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Slow economic growth in the past several years
has strained the financial resources of many
American families and heightened financial
burdens for families hoping to support their
children’s college education. Real gross domestic
product (GDP) fell by more than 5% during

the Great Recession from the fourth quarter of
2007 to the second quarter of 2009." Economic
growth has returned since then, but annual real
GDP growth was 2.5%, 1.8%, 2.8%, and 1.9%,
respectively, for 2010 through 2013 as compared
with average annual growth of 3.3% for the
decade before the recession.? The economic
slowdown has been widespread, with sharp
increases in unemployment and poverty rates
coupled with sharp decreases in the values of

home and financial assets.®

These economic struggles come at a critical
time for high school students who rely on family
resources to fund large portions of college
expenses. Although federal student loans are
available to help finance college expenses,
there is an expectation that families whose
adjusted gross income is at least $23,000 a
year will contribute to their dependent students’
education.* For the 2011-2012 school year,
parents contributed approximately 37% of the
total cost of college attendance: 28% from parent
income and savings and 9% from parent loans.®
Given that about 87% of high school graduates
aspire to earn a college degree,® many families

are tasked with paying for college.

Finding a way to pay for college is particularly
important, as a college degree has many benefits.”

College graduates have substantially better labor

market outcomes than do high school graduates
with similar backgrounds. Young workers with a
college degree have much lower unemployment
rates than similar workers with only a high school
diploma. In addition, young workers with four-
year degrees earn 60% more than high school
graduates with no postsecondary training, and this

wage gap grows as workers advance in careers.

While the returns to college are substantial,

the economic slowdown could affect college
enrollments in conflicting ways. One possibility

is a decrease in college enrollment or degree
attainment due to lack of funding. Students

who postpone college are less likely to earn a
college diploma. The bulk of college enroliments
have generally occurred in the fall immediately
following high school graduation. About 60% of
high school graduates enter college immediately
following high school, but only 6% of seniors
begin college after taking a year off from school.?
Delayed entrants are less likely to complete
college than are students who immediately enter
college after high school, even after controlling
for the background and achievement scores of
delayed entrants.”®

Alternatively, it is possible that the economic
slowdown may increase college enrollments

as there are fewer other options for unskilled
workers with only a high school degree. For
instance, recent research by Barr and Turner has
shown that for the 18-23 age group, there is a
relationship between unemployment and college
attendance where college attendance increases
as unemployment increases." This is consistent

with research studying prior recessions."

®
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This study focuses on how the economic
downturn has affected the family financial
resources of high school students and

their cost of attending college. The primary
data source is the US Census Bureau's
American Community Survey (ACS) for 2006
through 2012." The ACS provides detailed
annual data on high school students and
their families. We also use information on
student race/ethnicity to assess whether the
economic slowdown had a differential effect
on some groups of students. Alternative
estimates of college tuition costs are drawn
from the US Department of Education’s
Integrated Postsecondary Education Data
System (IPEDS), the College Board, and

the US Bureau of Labor Statistics (BLS)."
Finally, annual college enroliment rates are
drawn from the ACS. This study tracks family
finances and tuition from the period before
the Great Recession through the continuing

economic slowdown in 2012,

The evidence shows substantial declines

in the family resources of high school
students. At the same time, college costs
have risen sharply as state-level funding for
postsecondary education has been adversely
affected by declines in tax revenue during the
slowdown. The declines in college enrollment
have been somewhat modest given the
declines in family resources and increased
college costs. Nonetheless, the adverse
economic conditions have likely dampened
the ability of many students to meet their
college aspirations™ and adversely affected
their long-term labor market prospects.’™

Declining Family Resources such economic considerations affect college

A family's wealth—all of their assets going, either positively or negatively.

including income, home value, and retirement

savings—affects spending in multiple ways. Family Income

The most apparent is that, absent loans, you During the recent economic slowdown, many
families experienced a reduction in income
(see Figure 1). From 2006-2012, average

family income declined by approximately

are limited in spending by what you currently
have, and loans are distributed based on the

recipient’s ability to repay. Wealth also plays

another role in spending. When economic 12%. More significantly, the average family

times are prosperous, people feel like they income for African American and Hispanic
families is almost half that of White and Asian
families from 2006-2012, meaning that such

families have had about half the purchasing

can spend freely. When economic times are
poor or there is greater uncertainty, people

begin to cut back. The uncertainty about the

economy also affects households that are power of White and Asian families before,

just as well off financially as they were before ~ during, and after the economic slowdown.

the recession as they may delay purchases, The average family income for African

choosing to save for precautionary reasons, American students is low enough that many

or be concerned about their relative would qualify for a Pell Grant award to help

purchasing power."” At issue is whether subsidize the tuition cost.”

Figure 1. Trends in High School Students’ Family Income by Race/Ethnicity, 2006-12.
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Source: American Community Survey. Entries are for families with a high school student.
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One contribution to the decline of family Figure 2. Trends in Unemployment of High School Students’ Heads of Household by
income was the increase in unemployment Race/Ethnicity, 2006-12.
among the heads of household for high 12 4
school students (see Figure 2). The
unemployment rate rose from 3.4% in 2006 T 107 e African
to 6.9% in 2010 and remained relatively high _E American
at 5.5% in 2012." African American and E Hispanic
Hispanic families were impacted the most. > Total
Unemployment for African American heads é C\/Sr:ig
of household rose from 6.7% to 9.2%. For &
Hispanic heads of household, it rose from
4% to 6.3%. Unemployment rates for African 0 ‘ ‘ ‘ ‘ ‘ ‘
American and Hispanic households peaked 2006 2007 2008 2009 2010 2011 2012
at 10.2 and 8.5%, respectively, in 2010. Calendar Year

Source: American Community Survey. Entries are for families with a high school student.
Home Value
A home is often a family’s largest asset, Figure 3. Trends in Home Value for High School Students’ Families by Race/Ethnicity,
and home equity loans allow families to 2006-12.
fund college through their home’s equity.?° 550
Home equity loans were extremely popular o 900 7
prior to the recession. Between 2002 and % 450 -
2006, households borrowed about 25 to 30 3 400 -
cents for each incremental dollar increase é 350 - .
in home equity?' The increased home equity 'QE) 300 - Asian
during that time period also had an impact § 950 - —
on college enrollment. In the early 2000s, % 000 - ‘$ I ¥\(/)P1i;|e
increases in home equity were associated T gy o - ..T..I...‘..:..T...‘...‘....‘..I..T..:. Hispanic
with increased college attendance, with the 100 ‘ ‘ ‘ ‘ ‘ ‘ ﬁmgigan
effect more pronounced for families earning 2006 2007 2008 2009 2010 2011 2012
less than $70,000 a year.?? However, home Calendar Year
values declined dramatically after 2006, Source: American Community Survey. Entries are for families with a high school student.

decreasing a family's purchasing power (see

Figure 3). From 2006-2012, home values Figure 4. Trends in Home Ownership for High School Students’ Families by Race/Ethnicity,

) ) 2006-12.
declined by 34.7 percentage points. -
In addition to home values declining, home 80 - S White
ownership has declined (see Figure 4). From ° 75
2006-2012, home ownership decreased by L 70 - “} Asian
6.1 percentage points. Ownership decreased .g’ 65 | Total
by 4.1 percentage points for White families C;) 60 L — .
but declined by larger amounts for Hispanic *qg) sl T TTee=eaool -
and African American families (declines of g ——————— Hispanic
79 percentage points and 5.6 percentage e
pomts’ respecﬁvdy). Thus, for many 45 1 s ﬁmgﬁgan
families—particularly minority families—there 402006 20‘07 2068 20‘09 20‘10 26” 20‘12

was no longer an option of financing college
Calendar Year

through home equity loans. ‘ ‘ ‘ o ‘
Source: American Community Survey. Entries are for families with a high school student.
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Increased College Costs

As family resources have declined, the costs
of college have increased. Table 1 includes
three indicators of inflation-adjusted,
four-year public postsecondary institution
tuition and fees from the 2006-2007 to
2012-2013 school years. The indicators are
IPEDS, the College Board Price Indicator,
and the BLS' US City Average College Tuition
and Fees.? Although each has a slightly
different measure of tuition and fees, they all
indicate an increase in college cost of more
than 20% in real terms since 2006.

The tuition and fee data reflect only the
sticker price that many students do not

pay. However, the College Board also has a
measure of net price that is an estimate of
how much the student pays after receiving
grants and scholarships. The net price also
includes room and board in addition to tuition
and fees.

Rising tuition along with falling family
incomes have substantially increased the
financial burden on families with a student
in college. The net price for a four-year
postsecondary institution increased from
$10,270 in 2006-07 to $12,110 in 2012-13
(an 18% increase). At the same time, average
real income for a family with a high school
student fell from $70,400 to $63,000 (an
11% decline). The net price constituted
about 15% of family income in 2006-07 as
compared with 19% in 2012-13.

African American and Hispanic students
come from families with lower average
incomes than White and Asian students, so
they are eligible for more financial aid and
may face lower net college prices than the
average student. However, family incomes
for these minorities fell much more sharply
than those for others (see Figure 1 on page
2). The data on net price are not delineated
by race/ethnicity, however, so it is unclear
whether increased eligibility for financial aid
was sufficient to offset the declines in family

Table 1. Four-Year Public Tuition and Fees

Year IPEDS College Board BLS Index
2006-07 $6,524 $6,534 1.15
2007-08 $6,687 $6,809 1.22
2008-09 $6,805 $6,865 1.30
2009-10 $7372 $7500 1.38
2010-11 $7714 $8,000 1.45
2011-12 $8,143 $8,372 1.62
2012-13 $8,294 $8,660 1.60
Percent increase 21.3 245 279

Note: Data from IPEDS use average in-state tuition and fees for full-time undergraduates
attending Title IV institutions in the United States and are weighted by estimated fall enroliment
for full-time undergraduates. All figures are adjusted for inflation to 2012 prices.

Figure 5. College Enrollment of 18- to 22-Year-Olds Not in the US Armed Forces.
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Source: American Community Survey. Entries are 18- to 22-year-olds not in the US Armed Forces.

income for some race/ethnic groups more
than others. The evidence does suggest that
many, if not most, families would have much
more difficulty supporting a college student
in 2013 than in 2006. Also, African American
and Hispanic families are likely to feel this
difficulty acutely. The increased college costs
have serious implications for families. Both
the published tuition and fees and the net
price surpass the Stafford Loan limits, which
range from $5,500 to $7,500, depending on

year in school with a total undergraduate limit

of $31,000.2* As demonstrated previously,
families have fewer assets to use for
payment, so many families will need to either
take out higher-interest or private loans or
select a cheaper college.

College Enrollment

Despite the diminishing resources to pay

for college and the increased cost, college
enrollment continued to rise during the Great
Recession (Figure 5).2° Hispanic and African
American students experienced the greatest
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increase between 2006 and 2011 (7.2 and
4.5 percentage points, respectively). The
increase in Hispanic college enroliment is
particularly of interest as Hispanic families
experienced some of the greatest losses of
income (Figure 1) and depreciation of home
values (Figure 3). Even with these increases,
however, college enrollment rates for African
American and Hispanic students remain
substantially below those for Asian and White
students.

Conclusion

Due to the Great Recession, families were in
a much weaker position to finance college.
As family wealth declined, college prices
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