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Section I:

Introduction

Tuition fees at colleges and universities are difficult to interpret because the sticker price often does not
reflect the total dollar amount a student will pay. Scholarships and financial aid lower the student’s
tuition cost along with such factors as the student’s major, level of class instruction, and technology fees.
However, the number of credit hours of instruction the student receives usually determines the bulk of a
student’s tuition bill.

Most public four-year colleges in the United States charge tuition for credit hour instruction in one of
three ways. We call the three tuition models we present in this study the Credit Hour, Unlimited, and
Tuition Band models. Each model offers different benefits and costs. The type of model used impacts stu-
dent behavior, and one can argue that the goal should be to implement the tuition model that provides
optimal graduation rates. At the same time, however, a school must have a tuition model in place that
allows it to cover the costs of educating its students.




Section llI:

Current Status of Higher Education

s of 2014, only 50 of the more than 580 four-year public universities in the United States graduated

majority of full-time students on time.! Nationally, public four-year colleges fail to graduate 42 per-

cent of first-year full-time students within six years.2 Of those that do graduate, 69 percent are burdened

with student debt averaging nearly $29,000.3 While students tend to struggle to make payments on their
loans, universities have encountered a financial battle of their own.

Since the Great Recession, states have made severe cuts to funding for public universities. In the 2014-15
academic year, 47 states provided less funding per student than they did at the start of the Great Recession.4
In turn, public universities have aggressively increased tuition, and looked to out-of-state students to close
the funding gap. For example, Alabama as a state now supplies 37 percent less appropriations for higher
education per student than it did in 2008. In the same period, the University of Alabama, Tuscaloosa has
raised tuition by 44 percent when adjusting for inflation (Figure 1).5

To help combat decreases in state funding, the University of Alabama has increased its percentage of out-
of-state undergraduates from 28 to 54 percent since the start of the recession. By no means is the University

Figure 1: University of Alabama Annual In-State Tuition, 2008-2015
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of Alabama an outlier. In October of 2015, five months after Wisconsin state legislators proposed a $59.8
million state funding cut for the 2015-16 academic year, the University of Wisconsin, Madison lifted its
27.5 percent cap on out-of-state undergraduates.® At the University of South Carolina, the portion of out-
of-state freshmen has nearly doubled since 2000, increasing from 23 to 45 percent.”

As the post-recession era continues, public universities have challenges when it comes to generating
funds. At the same time, aggregate student loan debt in the United States now sits at $1.2 trillion.8 The
motivation of the school and student can contradict each other. Financially, a university has an incentive
in the short-run to encourage students to finish their degrees late. In the long-run, though, better four-year
graduation rates may lead to higher prestige, better quality of incoming students, and more alumni dona-
tions as less graduates are financially strained by loans brought about from additional years of study. Exam-
ining the effects associated with tuition models, in this study we argue that four-year universities should
structure tuition models to incentivize students to enroll in more credit hours than they currently do, thus
leading to improved four-year graduation rates.




Section llI:

Explanation of Tuition Models

A;indicated, the three tuition models this study examines are Credit Hour, Unlimited, and Tuition
and. It is important to note that 120 credit hours is the minimum total needed for a bachelor’s degree
at the majority of colleges and universities in the United States. Therefore, a student must enroll in 15 credit
hours per semester over four years to graduate in the four years customary for the bachelor’s degree.

Credit Hour

The Credit Hour model is simple; a student pays a standard credit hour rate for each additional hour
enrolled. For example, an in-state student enrolled in 12 credit hours at Michigan State University pays
$478 less than an in-state student enrolled in 13 credit hours.? Refer to Table 1 for a full breakdown of
Michigan State tuition by credit hour.

The standard weight for a college course is three credit hours, meaning a typical class at Michigan State
comes with a marginal financial cost of over $1,400 for an in-state student. Charging part-time students
by the credit hour is uniform for nearly all colleges, but most do not continue the method with full-time
students. At the majority of U.S. colleges, students must take 12 credit hours for the college to consider
them full-time.

One might argue that the Credit Hour model makes reasonable sense as the student pays proportionally
for the amount of instruction received. However, under the Credit Hour model, students experience finan-
cial strain with each credit hour consumed. The Credit Hour model weights all credit hours equally, but in
reality, the law of diminishing marginal returns is at play along with other factors.

Table 1: 2015 Fall Semester Tuition at Michigan State University

Credit Hours In-State Out-of-State
12 $5,730 $14,774
13 $6,208 $16,005
14 $6,685 $17,236
15 $7,163 $18,467
16 $7,640 $19,698
17 $8,118 $20,929
18 $8,595 $22,160
19 $9,073 $23,391
20 $9,550 $24,623

Note: Tuition values calculated from values listed on Michigan State’s website.
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In some situations, say large lecture courses, the marginal cost to the school of educating one more stu-
dent is often very low. The instructor is paid the same if 215 are in the class instead of 214. In situations
like these, one could argue that the Unlimited or Tuition Band models discussed below are appropriate if
the goal is to align charges to costs. In other situations, the addition of another student forces the univer-
sity to add more sections of the course, imposing a high cost. The Credit Hour model makes some sense
in this situation.

The 18th credit hour for a student is not the same as the 12th credit hour. Under any tuition model,
additional credit hours come with an opportunity cost, one that consumes time that students may oth-
erwise utilize for more hours of work at a job to help cover their education cost. Under the Credit Hour
model, the opportunity cost encompasses lost wages and the fees associated with additional credit hours
of study.

Likewise, a school with the entirety of its student body enrolled in 18 credit hours must employ more
resources than a school with every one of its students taking 12 credit hours. The cost of having students
take more credit hours is more classrooms, professors, and less individualized instruction, among other
costs. In this sense, universities must carefully monitor tuition prices to ensure proper funding for resources.

A criticism of the Credit Hour model is that it does not incentivize students to enroll in 15 credit hour
course loads and thus discourages them from graduating in four years. For a student that falls behind in
her studies due to a change in major, this can be detrimental. At many Credit Hour universities, students
not only have to factor in the financial cost of more credit hours, but they must consider the probability
that they will drop the class in the middle of the semester. For example, a student attending the University
of Houston — a Credit Hour school — does not receive any money back after withdrawing from a class
unless they decide to do so prior to the end of the third week of the semester.10

There is potential for a student to benefit from the Credit Hour model. If a student anticipates taking
longer than four-years to finish his degree, the Credit Hour model, as opposed to other tuition models, may
save them money in the short-run. For example, Figure 2 shows the cost of a bachelor’s degree by calculat-
ing the financial cost of 120 credit hours at Michigan State University and the University of Michigan, Ann
Arbor based on how many credit hours an in-state student enrolls in per semester.

While an in-state student enrolled in 15 credit hours at the University of Michigan pays about the same
price he would at Michigan State, averaging a lighter or heavier course load changes the financial cost of a
four-year degree. This difference is because the University of Michigan charges a one-time flat-rate for 12
to 18 credit hours. Effectively, students who enroll in 12 credit hours each semester—a rate that projects
them for at minimum a five-year graduation—save more than $15,000 in tuition by attending Michigan
State over the University of Michigan. However, it we should note that studies suggest a fifth year of under-
graduate study costs the average college student over $68,000 when factoring cost of attendance with lost
wages.1! Contrarily, a student averaging 17 credit hours over seven semesters will save $7,000 by attending
the University of Michigan over Michigan State. At both schools, enrolling in 17 credit hours each semes-
ter—an amount pacing the student for graduation in 3.5 years—can save the student $26,000 in cost of
attendance and lost wages.12

Commuter students arguably have the most to gain from the Credit Hour model. Enrolling in larger
course loads can be hard to manage for commuters. Unlike a student living on-campus, a typical commuter
is only on campus for class purposes. Commuters cannot afford to schedule more classes if they come with
long breaks that will keep them stranded on campus. This is especially the case for students who have to
work while in school. However, student-workers can save in the end by graduating in four years as opposed
to five or six.
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Figure 2: In-State Tuition Cost of a Bachelor’s Degree
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There are short-run cost-saving strategies students can utilize under the Credit Hour model that stu-
dents under other tuition models cannot. For example, the University of Colorado, Denver is a Credit
Hour school located in a large city. Over one-fourth of the school’s students are part-time and there is
only dorm capacity for 9% of its full-time students.!4 Less than two-thirds of UC-Denver’s full-time
students enroll in more than 12 credit hours resulting in an abysmal 15% four-year graduation rate.
From this, it seems apparent that many of the students are commuters and the Credit Hour model works
somewhat in their favor, although, lost wages and added years of living expenses while in school must
be considered.

While it is desirable for schools to encourage their students to graduate in four years, it may not be
feasible given some students’ time and financial resources. For these students, the Credit Hour model
may be beneficial.

Unlimited

In contrast to the Credit Hour model, the Unlimited tuition model charges a one-time fixed rate for full-
time students, regardless of how many credit hours they enroll in. The flat rate usually kicks in after 12
credit hours—the standard amount needed for full-time consideration. The foremost benefit is a marginal
financial cost of zero for a student that undertakes a larger course load. Unlike the Credit Hour model,
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Figure 3: University of Oklahoma Annual In-State Tuition by Tuition Model
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under the Unlimited model, a student enrolled in 12 credit hours theoretically pays the same price for
instruction as a student studying 18 credit hours.

A drawback of the Unlimited model is that it may induce students to enroll in a course load larger than
they are capable of handling, which can result in poorer performance. To deter this, schools operating
under the Unlimited model often require permission and GPA minimums for students to enroll in course
loads that approach 18 or 20 credit hours. Another potential negative with the Unlimited model is that it
may not explicitly communicate to the student that they should be enrolled in at least 15 credit hours. The
Unlimited model indicates that a student can take more than twelve credit hours, but not necessarily that
the student should take 15 or more credit hours to ensure on-time graduation.

As the University of Oklahoma did in 2013, when a school changes from a Credit Hour model to an
Unlimited model, the flat tuition rate often resembles the school’s 15 credit hour price under the Credit
Hour model.!> Figure 3 shows the disparity in tuition prices at Oklahoma under the two different tui-
tion models.

A number of graduating seniors were displeased with Oklahoma because they only needed 12 more
credit hours to graduate. To cater to students negatively affected by the tuition model change, the Univer-
sity offered an appeals process for students who did not need 15 credit hours to graduate, or did not have
enough time to enroll in 15 credit hours because of job duties.16

Additionally, the University mandated that if students did not attempt at least 30 credit hours over the
fall and spring semester, they would be able to apply the loss margin of tuition to summer classes, free of
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charge.l” Oklahoma’s unique tuition model incentivizes optimal use of resources as it clarifies to the student
that they are losing value if they do not enroll in at least 15 credit hours per semester, and do not apply the
lost margin tuition credit to a summer session. It should be noted that no other universities operating under
the Unlimited tuition model are known by the authors to practice this type of tuition rebate.

A risk that a college runs under the Unlimited model concerns capacity. If every single student takes, say,
18 or more credit hours, the school may not have the resources to provide every student with what they
need. However, if the school has the resources, the Unlimited model incentivizes students to enroll in as
many credit hours they feel they can handle, because doing so gives the student the most cost-efficient deal.
If classroom seats go otherwise unfilled, and the professor has the ability to take on another student—an
extremely low marginal cost—a university appears most efficient under the Unlimited model.

When a student falls behind in his or her studies, the Unlimited model encourages them to catch up.
Also, the student does not have to worry about financial losses from a dropped class. Students under
the Unlimited model have greater opportunities for electives, minors, and even double-majoring. More
importantly, in situations when classes are offered only once a year, or when the student needs more
classes to fill prerequisites, the Unlimited model gives students an opportunity to stay on a four-year
graduation track. For the university, an Unlimited model can raise school prestige by leading to better
four-year graduation rates.

Tuition Band

The Tuition Band model charges students a fixed tuition price for a certain range of credit hours. Similar
to Unlimited, students do not pay additionally per credit hour after the minimum amount of credit hours
needed for full-time status. However, under the Tuition Band model students are subject to pay the credit
hour rate for classes that exceed the maximum number of credit hours in the range. For example, Ohio
State University operates a Tuition Band schedule of 12 to 18 credit hours. For each credit hour over 18, an
in-state student pays roughly $400 in addition to the fixed tuition amount.18

There are many varieties of the Tuition Band model. The most standard version is 12 to 18, but tuition
bands at public universities in this study differ from 12 to 15 all the way up to 12 to 21. As Figure 4 details,
a school’s credit hour cap has a significant impact on how many credit hours the most intensive students
tend to study in a semester.

One positive aspect of the Tuition Band model is that students are encouraged to take 15 credit hours
because they are not assessed additional fees to do so. However, if the ceiling of the band is too low, say, 16
credit hours, then students are discouraged from enrolling in a course load exceeding the range, even if they
are not on track to graduate on time. Like the Credit Hour model, schools do not typically refund students
if they exceed the cap and then drop the class near the semester midpoint.

Tuition Band caps of 16 or 17 credit hours are arguably poorly conceived because the majority of college
classes are weighed at three credit hours. Thus, there are cases in which students have a higher probability of
enrolling in 18 credit hours than 17 credit hours. There is supporting evidence in our research that suggests
universities intentionally set a low cap to bring in more tuition dollars.! In a way, this method is used to
“tax” students for enrolling in more credit hours than the cap allows. While the added funding is beneficial
to the university, schools with low caps suppress four-year graduation rates.

Like Unlimited models, students enrolled in the minimum credit hour amount—typically 12 credit
hours—are at a loss because they are paying a tuition amount that encompasses more classes than they are

«



DAVID HOLMAN, SAMUEL KISSINGER, ROBERT HAMMER

Figure 4: Full-Time Student Enroliment by Credit Hour at Tuition Band Colleges
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enrolled. In contrast to the Credit Hour model, colleges running the Tuition Band model do not leave tui-
tion dollars on the table when a full-time student takes less than 15 credit hours. As we saw in Figure 2, the
University of Michigan—12 to 18 Tuition Band—gains revenue in the long-run when students enroll in
12 credit hours each semester because additional semesters or years are needed for these types of students
to graduate.

In certain instances, the Tuition Band model generates larger course loads for students than the Unlim-
ited model does. For example, Ohio University exercises a 12 to 20 credit hour Tuition Band. Only one
Unlimited school in the sample has a higher percentage of its students enrolled in more than 18 credit
hours. A credit hour cap signals to the student that not all additional credit hours are “free”. It communi-
cates to the student that he or she should consider taking advantage of the credit hours included in the base
tuition. The Tuition Band model is a hybrid of the Credit Hour and Unlimited model, and the higher the

cap, the more positive effect Tuition Band has on enrollment trends.

®
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Section IV:

Data Collection

169 public universities were asked to provide data. All universities in the study were public and assumed to
be operating on a semester calendar.

Data Requested

* Undergraduate enrollment by credit hour—oO0 to 25 credit hours—for the 2015 fall semester

* Undergraduate enrollment by class standing—FR, SO, JR, SR

Number of degrees awarded each year, 2008-15

* Number of graduates completing two or more majors each year, 2008-15
* Average credits at graduation for each year, 2008-15

* Tuition model operated each year, 2003-16

We received complete responses from 70 public institutions consisting of 1.1 million full-time students
across 30 different states. Aside from data supplied by each school, statistics from the Integrated Postsecond-
ary Education Data System (IPEDS) were also used. The IPEDS data was most recently updated in 2014.
We acknowledge that this presents a compatibility issue because the requested “undergraduate enrollment
by credit hour” used was from 2015. To account for this, we only used percentage data from IPEDS in our
regression models. For this reason, results may have varied had perfect data combinations been utilized.

10



Section V:

Data Analysis

he mean four-year and six-year graduation rates of the schools in the sample were 32 and 57 percent,

respectively. These values closely mirror the national averages, making the sample a fair representation
of American colleges.20 Considering these universities are branded as “four-year institutions,” we focus pri-
marily on four-year graduation rates over six-year rates.

Separating the universities into two categories—Credit Hour and Non-Credit Hour—a significant dif-
ference is evident in four-year graduation rates. We should note that “Non-Credit Hour” refers to schools
with a Tuition Band or Unlimited tuition model. In Figure 5, we see that Credit Hour schools graduate
students at a four-year rate 12 percent lower than Non-Credit Hour institutions.

In Table 2, we note that Credit Hour institutions are less prestigious than Non-Credit Hour institutions,
receive a lower quality of students, and are less efficient at graduating its students.

While Credit Hour colleges generally matriculate lower quality students, it is difficult to account for
ACT score distribution differences in graduation rates. Figure 6 shows the percent of full-time students by
tuition model enrolled in less than 15 credit hours for the 2015 fall semester. The percent of graduates who
take longer than four years is also given.

Figure 5: 2013 Four-Year Graduation Rates
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Table 2: Breakdown of Institutions in Data Sample

Average Four-Year Six-Year
ACT 25th ACT 75th Forbes Graduation  Graduation
Tuition Type Percentile Percentile Ranking Rate Rate
Credit Hour 21 26 491 23% 51%
Unlimited 23 28 400 39% 64%
Tuition Band 21 27 473 34% 57%
Non-Credit Hour 22 27 441 36% 60%

Source: IPEDS and Forbes.

Figure 6: Enrolled in Less than 15 Credit Hours and Late Graduation
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As mentioned in Section I, students must average 15 credit hours over eight semesters in order to grad-
uate within four years. A positive correlation is observed between the percentage of students enrolled in
less than 15 credit hours and the percentage of graduates that take more than four years to complete their
degree. Of the 1.1 million full-time students in the complete sample, 440,000 full-time students were not
enrolled in 15 credit hours or more.

Half of students enrolled in less than 15 credit hours at Credit Hour schools study only 12 credit
hours—the minimum course load to be considered full-time at most colleges in the United States. Figure
7 graphs the percentage of all full-time students enrolled in a minimum course load at both Credit Hour

and Non-Credit Hour schools.

12
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Figure 7: Studying Minimum Course Load
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Econometric Analysis

After adjusting for variables such as school quality, family income?2, and endowment, the analysis shows
that a Credit Hour tuition model lowers a school’s four year graduation rate by 6% (See Table 3).

Table 3: Effect on Four-Year Graduation Rate

Dependent Variable: FourYearGraduation Number of Observations Used: 71

Root MSE 8.07789 R-Square 0.7953
Dependent Mean 31.88732 Adj R-Sqg 0.7796
Variable Parameter Estimate Standard Error t Value Pr> [t
Intercept 45.87112 4.50226 10.19 <.0001
HousingPercent 0.21766 0.07745 2.81 0.0065
CreditHour -5.65172 2.26454 -2.5 0.0151
ForbesAdjustedRank -0.34482 0.09096 -3.79 0.0003
EndowmentPerFTE 0.00011654 0.00002951 3.95 0.0002
PercentPellGrant -0.3062 0.14442 -2.12 0.0378

Source: Authors’ findings.
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Section VI:

Tuition Revenue

ow do universities select their tuition models? One explanation is that certain models generate

more university revenue. Without taking scholarships into account, the total amount of annual
revenue a school generates from tuition can be calculated using enrollment data. The amounts by insti-
tution in our sample vary between $18.2 million at Northwestern State University of Louisiana, all the
way up to $766 million at the University of Michigan. Refer to Table 4 for average annual revenue by
tuition model.

By dividing the total annual revenue—not including summer enrollment—by the total amount of full-
time students, we can observe the average revenue-per-full-time student. The average revenue-per-full-time
student is nearly $2000 greater at Non-Credit Hour schools than at Credit Hour schools. Tuition values
vary greatly depending on the region’s cost of living and school prestige. For example, out of state tuition at
the University of Nebraska is roughly $7500, but Big Ten rivals Indiana University and Purdue University
charge nonresident students $16,000 and $14,000, respectively.23

The difference in revenue-per-full-time student between the tuition models is largely a result of the
higher percentage of students at Credit Hour schools enrolled in 12 credit hours. As mentioned in Section
I1I, Non-Credit Hour schools typically charge a fix-rate tuition fee that corresponds to the cost of 15 credit
hours under a Credit Hour model. With that being said, the Credit Hour model generates more tuition
dollars from students enrolled in more than 15 credit hours. On the flip side, Credit Hour schools lose in
the short-run when students study only 12 credit hours, but if a student stays for a fifth year, the margin
in tuition revenue between Credit Hour and Non-Credit Hour is neutralized. Figure 8 shows the average
in-state tuition cost-per-credit hour for each tuition model.

The cost trends are what one expects to see: a horizontal line for Credit Hour, a linear downward trend
for Unlimited, and a downward trend that starts to level out at about the 18th credit hour for Tuition Band,
which is typically where the range ends. The key observation is that the cost for 12 credit hours is the least
expensive at Credit Hour schools, but if students take more than 15 credit hours, Credit Hour schools
become the most expensive. Given the fact that students are more likely to take only 12 credit hours at

Table 4: Institution Revenue

Average Average Full-Time Revenue-Per-
Tuition Model Annual Revenue Student Body Full-Time Student
Credit Hour $162.7 Million 15450 $10,315
Unlimited $225 Million 17900 $12,125
Tuition Band $229 Million 16450 $12,271
Non-Credit Hour $227.5 Million 17050 $12,213

Source: Authors’ calculations.
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Figure 8: Average In-State Tuition Cost Per Credit Hour
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schools that charge by the credit hour, it is not surprising that Credit Hour schools boast the lowest tuition
revenue per student out of the three models.

Another observation is that the cost-per-credit hour at Unlimited schools is consistently less than the
cost at Tuition Band. The initial hypothesis was that Unlimited schools would charge higher tuition rates
because the potential to enroll in more classes at no extra cost is somewhat infinite, whereas the Tuition
Band model limits students to a range of credit hours.

Regardless of which one costs more, the Tuition Band and Unlimited models create an incentive for
students to take more credit hours per semester because the average cost-per-credit hour under these mod-
els decreases as the student enrolls in more credit hours. This holds true for Tuition Band schools until
they reach the credit hour cap. At Credit Hour schools, the average cost-per-credit hour remains constant,
no matter how many credit hours students enroll in. If the students at Credit Hour schools consistently
enrolled in the necessary amount of credit hours for a four-year graduation, Credit Hour models would
likely mirror the tuition revenue-per-full-time student that the other models generate. However, students
refrain from doing this partially because of the associated cost.
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Section VII:

Student Behavior

tudent enrollment behavior can be analyzed based on the economic costs of each tuition model. Figure

9 shows student distribution based on credit hours enrolled.

Twenty-six percent of full-time students at Credit Hour schools are enrolled in 12 credit hours—the

highest enrollment share for any credit hour total at Credit Hour schools. Non-Credit Hour schools show

a higher average percentage of students enrolled in every credit hour past 14.

Figure 9: Distribution of Students by Credit Hour
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Figure 10: Kent State University Fall enroliment Trends
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Differences in the Tuition Band Schedule

With respect to Tuition Band schools, the data shows that the demand for credit hours past 15 is rather
price elastic. For instance, Kent State operated a 12 to 16 hour tuition model in the 2014-2015 school year.
In the 2015-2016 academic year, the school increased its cap to 18 credit hours. Figure 10 examines the
change’s effect on enrollment.

The increase in the cap hour from 16 to 18 raised enrollment in 17 and 18 credit hours, collectively, by
1,000 students. The effect on credit hour enrollment is evident, despite the tuition model change being
announced to Kent State students over the summer, months after returning students would have registered
course schedules for the coming fall semester. This means that students responded to the price drop in the
cost of the 17th and 18th credit hours and went out of their way to enroll in more classes. In terms of reve-
nue, it appears that Kent State lost approximately $3 million from additional per-credit-hour fees associated
with taking 17 or 18 credit hours.2

There is a trade-off between graduation rates and revenue for public universities. Kent State’s four-year
graduation rate increased by a half percent each year from 2003—24.4 percent—to 2013—32.3 percent—
only to drop to 31.8 percent in 2014.26 In 2012, Kent State changed from an unlimited tuition model to
a 12 to 17 credit hour Tuition Band, and then slashed it to 12 to 16 credit hours for the 2013-14 academic
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Figure 11: Temple University & George Mason University Fall Enroliment Trends
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year. It is likely that the tuition model changes were partially responsible for the drop in four-year gradua-
tion rate.

The results at Kent State are not unique; students are very sensitive to the Tuition Band margins at seem-
ingly every school in the data set. Figure 11 exemplifies how a difference in the credit hour cap between
Temple University and George Mason University affects student enrollment.

Temple University runs under a Tuition Band model that ranges from 12 to 17 credit hours, while
George Mason ranges from 12 to 16 credit hours. Notice the margin between the 16th credit hour and the
18th credit hour in Figure 11. The student behavior is nearly identical from the 14th credit hour on, but
differs vastly at the 17th credit hour, the first credit hour with a fee attached for George Mason, and the
last “free” hour for students at Temple. Number-wise, Temple has four times more students enrolled in 17
credit hours than George Mason does. This sort of comparison is not specific to these two schools.

Grand Valley State University exhibits another significant affect a credit hour cap can have on student
behavior. The Michigan-based university runs under a 12 to 15 credit hour Tuition Band model, and it
has the second highest percentage of full-time students—37 percent—enrolled in 15 credit hours out of
the complete data sample. Furthermore, only 13 percent of the school’s full-time students enroll in more
than 15 credit hours. With some students needing additional hours because of changed majors, it is safe to
say that more than 13 percent of students at Grand Valley State will have to enroll in a larger than average
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Figure 12: Enrolliment in more than 18 Credit Hours
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course load in order to graduate on time. Unfortunately, the current Tuition Band model does not cheaply
accommodate this and many students will presumably take more than four years to graduate. Nevertheless,
52 percent of Grand Valley State’s graduates take more than four years of schooling.2”

Obhio University provides insight into the differences in the Tuition Band models. Ohio is unique in that
it charges its tuition under a flat rate for 12 to 20 credit hours. Although 20 credit hours is a high amount,
Figure 12 shows that Ohio’s students take advantage of the high credit hour ceiling.

Ohio has more students—1138—enrolled in more than 18 credit hours than these other seven well-re-
spected universities, combined—1058. That is particularly impressive in that several of those schools (e.g.
Ohio State, Michigan) have larger enrollments. Of the complete data sample, Ohio touts the largest per-
centage of full-time students enrolled in more than 15 credit hours at 47 percent. Table 5 compares Ohio
and Grand Valley State’s incoming student level and prestige. Figure 13 shows the differences in graduation
rates and Figure 14 depicts the contrasting enrollment trends between the two schools.

Table 5: Grand Valley State vs. Ohio University

School Tuition Model ACT Composite Range Forbes Ranking
Grand Valley State 12to 15 21-26 537
Ohio University 12 to 20 22-26 407

Source: Forbes rankings.
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Figure 13: Grand Valley State & Ohio University Graduation Rates
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Figure 14: Grand Valley State & Ohio University Fall Enroliment Trends
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As seen in Figure 13 and Figure 14, the difference in the credit hour gap affects enrollment trends, and
subsequently lowers four-year graduation rates. Grand Valley State’s four-year graduation rate is 18 percent
lower than Ohio’s, but the school’s six-year rate is just 2 percent shy of Ohio’s 67 percent. Roughly the same
percentage of students are getting to the finish line but students at Ohio are reaching it much sooner.

Successes of the Unlimited Model

There is considerable evidence that students take advantage of the unlimited model.

Table 6 shows the schools with the highest percentage of full-time students enrolled in 18 or more credit
hours. Note that none of them are Credit Hour model schools, and almost all use the Unlimited model or
have a very wide Tuition Band model.

The hypothesis that students at Credit Hour schools have less incentive to enroll in large course loads
also holds true. Table 7 displays the ten schools in the dataset with the highest percentage of full-time stu-
dents enrolled in just 12 credit hours.

Table 6: Percentage of Full-Time Students Enrolled in 18 or More Credit Hours

Rank School Model 18+ Credit Hours
1 Northwestern State University of Louisiana 12+ 20.5%
2 Virginia Polytechnic Institute and State University 12+ 15.0%
3 Ohio University-Main Campus 12t0 20 14.0%
4 University of Kentucky 12+ 14.0%
5 lowa State University 12+ 13.1%
6 Bowling Green State University-Main Campus 12t0 18 11.5%
7 Purdue University-Main Campus 8+ 11.5%
8 North Dakota State University-Main Campus 12+ 11.5%
9 University of North Dakota 12 to 21 11.5%

10 New Mexico State University-Main Campus 15+ 11.2%

Source: Authors’ findings.

Table 7: Percentage of Full-Time Students Taking 12 Credit Hours at All Schools

Rank School Model 12 Credit Hours
1 Metropolitan State University of Denver 12t0 18 41.1%
2 University of Houston Credit Hour 36.5%
3 Weber State University 12t0 18 35.4%
4 University of Colorado Denver Credit Hour 35.2%
5 University of Missouri-Kansas City Credit Hour 33.6%
6 Wichita State University Credit Hour 33.6%
7 Oakland University Credit Hour 33.2%
8 Wayne State University Credit Hour 32.0%
9 Georgia State University Credit Hour 30.8%

10 University of Nevada-Las Vegas Credit Hour 30.5%

Source: Authors’ findings.
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Credit Hour schools make up eight of the ten schools with the highest percentage of students enrolled

in the minimum course load for a full-time student.

Private Schools

We did not intend for private schools to be a focus in the study, but after seeing the enrollment trends
at public schools, we requested enrollment information from roughly 15 private institutions. Six schools

responded to the request with complete data.

Four out of the six private institutions submitting complete data are in the top five for percentage
of full-time students enrolled in 18 credit hours. The sensitivity to the tuition model appears greater
among the private schools, no doubt in large part because tuition fees are much higher on average at

private institutions.

Table 8: Percentage of Full-Time Students Taking 18 Credit Hours—Including

Private Schools
Rank School

Ohio Northern University*

Xavier University*
Case Western Reserve University*

Northwestern State University of Louisiana

Virginia Polytechnic Institute and State University

Bowling Green State University

Indiana State University
lowa State University

10 University of Kentucky

y
2
3
4
5 Dennison University*
6
7
8
9

Model

12t0 19

12to 18
12+

12+
12t0 18

12+
12to0 18

12 to 18
12+

12+

18 Credit Hours

17.6%

14.6%
13.5%

11.4%
11.4%

10.2%
10.2%

9.2%
9.2%

9.0%

* = Private Institution.
Source: Authors’ findings.
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Section VIil:

Conclusion

his investigation confirms the validity of the most fundamental of all economic principles: the Law

of Demand. When the price of something falls, people buy more of it. When the marginal cost to
the student of taking a course falls to zero, many students do it. Thus the abandonment of the Credit
Hour model is accompanied by higher student course loads, and, as a consequence, higher four year
graduation rates.

From a broad societal perspective, allowing students the opportunity to take additional courses for “free”
increases four-year graduation rates, and increases the utilization of productive young human capital. In
many respects, our young people in college are operating below their human capital capacity—the “human
capital utilization rate” is low. Wide Tuition Band or Unlimited tuition fee models are useful in dealing
with this problem. They, of course, are no panacea. If, as students take more hours, the quality of the work
effort associated with each hour of class declines, little gain likely will occur, but we have no evidence that
that is the case. Institutional objectives—maximizing revenue—might conflict with social gains associated
with earlier graduation, but in the long run school reputations are enhanced with high graduation rates—
which also help lower the cost to degree to students, who can more quickly join the labor force and con-
tribute importantly to society. Overall, the wide Tuition Band/Unlimited tuition fee model approach is
highly desirable.
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withdraw/.
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12. Calculated by authors. Source: “Four-Year Myth”, Complete College America, p.6.

13. Tuition prices for lower and upper division courses are averaged. Annual 2.67% increases in tuition at both Mich-
igan and Michigan State are factored in.

14. Calculated by authors. Source: National Center for Education Statistics.
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19. Kent State University switched from an Unlimited model to a 12 to 17 Tuition Band model in 2012, and then
dropped to a 12 to 16 Tuition Band model in 2013.

20. IPEDS reports that the national six-year graduation rate at public four-year universities was 58 percent in 2013.
Complete College America reports that public flagship four-year universities have 36 percent four-year graduation rate
and non-flagship four-year universities have a 19 percent four-year graduation rate.

21. “Percentage of students” only records first-year full-time students.

22. The percentage of a school’s students receiving Pell Grant aid was used to adjust for family income.
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23. Values taken from university webpages.

24. Some schools operating the Credit Hour model slightly decrease the cost-per-credit hour as a student enrolls in
more credit hours. This explains the Credit Hour model’s line trending subtly downward.

25. Calculated by the authors.

26. Kent State historical graduation rates found on university webpage.
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