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Students care about their potential fellow students—their
intellectual aptitude, previous accomplishments, sociability,
athletic skills, wealth, and so on—as much as, if not more
than, they care about a prospective college’s faculty, curricu-
lum and facilities. Henry Hansmann, Harris Professor of Law
at the Yale Law School, explains how this key characteristic of
higher education distinguishes it from most other goods and
services: higher education is an associative good. That is, due
to the strong influence of classmates on a student’s educa-
tional and social experience, students are very much concerned
with who the institution’s other students, or customers, are,
In short, a large part of what a college or university is selling
to its students is its other students—past, present and future.
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Stratification

Markets for associative goods do not
function like markets for other goods
and services, particularly in the nonprof-
it realm. Given that its tuition, or price,
is the same for any student, a college or
university will prefer the student of high-
er quality to make itself more attractive
to its other customers. The result is clus-
tering and stratification. everyone wants
to patronize the institution with the
highest quality students, but only the
highest quality students are accepted as
patrons. Once the top students form a
cluster, the highest quality students of
those who remain will cluster at the next
tier, and so on until all the students are
sorted in hierarchical fashion. This sort
of stratification is very pronounced in
higher education.

Competition

Stratification dampens considerably the
degree of competition among institu-
tions. Of the more than 3,000 colleges
and universities in this country, very few
are considered to be any one institution's
competitors. The hierarchical structure
of higher education in the United States
is firmly entrenched-——no other industry
exhibits this kind of stability. A critical
factor in preventing competition is the
difficulty of quickly changing the charac-
ter of a college’s student body. Generally,
it is possible to change the quality of at
most one-fourth of the student body in
any one year, as each new first-year class
is admitted. Moreover, a college can do
virtually nothing to change the qualities
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of its former students, who contribute
strongly to its reputation. Thus there is a
high degree of inertia in the relative
attractiveness of colleges to prospective
students, both undergraduates and grad-
uates. The same is true for faculty, par-
ticularly given that tenure makes it diffi-

cult to quickly change faculty quality.

The nonprofit form also diminishes
competition and accentuates stratifica-
tion, as institutions often are inhibited
from using price and the ability to pay as

For

example, a low quality student generally

a basis for admissions decisions.

is unable to gain admission to a high
quality college even if he or she is willing
to pay more than another prospective
student. Further, since the 1950s, vari-
ous groups of colleges that compete with
each other for students—including the
Ivy League schools—have entered formal
agreements to not offer merit scholar-
ships, but instead to offer aid based only
on students ability to pay. Thus, a stu-
dent accepted at several schools may well
be looking at the same cost to attend any
one of them. In this situation, the qual-
ity of the institution and its students

becomes a primary consideration.

Homogeneity of
Preferences

If all students placed the same weight on
the various characteristics of their fellow
students, then stratification of students
across institutions would be extremely
pronounced. As it is, though, some stu-
dents care most about academic aptitude,
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while others are more concerned with
mathematics or music; still others may
focus on sociability or athletic skills.
These varying preferences help mitigate
stratification. However, recent years
seem to have brought increasing conver-
gence of preferences, and hence stratifica-
tion. Our increasingly meritocratic soci-
ety has focused on a very limited, quanti-
tative set of measures of intellectual apti-
tude

namely SAT scores and high
school grades-—exacerbating the ranking
of students and the colleges and universi-
ties they attend. Prominent rankings of
institutions, such as those published by
US. News and World Report, further
boost this process. Many students, lack-
ing better information, have been led to
apply to the highest ranked institution
they believe will accept them, and then
to attend the highest ranked institution
to which they are admitted. The result
is increased stratification; th{e"/f‘ankings
become a self-fulfilling propl';ecy and the*
hierarchy is further solidified.
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Is Stratification a Good
Thing?

Clearly, the assoc¢iative character of high-
er education has a strong tendency to
drive the;industry’ toward hierarchical
stratification;’ The question is whether
this «is“a desirable situation, and thus
whether ﬁubiic policy and institutions
should:act/to assist or resist it.

Thérﬁe is aﬁo clear evidence whether the

sﬁrgtification of students by their aca-
demic strength maximizes the aggregate
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effectiveness of education. If students are
mixed by academic quality, the degree of
advantage most likely is greater for weak-
er students than for strong students. But
we simply do not know the optimal
degree of mixing, and thus whether there
is too much hierarchical stratification in
higher education. Even if a high degree
of stratification does maximize the aver-
age efficiency of higher education, it may
lead to excessively unidimensional insti-
tutions, and strongly reinforce social
inequality as an elite cadre further sepa-
rates itself.

Another potential disadvantage of a hier-
archy is, as noted, that it reduces compe-
tition among institutions, which in turn
provides room for a good deal of slack in
the management of those institutions.
An elite college or university can survive
many years of mediocre management
without losing its reputation. This may
be one reason why the professionaliza-
tion of the administration of higher edu-
cation has come relatively slowly com-
pared to large corporations in the United
States.

Public Versus Private
Education

Public universities today account for
nearly 80 percent of students in
American higher education, and thus
have served as a check on the overall
amount of stratification in the industry.
Generally, state colleges and universities
are much larger and less stratified than
their private counterparts. However,
increased privatization of public higher
education, accompanied by higher fees

and greater autonomy, will strengthen
the tendency toward stratification. In
the future, we can expect a debate about
the desirability of tying public subsidies
to a willingness on the part of private
institutions to accept a more diverse stu-
dent body. Diversity in this sense will go
beyond the issues of gender, race and
class to include varying levels of intellec-

tual aptitude and accomplishment.

Conclusion

It is possible for private institutions to
employ various competitive strategies to
bootstrap themselves up the educational
hierarchy. Successful examples at the top
reaches are rare, however, owing to the
associative character of the experience the
institutions offer. Among non-elite col-
leges and universities, in contrast, higher
education is increasingly becoming a
commodity, with the individual course
rather than the four-year degree as the
common unit of consumption. At that
level, large numbers of institutions—
public, nonprofit and for-profit—are
competing with growing intensity for
students with respect to price, curricu-
lum, facilities and faculty. The result is a
dual system of higher education, with
ever more competition at the lower levels
of the industry, and ever more hierarchi-
cal stratification at the top.
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