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SUMMARY
Universities provide numerous benefits to the community in which they are located. This
report focuses on three of the financial/economic benefits.

Individual Financial Benefits of Higher Education

Earnings increase with educational attainment. Over the working life of an individual, the
financial benefits of additional educational attainment become large. For example, earnings of an
individual with a bachelor’s degree average $17,000 per year higher than those with only ahigh
school diploma even after netting out the cost of tuition and foregone earnings while in college.
If an individual works for 44 years after graduating (from age 22 through 65), the net financial
benefit of the university degree to the individual accumulates to around $750,000.

If the comparison is made between those with a bachelor’ s degree and those with some
college, the financial benefit of the bachelor’ s degree is somewhat less. However, alarge
increase in earnings occurs with the completion of the bachelor’s degree (another large gain is
realized with the completion of a postgraduate degree).

If 1,000 individuals per year received a bachelor’s degree instead of stopping their
education earlier and obtained a suitable job in Arizona, earnings in Arizonawould be higher
than under the status quo, with the impact rising over time. After 44 years, the additional
earnings of those individuals who went on to complete a bachelor’ s degree versus those stopping
with a high school diplomawould be nearly $750 million per year. For Arizonato realize the
additional earnings, job quality in the state must improve such that instead of the creation of
1,000 jobs per year that are filled by less educated individuals, 1,000 jobs are created that require
abachelor’ s degree.

Social Financial Benefits of Higher Education

While individuals particularly benefit financially from enhancing their educational
attainment, the financial benefits of increased educational attainment “spillover” to all workersin
the area. A 1 percent increase in the proportion of college-educated workers in an area has been
estimated to raise wages by 1.9 percent among those with less than a high school diploma, 1.6
percent among high school graduates, 1.2 percent among those with some college, and 0.4
percent among university graduates (beyond the increase in wages realized by the new university
graduates).

Based on the size of the Arizona workforce and estimated earnings per worker in 2006,
overal earningsin Arizonawould be $2.1 billion per year higher if a1 percentage point increase
in the share of workers with a university degree were achieved. Thisis an increase of 1.7 percent
in aggregate earnings. Currently, an additional 30,000+ college graduates are needed to achieve a
1 percent increase in the proportion of college-educated workersin Arizona.

Anincrease in the share of college-educated individuas in the Arizona workforce could
be achieved through higher educational attainment of net migrants to Arizona and/or through
improving the educational attainment of those aready in the state. However, to retain more
highly educated workers, a higher proportion of the jobs created in Arizonawill need to require a
bachelor’ s degree or more. Thus, any strategy to enhance the educational attainment of
Arizonans needs to be paired with an economic development strategy to create a greater share of
higher-quality jobs. Whether the improvement in educational attainment results from migration
or from more graduates from Arizona universities, an additional 30,000+ college graduates over



and above the state’ s natural rate of growth in number of college graduates likely will take years
to achieve.

The Economic Benefits of University Research

Research grants and awards to the state’ s universities from sources such as the federal
government and private foundations have an impact on the state economy in three ways. The first
effect is the standard economic impact that results from the university’ s expenditure of the
research funds. The second impact comes from private-sector companies that license university
technology, and start-up and spinoff companies that originate with university research. The third
effect is the result of spilloversfrom university research to the private sector other than to the
spinoffs, start-ups, and licensees.

Thetotal impact of university research in Arizona has not been determined with certainty.
However, studies conducted el sewhere suggest that the multiplier could be ashigh as 7 or 8.
Thus, a $100 million research grant could have atotal effect in the state of approximately $750
million.



THE INDIVIDUAL FINANCIAL RETURN TO HIGHER EDUCATION

Individual earnings are directly related to educational attainment. Those with ahigh
school diploma earn more than those who did not graduate from high school, those who received
some college credits earn more than those whose education ended with a high school diploma,
those with a bachelor’ s degree earn more than those with some college credits, and those with a
graduate degree earn more than those with a bachelor’ s degree as their highest attainment. In
particular, those with a bachelor’ s degree earn substantially more than those with some college
credits. A postgraduate degree provides an additional boost in earnings.

Earnings vary widely with educational attainment. For example, 2000 census data
reveaed that average annual earnings of individuals with a bachelor’ s degree was from 74 to 87
percent higher (depending on age) than the earnings of individuals whose maximum educational
attainment was a high school diploma. Over a career, an individual with a bachelor’s degree
earns on average in excess of $1 million more than a counterpart with only a high school
diploma. Based on a cost-benefit analysis over a person’ s working life, the expected net return
from an individual’ s payment of tuition and fees and foregone income while obtaining a
bachelor’ s degreeisin excess of 11 percent, arate that compares favorably with real returns on
most financial assets.

The differential in earnings based on educational attainment has increased over time. For
example, for full-time male workers between the ages of 35 and 44, the earnings differential
between those having a bachelor’ s degree and those with a high school diploma has risen from
38 percent in the 1980-84 period to 94 percent in 2000-03. Thisrising differential constitutes the
principal evidence for the emerging “knowledge economy.”

Calculation of the Return

In order to calculate the financial benefit of obtaining a bachelor’s degreg, it is necessary
to consider the expenses of college tuition and foregone earnings while attending college as well
as the higher earnings realized after completing the degree. Because the costs and benefits occur
at different times over along span of years, the figures must be discounted to present value. A 4
percent inflation-adjusted annual discount rate is assumed. The result of these calculationsis an
annualized net benefit of about $17,000 per year in obtaining a bachelor’s degree relativeto a
high school diploma being the highest attainment. If an individual works for 44 years after
graduating (from age 22 through 65), the benefit of the university degree accumulates to around
$750,000. A lower assumed discount rate results in alesser net benefit.

If the comparison is made between those with a bachelor’ s degree and those with some
college, the financial benefit of the bachelor’ s degree is somewhat less. However, alarge
increase in earnings occurs with the completion of the bachelor’s degree (another large gain is
realized with the completion of a postgraduate degree).

If 1,000 individuals per year received a bachelor’s degree instead of stopping their
education earlier and obtained a suitable job in Arizona, earnings in Arizonawould be higher
than under the status quo, with the impact rising over time. After 44 years, the additional
earnings of those individuals who went on to complete a bachelor’ s degree versus those stopping
with a high school diplomawould be nearly $750 million per year.

Discussion
For Arizonato realize the additional earnings, job quality in the state must improve such
that instead of the creation of 1,000 jobs per year that are filled by less educated individuals,



1,000 jobs are created that require a bachelor’ s degree. Further, since some individuals do not
participate in the workforce, at least consistently for the 44 years, more than 1,000 additional
college graduates would be needed to realize an addition of 1,000 college-educated members of
the workforce.

The aggregate financial benefit to the areathat eventually would reach $750 million per
year isanet figure in that tuition costs and foregone earnings while in school have been
included. However, the analysis does not consider additional costs realized by the universities
and economic development organizations to implement a program that provides a university
education to more people and provides more jobs suitable to those with a bachelor’ s degree.
Thus, thisfigure is an aggregate of the individual return but not a measure of the societal return.



expenditures and the number of patents received by corporations in the same state. A 10 percent
increase in university research dollars resultsin an increase in corporate R& D of 7 percent in the
same state, on average. Given that corporate R& D expenditures are on average six times higher
than university expenditures, the effect of university research is substantial.

These studies suggest that the university research multiplier could be ashigh as 7 or 8.
Thus, a $100 million research grant could have atotal effect in the state of approximately $750
million.

Discussion
Thetotal impact of university research in Arizona has not been determined with certainty.
Studies conducted el sewhere suggest that the multiplier could be as high as 7 or 8. However, the
size of the multiplier is highly dependent on (1) the degree of university licensing, spinoffs and
start-ups, which varies substantially by university, and (2) the general presence of corporate
R& D operations, which also vary by state.
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THE PRODUCTIVITY AND PROSPERITY PROJECT

The Productivity and Prosperity Project: An Analysis of Economic Competitiveness (P3) is an ongoing
initiative begun in 2005, sponsored by Arizona State University president Michael M. Crow. P3 analyses
incorporate literature reviews, existing empirical evidence, and economic and econometric analyses.

Enhancing productivity is the primary means of attaining economic prosperity. Productive individuals

and businesses are the most competitive and prosperous. Competitive regions attract and retain these
productive workers and businesses, resulting in strong economic growth and high standards of living. An
overarching objective of P3’s work is to examine competitiveness from the perspective of an individual, a
business, a region, and a country.

THE CENTER FOR COMPETITIVENESS
AND PROSPERITY RESEARCH

The Center for Competitiveness and Prosperity Research is a research unit of the L. William Seidman
Research Institute in the W. P. Carey School of Business at Arizona State University. The Center
administers the Productivity and Prosperity Project: An Analysis of Economic Competitiveness (P3), and
the Offce of the University Economist. These ongoing initiatives began in 2005 and are sponsored by
university president Michael M. Crow.

Specializing in applied economic and demographic research with a geographic emphasis on Arizona and
the metropolitan Phoenix area, the Center also conducts research projects under sponsorship of private
businesses, nonproft organizations, government entities, and other ASU units.
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