers have started helping 
his Washington staff of three attorneys resolve practi­
tioner compliance cases.

There will probably be 50 percent to 75 percent 
more suspensions or disbarments in the future with 
these added resources, Brauer said. Three appeals 
officers from the agency's Philadelphia office and one 
appeals officer from Newark, N.J., now are actively 
involved in cases, be said.

About 400 cases are referred to Braueris unit every 
year, mostly by field agents, revenue officers, and 
criminal investigators, he said. The referrals are 
made out of concern that practitioners violated Orcu- 
lar 2S0, which governs practice before the Service, he 
said.

The referrals do not usually specify which provi­
sions may have been violated, Brauer said, noting that 
“our field folks are not terribly sophisticated with 
regard to provisions of Circular 230.” As a result, 
about ijgO of the referrals are discarded on their face, 
he said.

Tougher Cases

In the other roughly 300 cases a year, the Service 
works out the case, beginning with a letter to the 
practitioner, Brauer said. If a response is not satisfac­
tory, a conference is conducted in which a resolution is 
negot4ted about 90 percent of the Ume, he said. The 
remainmg cas« are worked out in proceedings before 
an adininistrative law judge, who renders an appeala­
ble decision after a hearing, be said.

There now are about 175 suspensions of citified 
public accountants every year, and 25 to 30 disbar­
ments of attorneys, each of which is published in the 
Internal Revenue Bulletin with the name of the practi­
tioner, Brauer said. Suspensicms can last from one or 
two months to several years. Most of the suspensions 
result from failure to file, be said.

The remainder of the cases typicaUy result in no 
action or unpublished reprimands, he said.

IRS pla^ to publish new disciplinary scenarios in 
the Bulletin in April, spelling out situations that would 
violate Circular 230, Brauer said.

Separately, IRS this year also plans to update Circu­
lar 230 after consulting with the American Institute of

Certified Public Accountants and other practitioner 
groups, he said. The American Bar Association has 
called for updating at least one area, dealing with 
solicitations, he noted. □

— By Martha M. Conan

Supreme Court

Justices Reject Equitable Tolling 
Of Limitations Period For Refund Claims

The UB. Supreme Court unanimously ruled Feb. 18 
that the statute of limitations set out in the Internal 
Revenue Code for filing refund claims may not be 
eirtended cm equitable grounds because a taxpayer 
missed a filing deadline due to physical or mental 
Ulness (US. v. Brockamp. US SupCt, No. 95-1225, 
2/18/97).

Writing for the court, Justice Stephen Breyer said 
that the doctrine of equitable tolling does not apply to 
the toe (and related amount) limitations detai ed in 
Section 6511 of the'code for filing tax refund claims.

The court’s decision ended a conflict of opinicm that 
had arisen when the U.S. Court of Appeals for the 
Ninth Circuit decided in favor of equitable tolling in 
the two cases, that the court consolidated for'review. 
Arrayed against the Ninth Circuit on the issue were 
the First, Fourth, Tenth, Eleventh, and Federal 
Qrcuits.

The Clinton administratiirn has proposed as part of 
its fiscal 1998 budget request to permit equitable 
tolling of the statute of limitations for refund claims 
fw the period that a taxpayer is found to be unable to 
manage his or her financial affairs due to a physical 
or mental disability.

Money Had and Received

The two cases present similar circumstances. In 
each case, a taxpayer filed a claim for refund of taxes 
several years after the filing deadline had passed. 
Each taxpayer, however, invoked equity to roll the 
limitaUons period for filing, explaining that he suf-^ 
fered a mental disability (senility in one case and 
alcobolim in the oUier) that prevented him from 
filing his claim on time. In each case, the taxpayer 
argued that Section 6511 contains an implied “equita­
ble tolling” exception. The Ninth Circuit agreed with 
the taxpayer’s argument in each case.

The taxpayers based their cases for equitable toll­
ing on the court's decision in IruHn v. Department of 
Veterans Affairs, 498 U.S. 89 (1990). In that case, the 
court considered the timeliness of an employee’s law­
suit charging his government employer with discrimi­
nation, in violation of Title VII of the Civil Rights Act 
of 1964. Although the plaintiffs complaint was un­
timely, the court nevertheless tolled the limitations 
period. The court declared that the “same rebuttable 
presumption of equitable tolling applicable to suits 
against private defendants should also apply to suits 
against the United States.”

The taxpayers pointed out that principles of equita­
ble tolling would have applied had they sued for
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The Administration's Proposal for a Tuition Tax Credit
Executive Summary

The Administration's proposal for a tuition tax credit does not adhere to the principles of good 
economic design for the tax laws, is of limited value as an incentive for post-secondary enrollment to 
students at the margin, creates minimal stimulus for economic growth, and has the potential for 
producing a heavy regulatory burden and high administrative cost.

:..

The Administration's Proposal for a Tuition Tax Credit
The Clinton Administration has proposed a tax credit for tuition payments as a stimulus for 

investment in human capital and economic growth. This paper presents a review of the efficiency and 
equity issues in the use of the tax law as a vehicle for promoting social goals. It describes the economic 
standards for evaluation of tax law proposals and comments on the tuition tax credit proposal in the 
context of these standards.

The Proposal

On June 4, 1996, the Clinton Administration proposed an income tax credit of $1,500 applicable to 
the cost of the first two years of post-secondary education. The credit could be applied to education or 
training at four-year colleges, community colleges, or proprietary training schools. This amount is set at 
the current average cost of tuition at a commimity college. It would supplement a previous 
Administration proposal for a $10,000 a year tuition tax deduction.

The "Hope Scholarship," as the credit is called, supports the Administration's aimounced goal of 
establishing a universal standard of at least 14 years of schooling. The $1,500 credit for each student 
could be claimed for a taxpayer's education or that of a spouse or dependents. Each student would be 
required to maintain a B-grade average and avoid felony drug offenses. The benefit would be phased out 
for joint filers with adjusted gross incomes between $80,000 and $100,000 and for single taxpayers 
between $50,000 and $70,000 and would be reduced by the amount of any other non-taxable Federal 
education grants received by the student.

To make the proposal deficit-neutral, the Administration raises revenue from a combination of 
actions: decreasing the amount of multinational corporations' export sales income that could be treated 
as being derived from foreign sources; auctioning 25 megahertz of the radio spectrum previously 
reserved for the digital audio radio service; and imposing an international aviation passenger departure 
fee. An additional budget offset is generated by a reduction in the revenue loss from the proposed 
$10,000 educational deduction, reflecting eligible taxpayers' selection of the credit rather than the 
deduction.

The Administration presents the tuition tax credit as a policy for middle-class tax relief which will 
encourage economic growth and provide additional advantages to lower-income students. These students 
would not normally involve themselves in the more complicated process of applying for loans and grants 
or would not be willing to burden themselves with debt. To solve this problem, the tax credit is designed 
to be available to all eligible students: it does not involve the uncertainty associated with applying for
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and awaiting approval of loans and grants. As a credit, it provides a relatively greater subsidy for 
lower-income students per dollar of lost revenue than the Administration's proposed deduction, because 
the poor face lower marginal tax rates. With the deduction, for example, a filer facing a 28 percent 
marginal tax rate and deducting the maximum $10,000 would value the proposed deduction at $2,800, 
while a filer in the 15 percent bracket would receive a benefit of only $1,500 for the same deduction. In 
the case of the credit, all filers who have at least a $1,500 tax liability would value the credit at that 
amount.

The Hope Scholarship as an Economic Proposal

The Administration's proposed tax package of the credit and the deduction is unique in that it marks 
a shift in Federal education policy by making the tax code a major subsidy mechanism. The credit 
proposal in particular is noteworthy because of its implications for Federal regulation of educational aid 
and the creation of new requirements for reporting and compliance for millions of taxpayers. These areas 
until now have been outside the jurisdiction of the Internal Revenue Service.

The broad impact of the tax law makes it necessary for policy makers to consider efficiency, equity, 
and cost in the design of tax policy. Good design will permit the most efficient allocation of society's 
limited resources, establish fairness in the structure of compulsive payments to the government, and 
minimize the resources required to collect revenues and enforce the law. Such standards optimize both 
the economy's rate of growth and individual living standards and permit the greatest freedom of choice. 
Most of the regulatory issues surrounding the tuition tax credit have yet to be addressed in detail, but the 
proposal as it stands can be evaluated conceptually against these standards.

Market Failures, Government Failures and Educational Subsidies

Free markets sometimes fail to incorporate all social costs and benefits. Typically, the market system 
produces the highest standards of living for individuals in society by moving toward a result in which 
each additional resource unit creates the same increase in social benefit in each use. In other words, the 
market tends to equate marginal social benefits to the marginal social costs of moving these resources 
from other uses. If, however, the market decisions of individuals do not consider the additional benefits 
to society which might apply, including faster economic growth and greater political stability, 
governments may intervene to remedy the shortfall. Investment in education is one activity where the 
social gains usually exceed the benefits to the individual decision maker and is one in which a case for 
some government action could be made. The need for government action can also be argued in order to 
correct a bias against human capital investment, because our property rights system does not permit 
contracts allowing a person to sell a claim against his future work effort. There is no way to capture the 
repayment stream if the investor is other than the person in whom the investment is made. Thus, 
compared to investment in physical capital, investment in human capital possibly may be less than 
optimal and in need of supplement.

Though the free-market system does not function perfectly, the possibility of market failure must be 
weighed against that of government failure. Among the sources of government failure are the 
inefficiencies of the bureaucracy and the tendency of the political system to respond to special-interest 
pressures. Complex government programs like the Hope Scholarship are particularly subject to 
inefficiencies and mismanagement. The Federal Family Education Loan Program, for example, with its 
complicated rules applying to millions of students and thousands of schools suffers from managerial 
wea^esses that in 1991 generated $3.6 billion in taxpayer payments on defaulted loans.[j_] Also, in a 
democratic political system, unconstrained legislatures are often more responsive to the pressures 
brought to bear by those receiving concentrated benefits from government action than to the interests of 
taxpayers among whom the costs of such actions are widely dispersed.

Efficiency Considerations

Economists generally accept the market-price mechanism as the most efficient system for controlling 
the economy and believe that it maximizes the welfare of market participants, if left undistorted. The 
first generally accepted goal, therefore, in administering a tax system is to minimize market-price 
distortions. This concept is known as efficiency. It means that the revenue collection system should
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function without changing relative prices among goods, services, and factors of production, so that there 
is no effect on the decisions of individuals about how they consume, work, or invest. An efficient tax 
code would not contain scores of exemptions, credits, deductions, and other exceptions to the basic 
provisions of the code needed for raising revenues, unless there is a clearly identified need.

Tax policy should permit the market system to ensure maximum flexibility for consumers and the 
owners of the factors of production. One test of the efficiency of a proposal is the degree to which 
participants maintain their freedom to choose among options. The tuition tax credit, however, is very 
limited in the way it may be used. For example, the Administration wants it to be available only for the 
first two years of post-secondary education, which limits students and their families in the efficient use 
of financial aid. Likewise, the B-average requirement, which may force students to seek easier academic 
programs, is more limiting than the C-average necessary for graduation. [2] Other limitations apply as 
well.

There is one potentially important way in which the credit may prove to be inefficient as an incentive 
for investment. If the credit were claimed by large numbers of current students, institutions of higher 
education may choose to increase tuition and thereby offset, at least partially, the tax benefits to 
students. There is no conclusive evidence that increased government subsidies mean increased tuition 
rates, but a number of analysts see a connection between the increase in government subsidies and the 
increase in tuition and fees in recent years. For example, the American Council on Education, which 
represents colleges, notes, "College prices have continued to rise because the market has been able to 
bear the increases. Most institutions have been able to raise tuition and still have full classrooms."[3]

The benefits to some students could be offset by the higher tuition rates paid by all. Increases would 
have a disproportionate effect on low-income students because they tend to be less sophisticated with 
respect to the process for obtaining financial aid as an offset to tuition increases. In addition, low-income 
students are subject to the same tendency of students in general to look more at explicit tuition prices as 
the chief factor in their investment decision rather than the net cost calculated with grants, loans, or tax 
relief included. [4]

Another efficiency issue is whether there is need for another broad subsidy to solve the theoretical 
problem of the market's failure to invest sufficiently in human capital. In addressing market failures, it is 
impossible to have a clear measure of the shortfall being addressed, but this should not prevent policy 
m^ers from asking whether the current subsidy level is sufficient in light of alternative social 
requirements. There already exists a considerable higher-education subsidy. Current state-level direct 
subsidies to post-secondary institutions are about $48 billion a year, and the Federal direct subsidy is 
$26 billion. In addition, the Federal government sponsors $32 billion in student aid in the form of 
outright grants, subsidized loans, veterans assistance, and unsubsidized loans-an increase in real terms 
of 68 percent in the last ten years. In fact, subsidies are so substantial that tuition covers less than half of 
college costs on average. Better return on government subsidies may be possible by targeting 
low-income students, shifting resources to primary or secondaty school subsidies, or improving the 
delivery programs for existing targeted subsidy efforts. These issues need to be reviewed before another 
broad subsidy is created.

Equity in the Tax Law

A second goal in the design of tax law is fairness or equity. Generally, as a revenue-raising matter, 
the law should treat all members of the same group equally, with income level being the usual 
determinant for defining groups. "Horizontal" equity refers to the similar treatment of everyone in the 
same income class. In addition, the current U.S. standard is one which also seeks proportional 
sacrifice-that sacrifice should be proportional to income, as with progressive income tax 
schedules-knovm as "vertical" equity.

Equity in revenue collection typically takes a back seat in discussions of tax policies designed to 
address social problems. For instance, the tax credit proposal violates the horizontal equity standard for 
the income group by giving the credit to only a few in the group. The social goal becomes the defining 
measure of fairness. Thus, the equity in a program with social goals must be measured in the context of 
the need for the program. One of the problems generated by growing tuition costs is a disparity between
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the enrollment of high and low-income youth. This indicates that there is a need to address the education 
of the disadvantaged. Compared to the Administration's tax deduction proposal, the tuition tax credit 
does favor those with less income by phasing out the credit for wealthier taxpayers. It is designed, in 
part, to adhere to the principle of vertical equity.

Part of the equity issue facing policy makers in student subsidy design, however, is how well 
low-income families respond to available subsidies. Family income seems to be the key variable in 
predicting whether a young person will make the investment. This may be related to difficulties in 
learning about and applying for educational assistance. Like most students, lower income students 
appear to respond primarily to the gross tuition price without considering possible subsidies. In addition, 
low-income families are less aware of the aid opportunities like Pell Grants for which they would easily 
qualify, and, when faced with aid applications, have problems in understanding the technical language 
used to instruct them in describing their financial assets.

As a subsidy to lower income families, the tax credit proposal has several deficiencies. One problem 
is that the credit would be subtracted from Pell Grants and some other public subsidies. The Pell Grants, 
in particular, are the chief direct grant subsidy for low-income students, and any offsets between these 
two programs greatly reduces the progressivity of the credit proposal. At least one educational expert 
sees the proposal as a "grossly unfair tilting of resources away from students who have the greatest need 
in favor of higher-income families."[5] A second problem arises with the likelihood that low-income 
families will not overcome cultural and administrative hurdles and take advantage of the subsidy. The 
design of the subsidy also needs to address the special needs of low-income families having little 
experience with complex application forms, with a reluctance to be encumbered with debt, and with a 
preference for certainty as to the availability of funds. In this case, the tax credit is easier to apply for 
than most financial aid packages, and it is available to all with tax liability who are eligible, thereby 
increasing the student's ability to rely on the subsidy. The timing of the payment, however, especially a 
credit coming after the tax year, may require the student to secure a loan.

Administrative Costs

Good tax policy design should also minimize the cost of revenue collection; and, if the code is 
employed as a means for executing social policy objectives, movement toward the desired goal should 
also be maximized at the least possible administrative cost. These costs include, on the government side, 
the money spent on administrative staff to ensure enforcement, and, for the taxpayer, the time and effort 
expended to understand the law, to calculate obligations, and to hire any expert advisors.

The restrictions on the use of the credit announced thus far-such as the artificially high minimum 
grade requirement, the applicability of the credit only to the first two years of post-secondary schooling, 
and the prohibition on the subsidy of hobbies-add to complexity and administrative cost, both for the 
taxpayer and the government. For example, because the proposal omits hobbies as a subsidized 
educational pursuit, there will need to be a fairly detailed description of what qualifies as a hobby. 
Eventually the issue of taxpayer intent in selecting specific courses will complicate regulation writing. 
An estimate of administrative cost must await the writing of regulations and guidelines, but concerns 
about further intrusion by the government into academic records is just one example of the types of 
costs, both financial and social, at issue. Treasury officials have apparently expressed concerns over the 
possibility of fraud in the Hope Scholarship program, evidence of the need for considerable regulatory 
effort on their part if the program were enacted. [6] New regulatory, reporting, and compliance 
requirements for taxpayers and schools will broaden the powers of the Internal Revenue Service in the 
field of education.

Revenue Loss

Revenue loss to the Treasury is a measure of alternatives foregone to the policy maker-alternative 
tax reductions or new spending programs-and is a proxy for the real cost of the proposal. The revenue 
loss per new student for the tuition tax credit will be significant, since studies have provided little 
evidence of increased enrollment rates from previous subsidy efforts. Treasury Secretary Rubin has 
objected to the credit proposal on the grounds that the subsidy would only go to students who were 
already planning to enroll.[7] High cost per student suggests a need to look at alternative approaches to
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encouraging low-income enrollment such as streamlining the application process or lowering the cost of 
getting information about student aid.

Economic Growth

Investment in human capital, like investment in physical capital, will increase the productivity of the 
economy, but the success of the tuition tax credit strategy depends on two key assumptions. The first is 
that more students will enroll in post-secondary programs as a result of the subsidy. Studies of 
educational enrollment patterns generally do not provide a clear answer to the question of how subsidies 
affect enrollment, but most evidence finds little support for the notion that subsidies by themselves 
encourage significant numbers of students to enroll. [8] From this perspective alone, the economic 
stimulus may be negligible.

The second assumption is that post-secondary schools will not raise their tuition rates. A tuition 
increase would not only offset some or all of the effects of this subsidy on potential students but also 
discourage currently enrolled students. One perverse result might be that states with community college 
tuition rates below the level of the subsidy will automatically increase rates as a means of extracting an 
indirect subsidy from the Federal government. [9]

Stimulus to economic growth also depends upon how the proposal is financed within the context of 
overall national resource use-that is, consideration of the alternatives foregone. In the case of a tax 
reduction, disincentives are inherent in the fiscal changes planned to "pay" for the tax reduction in a 
deficit-neutral environment. The Administration is proposing $4 billion in revenue increases annually 
from existing and proposed programs to pay for this credit, and, as a general rule, these increases 
themselves usually will have disincentive effects in the markets to which they apply. Among other 
sources, these disincentives could arise as the result of the international aviation departure fee and the 
tax increase for multinational corporations.

In the macroeconomic context, spending levels are a reasonable measure of the total burden of 
government programs on the more efficient private sector of the economy and more relevant to the issue 
of stimulus than revenue levels. Since spending levels are not reduced by this tax credit proposal, it is 
difficult to argue that there is any fiscal stimulus from a purely macroeconomic perspective. Raising 
taxes in another segment of the economy, as this proposal does, or borrowing in capital markets to cover 
revenue losses, does little to stimulate the economy, since the burden on the private sector workhorse is 
not reduced.

In general, the tax credit might well induce some new students to enroll, but real economic growth 
seems unlikely given the potential for high administrative costs, inefficiencies, and offsetting 
disincentives.

Conclusion

The Administration's Hope Scholarship will be a program with a significant regulatory burden that 
does not address investment and growth as effectively as would providing opportunities for the more 
efficient private sector to allocate resources. From the perspective of efficient tax design and productive 
investment, a reasonable alternative would be the removal of the many special provisions in the law 
(which as a group tend to neutralize the advantages sought by the special interests who supported them), 
permitting the increased efficiency and lower costs of a simpler tax code with lower marginal rates 
provide the economic stimulus.

From the education policy side, there should be a targeted assistance program for low-income 
students, with programmatic changes designed to overcome the special hurdles associated with 
understanding existing aid programs. The Congress recently increased Pell Grant funding by $ 1 billion 
to $5.9 billion and raised the work-study appropriation by 35 percent to $830 million. As a complement 
to these initiatives, policy makers should consider ways to overcome the difficulties facing 
disadvantaged fami ies in learning about and applying for student aid. Counseling programs at public 
schools or community-based organizations might serve this need.
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This Joint Economic Committee report was written by Senior Economist Hayden G. Bryan.
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COMPETITION IN HIGHER EDUCATION AND THE ABILITY TO RAISE TUITION

• The market for higher education is extremely competitive. There are 1,500 community 
colleges in the United States, with enrollment of 6 million students. Competition among 
the community colleges, as well as competition with other providers of higher education, 
limits their ability to raise tuition. As Robert Atwell, president of the American Council 
of Education, has stated, colleges “wouldn’t want to drive more students away by raising 
costs.” [New York Times, December 19, 1994]

• Georgia’s experience may illustrate the beneficial effects of competition in limiting any 
price increases from tuition subsidies. Tuition costs in Georgia, home of the Hope 
scholarship program upon which the President’s proposal is based, have risen relatively 
slowly since the program was introduced in 1993. Between the 1992-3 academic year 
and the 1995-6 academic year, tuition at public 2-year colleges in Georgia rose 13 percent 
“ from $937 to $1,062. In the U.S. as a whole, tuition rose 21 percent ~ from $1,026 to 
$1,245. [Digest of Education Statistics 1996, Table 310.]

• In addition, other types of Federal aid do not seem to have much effect on tuition costs:

- According to data from the College Board and the Department of Education, real 
Federal aid to college students rose 7 percent per year during the 1970's, but real college 
tuition and required fees at public colleges fell slightly (as did real tuition and required 
fees at 2-year public community colleges).

- The pattern was reversed during the 1980's: real Federal aid fell by 1 percent per year, 
while tuition rose by 4 percent per year in real terms (and tuition at 2-year community 
colleges rose by 3 percent per year). So there is no simple connection between tuition 
and Federal aid to higher education.

“ As Robert Atwell, President of the American Council on Education, has stated: “When 
William Bennett was Secretary of Education in the 1980's, he argued that if you raised 
Federal aid to education, tuition would increase, but the evidence of the 1970's and 80's 
demolishes that.”[A^eM' York Times, December 19, 1994]


