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Debt and Taxes:  
Can the Financial Industry  
Save Public Universities?

Privatization Is Now the Problem— 
Not the Solution

What is the crisis in US public universities? 
We are generally told only part of the story: taxpayer funding has 

declined. This is the crisis according to most university leaders. They tell us 
that it is simply “unrealistic” for public universities to rely on state support 
and that tuition must inevitably replace taxation as a revenue source. If the 
state is the problem, then “privatization”—the increased reliance on non-
state funds—is the solution. Those of us who resist it are portrayed as living 
in the past or naive.

There is, however, another part of the story less often told: the ability of 
public colleges to spend so much more depends on their ability to charge 
more; and they can charge more because there has been a long-term tuition 
bubble.1 The price of public higher education has been growing at twice the 
rate of the economy, twice as fast as health insurance, and three to four times 
more quickly than consumer prices in general.2 University leaders were, of 
course, both observers of this bubble and participants in it. They would not 
have privatized so eagerly if they did not see tuition as a faster and surer 
form of enrollment-generated revenue growth than taxpayer funding. From 
their perspective, privatization is not a defensive strategy for revenue replace-
ment but rather an opportunity for aggressive revenue growth they could 
not afford to miss.

Privatization, as conceived by university leaders in the 1990s, was never a 
strategy by which public universities would eventually become private (by 
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being sold, for example, to a nonprofit or for-profit corporation). It was, 
rather, a new and robust model for expanding public universities that lever-
aged the state’s potential willingness to fund additional students by getting all 
students to pay more. Under this model, students would be told that they 
must pay ever-increasing tuition because the state would never pay enough to 
fully fund the enrollment growth necessary to keep their universities public. 
And they would be willing to pay more because they expected prices in 
higher education would continue to rise (sometimes even faster than hous-
ing prices) regardless of their ability to pay.3 It is because of this price bubble 
that public universities could increase enrollments despite diminished state 
support.4

The present crisis in public higher education does not begin and end 
with the loss of state funding; it reflects the fragility, incoherence, and moral 
cynicism of privatization as a scheme for continuing to grow whether state 
funds rise or fall. The scheme was to maximize the total revenues generated 
from students by increasing both enrollments and tuition with no require-
ment or expectation that tuition would cover the resulting decline in state-
funded per student revenues that would result from higher enrollments. 
According to this plan, the budgetary quality of instruction would necessar-
ily deteriorate with enrollment growth even if the public university’s reputa-
tional quality (its brand) survives, perhaps because its total budget is 
growing.5 The gross revenue gains that come from higher enrollments with 
higher fees can then be used to offset the net losses public universities run in 
other areas, such as sponsored research projects, which, according to some 
estimates, cost $1.20 for every $1.00 they bring in.6 The result is that costs in 
universities continue to rise in almost every area except instructional deliv-
ery—which is where administrators know how to economize7—and these 
noninstructional costs are heavily subsidized by high enrollments, especially 
in humanities and social sciences, which “earn” much more in tuition and 
fees than is returned to them in campus budgets.8

But why did public universities think their students would pay more for a 
deteriorating product? Incurring higher costs is a way of getting more reve-
nue only if there is more to be gotten—and normally rising costs for a lower-
quality education would result in falling demand. But universities, both 
public and private, assume that when students buy a degree they are not pay-
ing merely for the cost of an instructional service ; they are also purchasing a 
financial asset—a kind of insurance against a rising income gap between 
graduates and nongraduates. The price of this insurance could increase 
much faster than the rate of inflation and independently of any rise or fall in 
the cost of instruction. As long as the value of the financial asset embedded 
in tuition continued to grow, based on a widening income spread between 
those with college educations and everyone else, public universities could 
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expect to expand their market (enrollment), raise their price (tuition), and 
lower delivery costs.9

My counterintuitive argument is that, contrary to what university lead-
ers tell us, privatization is both a symptom and a driver of the crisis in higher 
education and not the solution. Today’s public universities are selling debt 
(and other financial products) to prospective students on the assumption 
that the income gap between college graduates and nongraduates would 
continue to increase as it did in the 1990s, when all income growth was con-
centrated in the top 20 percent. Public higher education now faces a finan-
cial crisis because the 80/20 gap, which grew during the transition to a 
technology-driven economy, has not increased much over the past decade. 
Meanwhile, a potentially greater income gap has appeared among recent 
college graduates, whose unemployment rate is now approaching the 
national average. Of those who are employed, 50 percent have jobs that do 
not require a college degree and that pay on average 40 percent less than 
jobs requiring a degree.10 Since 1998 almost all US income growth has 
occurred in the top 1 percent. Those incomes are very high indeed, and 
many high earners are college graduates. But paying more for a college 
degree is not a good way of betting against being in the bottom 99 percent 
of earners in a state like California, where 33 percent of high school gradu-
ates qualify for public universities and about 20 percent are expected to 
enroll. It is now the leaders of public universities in states like California 
who are stuck in a past in which the 80/20 income gap mattered and who 
are unwilling to be “realistic” about the future of a failing revenue model, 
privatization.

California is in fact the best example of what was once right about the 
US system of public higher education and what has gone so badly wrong. 
The 1960 California Master Plan for Higher Education tied the growth and 
quality of public universities, especially the University of California (UC), to 
a rising prosperity in which all Californians shared, albeit to different 
degrees. In master-plan California, the higher education represented by UC 
was the name of an aspiration, a desire that was perceived to make the whole 
state better off economically and culturally—and more equal socio-
economically—as the growing supply of educated people reduced income 
inequality. In the heyday of the master plan, Governor Ronald Reagan, who 
rose to office by attacking Berkeley’s student movement, introduced Califor-
nia’s first progressive income tax in order to keep the state’s university sys-
tem tuition free. He understood the master plan, which was created by his 
Democratic predecessor Pat Brown, as a successful compromise between 
class reproduction and class mobility that even Republican taxpayers would 
support at a time (the early 1970s) when California reached its demographic 
peak in the percentage of its population attending public schools (K–16). 
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The art of running a great publicly funded university like UC was to design a 
curriculum in which students study full-time with multiple professors in 
courses of varying size, so that the state funds supplied for growing enroll-
ments could be used to benefit the institution overall. This is how UC was 
once able to get better as it also became larger to meet the demographic 
needs of the state.

For the past decade, UC has been aggressively pursuing revenue growth 
through privatization that has made the university worse by design.11 
Between 1999 and 2004 it increased in-state enrollment by 40 percent. Then, 
between 2004 and 2010, it doubled the tuition it charged those in-state stu-
dents. Because one-third of this tuition increase was “returned” in order to 
“aid” the lowest income students (who were already paying no tuition), the 
net effect of UC’s enrollment growth combined with tuition increases would 
have increased the “unrestricted” (nonstate) income generated from higher 
enrollments by 84 percent, assuming that enrollment growth had stopped 
when tuition growth accelerated after 2004 rather than continuing to rise by 
another 13 percent. UC never had a plan to restore per-student funding to 
the pregrowth level of 1999–2000. By now, that would require in-state tuition 
of more than $25,000, which is more than twice the $12,192 that UC pres-
ently charges. The university’s growth plan was simply to expand while cut-
ting instructional spending—especially on those campuses expected to 
absorb the enrollment growth that taxpayers still expect.

Most of UC’s top administrators probably know that privatization is fail-
ing. Its internal documents no longer assume that students will pile on educa-
tional debt to avoid a lifetime of stagnant earnings as income growth becomes 
limited to an ever-smaller percentage of college graduates. In retrospect, 
privatization now seems like an attempt to leverage taxpayer funding so as to 
benefit from a late twentieth-century pattern of income growth and distribu-
tion that has turned out to be transitional rather than permanent. But public 
universities cannot simply go back to taxpayer funding as though decades of 
excessive debt, including student debt, had not already been incurred by tax-
payers who bought more education, healthcare, and housing than their cur-
rent incomes could sustain. As debt service eats up a growing portion of 
expected future income, many middle-income families who resist higher bor-
rowing are likely to resist higher taxes, especially if they also have to set aside 
more money for defined contribution pensions. Is setting aside hundreds of 
dollars each month to pay off the compound interest on student loans that 
average $24,000 on graduation over fifteen years (or more) a better use of 
that income than earning tax-free compound interest on savings for retire-
ment? It’s not if the incomes of many graduates are likely to be stagnant.

The real crisis in public higher education is not only a crisis in the system of 
taxpayer financing. In failing to admit, or perhaps to understand, the financial 
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model that led them to speculate on a bubble, our public universities have lost 
their way; they are losing public support as a result.

Education Is Both a Public  
and a Private Good

Although public higher education now sells higher fees to students 
as a way to benefit from growing income inequality, this was not always its 
story. Proponents of public universities have always argued that levels of edu-
cational attainment are highly correlated with economic development and 
growth. But during the postwar period (c. 1950–78), it was also common to 
argue that economic growth produces greater income equality, partly through 
the expansion of low-cost public higher education. This view was refined by 
Simon Kuznets, who would later win a Nobel Prize, as an argument that the 
historical correlation between aggregate income growth and income disper-
sion took the shape of an “inverted U.”12 By this he meant that early capitalist 
development tended to deepen income inequality until there was a demo-
cratic reaction that produced the redistributive policies of the welfare state. 
Here, progressive taxation (along with guaranteed pensions and veterans’ 
benefits) reduced income differentials and generated public revenues that 
provided more equal access to economic advantages, like education and 
housing, that would otherwise require increased savings.

California’s postwar boom was a good illustration of the “inverted U.” 
During the 1950s and ’60s the state’s economy was led by unionized defense 
industries with cost-plus federal contracts. Family incomes rose in every quin-
tile, and disparities between rich and poor reached a historic low. Because 
greater income equality was by then considered a normal consequence of 
economic growth in a democracy, high-school educated factory workers 
were willing to be taxed so that their children could go to college for free 
under the 1960 California Master Plan for Higher Education.13

Before the hyperinflation of the 1970s it seemed that with a growing sup-
ply of educated people income gaps would continue to narrow in the state 
and that a better-educated generation would be proud to tax itself progres-
sively to provide similar benefits for the next generation. But income gaps 
began to widen and, as the Cold War wound down, the state’s defense indus-
try ceased to be the leading sector of its economy. California’s transition 
from defense to high technology eventually produced a new pattern of 
income growth during the 1980s and ’90s that transformed its income distri-
bution from one of the most equal in the United States to one of the least 
equal by 2008, when capital markets crashed.

The result was already becoming clear by century’s end. In 2000, Califor-
nia’s legislative analyst, Elizabeth Hill, reported that between 1975 and 1998 
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all income growth in the state went to the top 20 percent of taxpayers; the 
incomes of the bottom 80 percent were stagnant or falling. The principal 
explanation, she said, was an “increase in the economic return to education 
. . . caused by the rapid pace of technological change in recent years.”14 In 
other words, education was a reasonable proxy for being in the 20 percent 
that got ahead because the only industries in which wages were high and ris-
ing tended to hire college graduates.

The surprising news in the legislative analyst’s report was that income 
inequality could increase in periods of economic expansion and not just in 
periods of recession. She was concerned about this trend and thought it 
should be reversed by public policy. But leading figures in public higher 
education, at UC and across the nation, would gradually take a more oppor-
tunistic view. In candid moments they described the postwar link between 
high growth and greater equality that produced the California Master Plan 
as a historical anomaly that could not have continued. Their public stance 
was to extrapolate from the history of California’s economy in the 1980s and 
’90s, projecting a new national future of high growth and high inequality.15 
In 2003, the year before UC fully implemented privatization, US GDP grew 
by 10 percent while median income dropped 4 percent. But despite (or 
maybe because of) this drop, the median household was still willing to bor-
row more: personal debt had risen nationally to 130 percent of personal 
income from less than 80 percent in the late 1990s.16 Greater creditworthi-
ness had become a substitute for higher income—which could itself be lever-
aged to get more credit.17

In the new economic world that UC believed it had entered, capitalism 
was no longer considered the source of income inequality that could be cor-
rected by wider access to education. Now, higher education was itself regarded 
as the principal cause of income inequality in a capitalism that was led by 
intellectual property and driven by finance.18 Universities, both public and 
private, were thus prepared to charge students for at least part of the so-
called “education premium,” which was in California the income spread 
between the top 20 percent and the rest (the 80/20 spread). The greater the 
80/20 spread became, the more people would demand a higher education 
as the only available insurance against being left behind.

As a result of their apparent ability to raise their price while increasing 
demand, public universities were able to sell Wall Street on the idea that 
they were a growth “industry” that could attract taxpayer money without 
depending on it. According to this theory, public higher education has two 
major products: economic growth and greater income inequality. It follows 
that the public should invest in higher education to create growth, but if it 
does not (or even if it does), the price of the “education premium” can be 
charged to the individual as tuition. Viewed as a purely private good, the 
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education premium can be priced independently of any subsidy that comes 
from donor endowments in the case of private universities or from taxpayers 
in the case of public universities.

Privatization Is Not Simply  
Commodification; It Is also Financialization

One frequent criticism of privatizing public universities is that it 
turns public higher education into a mere commodity, or consumer good, 
rather than a public good. This is indeed objectionable to the extent that it 
occurs. It is, however, something that individual instructors have consider-
able power to resist in their teaching practice, and that liberal arts faculties 
are generally expected to resist as part of their university’s self-legitimation as 
the provider of an education and not merely an instructional service.19

A further objection is that public research universities like UC cannot 
commodify the educational component of their public mission and still get 
the revenue growth they expect from higher enrollment. Commodification 
on its own might be expected to drive the tuition of public higher education 
down through cheaper delivery and a glut of graduates on the job market.20 
But the plan of very large public university systems such as UC has been to 
increase enrollments while charging more per student.

Privatization, as a scheme for funding the growth of public universities, 
thus means more than simply commodifying the educational experience. It 
also means financializing the effect of growing income gaps. The core 
assumption of privatization-as-financialization is that rising income inequal-
ity increases the fear of falling behind and thus the willingness of middle-
class students to borrow more. If this reasoning is correct, UC students 
should be indifferent to the choice between paying for the education pre-
mium up front (as equity) or taking on debt—higher tuition would simply 
move some students further up what financial economists call the “efficient 
frontier” between being an investor and being a borrower. This argument 
opens the door to greater convergence in the prices charged by publics and 
comparably ranked privates. 

By following the logic of financialization, UC could theoretically raise 
revenues from enrollment growth for as long as Californians were more will-
ing to incur debt than to pay higher taxes. Planners at UC assumed that Cali-
fornians would do this because borrowing makes them feel richer (at first) 
and taxation always makes them feel poorer, and because debt for higher 
education can be considered an “investment” in their own human capital—
or, at least, a partial hedge against the fear of long-term income stagnation, 
what some economists call “malemployment” or simple unemployment.



� Debt and Taxes: Can the Financial Industry Save Public Universities? 135

Funding the growth of public higher education through debt markets 
rather than taxation does not assume a broad rise in incomes as the Califor-
nia Master Plan did. Whether mean income rises or falls, UC now wants to 
charge a premium, over and above what the state will pay to subsidize enroll-
ments, for the growing variance in income attributable to higher education.

The desire of public universities to reap a premium from growing 
income variance brings us into the realm of options pricing theory. Modern 
options theory, which developed in the 1970s, allows us to price changes in 
the variance of any number (in technical terms its “volatility”), which in the 
context of university tuition is a measure of present uncertainty about how 
high the highest incomes will rise, how low the lowest incomes will fall, and 
how likely the average income will be.

But what is the value of the embedded option (or “education premium”) 
on which UC and other public universities hope to capitalize? Some forms of 
insurance against growing inequality could be highly valuable in a time of eco-
nomic uncertainty.21 But in order to financialize the public higher education 
system in a state like California we would need to price an income hedge that 
approximates the participation rate in public universities, which happens to 
be around 20 percent. We might thus ask what it should cost to hedge against 
a widening gap between the top 20 percent and the bottom 80 percent, and 
then ask how the price would change if we increase public university access 
and sell insurance against growth in, say, an increase in the 60/40 spread. 

How much would such insurance be worth? Would a higher level of 
access require a lower-cost “education premium” as incomes become more 
homogeneous and stagnant in the 60/40 range? Would the price of income 
insurance (as a financial asset) be higher if students could buy it on what-
ever income spread showed greatest movement? Why should colleges and 
universities have a monopoly on selling income insurance when their sales 
commission is high, the payoff is questionable, and financial markets could 
provide a much wider menu of prices and spread with a real promise of pay-
back if an income supplement is needed? Let’s leave aside these questions 
and suppose that one could actually buy an option, tradable on public mar-
kets, that would protect against a rapid increase in the spread between the 
incomes of the top 20 percent and the bottom 80 percent.22 Would the fact 
that income dispersion, and hence uncertainty, has generally increased drive 
up the price? In California between 1998 and 2008 the 80/20 gap in incomes 
(also known as the “education premium”) did not significantly grow. There 
would have been almost no growth in the incomes of the top 20 percent if 
we were to subtract the income growth of the top 1 percent. It’s thus likely 
that the option of being in the top 20 percent, even if higher education 
could guarantee this, would be worth less to people than it was during 
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California’s transition to high tech, when broadly educated people could get 
jobs for which no prior training was available.

The magnitude of the change in California’s income distribution is stag-
gering. In 2007, the last year before the crash, 30 percent of all California 
income growth was in the top 1 percent of California taxpayers. Their aver-
age income was $1.8 million and their average one-year increase was 
$128,000, an amount that was three times the total income of the average 
taxpayer. If 2007 income gains were distributed in the same proportion as in 
1998, when UC developed its privatization plan, 99 percent of all California 
taxpayers would have declared an average additional income of $8,388 on 
each return. Put differently, the inflation-adjusted income gain of the top 1 
percent in California was 4.3 percent in the last prerecession year, which was 
more than eight times the percentage gain of middle-income Californians.23 

UC Berkeley economist Emmanuel Saez, who studies income concentra-
tion in the United States as a whole, reports that the top 1 percent received 
24 percent of national income before the 2008 crash and that the top .01 
percent (just over 15,000 families) received 6 percent of national income. If 
we exclude the top 1 percent, the income of the bottom 99 percent of US 
taxpayers would have risen only .75 percent per year between 1993 and 2008, 
while the top 1 percent of incomes rose at 3.9 percent per year over the 
same fifteen-year period.24 This has completely undone the achievement of 
the “great contraction” in income gaps (Kuznets’s “inverted U”) that 
occurred in the decades following the Great Depression of 1929. As of 2010, 
US income inequality has returned to its 1929 peak. As summed up by the 
Chinese financial analyst Andy Xie, “The top 1 percent of the U.S. popula-
tion is getting one-fourth of the national income and nearly half of the 
national wealth, twice as much as two decades ago.”25

How would these data on income dispersion affect the ability of public 
universities like UC to continue raising tuition? California’s economy grew 
between 1998 and 2008, but during the same period the gap between the 
top 20 percent and the bottom 80 percent became less salient than income 
gaps among those with college educations. Educational attainment may still 
be a major cause of aggregate economic growth, but it is becoming a less 
important explanation of income distribution than the other factors contrib-
uting to runaway inequality (which include the downgrading of many man-
agement and professional jobs and the growing burden of precareer debt). 
A former student who must pay off compound interest on loans for fifteen 
to twenty years will benefit less over a lifetime from earning compound inter-
est on his or her pension contributions. As income concentration increases 
there is a growing doughnut hole in the expected “education premium” as 
something public universities can leverage in the present to increase student 
borrowing.
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The great unsolved problem for UC as it moves toward “online educa-
tion” is how to make students pay for the embedded option component of a 
degree when the service component (online instruction) is equivalent to 
“content” that equally prestigious universities make available for free. (Mas-
sachusetts Institute of Technology [MIT] does not have this problem: it gives 
away its classes but does not offer them for MIT credit or degrees. If MIT is 
doing this, how can UC still financialize its power to offer “access” in the 
form of degrees to a widening market?)26 Suzanne Guerlac’s piece in this 
issue complements my argument by describing UC’s venture into online 
learning as a process of commoditizing, and ultimately shaming, the aca-
demic profession. This brings us to the brink of asking whether financializa-
tion can still work once commodification has overtaken the liberal arts 
curriculum that was the distinctive, and legitimating, feature of a twentieth-
century university education.27

The Federal Government  
Is Subsidizing Privatization  
Through the Student Loan Program

If the income protection public universities are selling is not 
likely to grow, why do they still assume that there is more revenue to be got-
ten from student enrollments? And why do they see tuition, rather than 
taxation, as the surest and fastest way to get it?

Undergirding US higher education, both public and private, is a system 
of leveraged federal support that takes the form of loans to students made 
available through schools and funded by global capital markets. All postsec-
ondary students in the United States are eligible to pay for higher education 
on credit because the federal government guarantees their loans. Many of 
these loans are available to anyone but they count as financial aid because 
they are subprime: Students qualify to borrow regardless of their ability to 
repay, regardless of what they study and regardless of how much they already 
owe, up to the federally stipulated lifetime maximum that can be as high as 
$163,000. This makes the higher education industry more recession-proof 
than most others, and has until recently boosted the stock of corporations 
that own for-profit universities.28 In the absence of federal student loans it 
would not have been possible for public colleges and universities, where 76 
percent of US students enroll, to raise tuition by 59 percent in a decade 
when median family income rose by only 2 percent.29

But the federal student loan program did not provide much support for 
public universities like UC when in-state tuition was free and out-of-state 
tuition was returned to the state as a reimbursement for its investment in the 
university. Privatization—based on debt-financed tuition—became feasible at 
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UC only after a series of relatively informal agreements in which the state 
allowed the university to keep both in-state and out-of-state tuition and to 
treat the expected revenue streams from tuition as capital rather than public 
revenue. The present ability of UC to borrow from capital markets on much 
more favorable terms than can the State of California depends upon UC’s 
ability to charge an access fee for student loans (tuition) and to increase this 
access fee much more rapidly, and predictably, than the state can increase 
taxes.

Presumably, the state allowed UC to treat tuition as private income in 
order to gain greater access to Wall Street for financing capital projects and 
also to benefit more from the federal student loan programs for which stu-
dents qualify upon admission to any postsecondary school. These programs 
work like elementary school voucher programs in the sense that they don’t 
favor public institutions over privates and for-profits. State universities, 
including UC, are well aware of this, and have long believed that their own 
students underutilize the federally created lending programs that fueled the 
growth of the for-profit sector of higher education.

From the standpoint of the federal government and global financial 
markets there is no essential difference between public and private educa-
tion. There is, rather, a single system, including the for-profits, that can 
finance its growth by drawing on a vast pool of credit available to students 
who can use it for tuition, living expenses, or any other purpose. The sec-
ondary market in student loans is particularly attractive to foreign investors 
because two-thirds are backed by US Treasury obligations, and all provide 
lenders the most favorable legal treatment that exists in credit markets. The 
US student loan industry, originally a federal program, was privatized in 
1997 at approximately the same time as the federally backed home mort-
gage industry, and then securitized between 2000 and 2008, when student 
loans were packaged into complex credit instruments that were sold to inter-
national lenders and sovereign wealth funds.30 Student loans were highly 
desirable components of these credit instruments because the federal guar-
antee now applied to a much larger pool of credit than had been available to 
students in 1998, which is why UC’s President Robert Dynes and Governor 
Arnold Schwarzenegger decided to tap this pool of credit to finance UC’s 
growth after 2004, just as the same pool of credit was already financing the 
growth of the for-profit sector and the housing market.

Unlike home loans, however, which depended on the rising value of the 
houses used as collateral, the availability of loans to students did not presup-
pose the rising value of an education, or even of a degree. Their education is 
not collateral—it cannot be repossessed if they don’t repay their loans. 
Students are able to borrow without a job because the US government pro-
vides collateral to private lenders in the form of a guarantee or because it 
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provides the loan directly. This system is good news to lenders because the 
revenue stream from students is as secure as a US Treasury obligation, and it 
can be good news to students insofar as admission to any postsecondary insti-
tution provides them with access to tens of thousands of dollars in subprime 
credit with few questions asked, even if tuition takes out a major chunk, espe-
cially at private universities and liberal arts colleges. 

Over time, however, the principal beneficiaries of federal support for 
student loans have been for-profit schools, which received 66 percent of 
their revenue from federal student loans, and accounted for 25 percent of 
all student borrowing, at a time when they still enrolled only 10 percent of 
all students. (They also accounted for 43 percent of the federal dollars 
paid to lenders because of student loan defaults.) A disproportionate 
share of student borrowing goes to finance for-profit higher education, 
where 94 percent of four-year students take out federal loans. During the 
decade in which public four-year universities have doubled their tuition, 
for-profits have grown from approximately 2 percent to more than 12 per-
cent of all post-secondary enrollments in the United States, almost entirely 
on the strength of high borrowing by low-income students.31 

Why hasn’t public higher education benefitted more from its attempt to 
privatize? One reason is that public universities are generally part of state 
systems that students can enter at various price points with higher or lower 
levels of borrowing. In the United States as a whole, student borrowing for 
four-year public universities did not substantially increase when their tuition 
doubled and their unmet financial need increased. Instead, a national study 
reports that “recent high school graduates are moving down the price ladder 
of higher education to the lowest priced rungs in the community colleges.” 
It goes on to say that “this shift . . . is now occurring across all income classes,” 
creating pressure on community colleges for which students borrow very lit-
tle, since the community colleges are cutting back on classes and programs 
due to declining state funds.32 

The same national study shows, however, that students are willing to bor-
row heavily to attend for-profit schools and that these appear to be low-
income students who are squeezed out of community colleges when other 
students transfer down. The mean loan/work expectation for attending 
these proprietary (that is, for-profit) schools was $18,763 for students in the 
bottom quartile of family income, which amounted to a mean net price that 
was 108 percent of parental income.33 This is what students and their fami-
lies must borrow, notwithstanding the large amount of federal aid that is 
channeled through these schools. Because for-profit schools enroll almost 
entirely from the bottom of the income scale, they absorb 24 percent of all 
Pell Grants with 12 percent of all students. The University of Phoenix alone 
received $1 billion in Pell Grants and got over 90 percent of its total revenues 
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from federal loans or grants for which its students became eligible upon 
admission, even though its six-year graduation rate is only 9 percent. The US 
system of federally financed higher education does, indeed, raise capital to 
support low-income students, but it does this in the form of selling them 
debt to attend for-profits, 46 percent of whose students borrow with an aver-
age “unmet need” (net of scholarships and grants) of over $24,000 as of 
2007, three times the average at publics.34 Over a quarter of the students at 
for-profits graduate owing more than $40,000, in comparison to the 15 per-
cent who graduate from publics with this level of debt.35 

What about UC? Like many other public universities, it has doubled its 
tuition over the past five years and nearly tripled it since 1998. But unlike 
many in the national study it has not raised its formal loan/work expecta-
tion (the $9.8 thousand “self-help” requirement that even low-income stu-
dents must borrow or earn) since 1998 and has not seen a decline in the 
percentage of its students on Pell Grants. The stated reason that UC has not 
raised its “self-help” requirement is, however, that despite soaring incomes 
at the top, the median income of recent UC graduates since 1998 has been 
essentially stagnant: it remains around $38,000, although the top incomes 
are much higher. But when UC holds the line on “self-help,” what goes up 
instead is the expected “parental contribution” for a UC education, even 
though UC’s data also show that median family income in California has 
barely risen since 1998. Although some students borrow the maximum 
because they can, the percentage that does so is roughly the same in all 
reported income groups and is not rising. Most UC students who borrow 
seem to have capped their total debt because their own income expecta-
tions are stagnant. They are not generally borrowing more as they see the 
worst-off Californians fall even further behind, which is what UC’s tuition 
growth model may have assumed they would do.

In 2008, just before the financial crash, UC President Yudof commis-
sioned a study on how to improve middle-income access if UC continued to 
increase tuition by around 10 percent each year, as it planned to do. The 
commission, which was chaired by UC Berkeley Chancellor Robert Birge-
neau, reported that family contributions toward a UC degree for those on 
full financial aid came to about 8 percent of their income in 2008, but that 
they steeply rose to 17 percent at the $90,000 income level where financial 
aid phased out and full tuition phased in; it then fell back to 8 percent for 
incomes at around $200,000, while continuing to decline as family income 
rose and tuition remained constant. 

The Birgeneau Commission did not drive home its implicit critique of 
UC’s illusory sliding scale: it could easily have said that if the top 1 percent 
paid 17 percent of declared family income, their cost of sending one child to 
UC would be on average $306,000, which is nine times what they presently 
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pay. It did, however, conclude that students from families earning $70,000–
140,000 were (or would soon be) at a “tipping point” in terms of willingness 
to borrow more to pay for tuition increases, and therefore recommended 
the return-to-aid from undergraduate tuition be increased from 33 to 45 
percent in order to put more money into financial aid as tuition grew.36 

Whether UC has already reached, or will soon approach, the national 
tipping point at which students will not borrow rather than transferring 
down, the fact is that students have not borrowed more over the past decade 
as tuition doubled. Rather, student debt at graduation has remained at a rel-
atively constant $12,000 across all quintiles for which data are available, and 
the percentage of students who borrow more (perhaps because they use 
these funds for other purposes) is also fairly constant across all quintiles, 
except for the quintile just above eligibility for financial aid where borrow-
ing levels have increased and student participation rates have dropped by 
nearly half.37

Some UC apologists interpret the fact that student borrowing for UC has 
not gone up as evidence that tuition increases have made it increasingly 
affordable, but this ignores the ways in which US higher education—public, 
private, and for-profit—now constitutes a single system.38 There is a similar 
pattern in California. As tuition rises, students eligible for UC transfer down 
to get cheaper credits and degrees in the CSU system, which has turned away 
in recent years more than 40,000 eligible California students as of two years 
ago.39 This affects the California Community Colleges (CCCs), where a 
recent study shows that an increasing number of degree-seeking students, 
including 19 percent of blacks and 16 percent of Latinos, will eventually 
transfer to a for-profit that does not require them to have transferrable cred-
its, or even a high school diploma. After six years, 70 percent of degree-seek-
ing community college students will have dropped out and only 15 percent 
will have fulfilled the “Master Plan Intent” of completing the first two years 
of the requirements for a bachelor’s degree at UC or California State Uni-
versity (CSU). The study concludes:

An increasing share of transfer students is enrolling in the for-profit sector, where 
what little is known about student outcomes provides ample reason for concern 
about poor outcomes and high indebtedness. The students going to the for-profit 
sector are disproportionately the under-represented minority populations whose 
degree attainment we most need to improve.40

Higher prices at UC have thus produced enrollment bottlenecks at the 
CCC level, where according to a new survey one-third of all students could 
not get into the courses they needed as compared to one-sixth nationally 
who face the same problem.41 Jobless, low-income students, no longer well 
served by community colleges, find places in federally financed for-profit 
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schools that expand to meet demand and allow them to live on credit and 
student grants for as long as they are willing to borrow for tuition.

In sum, the California Master Plan for Higher Education is now operating 
in reverse. Higher prices at UC have produced a downward cascade of enroll-
ments within the public system. And jobless, low-income students who are no 
longer served by CCCs find places in federally financed for-profit schools that 
expand to meet demand and allow them to live on credit and student grants 
for as long as they are willing to borrow for tuition. The effect of growing debt-
aversion at the top is that students with fewer choices at the bottom end up 
with a large amount of debt and a low likelihood of being able to repay it.42 
Federal loan programs that originally intended to put money in the hands of 
low-income students have thus undermined state-financed higher education 
by fully funding the for-profit sector while driving lower-income students, who 
should be better served by public education, into levels of debt that will impov-
erish them for most of their lives. Californians protesting higher tuition at UC 
and CSU have not even begun to confront the question of the whether the 
master plan itself is dead, when only 15 percent of degree-seeking students 
entering CCCs are eligible to move up in the educational system while nearly 
70 percent end up transferring down or moving out.

To Defend Public Higher Education  
We Must Articulate the Link   
Between Debt Burdens and Tax Burdens

The crisis in public higher education has become a focal point 
for understanding the effect financialization has had on our public institu-
tions and values. For a time, the emerging income gaps produced by the 
rapid development of Silicon Valley and its clones created a window of 
opportunity for UC to charge more for tuition. As those gaps have widened, 
however, that window may have closed and another may be opening as a 
result of protests against the growing inequality that financialization both 
creates and exploits.

In his January 2011 budget California’s new governor, Jerry Brown, tried 
to thwart UC’s plan for annual tuition increases by treating the November 
2010 rise as an offset, or reimbursement, of California’s historical investment 
in UC—the equivalent of an education tax. Perhaps he took this approach 
because students were protesting, perhaps because he remembered that this 
is how California treated all UC tuition, which was then charged only to out-
of-staters, when he was governor in the 1970s.43 I am aware of no legal 
change since then that allows UC to treat any, or all, of its tuition revenue as 
“private” in the way that the bond markets have been told that it is. But Jerry 
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Brown has thus far presented no plan to fund California public higher edu-
cation out of tax revenue if it reverses its path toward privatization.

Why not raise taxes and provide higher education as a publicly funded 
good that does not depend upon individual access to private credit markets? 
Thinkers on comparative political economy wonder why welfare states have 
been cut back since the 1980s even though the cost of restoring them would 
fall most heavily on fewer citizens as incomes become less equal. Why isn’t 
social democracy still the natural corrective to income inequality once it 
reaches intolerable levels, as Kuznets argued it had been in the mid–twentieth 
century?44

With respect to California, my colleagues in the Council of UC Faculty 
Associations, Stanton Glantz and Eric Hays, have raised a similar question. 
Their analysis (done in late 2009) demonstrates that restoring UC, CSU, and 
the CCCs to the preprivatization funding levels of 2000 would cost the median 
tax filer only $32 per year, less than a tank of gasoline. Tax increases would 
remain low well into the fourth quartile, and more than 40 percent of the 
total increased cost would fall on the top decile (as they would for any social 
program). Why wouldn’t 90 percent of Californians vote to tax the richest 10 
percent in order to avoid incurring an average debt of over $12,000 to attend 
UC?45

One reason is that California incomes are already so unequal that higher 
tax rates, even if they are not on the whole progressive, seem to scapegoat an 
ever-shrinking proportion of rich people.46 Even though the median family’s 
tax would go up only $32 dollars to restore UC funding, that family now 
earns so little that it would probably qualify for Pell Grants and pay nothing 
for UC tuition. The average tax filer would pay an increase of approximately 
$3,800 per year (more than a hundred times as much as the median filer) to 
restore California public higher education. 

In the top 1 percent, however, many tax filers would have an increased 
payment that is more than the annual cost of attending UC, which they could 
presumably afford if their declared incomes are rising by $180,000 each year. 
Compared to most other states, California is home to a disproportionate 
number of people who reaped huge benefits from financialization and high 
technology and their combination over the past two decades. Its state reve-
nue is also disproportionately dependent on the fluctuations in these taxpay-
ers’ annual incomes. But rather than broadening the tax base and raising 
rates, the political debate in Sacramento has focused on the opportunity to 
cut defined benefit pensions owed to public employees because the 2008 
market crash is now fully reflected in the actuarial data of these pension 
plans, and the 2011 market recovery is not. Why is there so little debate over 
the tax benefits and subsidies provided to the private sector?
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A common answer is that as the rich get richer, they can buy greater 
influence over the political process and the mainstream media, which influ-
ence public opinion. There is truth to this, although alternative media (such 
as Facebook, Twitter, Google, and blog spaces like the Huffington Post), which 
provide avenues for dissent on other issues, are even more heavily controlled 
by the new rich.

A deeper answer, however, concerns the direct relation between debt 
and taxes: the more people owe, the greater tax relief they are likely to 
demand regardless of how rich others are. The UC students who now protest 
tuition increases, for example, will find it difficult to pay higher taxes once 
they start repaying their existing student loans at $1,000 per month. This 
debt service is what they must pay to the financial sector before they can 
afford the tax increases that democracy allows them to reject. The lower 
their taxes, the more they can borrow; and the more they borrow the more 
they can spend without having to earn more. But the more they owe as a per-
centage of current earning, the poorer they will be: an ever-larger portion of 
their future earnings stream will belong to the financial services industry.47

The money to finance California’s system of public higher education is 
not in the pockets of most California taxpayers; instead it is in the enormous 
upcharge that the financial services industry has generated in order to 
finance the system of higher education that we now have, including the for-
profits.48 The financial institutions that trade in student loans are underwrit-
ten by federal guarantees, subsidies, and legal treatment more favorable 
than any other lenders receive. These federal programs may have been 
intended to put money in the hands of low-income students, but their result 
has been to undermine the mission of state-financed higher education by 
fully funding the for-profit sector while driving many lower-income students, 
who should be better served by public education, into levels of debt that will 
impoverish them for most of their lives. Ultimately, the trend toward greater 
income disparities in the United States must be reversed to provide eco-
nomic growth along with housing, healthcare, pensions, and education. This 
can’t happen unless students, and other citizens, become aware of the total 
lifetime upcharge they can expect pay to the financial services industry for 
gaining very limited access to these bedrock necessities. Only then can they 
combat the power that capital markets have over national and state govern-
ments that do not satisfy the demand for greater fiscal austerity.49 

To begin addressing the role that capital markets play in the democratic 
politics of states like California one would have to compare how much in taxes 
people could afford to pay if they had no debt service and how much more debt they 
could take on if they paid no taxes. This question is the kernel of the struggle 
over privatization and its relation to public values, and I will return to it in 
my conclusion. For the moment, however, I want to stress that many students 
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who borrow to attend college end up paying more in debt service on those 
loans than they will in state income taxes for many years.

It is beyond the scope of this argument to calculate how much financial 
benefit is generated because of student borrowing that goes to enrich and 
empower the financial sector. The orders of magnitude would be very large. 
The owed principal on outstanding student loans is already one-third of all 
personal credit (not counting home mortgages); as the principal owed 
reaches $1 trillion it becomes roughly equivalent to the amount of US Trea-
sury obligations owned by China. The federal deficit was estimated to be 
$1.4 trillion in early 2011; the total borrowing of US states and cities is 
approximately $2.3 trillion. Add up the lifetime debt service that former stu-
dents will pay on $1 trillion, over and above the principal they borrow, and 
you could run a very good public university system for what we are paying 
capital markets to fund an ever-worsening one—or in the abstract, we could 
simply add a level of public borrowing for higher education that would be 
enough to finance two moderately sized US states.

But one need not even engage in such flights of fancy to broaden our think-
ing about the relation between public borrowing, private borrowing, and taxa-
tion. If UC itself were to use its excellent credit rating to give students the option 
of a free education in return for paying 5 to 7 percent of their income for the 
next fifteen to twenty years, it could capture some of the future revenues that 
capital markets are now reaping by financializing UC’s fading ability to keep on 
raising tuition. If, however, UC would not be willing to take this risk, then it is 
implicitly betting against a growing 80/20 gap when it raises tuition while shed-
ding that risk in much the same way that Goldman Sachs did when it sold cli-
ents collateralized debt instruments that it was hedging against.

In order to develop support for public higher education as it should be, 
however, UC’s defenders must stop selling it as a driver of income inequality 
and reimagine it as once again a counterforce that drives greater equality of 
all kinds. We cannot simply advocate higher taxes in California without 
addressing why tax relief has become so important to citizens with 
unmanageable levels of debt. Equitable debt relief is a precondition of 
higher taxation and ultimately such debt relief must come at the expense of 
capital markets. There is now both a tax revolt and a debt revolt in the United 
States, along with global pressure by financial markets to get public institu-
tions to rein in their spending and control sovereign debt.50

Issues about the growth of public spending must be addressed: The public 
universities that we need in California and across the United States do not need 
to grow as much as they can in order to spend as much as they can so that they 
can improve their brands and better attract students. To fight financialization 
we must reduce commodification and make do with smaller institutions that do 
not compete with elite private schools in the area of branding and amenities.
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And public universities like UC need to stop acting as front ends for the 
student debt that allows them to charge higher tuition than many of their 
students can afford to pay.51 Public universities in California have been rela-
tive laggards in this process: California is only forty-third among US states in 
its level of student debt,52 which is why UC believes it can attract out-of-state 
students to replace the in-state students who transfer down.53 But because of 
California’s tradition of tuition-free public higher education, protests and 
political push-back are occurring relatively early in the privatization process, 
allowing less “headroom” for UC tuition growth than its planners expected.54 
The University of California may yet be the place where privatization can be 
stopped and eventually reversed.

I have used UC throughout this article as a paradigm of two models for 
expanding public higher education: a model that assumes greater income 
equality combined with broad-based taxpayer support, and a newer model 
that assumes greater income inequality and thus uncertainty about future 
earnings. My argument is that UC has been attempting to benefit from this 
uncertainty by charging higher tuition to what is now a national marketing 
target—middle-income students who still have unused borrowing power. Its 
strategy is to financialize a worsening income distribution associated with 
college degrees while commodifying and cheapening the service actually 
delivered. My analysis shows that this revenue model could only have worked 
to support the public university we have when income inequality seems most 
explainable as a “premium” for higher education as such and that it is 
doomed to fail when income inequality worsens beyond this point. 

The university’s own internal documents show awareness that the tuition-
growth model has already passed the point at which middle-income students 
in California are willing to borrow, as long as master-plan CSUs and CCCs 
are still available to them. For UC this simply means replacing them with 
out-of-state students who will pay private university tuition to attend some 
campuses. It assumes that other master-plan colleges will take care of 
Californians who are not willing to borrow to purchase the financial asset 
embedded in a UC degree. The effect of this influx of out-of-state students 
on jobless in-state students who are crowded out of CCCs (and who are dis-
proportionately low-income and/or minority students) is that this group of 
in-state students will have no other option but for-profit vocational schools, 
which allow them to live on credit while enrolled but which also have low 
graduation rates, low placement rates, and very high debt-default rates. Edu-
cation here becomes a factor in economic inequality in the worst possible 
way—unmanageable student debt will be a significant drag on the lifetime 
disposable income of many who expect to occupy the middle of the income 
scale. Now that UC officials have come to understand the futility of privatization,  



� Debt and Taxes: Can the Financial Industry Save Public Universities? 147

their continuing pursuit of it as the only way forward reflects, at best, a lack 
of any other ideas.

What should the rest of us in public higher education do, now that we 
know? Recognizing that privatization is a plan and not simply a reaction to 
the “state budget” is only a first step toward understanding its perverse effects 
and ultimate incoherence. This opens possibilities for proactive onsite resis-
tance to specific implementations of the privatization project. Faculty and 
students need to grasp that the only points at which public universities claim 
to produce the financial asset called an “education premium” is at the point 
of admission (which makes students eligible for loans) and graduation 
(which makes students start repaying them).55 This is the extent and limit of 
the power administrators have in granting the academic credit for which stu-
dents can pay using personal credit. Faculty, students, and staff control 
course content, course enrollment, and (to a lesser extent) the award of 
course credit. The power that we in public universities have to self-organize 
in these credit markets is limited but real, and the power that can be exer-
cised against us is great, but finite. In taking the measure of that power 
through continuing experimental action it should encourage us to know 
that the historical moment for privatizing public universities has already 
passed and that its ideological afterlife assumes that faculty and students, 
especially in the humanities and social sciences, will continue to legitimate 
the education these universities offer as a “premium” product. 

Our challenge in resisting privatization is to articulate a vision for higher 
education that makes it an answer to the problem of growing inequality and 
debt-servitude rather than a symptom, and increasingly a driver, of that prob-
lem. There are many sites at which faculty, students, and staff comply with, or 
are complicit in, the current financial model that can be loci of resistance if 
we can find new and better ways of educating the public—that do not require 
universities to price and market their offer of admission as a financial asset.

There is no way forward unless the tax revolt, which is now more than 
three decades old, can be linked to a debt revolt, which is just beginning—
and unless both can lead to a renewal of the role of public universities as 
forces for equality and democracy.
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