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“PAY IT FORWARD” OR “PAY IT YOURSELF”?
SARA GOLDRICK-RAB

The evidence is clear: the current system of financing
postsecondary education in America fails to match the desire
of its people or the needs of this ambitious nation. Growing
demand for the education and training that college provides
has helped propel millions into public institutions providing
postsecondary education, which history predicts would lead to
calls for a greater role in the provision of that education. Yet as
the fraction of adults enrolling in college has increased, college
costs have been transferred from government to individuals. In
particular, many state governments have decreased per-student
appropriations, slashed the fraction of tax revenue devoted
to financing higher education, and done little to contain costs
at public institutions. These moves put today’s students and
many future generations at risk of significant debt that could
compromise their investments in family, education, and work.
In true “perfect storm” fashion, this transfer of responsibility has
accelerated as educational requirements for stable employment
continue to rise, and real family income slides downward.

While many state legislatures are taking very incremental actions
toward change, in a few places political action has been more
dramatic. Most recently, in Oregon the legislature rapidly passed
a bill called Pay It Forward (HB 3472) that aims to “provide
access for all Oregonians to a debt-free degree and protect
funding for public higher education. Specifically, the bill directs
the Higher Education Coordinating Committee to examine
and implement a Pay It Forward pilot program and a tuition
freeze.” Pay It Forward is an income-based repayment plan (or
what some call a “human capital contract”) modeled on similar
efforts in Washington State and California that waives upfront
tuition costs for students, instead requiring students to pay up to
3 percent of their income for 24 years to the state (0.75 percent
for each year of college attended). Its authors, who include a
long-time progressive activist and numerous students intimately
acquainted with the near-impossibility of financing college
today, are remarkable people who should be thanked for trying
to change the status quo.

It is therefore unsurprising that in some states, politically active
members of the both the working and middle-classes are
objecting to the most visible evidence of this crisis: the everincreasing amount of student debt. That debt is accrued even
after many families pay out-of-pocket for a substantial portion
of college costs, not to mention tax payments that go to state
appropriations. Coupled with a weak labor market in which
employment for bachelor’s degree recipients is slacker in some
fields than people might have anticipated, the legitimacy of the
current financing system for higher education is being called into
question.

But the news coverage of the well-intentioned bill has dramatically
overstated its promise, while also revealing a substantial appetite
among some constituencies for rapid solutions to these pressing
problems. Newspapers across the nation—including the New
York Times and the Wall Street Journal—have given it much
attention, and Twitter is bubbling with kudos for the state and its
advocacy community. Yet, for many reasons, I think that this bill
will fail to live up to the high hopes of people advocating for it,
and in the meantime mollify and distract reformers from the hard
work involved in finding a lasting solution. Thus, even though I
think that it is critical to find ways to make college truly affordable
for all Americans, I cannot support Pay It Forward:
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1. It is probably not feasible. The two most
difficult challenges it raises are how to fund the
transition costs and how to collect the levy on
students’ payroll. While proponents in Oregon
suggest that the $9 billion needed to start the
program could be raised through state bonds,
they require voter approval and of course also
must be repaid. Moreover once the money is
distributed, the state must ensure that students
repay. This will require active participation of
the Internal Revenue Service (read: highly
unlikely) or substantial work on the part of the
state.
2. It may reduce student debt slightly, but will
not eliminate it. This “debt-free” plan only
addresses tuition and fees, which amount to
about 40 percent of the costs of attendance in
public higher education. Students often borrow
to cover the remaining costs (room and board,
books, supplies, etc.) or have them covered by
grant funds. While Pell recipients might be able
to forgo borrowing under this new plan, it is
very unlikely that other students will. Moreover,
the plan is for students receiving up to four
years of schooling, yet barely 50 percent of
Oregon students complete a four-year degree
in six years. Thus, it is highly likely that many if
not most students will leave college with loans
in addition to this repayment obligation.
3. It has the potential to exacerbate classbased institutional segregation. A similar effort
pursued at Yale in the 1970s revealed that
wealthy students who achieve high-paying jobs
do not like income-based repayment schemes.
It is unlikely that times have changed, and
wealth-seeking students will have an incentive
to move from flagship public universities over
to the private sector. If this is addressed by
instead, allowing students to opt out and pay
tuition and fees up front, the plan will become
much more costly.

on an apparent willingness among public higher education
institutions to transfer their share to students. In other words,
both schools (public, private, and for-profit) and state legislatures
are complicit in today’s crisis, and their impulses are not curtailed
with Pay It Forward. Instead, the rhetoric of a “debt-free” public
higher education serves to satisfy the left, mute the outcries, and
distract public attention from an apparently popular desire to
broaden access to postsecondary education by making it truly
public.
THE CLAIMS THAT PAY IT FORWARD PROVIDES
“FREE” PUBLIC HIGHER EDUCATION
Before getting into the details of the Oregon bill, let’s review
what the policy framing by the popular press might lead the
public to believe it can accomplish.
1. Pay It Forward brings “tuition-free higher
education,” at least according to Fox News.
2. Pay it Forward provides “free higher education
the right way” according to Matt Bruenig at the
American Prospect, the distinctly other end of
the political spectrum.
What is most important about these statements is that while
neither is factually accurate, both suggest interest in having more
discussion about new ways to bring higher education to more
Americans at a lower price. That’s exciting, and the search for
good ideas is a worthwhile one.
At the same time, it is critical that policy proposals—if they are
to be taken seriously—thoughtfully address both the pragmatic
details involved and the full range of possible consequences.
Unfortunately, the information put forth to date by the plan’s
proponents is short on details and provide little sense of the
potential unintended consequences. Given that, it is remarkable
(and telling) how rapidly they have been advanced and accepted.

These are flaws in the plan’s construction that impede its
workability and effectiveness. But the most important reason to
reject Pay It Forward is that the plan’s approach distracts from
the pursuit of a more effective solution that could benefit all
Americans—not just those living in Oregon—and helps to fuel
an insurgent mantra among critics of higher education who claim
we are over-invested: “Pay It Yourself.”

According to the bill passed by the legislature, Pay It Forward
students would forgo paying tuition up front, and instead would
pay—regardless of whether or not they graduate—a specific
percentage of their earnings (depending on how many years
they attended school) to the state for 24 years. It is clear that the
total amount that most students would pay is greater than if they
had paid tuition and fees up front—presumably a pact that many
students might be willing to make, in exchange for the lowered
payment amounts and longer payment period (a somewhat
similar situation to 30-year fixed mortgages versus shorter-term
adjustable ones). The plan is similar to a financing arrangement
used in at least six countries, including Australia.

Student debt today is high because colleges—both private
and public—are charging students for non-academic activities,
catering to the small number of families who desire an elite social
experience for their children. States have not matched massive
federal investments in student financial aid, instead capitalizing

In other words, Pay It Forward is not “tuition free”—it simply
changes the timing of tuition payments and creates more
differentiation in how much tuition individual students pay. Nor
does Pay It Forward offer “free higher education,” since not only
must students pay the costs of tuition and fees later, but the
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costs of room and board, books, and other expenses (amounting
to 60 percent of the typical college bill) are not covered at all.
THE STATUS QUO: TUITION AND FEES ARE ONLY A
FRACTION OF COSTS
Many Americans might have done a double-take at the last
sentence. Yes, tuition and fees constitute the minority fraction of
the costs of attendance at public universities. Take the University
of Oregon, for example.
Tuition and Fees = $9,830
Room and Board = $10,722
Books and supplies = $1,050
Other expenses = $2,430
TOTAL Cost of Attendance= $24,075
Reasonable people might disagree over who should cover
the costs of room and board for college students, but the
fact remains that they must be covered primarily through
sources other than work if the average student is to succeed in
completing a degree. Undergraduates rarely secure jobs paying
more than minimum wage, and if they are to have time to devote
to studying, they should not work more than 20 hours a week—
and for those with weaker academic skills in need of tutoring,
far less. For students in today’s economically vulnerable families,
who depend more heavily on one another for support, time for
working is increasingly crowded out by the need to care for both
older and younger family members. And summer work is not a
likely option, since many students need to take classes in order
to get hard-to-access courses completed, retake failed courses,
or complete enough credits to finish in four years.
So, given all of those stipulations, let’s assume an undergraduate is
willing and able to work 20 hours a week at minimum wage. After
taxes, the student will earn just under $7,000 a year. Even with
payment of tuition and fees delayed until after graduation, their
wages would only cover about half of their costs of attendance.
The other $7,000 remains: if Pell-eligible, the student may have
that covered with federal aid, but if not, the family either pays
it or borrows it. That’s right: under Pay It Forward, the average
student will still need to work 20 hours a week and pay about
$28,000 (somehow) in order to get a bachelor’s degree—after
which, up to 3 percent (maybe more) of annual income will be
taken by the state for a period of 24 years.
Is this worse than the status quo? Maybe, depending on who you
are and what the actual percentage ends up being (more on that
in the next section). A few facts regarding the policy’s intended
resolution of student debt are necessary to understand why it will
not significantly improve the current situation:
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1. The crisis in student debt is not mainly in the
public sector. The $1 trillion in total debt resides
mainly with two groups of students: poor
students attending for-profit universities, and
those engaged in a long period of education,
including graduate school. Neither of these are
addressed by Pay It Forward.
2. A federal, income-based repayment (IBR)
option already exists and is underutilized. There
are two main issues confronting students in
public universities with debt. First, large numbers
do not finish their degrees, making repayment
much harder. Second, those who graduate
do not opt for the existing income-based
repayment plan, instead paying substantial
amounts of their income over a short period of
time, even when unemployed. This puts them
at risk for delinquency or default. But there
is already a solution: the federal IBR option,
which prevents delinquency or default entirely
by making monthly payments conditional on
income and capping payments at no more than
15 percent of income. The repayment period
is often far shorter than Pay It Forward’s, but
only a small fraction of borrowers has enrolled
in IBR, seemingly because many do not know
about it. Presumably IBR would continue to
exist under Pay It Forward and payments for
the Oregon program would not be counted as
debt (since it is not called a loan). In this case,
students would be enrolled in two “affordable”
repayment plans but have to make debt service
payments approaching or in excess of what
either program considers “affordable.”
3. Private providers already offer very similar
options to students. There are at least two
firms in the private sector that make these
investments in students, but instead of putting
taxpayers on the hook for the risk that students
will not repay, investors can choose to invest
or not invest in a given student based on their
comfort with the likelihood that the student
is a good risk. These firms use variable-rate
rather than flat-rate risk pricing to protect
that investment. It is not clear that a flat-rate
scheme is better for the majority of students,
or good for the state, and I strongly suspect
the rate will therefore climb substantially over
time as problems with the initial calculations are
realized. Consider whether you would support
this plan if the amount that must be repaid
were 5 percent, 10 percent, or even higher?
With this option already available to students
yet not remotely popular, why should the state
get involved?
4. Parents of students in the public sector often
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hold more debt than their students. The amount
students can borrow each year is capped such
that middle-income students rarely borrow
more than $5,000 a year. But parents face
fewer restrictions, opting for the Parent Plus
Loan and private options, financing up to
$15,000 or more a year. The real crisis may lie
with parents affected by debt accrued for their
children—and if anything, Pay It Forward may
most suit their needs by passing more costs to
their children.
The truth is that, despite lofty promises, Pay It Forward has
the potential to do very little if anything about the significant
burdens facing higher education’s key stakeholders.
THE BURDEN ON THE STATE
Income-based repayment programs are difficult to particularly
implement for two reasons. First, they require a great deal of
upfront cash. You cannot loan out money you do not have.
Reports indicate that Oregon must raise at least $9 billion to get
this program started, and yet the proposals provide no indication
of where it might come from. I am told that the likelihood
source is state bonds, which of course require repayment as
well. Perhaps even more importantly, $9 billion is very likely a
significant underestimate of the actual costs. One key issue
is that only about half of entering undergraduates in Oregon
public universities turn into graduates over a six-year period—
so it repayment will be slower to accrue and likely lower than
anticipated. In addition, the projected earnings trajectories by
age on which the repayment calculations are made need to
reflect the demographic at hand—they are based on averages
yet the majority of today’s graduates are women, and they
continue to earn less and take more time off from employment
for childbearing. The less that graduates pay back, the more the
program costs up front. Moreover, I doubt that students will
tolerate such a lengthy repayment period, and if it is shortened,
the costs go up. Thus, if $9 billion is an estimate based on high
four-year graduation rates, uses average earnings rather than
for a predominately female group of students, and assumes a
maximum of 3 percent then it is substantially under-stated.
Sometimes the best intentions go awry, and in this case it is
possible that instead of state bonds, the Oregon Legislature
could opt for a funding source mentioned by advocates in
Washington State: ending need-based financial aid in the form
of grants to low-income students. The consequence? Students
from low-income families would have to pay even more for their
own education. That’s one way of leveling the playing field, but
not one that many progressives would support.
Second, there must be a mechanism for collecting the money
loaned to students. This is an enormous undertaking, and one
far harder to accomplish as an individual state or in a nation
as large as the United States. (Australia—one country where a
similar plan is in effect—is not a reasonable example in this case.)

The challenge of recollection is not a hypothetical, and it is not
a small or inexpensive concern; in fact, an American example
suggests that the wealthiest students will be the ones most likely
to try and abdicate on repayment. In the 1970s, Yale University
instituted a Tuition Postponement Option, developed by Nobel
prize–winning economist James Tobin, designed to “help needy
students afford an Ivy League education in a way that wouldn’t
discourage them from pursuing worthy low-paying careers.”
Similar to Pay It Forward in concept, it effectively backfired, as
students who did well with their Yale education refused to repay,
and bad-mouthed the program. Incredibly, beneficiaries publicly
denigrated it as a terrible financial tool, and drew parallels
between its longevity and the lasting power of some sexually
transmitted diseases! We can expect today’s wealthy alumni to
do the same, and demand an opt-out mechanism, which will
undermine the program’s financial stability if granted.
Certainly, the participation of the Internal Revenue Service
would greatly help this effort, but gaining that participation is no
small feat—and the IRS will have a substantial burden to carry.
THE BURDEN ON STUDENTS
Let’s say the proposal is funded and moves forward. What
next? In terms of consequences for students, the biggest
change is that tuition and fees will be paid post-graduation
(or post-dropout, since despite media reports, all students will
pay, not only graduates) and the amount paid will depend on
one’s income over the next 24 years. There are several possible
positive benefits, including: reducing fears of sticker price among
some students, allowing families to save for a longer period of
time to pay college costs, lessening student debt, and creating
an incentive for students to opt for less lucrative fields for their
jobs and careers or stay home to raise kids.
But these potential benefits are overwhelmingly hypothetical.
Colleges and universities will still have to disclose the remaining
cost of attendance, which will be substantial, so sticker shock will
remain. As noted earlier, most students will still have to borrow
money to pay those costs, or families will have to pay them out of
pocket. Rather than saving for future tuition payments, trends in
family dynamics suggest that parents are just as likely to reduce
their obligation to contribute to their children, since once they
are employed they are “on their own” as adults. In this case, the
share of college costs paid by parents rather than children may
decline. In fact, this seems to be an intention of the plan, as it
proponents are careful to highlight the rising amount of student
debt held by parents. Finally, there is little evidence that incomebased repayment plans succeed at changing occupational
choices—they provide a reward to people who opt for socially
valuable but less lucrative careers, but do not induce them to
choose them over other options.
In addition, many middle-class students who currently pay for
college at least partly out of pocket may pay a larger sum of
money for their tuition and fees under the plan than they do
currently. A graphic in the Wall Street Journal makes this clear:
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while median debt among borrowers hovers around $25,000,
the average student paying it forward will pay an extra $7,400
for the longer repayment period. (Moreover, these numbers
are likely understated since they do not adjust for net present
value.) For students with currently lower-than-average debt
loads and higher than-average earnings, the costs will be higher.
The real beneficiaries might be those students borrowing more
than the average amount to attend college while earning less
than average post-graduation—but this hinges on their ability
to cover their costs of attendance outside of tuition and fees
without borrowing. If they borrow, the apparent benefits of this
plan will be diminished. And if the repayment percentage rises,
and it easily could, this calculus adjusts yet again.
PAY IT FORWARD’S TROJAN HORSE
Oregon is getting a remarkable amount of praise for this plan,
and undoubtedly its legislators are thrilled. The plan calls for
the state to continue to invest in public higher education going
forward, the part of the deal that is arguably most critical. But the
real “pay it forward” in the plan is the goal that today’s students
will create a “stable funding stream” for tomorrow’s students—
relieving the state of the need to do so. Critically, the plan’s
authors call it a plan of “shared responsibility.” Given that they
are students, it is likely that they mean to imply that the state will
do more to participate—but the state in this case may forecast
the opposite—a willingness of students to do even more to pay
for college themselves.
After all, Oregon has taken steps in recent years towards the
privatization of public higher education. The share of general
fund monies going to higher education in Oregon declined from
17 percent in 1997 to 5.8 percent in 2009. It is a laggard, falling
in the bottom 20 percent of appropriations per FTE. Moreover,
Republicans have endeavored to exert less direct financial
oversight and administration of public universities in the state
by altering the governance structure, which could lead to further
cost escalation. But this isn’t unusual these days, as most states
seek to justify their disinvestment in higher education and seek
ways to take it further. What better evidence that the state could
get away with doing even less for students than observing those
same students agreeing to cover the costs themselves, out of
their future income?
Lest this sound overly cynical, consider the case of Virginia, where
the flagship university argued that by doing more itself, state
support would increase. In fact, the more financial independence
the university took on, the less support it got—students and
families pay a larger fraction of college costs in the state than
ever before.
The key here is that the Oregon plan requires students to pay
their future income back to the state for decades to come—but
does not obligate the state to continue its investment. This is
unsurprising, since from their inception by economist Milton
Friedman these “human capital contracts” have treated higher
education as a private good. While the state may not raise the

repayment percentage paid by current students, it can certainly
increase it for future students—and it will have every incentive to,
as long as public objections remain relatively quiet.
In other words, there is a possible dark side of the proposal
getting insufficient attention: some Oregon legislators seeking
to spend less on higher education may be supporting Pay It
Forward in order to simultaneously quell public outrage about
student debt, garnering positive media attention and votes,
while also increasing the fraction of higher education costs paid
by students and families.
REDUCING EDUCATIONAL INEQUALITY, OR
EXACERBATING IT?
There rhetorical approach used to describe Pay It Forward is
notable: it is “not a loan” but rather a “social insurance program.”
Use of that social insurance will purportedly reduce barriers to
college attainment and promote equality. How will this occur?
In fact, Pay It Forward seems most likely to benefit the parents of
students from middle-income families who are currently taking
on PLUS loans that are not subject to income-based repayment
now. If they transfer their current financial contributions (before
loans) to helping their students fund their other costs of
attendance (most likely to help them avoid the need to work)
and they do not offer to contribute to the payments post-college,
then their own borrowing will lessen. But importantly, this will be
achieved by transferring the burden to their children—not by
getting rid of it entirely.
Even more importantly, however, the policy has the potential to
increase the institutional segregation of students based on family
income. Students from wealthy families at public institutions do
not accrue much debt now—they pay out of pocket—and they
could pay more under Pay It Forward. In fact, that is precisely
the intention of the model: as one reporter described it, “Just like
a venture-capital portfolio that earns its profit from a few star
investments, many students would end up underpaying the cost
of their college, subsidized by the school’s star businessmen.”
As illustration, consider that with annual tuition and fees of about
$10,000 they currently pay about $40,000 in tuition and fees for
a bachelor’s degree at public institutions. If they go on to average
$80,000 per year over the next 20 years, they will have paid almost
$48,000—and if they earn more, they will pay more. The value
of paying that money out more slowly over time may convince
them that it is worth remaining in public higher education, but
it is just as likely that they will perceive a disincentive to stay
in a system that capitalizes on their future earnings in this way,
when private institutions offer them the easier option of having
their parents pay now. If the students with the greatest earning
power face incentives to leave the public sector (as suggested
by the Australian experience) the long-term sustainability of Pay
It Forward may also be in question. Worse yet, the model will
likely allow wealthy families to ‘opt out,’ exacerbating the current
situation in which some students graduate with no debt, and
others pay off college for decades.
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Admittedly, many of the concerns raised here are hypothetical
ones. But this proposal is entirely hypothetical. The plan for
a demonstration program is a weak one, since it would be
impossible to extrapolate the findings from an experiment done
with a few universities to implications for either a state-level
or national policy, and it would be unethical and impossible to
properly assess effects using methods like random assignment in
order to get clear evidence of effectiveness.
THE POLITICAL CONSEQUENCES OF PAY IT
FORWARD—PAY IT YOURSELF
It may seem to the reader a bit odd for a scholar like myself, so
concerned with finding ways to make college more affordable, to
argue so strenuously against a seemingly progressive policy. Fully
explaining my reason for engagement requires a brief discussion
of the political economy of “Pay It Forward” plans.
For forty years, a quiet revolution has redefined individual value
as residing in “human capital,” a commodity rather than part of
an integrated society. As such, advocates of higher education
have willingly embraced a narrative that says those who benefit
shall pay. The effect of this model has been an increasing focus
on the wage premiums accruing to college degrees, growing
efforts to document individual-level returns across and among
individuals rather than impacts on society, and the development
of a student loan industry that makes it possible for colleges and
universities to raise costs without losing enrollment.
We have lost sight of two critical things. First, there is a broad
societal function of education: ensuring that our democracy
has informed voters capable of full participation. A focus on
that function means funding public postsecondary education
through taxation, shared progressively across all citizens of a
state. Furthermore, it means constraining those public institutions
from developing elaborating university activities while enjoyable
for participants, putting college beyond financial research for
the general public. A focus on high-quality postsecondary
learning with few extras, no frills, could be provided and publicly
supported with a true social compact, one involving all key
partners, including the federal government. Turning the energy
around this proposal into a constructive plan that moves toward
that goal would be a smart move.
In addition, institutional behaviors matter for the success of their
students. Pay It Forward does nothing to address the numerous
challenges created by the actions of colleges and universities,
including those in the public sector, and even lets states off
the hook for monitoring those behaviors. It is predictable
but unfortunate that the proposal includes no accountability
for either states or higher education institutions. In fact, their
abdication of responsibility for college affordability over the last
forty years is why we are in this mess in the first place.
Unfortunately—and I think unintentionally—Pay It Forward
subscribes to the same old narratives and assumptions of the
current system. Not only is it silent on the matter of college costs

and taxation and does nothing to increase the government role
in shouldering the burden of costs, but the solution it offers is for
students to help themselves. As one of the student authors of
the plan told the New York Times, “When we talked to legislators,
conservatives said it appealed to them because it’s a contract
between the student and the state, so they see it as a transaction,
not as a grant.” That’s partly right—it is a transaction, one that
requires repayment, and most certainly is not a grant. But it is
also not a two-way contract between students and the state,
it is one-way, and largely student to student. Instead of Pay It
Forward, it might be called Pay It Yourself.
The short-term benefits of the plan could be undermined by the
longer-term political consequence of silencing the fire raging
among those seeking a real long-term solution. It is very unlikely
that Pay It Forward will be financially possible, initially or over
the long haul, but it is quite likely that popular appetite for the
program will satisfice enough people to keep them from working
day and night on better solutions.
In other words, my largest concern is that neutering the powerful
voices of middle-class families outraged about skyrocketing
debt and high tuition with a Pay It Forward approach is politically
convenient and could unintentionally cripple real progress toward
real solutions. It conveniently skirts issue of high college costs
by emphasizing the flexible, long-term nature of the repayment
plan, and obscures discussions of rising tuition entirely. In fact,
college graduates will pay under this plan—and they will pay far
too much. Today, investments in postsecondary education are
not private transactions but rather are public ones, and the social
insurance policy we need is one that combines truly free tuition
and fees with need-based financial aid.
This article was originally posted at:
http://tcf.org/work/education/detail/pay-it-forward-or-pay-ityourself/
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