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. Preface .

v R
] WHEN CHANGE PUBLISHED ITS FIRST POLICY. PAPER, FAC-
ulty Development in a Time of Retrenchment, few could have antici-
pated its' considerable impact on Amerjcan faculty. It has become
the best-selling volume ¢n the topic in higher education. "
What has-emerged in the meantime, and with chilling urgency, is
the need for faculty to understand more fully the, fiscal circum-

of it simply false and misleading. Fiscal responsibility goes hand in

household or the fortunes of the ixfétitut'gné on which one’s liveli-
hood depends. ’

To deal with what have become exceedingly complex issues,
Change assembled a national panel of financial and management
experts. This new policy'paper is the product of their prodigious ef-
forts. Their work was made possible by a special grant from the

.Carnegie Corporation. As with the first policy paper on professional
development, the Hazen Foundation has defrayed publication costs,
The generosity of both foundations is hereby+gratefully acknowl-
edged. ' : R

" Debates over what conistitutes fiscal exigency and fiscal respon-
sibility reverberate with special ferocity through academia. Behind
the contentiousness lies the simple fact that, for most faculty at
least, there is now no other place to go. Faculty thus have a special
stake in institutional surviyal. Only a mature understanding of these
circumstances—not persecution complexes, rea} or imagined—can
help resolve the ¢urrent battles over perceptions, priorities, and
purse strings, _ '

: ’ / . "GueorgeW‘ Bonham
. B . + ., March1976"
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stances of their institutions. Folklore abounds on these issues, much °

hand with fiscal comprehension, whether it concerns one's own .
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Colleges and Money:. A Faculty
- Guide to- Academlc Economlps I
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. . The Faculty’s Rale in Academic Economics | -

For academ;c professnonals th!e debate over money IS NoOW as central as
those over study coptent and studeént life. But the quality ¢f that debate
will largely depend &n the willipgness and capac:ty of faculty to under-
- stand the basics of academic economics. Here is an ovgryiew of the
scope and purpose of this policy papér on economics. Page 9.
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Fi;& Principles of Budgeting and Managenient

stand if they are to respond with insight andri\telhgence n earlier pre-
occupation with management methods has riow been replaced by con-
centration on evaltation. Faculty should share in the preparation of their’

campus alfocation budgets ‘Page 15.

« ) N 3

o Facts and Fictions About Educational Efficie‘r Y

¢

. ¥
Y

f

. What consmutes educauonal effamency, and what are| mgjor impedi-
\ ments to achnevnng it? Even small increments of greater|educational ef_-
\ ficiency-may have significant budgetary berefits..Within the larger politi-

‘ cal framework of academic institutions, faculty should, as much as
possible, be involved in the budgetary process of the whole -institution,

"~
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Some Definitions of Educational Costs

o Acidemic economits are best understood by’ looking at: edtﬁonal
¢osts and pricing, student den}qnd and the supply and demand of skilled
academic personnel. Td understand these components is to understand

. the complex web of economic factors that help, determine |nst|tuf|onal
health One can then more readily discoder. Who pays for what? How are
b costs determined? And what is Rffordable? Page 37. ) Q

rather than with snmply their own or departmental congerns. Page 25,
i

-




Who Pays for Education? .

Colleges and universities generally rely on four majo; Income~sources:
student and service charges, governmental appropnatiéns, philanthropic  «
and donor contnbutions, and borrowing. The relative importance of each

has shifted significantly-in recent years, and few of these fundmg'mech- .
ansms are easily manipulable by an individual institution, Tution‘charges

are now highly sensitive to market forces, and they are here analyzed in
some detail. Alf sources of supwd to be‘ be}tgr understood by

thoughtful faCUlty_. Page 49. L.
) - Understanding Budgets ' y —
. [
. The instritutional budget and finance reports are a college’s key operating

documents; thus*a basic understandirig of them is essential for factity. -
Not alf budget informition .is, equally important, and no institution
handles its budget reports precisely as another. Nonetheless, some stan- .
dardization 1s noy emerging, and common cost and income denomina;
tors can be identified. Deciding what questions to ask is critical. These
questions, and their answers, provide a broad outline for the financial hfe
of an academic institution. Page 57. : ’

-

- " .Who Makes What.Decisions? VR

Conflicting orgamzational presgufes in academic institutions must be re-
solved differently than those that arise’in organizations based on indus-
trial and hierarchical models. Nor is the'industrial union model adequate
: for academic institutions. With or without collective bargaining, the\ac-
uity’s best hope in helping determine its future lies in the principle ‘of
shared autharity, Page‘ 81. - .

.

For Further Reading’ . ,
B - { N
For those wishing to delve more deeply into the subject of academic

economics and managerial concepts, these readings have been selected -

' *for clarity and usefulrtess. Page 89.
- ¢
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" The Faculty’s Role
in Academic Economics

2 ‘ .

< N ] o’

For cccdemlc professmnols the deb@e over money is
now as gentral as those over study content and student
"life. But the quomy of that debate will largely depend on
the wullmgness and capacity of faculty ‘to understand the
basics of academic economics. Here is an overview- of
the scope ond pumpose of this policy pcper on
economics.” . - COW .
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TRADI'I'IONS DIE HARD, ESPECIALLY IN THE ACADEMIC
. world. Stereotypically, in the *better’" academic institutions admin-
. istrators were perceived to tend the ‘“nonintellectual” end of
things—irreverently called “housekeepmg"—whxle the “faculty
dealt with matters of ‘larger purpose: the curriculum and general
. intellectual matters:

o7 One may, of course, justifiably question whether that functxonal
dichotomy ever existed ifigo pure a sense. If ever it did, it has im any
\ case been replaced in th"%eventles by the cold realities of institu-
tional sustenance and survival; Therg remains not a single academic
institution in this country where the debates over money are not at
least as central as those over study content and student life. Sur-
prisingly, it has only been relatively recently that academics have
. recognized that these debates over budgets and allocations are also
R debates over campus power and institutional g6als. And more often
| .~ than not, administrators have had the upper hand. They understood
| -the intricacies of the management and budget process while faculty
did not (nor, in the main, did they wish to). ‘It was only when the total
pie began to shrink, cutting into jobs tenure decisions, and depart-
mental autonomy, that faculty comprehension oMtomplex budgetary

issues became utterly important and crucial. ;
For Change's Panel on Academic Economics, the essential issue
was nqgt who should hold what power. To the Panel, the general ig-
norance among American faculty of the economic profiles of their

Q Coe ] 10 . .
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i institutions remainéd un unqueshoned fact uf life. Its prime concern, /
" "therefore. was to help banish that ignorance through a clear ex- |
planation of the budgetary prucesb No matter how tedious the sub- -
- ject may appear to some, it clearly‘ranks as.a matter of first.impor-
tunce. Faculty can no longer afford to speak to budgetary issues out
uf emotion rather than informed knowledge. To continue to do so
' will weaken whatever persuasive force they may wish to muster. .
and seriously detract frum the desirable principle of shared campus s FE
) auihorltv oL : > T
The P3nel hars divided its onrvatmns and recommendations into
seven general headings, arranged acquenhally The chapter on first
pripciples. Ghaptett 2, suggests sdme governing perspectives. Infor-
mal uniersity governance by facully has been largely supplanted)
by the supremacy gfﬁmamgement at a time of dwindling resources. .
But mana;,unentsystema du not determine the course of a universi- ’
tv, guals and’ planmng—?dn Planning the budget {that i’s. allocating in-
smuhund},xesﬂu;aea) is likely to be the most important process in-
. managed @ tst%nunx,chult) must thus understand angrpgrtIClpate D
in the proudss iht&le;;e to advance their purposes. Mfanagement
+ . methuds are more,hulpﬁﬂ in implgfienting policies than in allocating
resources. faculty ’Sﬂ{wfq récrlxze that this fact is also their oppor-
tunity. Now that umverslty management methods are subject to crit- 7
ital evaluation. the supremacy of atademic purposes over manage-
* ment cart best be reasserted by intejligent faculty participation inf
. that managemauii, especially but not exclusively in the allocation
process.’As noted in Chapter 3. faculty often seek narrow Sell:inter- . ~
est hut alsu exist as a whole. and administrators should seek £acu]ty i
participation that encourages an all-institutional point of wew. .
Educational efficiency, the subject of Chapter 3. must be Paqe&
analytically. Questlons are being asked, in the present environment
of starce.resources. about whether the*putcomes of higher .educa-
tiun are worth the costs, Alternative uses of resources are consid- *’
ered. furms are evdluated in terms of alternatives. Efficiency is ef-
fectiveness in accompllshmg a stated purpose or outcome. Despite
faculty resistanrce to this approach it now has a place in higher ed-
ucation. Since educational vutcomes are evaluated in terms of qual-
ity as well as quantity. the concept of educational efficiency, far .
frum excluding questxonsof quality, to the contrary places.them in a
rational context, Impediments to educational efficiency include in-
stitutivnal rgidity, politics. the cost and risk of changes that fail. the .
difficulty of evaluating iew teaching and learning programs. and
the scarcity of resources. Despite such lmpedlments a university
) and college must either improve or ossnfy In many institutions it is )
“possible to reduce costs while improving outcomes. - .
. Average cost per student rises by some 3, percent a year; a :
steady. gradual program of cost reduction can cut this rate to 2 per-
cent a year. Similarly. an increase of 1 percent a year might be set :
as a goal for mprovement in outcomes per student. Combined, such 2!
progress would be a substantial increase in effnc:ency a major
breakthrough. (Mere meat-axe.changes, obvmusly. are likely to
prove counterproductive.) Efficiency also’jequires a balance be-
tween faculty instructional and researcll time, and the budget
should provide reliable estimatas of the true cost. of each. Yet
another efficiency issue concerns how many fields, and courses
within them, should be offered and which areas emphﬁsnzed The ,
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dropping of programs is oftén detetred by political opposition not 2

,related to efficiency. The pralifgration of courses is extensive, ex-
o~ vt - pensive, and often wastetulr T L 1 T Co T
‘ ~ Variation’ in teaching foxms have manifold implications for edu- - e

-

-,

i " - catiopal efficiency; clianges in the form of instruction can be corrg? ...
- latéd with wide varjations in cost per%tudent and produce quith, -~ = -
; " variant incomes. Wlﬁan scarce resources require'reducing the sizd: -
~_._. of the faculfy, gradual attenuation’is a better method than sudden- . ' -
7> futs, but universities should ot keep on deadwood anymore than. . -
7} A ailroads stiould [though their record here, of course, is quite
—— —a¥bad}irrer— : T e
- There is an academic economy that>can be understood on #gown
terms’ of costs, prices. student demand. and the demand for*quali-
. fiéd employees: this is the subject of:Chapter 4. Costs of a decision
Jinclude future as well as present-year costs. A professor hired at
$22,000 costs $330,000:in1 5 years. (One must consider that a dollar -
now is more than a dolla®in the future.]\Many institutions, however,, -
compute the cost of annual activity, not of decisjns, and deal with
afinual expenditures, not.fong-range implicatigns.. - :

‘Determining the cost of an activity is in itself complex, involving

direct and indirect costs, allotation of a cost among its outcomes,
the aggregation of costs by kinds of activity, and, for instructional
costs, the computatiofi of unit costs. While the cost of a decision is
established outside the institution, the cost of an activity is primarily
a judgment susceptible to wide variations and subject to negotiatron.
Costs do not rise or %’all in proportion fo workload, they c¢hange when
decisions, ndt workloads. change. Unit costs are not.4 reliable mea-
sure of efficiency because present costing techniques are insuffi-
cient to match the complexities of the efficiency question.

Costs tend to become prices automatically paid, even though cost-
determined prices do not reflect the chosen.priorities and objectives
of an institution Budgeting formulas do tell the priorities in force—a N
high valuation oh graduate enrollments, for example,

The nét price charged students can vary with each individual <
ition is usually decided by the intitution or the state, but the federa
government provides about 90 percent of the student aitl, so college
and universities do not establish their own net prices to be charge
+ individuals As enrollments shrink, so expands interinstitutional

competition for students. But thecosts of recruiting can be counter:

productively High. The net price charged a student is only one of a

number of factors affecting his or her decision to go to college—and

which one to go to. - . .

Where does the mofiey for ighef, education come from? This is .
taken up in Chapter 5. Apart from borrowing, the three principal
sources of income aré charges to students4yd other users, govern-
mental appropriations, and philanthropic contributions. Because of
the ‘services purchased by clients,_government requirements, and
the stipulations of donors, only a part of institutional income can be
spent as general income. Charges for services provide about two
fifths of total institutional income, government slightly more than
half, and. philanthropic contributions only one twentieth, . A

While it is agreed that auxiliary enterprises at.colleges and uni-
versities should be self-supporting, the tuition issue remains contro—
versial At present, studénts provide one thjrd of all institutional in-
come Some want this portion increased; others_propose scaling tu-
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ition upwardias a student advances. Muth of the pres$ure for higher
tuition grows from the Tact that large numbers 6f students from fgm-g\\ "
Yoo ilies with in¢®es above the median level aftend public colleges-qnd
universities. . ) L R 2 . r
In the last dharter of a century, philanthropic giving has declinefl,
as a proportion of total institutional indotne, from 8 percent to 5 per- |, .
cent. Students and faculty, along .with administrators, should be-
-+ come involved in this phase of sustaining higheér education. )
" Higher education has became substantially dependent on federal
* funding, acutely’so ingesearch activities. Critical. questions asked
: \',. by officeholders andathers must be-afiswered responsibly. and fac- .

T4 ulty,and students must haye g(oncern for the attitides of political
au(ﬁorities (unless the' benefit: of governmental support are to be £ -
foregone. threwing'more of the costs upon stujents and philanthro- .
Py and-creating :intense’ budgetary pressures): : ' .

Chapter 6 isgdevoted to helping faculty better understand the fi- -
‘nancial reports with which they are destined to become more and
more involved. Because 6f the complexity, variety, variability, and -
. ,PQex,actitude of the financial gocuments of l‘ligher education. advice

~

s
4 ©T, - ¢

1]

e .
N . , - .- < L.
- Ayr - PR
At B N .t

- -

. . There remains pot a single academitrinstitutionin this
’ country where the debates ?r money are not at legst
. «as central as these over study content and student life.’-
’ , $Surprisingly, it has only been relatively recentlythat
academics have rgognized that these debates over ST
" budgets and alloca™hs are also debates over campus -~~~ "
ower and institutional goals, And more often than not, N
-- administrators‘have had the upper hand. "I‘hey"f PV
understood the intricacies ‘of the maragement agabbudge :
process while fac‘ul/ty did not (nor, in the main® W they .
wish to). It was only when the total pie began to shripk, °
cutting into jobs, tenure decisions, and departmepfal .
., autonomy, that faculty comprehension of compfex . .
‘budgetary issues became utterly importan 4n trucial. .
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to faculty ori'r'nasggnin‘g ‘them has to be al akd is Jikely to-be in- -
applicabls to spécific sases. In a mon@@ypinch. faculty ask, many

" ""*money questidns. Th“ng are reviewed in & progression designed to

* ' show the faculty's ultimate reluctance. to justify its own arrange- _
ments."They usually‘turn to donors, the gbvernment. institutional re-
serve funds, tuition, and auxiligry charges (while blaming the cost ... .
of central administration) before answefing theff own. patterns of ) .
costs. . . . b :
. Dec#inﬁ what questions to ask is critical; faculty should ask only .
for important information to avoid causing wasteful investigations
. and computations to bé made. For answers, the basic document is
~ the financial report. Significant gfforts have been made. of late to.

.  standardize college and university financia] r&ports, -especially by -
such groups as the National Associgpion of College and University e
.o *  Business Officers and the American lﬂ%titutv’e‘_,qRCertified Public Ac- .
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countants. A few of such prototypical reports are displayed in
Chapter 6 as a basis for discusSion of how to read such materials.
Special attention is given to the analytical usefulness of the report’s
statement "of changes in funds. Caution is advised in drawing con-
clusfons from.the variety of supplementary displays that an institu-
tion might prepare. There are also discussions.of the accuracy of
budgets..the appropriateness of various sorts of budgets for various
sorts of mstitutions, and the necessity of considering a series of an-
nual budgets together. to perceive trends. :

An mphcit concernthroughout allthese chapters is the access of
faculty to a_say in the budget-making process. In Chapter 7 it is
noted that the university has. traditionally been run from the top by
the administration and trustees. sometimes by arbitrary fiat; that
the traditiorral model has come unider siege from the industrial union
model 1 which the faculty and the administration are adversaries:
and that a “shared authority model” may be the best solution,
Unron-type faculty activity achieves some negotiating and economic ,
beriefits, but. the Panelargues. faculty econonfig gains'may well re-

duce the total number of teaching jobs. Employee-employer roles =
_playing may also fail to secure for the faculty meaningful influence

in the long-run wrangling over fundamental directions. In the shared
authority model the faculty participate fully in the budgetary alloca-
tions of the university's scarce resources. The purposes and stan-
dards of this model proposed by the American Association, of Uni- .
versity Professors ard-reviewed. Collective' bargaining may. it is
conceded, be the best strategy against irretrievably hierarchical in- -
stitutions. but the central premise of the shared.authority model is
the acceptance of faculty as coequal partnérs within a democratic
structure. . ’ <

The theme and plea of this policy paper. then, is that faculty in
self-interest must. and for academic values should. enter fully and
seriously into the budget-making processes of their academic insti- +
tutions. : :
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, First Principles of
.~ Budgeting and Maragement

‘
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The modem fnc:nogemem‘ movement has finallyy
‘Teached American higher education, and is becoming
increasingly pervosive'.| It has.created new expectations
concerning the facully’s role, which they must understand
ifthey are to respond with insightond intelligence, An ear-
lier préocctépction with management methods has now-
been replaced by concentration on evaluation. Faculty
should share in the' preparation of 1h’eircompus aliocation .
budgets, if they wish fo share in pivqtcl'decis'ions. - A
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MERICAN HIGHER EDUCATION, LIKE AMERICAN BUSINESS,
nd completed a substan-

developed its main organizational forms ai
its growth using folk methods of gdministration, concepts '’

tial part gf
r fashionez by experience and learned-on the job or through the
grapevine.This was net by chaice, but betause “*scientific’’ ‘systems
management came late in the history of both corporation and col, o
lege. Once.arrived, however, these “medern” management methods ;t
had enormpus appeal. They were adopted by an eager market and )’
their influence grew rapidly. ! R
For American business, the movement to make management scit”,
entific began at the turn of the century, stimulated in part by the” '
writings of Frederick Winslow Taylor. Before 1900 there were vigs
tually no textbodks on management or accounting. But within 10
years, 240 volumes were published on business management along,
according to historian Richard Hofstadter. In a short time, manage-
ment methods were ffodernized. = .. ' R
. .While muckr % sharpened their attacks on the old aims of
business, the péw methods of businels steadily gained prestige. The
approving pfirase *businesslike” was solidly in the popular vocabu-
lary by tife 1920s—a time, Frederick Lewis Allen observed, when
one could .pay his clergyman high praise by telling him he had de-
livered his sermon in a businesslike manner. The influence’of the
management movement continued to grow and by ‘World War II,
government—especially tHe Department of Defense—Yad become
oné of ifs most visible converts. - - S R
In the last few years, higher education joined the list. Today, as
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trustee or aNimnus pays the president high praise by referrimg-to:

“new signs that the college is being run in a businessltke-manner, fhc-" 24

ulty members hdvé good cause to be motivated to understand tipse -

new signs. They poing to new requirem an effective fa(.",ﬁjélty e
role. A good place to start that understanding is With the old sig¢ns, "
which first appeared almest 10 years ago but werg Jargely igndred.

%4 Although the systenis studies that became asis for the higher .
‘education management thovemerit were begun in the mid-1950s, the -

aV&ment itself first became visible in the late 1960s through‘the °

technical reports and small conferences of specialists working, on
the management systems. The principal forums for discussion were
the meetings in Boulder. Colorado, of advisory. committees of the
Western Interstate Commission for Higher Education (WICHE)'and
later its Natipnal Center forHigher Education Management Systems
(NCHEMS), whose.few faculty members were appointed precisely
because of their specializedyskills. Fresh¥from Boulder. these spe-
cialists beought back_to thein campuseg the latest word on the new

- _,developments in a growing list of technical projects designed to’jm-

. Prove management of the campus.” ‘ .

A few campus administrators and systems specialists followed

. H

$

- PN {
~ The iqaiority of faculty members, whetherloxii hot{hey ¢’
~were aware of new management methods, proliably gave
; the matter little, if any, sustained thought. Not that
faculty members are strangers to manageme it tasks. In
the past decade much fagulty time has'beef! spent
{ recruiting, draftihg growth plans, adxising on building,
plans, and planning academjc offerings— activities that
" can properly be called ma ging growth, But acadellqic. T
. management tasks aside, faculty members have never
* had much difﬁculty'rgstraining their enthusiasm for, the
problems of general institutional management
or controlling costs. E

\thgse\dﬁue‘l:)pments early on, as did a few faculty members. Bixt

there was little reason for informed faculty members to be-highly -
impressed with what they saw. Despite growing discussion about
them, management systems did not seem to affect the academic life
of institutions. A survey of institutional practices made for the Car-
negie Commission showed that by 1971 only a small numbgr of insti-
tutions,had adopted all three of the elements consideredfnecessary
for éffzr):tive institutional management by the director of the suryey:
(1} institutional resqarch, (2) a planning-programming-budgeting !
system (PPBS), and (3]d computerized management information sys-
tem? Reports tha t budgets were now to be prepared in new formats

1 Founded in 1953 the Wostsrn Iftdrstate Commission for Higher Edutation published & short history
of sts activitts, including an account of its ontry into managomaent, in ity 1973 annual report, available
from tho commission in Boulder. Colorado. . . : ! . ‘
-2 Seetawrence Bogard “Management in Institutions of HagharEducafion,” in Papors on Effi

iency in
the Monagement of Higher Education {Barkeley, Calif Carnogio Commissiorn on Hlshcr'!ijuca(ion,
1972} Not nvaryons would agroo with his list \ d
! ‘v

.
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as program budgets. and that informatidﬁystems were being im-
proved, stimulated little informed faculty interest. because these
measures appeared to be either an exercise in communication be-
tween technical people or a promise about future efficiency—nei-
ther of which attracts much attention in any organization. academic
-or otherwise. . » .

The majority of faculty members. whether or not they were aware
of new management methods. probably gave the matter little, if any.
sustaned thought. Not that faculty members are strangers to man-
agement tasks. In the past decade much faculty time has been spent

v recfuiting fing growth plans, advising on building plans. and
Y&addmic offerings—activities that can properly be called
managiig prowth. But academic management tasks aside, faculty
~mbers have never had much difficulty restraining their enthu-
siasm for the problems of general institutional management or con-
trolling costs. These were not functions importantly associated with’
the performance of the faculty role. For most faculty members. insti-
—_mubnama_xhage_rr%had other associations. It meant either an is-
. stitutional career (a distant second choice). or a hierarchical organ-
1zation (which one enters academic life to avoid), apd in any case, @ |
field that offered something less than a comapelling intellectual inter-

.

.. ] Compared to business or government orgapizations,
’ collegés anduniversities have been consistently
undermanaged. By any relevant measure, they-have had "¢
_fewer administrators than other comparable T
organizations. The reason for this is well known: The
campus got along with few administrators because it
_ relied on the faculty to perform various management s
duties. Fac embers complained. They downgraded
. the importance pf the function and joked about the high
cost of their l¢w-level managerial work (such'as minor ,
staff work, dr keeping files). Yet, faculty members .
. perfarmed their duties because they played a key
' ‘'organizationalrole.

[4 M x * LY
Py =

1 .
est. So there was little reason to expect faculty appreciation for new °
.mgnagement concepts such as “data elemengs,” ‘th{ “induced
-course load matrix,”” and *‘resource requirement’ prediction mod-

-

els.” They escaped the notice of most faculty members during those '

_ days of student protest'and campus upheaval.: - . -
if there were sufficient reasons for faculty members to be unim-
pressed by,.or unaware of, the'management movement in the late
1960s, those reasons were all but gone five years later. By 1973 it

- took dedicated indifference for a faculty member not to be aware of ¥
managerial concepts and their growing importance for higher edu-
cation. The intervening years had progduced six important develop-
ments that heightened consciou3pess°ébout the managenient move-

-ment: . . | .

(1) With a swiftness not unlike the flood of management books

v

ot
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. that appeared at thé turn of the century. an education management
field has emerged'in the last few years. A count in 1974 showed pro-
digious output of at least 15 organizations working on management .
systems for higher education. Each produces a variety of products. -
The numbepis no doubt larger today. These products fall intg four .

" major arez/s/\&)ta-base management systems, basic operational sys- :
tems; plafining and resource allocational tools; and communication- -
base tools.” Although these are the basic aréas of application of
management systems work. a full list of the specialized tools and
products used in these areas would run into the hundreds. N

' . The organizations currently active have no Frederick Winslow

. Taylor: but they. do have able specialists working toward his goal, .
ynamely. making mahagement more efficient and more effective. '
That goal. seen in retrospect, may seem to lack dyama, but it has in-
spired prodigious effort on its behalf. and an ever growing higher -
education market for the products designed to reach it.
. {2) The 'new depression’ in higher' education was creating that
* market by changing in a fundamental way ipstitutional policy to-
ward making ends meet. Instead of relying entirely on increasing in-
come, institutions now also sought to cut expenditure growth by re-_
ducing programs and increasing productivity. This riew policy in~~
creased the demand for use of those management methods which
just a few years earlier were the study projects of the groups work-
ing with NCHEMS at Boulder. These include a Data Element Diction--
ary {to obtain unidorm definitions for a data base); a Facilities In-
ventory Classification Manual and a Higher Education Facilities
Planning and Managément Manual. an Induced Course Laad Matrix
_ (to determine. by disgipline and level, hours and >courses, taken by
students in each major program); a Resource Requirement Predic- - *
tion Model (to simulate the institution as a means of improving re-
source allocation); and Cost-Finding Principles (to develop more :
sophisticated figures on dirfct and indirect costs). But the.main
point is clear. The new management products are cOming into in-
rreasing ‘use in higher education., When campus administrators
rompare.experiences. they all report éxpanded management effort.
" The view that *“‘everyone is doing it” sfimulates pressure on each
campus to evaluate the adequacy of its own efforts. and to extend
them. T o
'8) By 1973. a Carnegie Commission Survey' revealed that the new
policy toward making ends meet' was working. The rate.of expendj-
ture growth in higher education was being substantially reduced.
*As a result. the tasks of institutional management began to bear in-
.creasingly on the atademic furction. The Carnegie sutvey gave
_ more credit to the :(lder. folk methods of administration than to the .
'\ new médnagement methods. Yet the effect of the management move- v~
ment was clearly to create a greater cast-colisciousness. and it has
produced demonstrable results for the balance sheet as well.
(4) On large campuses and small, new methods began to replace
previous approaches to budget preparation and review. The new
* budget metﬁods called for new participants in the process—thg fac-
ulty. Their recommendations were to be drawn from data provided

.

3 See Planning and Manogement Practices in Higher Eduogtion, Promise or Dilemmo? Education Com.
mission’of the States. Report No. 26 (Donver. Colo. Eduggtion,Commussion of the States. Ma 1972).
The volume 15 4 good raforonce and bihliographic soutge oh thys subject. ;
4 Eael F Cheit, The'New Doprossion in*Higher Education—Two Years Later (Berkeley. Ccﬁhf.. Car-
neglo Commission on Highpr Educauon, 1973} } . . ) ’
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larger systems, to reguire that systems produce more information,
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‘ . .
by a new infurmation system, which would.also aid th m in their
other new duties of program review and lopg-range planning.
{5) The state government role in higher education is gxpanding.
The states have’begun to'restructure public higher education inte

more coordination, and to assert a larger role in planning and even
governing. Managenient systems and tools, such as the program

- classification structure, originally developed for institutional use,

were now being adopted by the states for their own purposes. Al-
though the,private mstitutions are still largely excluded from state
requirements for accountability, they too are becoming part of the ,
overall planning procedure. Uader the newly revived section 1202

" committees. private institutions will be officially part of state plan-

-ning mechanisms.

(6] Finally. given all these developments'<the growth in the num-
ber of the available products, their increased application, the need
for expendture reduction, the larger role of the state—the sixth de-
velopment became al] the more important. harp warnings about
the unintended consequences for higher education of managerial-
ism. By June 1973, the two leading education publications had pub-
lished such warnings, one by American Council on Education Vice
President Stephen Bailey, “The Efficiency Cultists” (Change, June
1973}, the other by Ohio State University Président Harold L. Enar-
son, who warned of the dahgers in higher edutation’s “managerial
revolution' (Chronicle .of Higher Pducation, June 18, 1974).

The warnings about the managpm%nt movement bring one main .
message about_heightened management consciousness. It must be
more than cost-consciousness alone. The methods of the new man-
agement movement, whether used at the state level or on campus,
are tools but they are not nentral, that is, independent of their set-
ting. They are meaningful only in the context of their environment.
Qn campus or off, the_old methods of governing are being chal-
lenged. The power of the formal structure is increasing. It need not
follow that academic values of the old-finformal) environfnent are
fhréatened. But style is the key to good management, apd the waln-
ings of Bailey, Enarson, and others show there is reason to fear that
unless the new methods are generally understood, the environment .
will produce a style and a use that is not particularly academic.
This means that the management moveiment (and the factors tha@g b3
created it) has also created new requirements for performing the™ .,
faculty rgle. Maintaining quality arid shaping the dixlection_ of col-
leges and universities now, require more than competence in a sub-
ject-matter specialty. They require an understanding of the facts
stressed in other sectiﬁfg)(:f thig volume as well, and of their main
implication, that higher education is being redefingd, not by an edu-= ~
cational master plan or design, but as a result of the growing strug- '
gle for scarce resources. The organizational impact of the manage-
ment movement and its techrical demands are enlarging the re-
quirements of thie traditional faculty role in shaping institutibnal
palicies. Academic management tasks,can no-lenger be neatly ise- .
lated from. institutional management. The two are increasingly in-
terrelated.  + - - v ‘

Compared‘ to business or government organizations, colleges’and
universities have been consistently undermanaged. By any relevant
measure, they have had fewer:administrators than other comper-

. '-_-fZOt !
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able erganizations. The reason for this is well known. The campus
. gt along with few administrators because it relied on the faculty to
_ perform various management duties. Facilty members cumplained.
N 'I'hey'downg(raded the importance of the function and joked about -
the ‘high cost of their low-level managerial work, (sich as mior staff )
-« work, or keeping files). Yet, faculty members performed their duties K
because they played a key prganizational rolé. They enabled the
arampus to function without much reference to the power as defined
<+ by its formal hierarchy. It was the informal organization that ran »
things by influence. The form could best be described as a loose col- ; g
- lection' of professionals. The organizational result could not be
called very neat. Lines were blurred and the focus of; décision was
not “alwavs clear. . . -
It was a situation that inspiréd a good deal of writing about gov-
. ernanfe. But two overriding qualities made it very attractive. First.
decisions were made. or could-be easily influenced. by the faculty.
Second. the system worked. This arrangement was jn use by many,
probably most. institutions during the decade of remarkable growth
[gP58-68): Faculty members performed the recruitment, planning.
and various entrepreneurial functions that went with growth. Off

“ e s 4‘—_4,‘ - -

v —

We now know that the new management practices began .
to convert colleges and universities from loose’
organizations of professionals jnto managed institutions.
An immediate practical result is that the faculty must
rticipate early in a sf{ixctured-decision process, or
not have much influencgon it. The most important task »
. _islikely-tobe the: udgey/process. If faculty members had
’ 1 little éppetite fgi genéral marggement, they will have
— even less for thé r$pwing prospect of being managed.
‘ - In\tﬁfwiguétion. it is easy to become embattled, or feel
- ' . isolated, not an ideal situation for budget making. ,

——

Y

.

campus there were few complaintsabbut, this form of organization..
and decision making, forgit produced. many of the academic pro-.
grams and features most 4dmired. In his widely read book on trust- -
eeship. Beardsley Rumiwrote with approval that in the college, the
“ling” of command was a tenuous ling of 4influence.
This organizational arrangement first came under challenge from
the student uprising of the sifties. Next came financial pressures,
the demands for_accountability, and declining enrollment growth.
These challenges revealed that the organizational form of a loose
—*=  colleetion—ofprofessionals is ill-equipped to run an organization
" . _ wheh its basiG assumptions are not shared and when there is little *
" or no growth. .. o ) ’
Under the-old system, faculty members initiated changes and ad-
ministrators did what was necessary. to accommodate them. Faculty
merbers didnot participaté in the budget process, for there was lit-
tle ggasom to. There is ample reasdn to believe that most campuses
opeﬁted ugder ‘a-similag situation dw:ing that halcyon period:

4
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Now that growth ib'declmm.g, the budgef process is far mcmfé—
portant. The mana ent task—gathering’ ap'd analyzing informa- .
. tion that will inforid the difficult decisions thathiyst be made —must
come first, for without growyff change must come by substitution or
contracton. Because these decisiuns are mcreasingly interdepen- )
dent, to be credible they must have an grganized. systematic basis. .
The management techmquub used require thatydecision peints be
) ’ focu;ed and powers defined; the preferred criteria for judgment
¥ under this type of planned change are those that can be measured °
and institutionalized. A good description of this process at work in
o " five institutions 15 provided by the A‘_adem\ Tur Educational Devel-
- opment booklet Resource Allocation in Research Universities.
The old form of easy.access to influence is going fast. Now one A
muskparticipate in new. structured processes. or simply do one’s
duty by its computer printouts. The necessary rush to tool up with
'1;! z ment methods for dealing with financia} trouble has, pro- °
¢

ed large wmistrative budgets and new staff positions. * Thesé
probably somewhat smaller than characterized by Dr. Ronald
Berman head of the National Endowment for the Humanitiés. who
saui that in sume mstitutions, annual administrative budgets had
‘become large enough “to run Costa Rica or Honduras for half.a
decade.” ' Butrelatively hittle attentionwas paid to the erganization-
. al impact of thenew methods and new.staffs. We now know that the
new management practices began to convert colleges and lVBI‘bl-
ties from loose organiza{xonb of professionals into managed in tu-
tions. The main organizatienal consequence of the manageme
movement has been a redefinition of management authority, and a . )
 new.mure Tﬂrmally defined structure of management. An lmme;lxdte
practical result is that the faculty must participate early in a struc- S
tured decision process, or not have much influence on it. The most
important task is likely to be the budget process. for it is now be-
coming the principal management device for allocating resources. If
" faculty members had little appetite for general manggement, they
will have even less for the growing prospegt of being managed. In

. this situationt is easy to become embattled. or feel isolated. not an
., ~— ideal situation for' budget making. .
H ' An obvious pre(,ondltlon fot an effective faculty role in the budget

process, therefore, is atmospheric. As the moving party, the admin- -

istration must work to create the conditions conducive to partxcxpa- /

tion. This is ldrgely outside of faculty control, but not enhrely

Faculty members can nfake several tontributions to this process.

The first is to recognize that there is a f-}nancml’problem in higher *

education and to determine what its effects are in one’s own ingtitu- '

tion. For reasons already noted, faculty members have not in the

. dpast troubled themselves with the details of the financial condition,

of their own institution. Now they should, and they must.

Planning and budget making are also more important than they

have ever been in the past. Jn recent periods of growth, planning  ~
~ wasoften an exercise in self-congratulation. No one took it too seri-

ously. for mistakes could always be eliminated through growth. Now

the planning and budget process are real and should be recogmzed

as such. Part of this reality is that ‘the resource allocation process_——

.V involves some conflict of interésts. These are better resolved.when
all parties understand that such cohflicts are likely o exist and that
iti is in the nature of the case that some mterests will wi d others

‘ - . . ~
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. goal of faculty participation
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td to the new participative role ¢f facul-
ugh the budget is faculty paralysis. The
is,to retain, insofar as possibje, the in-

/
will loq/g:j'_l‘ he greatest haza
ty in résourcg allogation th

ner-directedness of academ
development of standards by
and mgthods for faculty par
justment and reallocation. A ‘system elies on the faculty role
can be paralyzed if the faculty cannot e necessary decisions.

When the academic institution was managed by a collection of
professionals. ‘neither the methods nor the theory of management
was essential to performing the faculty x’o‘le. Now they are. Simply
put, management is concerned with two main functions 1n an organ-

ization—making the:i}e(ii;}o\ns that allocate.resources and imple-

C
which the institution should be judged

menting those decisions. [feally, the first function would be guided
bv agreed-upon statemexts of goals. The nhew Management by Ob-
jectives programs bging advertised in education journals are SVs-
tems for setting organizational goals based on the goals of its indi-
vidual members. But, in fact, the goals of most organizations are
produced in the continuous decision-making proczﬁ?,of allocating.
Implementing involves the more mechanical roles¥of establishin

rules of performance and preparing records and informatiomto be

. used in-evaluation of the decision, which in turn become useful for

future decisions pnder the first function. .
The management methods now being applied to higher education
are more helpful in implementing than they are in allocating. In the
absence of early involvement in' the system'’s process, fha“g)o;al fune-
tion will be decided by the questions put to the budget process. The
way the questions are developed will. be the major influence n de-
termining how they will be answered. That ig why it is important for
faculty;members to understand not only the-details or the mechanics
of therbudget but also the basic theory of the*budgeting system.
A splendid primer on the rhajor budgeting systems was included
in thé 1973 annual report of the Institute of Technology at Southern
Methodist University {SMU). It presents a brief analysis of the seven
basic approaches to budgeting. It begins with the“’every tub on its
own bottom" approach and contrasts it with the “kin gcree’”’
method of budgeting. Between these two extremes of decentraliza-
tion arid centralization, there is the ““squeaky wheel gets the grease”
approach, followed by the “formulg” approach designed to over-
come the arbitrariness of the ‘*squeaky wheel.” The fin:%l three-are
the more technical approachés, namely, (1} the planning/program-
ming and budgeting systems‘(PPBS), which seek to relate budget
decisions to program decisions; and (2) the**zero base budget sys-
tem.”” which abandons the old method of budget defense, namely,
-justifying ‘the increase over the last year. It requires insteadn}l-n\::t
each budget presumes to-begin at point zero. The entire budget must

', "be justified in detail ds if the activity were starting for,the first time.

Finally, the seventh budget system described in the SMU publicati
is'the “objectives, strategies, and tactics™ b od of deal-
j‘r;g with the strategic b —H-mcludes those items that are dis-
Mretion: -urrent operations and for Wh}'gl optimum long-ter
esults are sought. Its theory is to focus on gbjectives and goals with

quantifative’statéments of intention ant purpose. The stratggies will
. = ' o

follow. . , .
Even this brief review of the seven major types of budgetsjshould

- 23 S
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institutions. To de this reduires the -

f(ﬁpatio e_difficult imexof. read. - —-
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be sufficient to indicate the ways in which decision3 can be prede-
termimed. Without participation in the earlier process, participation®
in the budget process may in fact be simply ratifying eaflier deci-

" sions. Effeétive participation requires not only an understanding of

. the premises and, where possible. participation in their formulation,

. but a-continuous effort to develop an overall view of the institution _
and have that view inform the resource allocation process.

__ An understanding of the larger setting within which these man-

. * _ "agement processes are OCCUrring is essential because the complex-
ity and momentum of management technique make it easy to lose

.. sight of 1ts academic purpose. Methods are powerful and even un-

~ der ideal conditions tend to become an end in themselves. A case
_n pomnt 1s the report of the National Comrhission on the Financing of
Post-Secondary Education, published in January 1974. It trans-

. formed the sumple. folk method of estimating the unit cost of activity
into the -most important educational policy issue of 1974. Simple
\deas were given sophistication by the management movement in the

: late 1950s: and within a few years they became a matter of national

‘ adaptation. So great was the momentum generated by the manage-
ment movement that the commission recommended that the federal

.. goverhment require national unit cost dafa as a conditidn of appro-
priating funds for higher education. That proposal came p{li::sly

close to becoming federal policy. There was strong reaction gainst
it. and, to his credit, the Commissione’r of Education decided against

the proposal. . -k .
For faculty members#oday, the larger setting is not the Congress,
’ but the campus. Almost every institution in the nation has shifte®'its
mternal strategy from one of “trading up” to reach its quality and
;&g‘g}:am goals. to one of “trading off’* one program for another.
anagement tool¢ properly applied will enable the faculty to partic-
spate n this difficult trade-off process. The §Emger is that faculty
. patticipation will become a rituakin a process with a predetermined
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[ What cons’mutes educqtuonol efficiency, and what are
majorimpediments fo achieving it? Even smcll mcremem‘s
of greater educational efficiency may have sugmﬁcont
budgetary benefits. Within the larger political framework
of academic institutions, faculty should, as much as pos-
sible, be involved in the budgetary process of the whole
institution, rathenthdn’ with simply their own or deparmen-
tal concems. 4 g o
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- ARE THE OUTCOMES OF HIGHER EDUCATION WORTH-THE: . o
. cost? This is one of the most compelling questions in education. *
Wollld society be better off if some of the $35 billion gpent on higher ] -
education each year were shifted to other uses—environmental im-~
provement, say, or early childhbod education, or personal consump- ~ -
~ tion? Conversely, woulfdsthe public interest be better-served if fe-
,-sources werg shifted from other uses into higlter éducatich? Qr, to
, consider sti another/ciimensi‘on,w"md higher education’be more
| productive/if it were reorganized according to type, size, mission, -
/8;ogra'xﬁ, r method? - . ’ U
These afe efficiency questions; and they are vefy much on the -
minds of legislators, donors, parents, students, and the pulblic, all of -
whom bear the cost of higher education and receive, in various
ways, its benefits. But questions of this kind are also increasinglyon .
the minds of conscientious educators who want to produce the high- - '
est pogsible social return with the funds entrusted to them. )
Withip each college or university, efficiency guestions fypically - ]
are faced when decisions must be made about an institution’s mis-
.. sion and.the deployment of resourceés.to achieve it. These are bud-
~ getary decisions. Théy are influenced to varying degrees by outside
. ‘legislative and coordinating bodies, accrediting groups, and customy -
but generally a large part of budgetary decigion faking ‘occiifs on,’
, the campus itself. Faculty\hmembers are of should be deeply in
p . volved, evenfhough few of them may actually take part in the formal
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. budgetary process or 'sﬁ%/(inal budget documents. .
* *  We begin with the question of efficiency. In genersl, we define ef-
‘ficiency as effectiveness in accomplishing some stated end. Efficien-
¢y is measuted as a ratio of énds to means. In economi&? itis |

L]

_. Ineasured as a ratio of output to costQutput refers to anhty,t_ﬁ- ~
- "of desired product (or “‘outcomes,” as we say in education}¥ cost re-
" fors o expenditifes for the sérvices of necessary personnel and
capital “Efficiency rises, for example, when outcomes are increased
as costs remain constantror when outcomes remain constant while
- Costs decredse. The greater the ratio of Sutcomes to costs, the high-
- er the efficiency. » © B Cs .
It is often argued that a concept so crass as efficiency is quite ‘out
"of place in endeavors so lofty as education: but in its general form
{as simply a favorable relationship between ends and means), the -,
concept applies wherever people use their time, effort, and capital

* . L}
’ . , >
. 0 R N

‘One primary institutional priority is attractingand _
. retaining a faculty.of quality and high morale. In the «
long run this is possible only if budgetary decisions are
reasonable. fairy and related tp the legitimate B
prqfesrsiohal'é“n.d‘personal aspirations of faculty. In the ,
short run, especially in times of crisis, a governing bpard.
or administration can override faculty goals, but-in
s the'long run they canrot do so without serious,
T campuswide damage. Even in {oday’s tight faculty .
! market. the most competent faculty members are also the - .
bt most mobile: the most capable prospective faculty « - )
’ members have the most thoices. * '~ = .

L3 ' ° »
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in '_qhest of sperific ends. Faculty oftén reject notions of efficiency as

.appropriate for the industrial mogel but not for a creative learning
environment. Although we may wish to avoid sheer quantification of
results, maximized outcomes must evéntually be weighed in telation .
to costs-even ‘in the process of human develgpment. ‘
In-gducatiog, for better or worse. estimates of efficiency will be
'based largelyf® subjéctive judgments about outcomes. The mere
fact that a given educational niethod (larger classes; for example, or
computer-asgisted instruction or off-campus experience for credit)
{ - lowers cost per stiudent does not prove that the method is more offi-
"{ cient unles$ no corresponding loss in quality. has been sustained.- :
"The efficieficy goal is not merely to_redude cost per student; jt is to
" " alter favogably the ratio between outcomes (whish incluges quality)
! .and cost. ,Isnhe'lie’ét,'élf Il possible worlds, outcomes are.enhanced .
/' af the'same tinié ¢d8ts are cut—and this is by no means impossible. S
/‘: "What, then, are th principal”impediments‘to educz{tiorml effi-

¢iency? . o . )
First, fundamental/institutional rigidities. Colleges and universi-
lies have large investments in plants.and equipment, generally de-*
signed for programs and methods of the past- not for the future. t
They F’arryAlarge numbérs of tenured or semitenured. faculty, -ad-
R - oM r\ ’. . e,
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. mmstrative officers. and staff. Characteristically, the skills of a'ca-.

- demuc staffs are set, their educational philosophies are fairly stable,

. - and they are steeped in academic tradition and have certain expec-
tations {tantamount to contracts).about their insfjtution’s programs

.and methods. Institutions are obliged to carry ytudents through
courses to degrees on the basis of programs in effect when these
students were admitted. Typically, also. institutions_are short of

capital to buy new buildings and equipment, or to employ the new

* staff needed for innovation. Under such conditions, change, unless

impelled by crisis or stimulated by new monéy (an increasingly rare
occurrence).és at best sluggish and fraught with internal stress and
. : strain. oo : .

- A second impediment to efficiency is politic/al in nature. The
.. + _formalor tacit conseat of many groups is required before significant
~. . ¥cirdnge can occur. These groups include faculty, students, and

-tpustees. and sometnm?sﬁnacademic staff, public officials, donors.

) -/
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Withind e\ach.colle-ge or univessity, efficiency questions
" typically are faced when decisions must be made about
an institution’s mission and the deployment of resources
. to achieve it. These are budgetary decisions They are
influenced to varyipg degrees by outside legislative and
coordiueﬁnﬁ)odies. accrediting groups, and custom;
but generally¥a large part of budgetary decision makipg
. - occurs on the campus itself, Faculty members are or
> ** $hould be deeply involved, even though few of them may
actually take part in the formal budgetary process or See
IR final budget documents. T,

- i

\

accrediting bodies, gradi(a\téand professionat schools, and profes-
sional associations. The political process in academe is not unlike
that of getting a bill through Congress, approved by the President, .
sustained by the courts, and administered by the executive agency
“in accordance with the law’s tetms and congressional intent.

-A third impediment is risk. The outcomes of any change in pro-
gram or. method are uncértain, and some changes—one never
. knows ig advance, of course, which ones—are bound to fail. More-

. over, ce®ain kinds of changes, especially those involving departures
from tradition, cutbacks in program, or the elimination of luxuries,
mvolve the risk of adverse effects on an institution’s reputation and
sometimes work against.student recruitment, private'gifts, and even
* legislative appropriations. Although risk is a two-way street in that
. _ innovations may produce unexpected gains, it is nevertheléss an im-

. . pediment, :

A fourth obstacle js the difficulty of appraising the outcomes of
new teaching and learning programs. If, after an instifution has ens °

5a ~ dured the stress of change; one is unable to tell for sure whether the

mnovation has raised or lowered quality, why undertake the change
_in the first place? : ' ' .

Fifth, the slowing down of enrollment growth ang-the onset of the

. el

.
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* " steadv or declining state” probably increase the difficulty of su‘c-
cessful change. Less often can new programs be add-ons that do not
dlsturb the status quo, more often they can be adopted only at the
- expénse, of existing programs. .

None of these tmpediments is insuperable. Personnel do change
Institutions do acquire new capital, political obstacles are over-
come, risks can be taken; ovutcomes can be judged éven if. not mea-
sured precisely. Nor should. the impediments necessarily be la-
mented. The academijc community, constantly besieged by propos-
als. many of which are passing fads or foolish nostrums, needs some
.stability of values. purposes. and methods if it is not to be pushed
and pulled in sundry directions. But whatever one's view of such
matters. the impediments make the process of change exceedingly
slow: Theyv explain the fact that higher education s technologically
. backward. From the point of view of mstltutlonal leaders, the
amount of change possible within the typical planning horizon of a
few vears seems so small that the effort and trauma involved may
appear excessive. \(et it is obvxous that an ‘institution that does not
seek ways to improve its efficiency —to do a better job with given re-
sources. to do the same job with fewer resources. gr best of all to de

a better job with fewer resources—is certam to OSSlfy and lose 1ts .

-relevance to the real world.

Over many years. until recently, the average costsper student for
the entire higher educational system (in'constant dollars) has risen
at a rate of abott 3 percent a year. It has been estimated (and con-
. firmed by experienced ‘educators) that a reasonable goal for a col-
I8ge or university would be to reduce this to 2 percent by citting out
one-third of the annudl inéteases.' A~saving of 1 percent a may
seem trivial; but differences can be made. not by sporadlc%‘ s of
cost cutting that only create traumas but by a regular and sustamed
slowdown of rising costs. :

Sxmxlarly 1 percent a year might be a reasonable goal for im- *

provement in outcomes per student. Improvements. in outcomes are
of course more difficult to document than reductions in cest, but as-

suming that imperfect measurements, common sense, and 1udgment )

would suffice for the appraisal of outcomes, there is no reason to
believe that su? improvements on the order of 1 percent a year are
unattai

On the her hand, if the quest for efficiency is designed to bring
out drastic change within a year or two, devastation is the most like-
ly result The meat-cleaver approach will work only under condi-
tions' of crisis. and results are hkely to be uncertain.

One primary institutional priority is attracting and retaining a
faculty of quality and high morale. In the long run this is possible
only if budgetary decisions are reasonable, fair, and related to the
legitimate professlonql and personal aspirations of faculty. In the
short ryn, especially in times, of crisis, a .governing board or adsin-
istration can override faculty goals, but in the long run they cannot
do so without serious, campuswide damage. Even in today's tight
faculty market, the most competent faculty members are also the
most mobile, the most capable prospective faculty members have
the most choices.

Adnrinistrative officers must rgly upon faculty members for guid- .

ance in budgetary decisidns. No president, provost, or business offi-
cer can know w:th any degree of conﬁdence the mstruchonal and

29. - .
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thoracic surgery to mathematics, accounting to studio art. Propos-
ald. information. and Zg:\lce for budget making must flow in from

@ 7 " ressarsh | needs of fields ranging from astronomy to anthropology,

faculty members throughput the institution. Faculty, therefore, must
have thorough and objeetive understanding of the total budget pro—

cess. < r

In the politics of the academy, a central admml
faculty support and cooperation to survive. Without
ministration can long carty out its programs angd plans. Ag an inter-_
‘est group. the faculty operate partly as individuals, partly as de-
partrhents or colages, each pushmg for the advancement §f his or
its own activities. each serving as a guardian of acadeniic stan-
dards and academic traditions. They seek-'new equipment. more
building space, assistance. books for the llbr@'y, new programs,
and better students. Faculty members goad their . departmental
chairpersons and deans into presgnm_for more and better re-
Murces. One of the criteria of a ﬁ chairperson or. dean is the
ability to deliver more resources for‘his or her area. In these mat- ,
ters different groups of the faculty are competitive with onq-anothe&'
but in combined effect the many pressures make it difficult for the
central admimstrdtion to allot less to mstructnon and research than
its full share.

The faculty as a whole also press constantly for hlgher salaries,
more fringe benefits, and lower teaching-loads. In these mgtters the
faculty tend to become more united than they are in theit efforts to
win support for particular disciplines, and the effect on the admin- .
istration is accordingly even more persuasive. There are few insti-
tutions where faculty salanes are not a budget item of the 4 heﬁ’t““
priority. s

There is an obvious djsjunction between the faculty as an aggre-

. gation of competing interests and the faculty as a whole as repre-
seqted en committees to consider the institutionwide budget. A ma-
jor objective of institutional leadership should be to try to bring fac-
‘ulty into the budget—makmg process ul/_,ys that encourage an all-
institutional pomt of view as opposed fo a narrow, competmg-dlscn-
plines point of view. When formal faculty participation in budget
making is achjeved on terms that lead to genuine responsibility for
the welfareyof the whole institution, the power of faculty as a collec-~
tion of narrow and partisan interest groups tends to be moderated.

On the growing number of campuses that are governed by public -
coordinatiig bodies or absentee system administrations, budgets
tend to be set by fairly mechanical formulae. In tlis case, the scope
“for local budget making and the role of the faculty either as a pres-

Ssure group or as consultant is greatly restricted, and faculties are

i likely to seek to restore some of their traditional powers through cok, *

_lective bargaining. ', ~

One of the most controversial issues in academic life is the alloca-
tion of faculty working time between instruction and research ‘Effiz

. ciency calls for balance. Allocations of faculty time between in-

struction and research should be such that the general cultural her-

itage is preserved and knowledge advanced, and that faculties are
not unduly dmcted from teaching, and mstltutlons do not become
intellectually stagnant. Different institutions reach different solu-

__tions. However, where heavy commitments are made to research

beyond that necessary to foster an intellectually stimulating envi-

S, . . L 30
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fitent, the budget should allocate faculty and other costs between
research and instruction so that the trug cost of each may be esti-
mated. In the calculation of student-faculty ratios and the estimates

able to instruction should be counted. Institutions that provide
substantial faculty time for research and therefore have seemingly
low teaching loads and seemingly high instructional costs per stu-
dent are’often citicized unfairly. After proper allogwance for faculty
time devoted to research, their costs may bé quite reasonable. Thus,
in appraising the efficiency of any institution, it is necessary to iden-
tify its goals for both research and instruction, and separate costs
for the two purposes. : R
Another éfficiency issué relates to-the adging or dropping of in-
structional programs. Questions like these must periodically be

paraprofessional workers? Should students be admitted who have

not graduated from high school? Should extension.courses, special
" adult programs, or external degrees be offered? Should programs of
high unit cost in classics, Chinese language and literature, or nu-
clear physics, for example. be dropped? . :

Such questions have implications for both costs and outcomes.
The offering of a multitude of programs is likely to result on the
average in small enrollments per program. inadequate facyjty di-
versity within each program. and overall low (and costly) student-
faculty ratios. No college or university can ¥fford to diffuse ifs ef-
forts too widely. unless it intends to follow a path to bankruptcy. On
the. other hand., a restricted range of programs may result in a nar-
row intellectual community and may not attract and hold students.

The dropping of programs often precipitates political controversy
within a college dr university. When an efisting program is being
considered for deletion, the faculty and students immediately affec-
ted and the related professional or business groups, tagether with
their friends, can usyally be counted on, to stir up opposition. Often
the issue is carried into the'public press and the legislature. Because
of the intensity of such opposition, most institutions continue pro-
grams that, on both educational and economic grounds. ought to be
elimina'ted. Such programs are seldom undesirable per se, but they
are not necessarily yseful in the institution in question and should
perhaps be offered somewhere else. )

A high pricé is paid by American higher education for curricular

i e

lass a few years ago (Efficiency in Liberal Education, McGraw-Hill,
1971), a typical liberal arfs college of 1,200 students was found to be
able to offer a high-quality education with about 225 coufses. In
Jfact, most such dolleges have two to three times this umber of

varied as follows:

- . * ~ -
Number of Average class Cost per student
courses ” ) size per course

450 17 " $280

335 20 o 240

225 ) 30 170 - -

31

. -of instructional cost, only that part of faculty time properly assign-.

faced. How many major fields should a college or university offer?
. Should an institutiont introduce new vocational ,programs to train

proliferation. In a study made by Howard Bowen and Gordon Doug-

courses. Cost per student {holding all other variables constant) i
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) Given the curricula, there are many p0531ble instructional meth
' ods for each course. The range of pOSSlblhtleS includes:

T Lecture in large classes L
. Lecture-discussion in smaller classes ¥
Seminars ih very small groups
Programmed independent study available in sizeable groups of studefits
Indmdual independent study’ « -

'I‘utorlal instruction ,avmlable mdmdually or in groups of two to four
Mechamzed instruction using computers. TV. radio, motion pictures.

cassettes. slides. etc. « a 3
Team teaching - .
Clinical programs . .
n—

Off-campus experience for credit . -
Combinations of the above - ’ .

"Such var’ying approaches are appropriate todifferent mstitutlons';
subjects, types of students, and faculty styles. They involve different

costs and produce different outcomes, For exampléa .
Method - C Cost perstudem
i - : c e * per coursey,. .
Individualized independent study with $277
, extensive use of mechamcal equnpment -
Tutorial instruction . 261 - - ’
_ Conventional lecture-discussion . 240 ‘
° . Programmed mdependent study . . ) 25
Eclectic plan combining theabove methods , 212
-Very large lecture classes for one fourth of ' ) 202
. aII instruction; small classes for the balance -
- «
. Wlde variations in cost, ranging in this study from $277 to $202,

result from changes in methods. If one added in even greater poten-
tial changes in cost from reduced: curricular proliferation, the net _
! effect would be dramatic. Substantial savings are possible in many
institutions without serious curtailment of quahty When faculties
_are consxdermg educational policy, they should give close attention

~ to possible savings.as well as to improvementg in outcomes. In prac-
tice, unhapplly. faculty deliberations on educational pohcy usually
give little heed to budgetary consideratiorns.

The major instructional costs are faculty salaries and other ex-
penses that vary more or Jess in proportion to the size of the faculty. . |
Among these are fringe benefits, use of office space.and equipment,
secretarial help, faculty recruitment expenses, and.certain gengral )
overhead. Whereas the average annual base salary for full-time . .
T faculty members of all ranks may be on the order of $15,000, the
total institutional cost of employing and supporting the activities of
one faculty meniber may average closer to,$25,000. The ratio of stu-
dents to faculty therefore gcomes a major determinant of efficien-
cy. If, for example, the rati could be raised from 12/1 to 15/1, di- -

«

rect instructional costs per student would be reduced by about 20

R M RS




s\

ree

percent, If this could be Mone withqut significant impairment of

“.quality. efficiency wopld-be increased.
" Often chapges infodes of.instructi
ratio and lowes~direct instructional fost per student. Examples
would be reducing curricular prolifeadtion, increasing the average
size of sections, or helping students to learn by themselves without
heavydependence on faculty{as in programmed independent study,
mechanically assisted fnstruction~ or credifs_for community ser-
. “vire} On the other hand, changing the mrode of ghstruction while
holding the student-faculty ratio constant will gfhieve little toward
lower cost per student. It may enhahce the outcomes by improving
qualitv of instruction. but it will not appreciably affect the gost side
+ of the efficiency equation. If unit costs are to be lowered. the num-

" ber of faculty members employed to teach a given number of stu--
dents must be reduced or enrollment must be increased while the

~

raise the student-faculty

Y ' .
-

¢

€« ¢

One of the most controversial issués in academic life js -
the allocation of faculty working time between instrucfion -
and research. Efficiency calls for balance. Allocations of
faculty time between instruction and research should be
suchthat the general cultural heritage is preserved
and knowledge advanced, and thatfaculties are not
« unduly diStracted from teaching, and institutions reach
" . different solutions. However, where heavy commitments
are made to research beyond that necessary to foster
an intellectually stimulgting environment, the budget
" should allocate faculty and other costs between research
. and instruction so that the true cost
- of each may be estimated.

namber of faculty members is held constant. The politically easier
\ route is expanded enroliment— provided'students can be found. The
" more difficult way is to cut the faculty- roster. Under likely future
conditions for most institutions. redu {ng the size of the faculty is
the only available option. This raises \several questions.
The fipst is the practical one of how to go about reducing the size
of a faculty. It can be done ifithe process can be spread over several
- Yyears. Normal turnover through death, illness, marriage, retirement
(including early retirement), or resignation, moré discriminating
judgment in tenure decisions, and removal for gross incompetence,
can bring about redugtions in-staff of 10, 20, or-even 30 percent over
five or ten years. Such reductions cannot be achieved, however, in a
year or two-and if .attemptad will produce catastrophic results.
Academic employment is not a sinecure, and colleges and um’ver;
sities'should not'be burdened with unneeded personnel¢df they are,
their fate will be similar to that of the railroads. which were driven
to bankruptcy in part by unconscionable featherbedding. Academic
| people are well-educated and versatile, antl most of those who do
: not reniain in teaching will find frujtful careefs in business, govern.
' ment, religion, social service, and other vocations. Considering the 1

v | >
’
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practical value of learning. educated people are not doomed to un-
employment or failure if they do not land secure berths in the acad-
emy. Moreover. the outside warld of affairs might well be berefited

__+f more persons of education and sensitivity were aatively involved

in it. . .

One of the surprising facts about highereducation is the consid-
erable -variance of expenditures per student among institutions
‘which seem to have comparable pissions and comparable quality”

.~(see chart on page 35).

One may easily-shrug off these cost differences with the observa-
tion that statistics mask many significant variations in mission and
quality. but' within any broad category. small numbers of institu-
tions that are known to have comparable missions and roughly com-
parable quality have wide differences in expendigures per student.
It 1s simply not credible to assert that these variations do not in part
reflect differences among institutions in efficiency of operation.

. These differences in expenditures per student came about largely
because some institutions could raise more money than others and
therefore could spend more. Such cost’ ifferences are not neces-
samly due to differences in mission and do'sgt always reflect differ-
ences in educational quality. Some institutions simply make a dollar =

_ go further than others!™ v~ - ] .

,In summary. quality and affluence are not pérfectly correlated.
and in most institutions there is room for improvement in outcomes
with existing funds. or for reductions inithe rate of growth of expen-
ditures while maintaining existing quality. More important, in many *
institutions there is rodm for improving the outcomes and at the
same time slowing tire rate of growth of expenditures, This is a chal-
lenge to every. institution and faculty membgr.; '
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Some Definitions of Educational Costs

.
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Academic economics are best understood by looking at
educational cosis and pricing, student demand, and the *
supply and demanid of skilled academic personnel, To
understand these components is fo understand the com-— -
‘plex web of economic factors that help determine institu- o
“fional health. One can then more readily discover: Who - '
'pays forwhat? How dre costs defermined? And what Is-af-

. ‘fordable? . ' / L
. i ' ~— - 'g{ A
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N ONE IS NEVER CERTAIN WHETHER ECONOMICS REALLY IS
the dismal science portrayed by Carlyle or whether it is simply that
, the public pays attention to it only in dismal times. The last two or
three years have been particularly dismal for American higher ed-
ucation, with severe federal cutbacks in research and graduate as-
.sistance, dogble-digit inflation outstripping fatulty salary increases,
and falling sfudent demdnd decreasing institutional income—all
resulting in the dismissal of faculty members, many of them tenured.
Thése stresses, coupled with demarids from the outside for more
“accountability,” have greatly increased the awareness of econom-
ics among members of the academy. o
- The first reaction of many institutions facing financial difficulty is
*  to try to cut costs. It sounds so simple to-ask,,“What does it cost to
teach lower division English at your sthool?”” and then to dompare
. the costs of English instrugtion with, say, the costs of physicg or fine -
~N arts at other institutions. However, the question is simplistic rather
A
Y

than simple, and the currently available answers are usually mesn-
ingless because *‘cost’”’ means gomething different to each analyst.
Z When a dean hires a%lty member for,a year for $12,000 plus

4 #0 pergent fringe benefits, e\cgfgz,of that decision is $13,200 a year
- > ... and jfust be putin the budget. If'thig faculty member is hired for a
twofyear contract, the cost of that decision ig $26,400, but it will only
aphear. in the next year's budget at $13,200. If a tenured professor i8
at $20,000 a year plus 10 percent fringe bene}'itg and one could ,
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* reasonably expect the professor to stay at the institution 15 years, o

" the cost is $22,000 a year plus any increases.

- equipment. the e

thirty-nine-~

that employment decision has a cost of $330.000 (more if the salary
is rdised). Once again, only the annual salary will appear in an .
annual budget, but as long as the tenured appointment is honored,

The cost of the decision to purchase goods or services usually is
readily calculable because the prices are established outside the
college or university, although not always in thé same marketplace.
(Each faculty salary schedule is established in reference to its own
market.) In considering the costs of decisions to purchase goods or
services. one must pay,tlose attention to the fact that decisions ex-
tend over different periods of time. The purchase of facilities or
loyment of faculty on multiyear contracts or

with tenur@e and 4he long-termlease of computing facilities, auto-
mobiles. or otpe/r equipment all entail the commitment of future re-
sources Comparing current-year costs of some decisions with the
multiple-year costs of other decisions is a little complicated be-
cause. in general, a dollar in-the present is worth more than a dollar ,
in the future. A faculty salary of $15.000 this year is usually consid-
ered more "expensive” by an institution than a’faculty salary of
$15,000 to be paid three years in the future because (a) a school
,could invest $12,000 today in goverfiment-guaranteed notes that
would yield $15,000 in three years, and {b) increasingly it is expec-
ted that significant nflation will continue. Because of the different
commitments through time of different decisions and the fact that,
dollar for- dollar. present commitments are more’ expensive than
future ones, the “present value'' costs of each decision can be mea-
syred only if tHe present value i$ adjusted to reflect thé future time-
.commitment aspects of each decision.

All this seems reasonably clear: Ohé asks th& cfsts of possible
alternative decisions, associates the tosts with tife benefits, con-
seifuences, or contributions of each -possible dgcision, and then
makes a judgment about what set of decisions goes the most good
with a given amount of money for the ‘college or university. How- ,

ver, this is not the way most institutions fbrmulate budgets er-
/consider ‘costs. Mest institutional financial ‘g counting systems are

designed to compute the costs of some activiffes, but not of de¢isiops,
and these sygtems usually deal with annvAl expenditures, not the
multiple-ye commitments of the acjnal/degisions tha’f\%tgz made.

Detegmiying the cost of an activity (sych as ¥seshman chemistry
inst(u{*tio;ﬂ is very\different from detepmining the cost of a person
employed or a resouxce used by the insfitution (a professor of chem-
istry. a Jaboratory assistant, a liter of nitric acid}. The first task in
asoertgi ing such costéis detgrminifg how much of what resources
is used. Itig often relatively easy to/isolate the computing resources .
‘'used b¢f"an activity because every éompufer user usually is issued a
job fumber agdinst which comipufing time used is charged. But what
about a faculty member who tegches freshman and graduate chem- -
istry. or chemistry and pbysicg? What about the library that serves .
the entire campus, ialud ng ¢hemistry? What about 'the personngl .
officer who etnploys Yeople fgr chemistgtgy;‘ the purchasing-office that *
orders chemical supplies; /the building and grounds office that

, cleansthe laboratories angd pays the utilities; and so forth? Suddgn-
‘ly, costing becomes-very complex. ° . e
Institutions usually distinguish between ‘‘direct costs,"' the casts
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of the immediate use of resources in the activity (faculty and staff
time. supplies and services consumed), and “indirect costs)*" the
custs of the uge of resoutces that are reasonably attributable toa
particular achvity and are usually shared by many activities. If any  /
resource is used directly in two or more activities, a way must be

‘ found to divide the cost of that resvurce among the various activi-
ties. For example, how dues one divide the annual salary of a profes-
sor who teaches buth freshmen and graduate students? Some insti- *
tutions ask faculty tofill out “activity analysis’ ‘furms listing the
percentage of time or th umbr of hours deyolv{ieaqh activity.

y tim

. Other institutions ask depaptment chairpersons toxgport to.the ad-

v ministration their judgmental é“BL‘{t;On of facult by activities.
Still other institutions use the number-of class hours faculty spend in
scheduled courses of each level to compute the fraction ofy}faulty\
member’s time that is to be charged to each activity. At least a few™

v nstitutions have asked students in surveys how faculty have spent .
their time. \ . i i

By une procedure or another, budget or analytical studies offices ¢

" assemBlg an, es ,mdted(’c{%ribytion of faculty time among all of the
achivities*pf the Z&TTuticlt. Because faculty salaries constitute be-
tween'50 percent and 75 percent of the total annual operating ex-
pense of a\college or university. this distribution is the single most
important r‘udgment\in@termining the cost of an activity.

Other procedures are then followed-to estimate tlie other re-
sources consumed directly .by afi activity. Maintenance and opera-
tion expenses might be allocdted in pr tion to-the number of

square feet bf space used by/ an activity. Diréct charges such as

- ’

: Virtua%y everyone "higher(edxation experiences the .

current general prige inflation and is helpless to retard"

it. Consumer prices Have gone up much faster than people
. have come to expect; for the first time'in many years .

people are experiencing a e in real purchasing _

. Jpower. Facultym mbers will undoitbtedly seek and some
. receive sizablé salary increases, but it i
foresee a patfern of increases adequate to keep pace.

, with double-digit (10 percent or mofe a year) inflati&:. .
Meanwhile, the other costs of operating institutions afe - | .
+ soaring. It seems very Jikely that in the future, institutions -

of higher education will pay more, buy less, and learn s
to cope with the misunderstanding and political e
’ antagonism this engenders. o L
& [ 3 "
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computing, supplies, telephone, or travel are accumulated and as-
J . signed to an activity. The objegtive is to include every expenditure
that can reasonably and directly be related to an activity. The total N
of all the faculty salaries, support staff salaries, teaching or labora-
tory assistant salaries,-supplies, travel, space, and other costs is
then ‘ealled the direct-cost of an activity, * -« -
For instructional activities, the cost analysis is oftep'carried one
. . -~
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step further*sthe calculation of unit costs. Instructional activities,
often haye‘d¢veral reasonable measures of /units of activity associ

"ated witli th¢m. For example. course enrollments, the iumber of ’sgh‘

N

dents majoring in a field, the number of student credit houks "

awarded in a departrﬁept. or the number of degrees awarded ' - T
field have all been used as t i iStructional activity. A unit
{direct). cost of &n activity*is simply the result of dividing its direct

" cost by the chosen measure of its units. The most-common unit costs

aré the dollars spent ffer credit hour or perstudent major.

- Indirect costs. which by definition cannot be readily and uniquely,
associated with a single activity. are aggréﬁated into accounting’
vategories. The most frequently used categories ,are thosé estab-
lished by the College and University Business Adminitration Mdn-
ual. which lists, among othézs grganized activities, general instity-
tional services, general adininistration, library, auxiliary enter- -
prises, student services. studbft aid. and sthff benefits. Then, in ac-
rordance with federal and s{aie regulations, traYjtional accounting
practices, and ingtitutional bolicy. schools assigh\ aggregated ex,,
penditures into “allowable iridirect cost pools.” Thede pools are al-
located to the directly costed activities on the bqsis‘ of arbitrary - /
formulae, that are in turn oft4r based on either total salaries and -
wages or total direct expenditures in the direct activities. ‘“The al- -
lowable indirect cost rate'’ is usually in the range of 45 percent to 90 -
percent of tothl direct expenditures; in government contracts and
grants. this fate is often called “the overhead recovery rate.”

To s‘umma/rize at this point, the total Rost of an activity tb an insti-
tution is the’sum of the direct and fully aNocated indirect costs. Sim-
ilarly, the total (or full) unit cost of an actlyity is the result of divid-
ing its total cost by the chosen measure of it\This is the general pro-
ress that produces the frequently cited figurey for institutional costs

' per student. something in the range of $1,000 to $5,080 per student

»

per year “What sounds so definite and precise—$1,7§3.60 per stu- -
dent in lower-division engineering, $2,472.23 per studentin graduate -
English. for example— camouflages a great deal of uncertainty, am-
bigdity. and confusion. L
While the cost of a decigion is a fact established outside of the in- .

‘stitution. the cost of an activity is, primarily a judgment. The direct

and intdirect costs of-an-activity reflect dozens or hundreds of indi- -
vidual judgments about haw much of a faculty member's time and '
salary to allocate to each activity, how much indiréct cost is “‘allow- »

’ able,” how much of the allowable indirect cost is allocated .to each

activity, and which units of activity are used to calculate Unit costs.
A ereative accounting officer can vary the unit cost of almost any
activity by a factor of at least two and sometimes as much as ten
and stitl be consistent with regulations and accepted accounting
practices. One should interpret a whit cost as one person’s opinion
about which reaspnable people can and will disagree, an estimate
that is susceptible to wide variation de ending on the observer and .
is certainly subject to negotiation. é,p i - '

Activity costs in general and unit costs in particular convey a
false impression of how costs will change as workload changes. The
direct or total cost per student represents the average such ex- .
penditure per student. Nothing could sound morg reasonable.and be -
more misleading than the jdea that if the number of students in- )
creases (or decreases), budgets should go up (or down) proportional
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to t}ae changes in enrollment and the pnit cost per siudent Admxt -
ting one or a hundred more students may c8st very little, but hiring .
additienal-faculty and support staff, building or renting additienal . .
. classrooms or laborataries. providing additional financial aid and ’
student services all require additional resources. The cost of these
3 additional I‘eSOUI‘CB.'S:ﬁ called ' marginal cost. ™~ -
Traditionally. decisiens that entail marginal costs have logically
fullow ed a decision to increase enrollment or other workload. In the
... past sevgral years. however, thess logical relatlonshrps have'come
nstuck /As away out of finapcial stringency, some private institu-,
“tions have increased enrollment (and tuition revenue] while holding
* the size of the faculty constant. Because of financial {imitations,
some state Ieg,rsl’atures ‘have required public institutions to accept
larger enrollments without providing p oportionally more resources
Traditional cost relationships have alsg-cgme unstuck because they
were Dased on the effects of constant gro .Inthese days’and per-. “
+  haps decades of decreasing enrallments, many institutions are find-
.1ng that expgnditures:do not automatically decline simply because
enrollment dues. Expenditures decrease only when faculty or staff
are dismissed.or not replaced. r\ental.sﬁace and equipmentare given
up, purchasing is reduced, energy resources are saved. mortgages
are paid off. and So.on. Expenditures change when decisions
. change—not when workload c%anges—and the twg are not auto-, .
matically related. - \
. “The relationship between all the resources used by a college or
university and all the services {of wquload or olitcomes) provided. .
by thie institution is called it fflcxency.,In the abstract, efficienay is .
difficult to oppose because §ncreasing it means an institution carL i
better accomplish its objectives with the same resources or main- .. .
tain its current quality and quantity of service at lower cost.{an ob-
Jective pa@txcu]arly important in these days of scarce institutional . >
*  resources). v -
. o~ . It seems plausible, but is usually incorrect, tp interpret currer}t!y
crvmlab!e umit costs as,a measure of efficiency. Some of the combijn-
atlons) of technolog,y and institutional arrangements discussed in
Chapﬁer 3 will in fact result in lower unit costs, especially when ¢ )
quahtatxve changes are cansrdered Unfortunately, costing tech-
pigues currently available in higher education cannot establish
T «Whlch programs are efficient and which programs arg not [because
 of low quality, exce’gsrvely expensive resources, rapid changes in
‘ enrollment .or other workload, the hidden effegts of one-time-only
caprtal éxpenses of gifts, or other sﬁeclal ciréumstandes). LI
After over six decades of experience in determining costs in high-
. er educgfion, we are on the way to knowing the cost of everything
. and the'value of nothing. In addition to concepts-of costs and thé lim- .
itations of curreht costing techmques the economics of higher edu-
cation 1s also concerned with 'the roles of prices and values in influ-
encing - mdwrdual and institutional decisions:
. One "reason department chairpefsons, deans, and presidents
. worry about costs is that costs hecome prices for resource acqui-
sition. If.the charrperson of physics can show that physics costs or
ought to cost $2.500 pet student enrolled, and if 40 (full-time equiva-
lent) students do enroll, th chairperson will request $100,000 to op-
erate the instructional prx?gram and if 20 more students enroll the

“d

_next year the chairperson will expect another $50 000. In this sense, ' .
< g \:0 .;!, " , W
Q . P » : ’
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. a department **earns” revenues by “selling” instruction, research,
and other sérvices. Except perhaps for the private professional -
schools, the price of instruction is negotiated not with the students
but with the camptis administration, The negotiation begins with
current costs plus inflation and any special circumstapces. _
There is no reason ta believe that cost-determined-prices reflect
the values or prierities of an institution. especially in areas of ac- ,
tivity that have recently received significant outside financial sup- -
port Furthermore, cost-determined prices ¢keate an incentive for
always increasing costs (by hiring more faculty and staff or increas-

*

ing salaries) because higher costs justify higher tuitions or higher
state budget requests. Of course. one cannot go to the well too often:-
the unwillingnessof individuals," their families, and legislators to
pav more is the real brake on the cost-revenue spiral. -
Independent of the rationale upon which prices are based, bud- T
geting formulas can provide clear signals to faculty members and
organizational units about an institution's values and priorities. ,In
the mid-1960s, many budget formulas provided two to three times as
much money for each graduate student enrolled as for each under-
graduate student. Therefore, expanding graduate enrollments in- .
stead of undergraduate enrollments enhanced not only a depart-
ment’s prestige but also its resources. .Expanding graduate enroll-
ments also increased the demand &fr advanded graduate courses,

. N v
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As traditional enrollments begin to‘sta‘i)ilize, the .
competition for students will increasg and many colleges
and universities will turp to time-tested marketing
techniques. Depending opi‘the marketing actions of
| _competing institutions, acollege could incredse jts = | -
énrqlhhént by one of these techniques. but institutions .
should be aware that increased demand'aoes not ~ |
automatically translate into improved financial condition,
especially if the'increased demand was purchased at a ;
. very high price (massive student aid, for instance, or
- expensive curricula or operating arrangements).
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which many faculty like to teach, and simultaneously increased the
.supply of teaching assistants to téach undergraduate introductery .
courses, which many faculty do not like to teach. However, the
mirroeconomy of departments‘has been upset in the last five years
as the apparent surplus of new doctorates called irrto question first _
the forecasts of even larger graduate programs and then the need :

for incentives to stimulate the growth of graduate programs.

The professional reputations of many- colleges and universities
are-based in"part on the academic and career placements achieved
by their graduates. When the job:market is expanding, there is an
incentive for departments to.increase ‘their graduating classes. {0
meét-the larger demand. When the job market contracts, depart-
ments have the opposite incentive—to reduce the number of gradu-

“ates. But there’is often ljttle corresponding incentive to reduce the
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number of individuals eirolled. because that would reduge reve-
nues.. The economy of acsdémic departments will probably be only
shghtly different in the next decade. with some marginal shifts of
emphasis. unless academic administrators consciously choose to es-,
tablish prices through budgeting formulae that truly reflect the _
pridrities and objectives of the institution.. ¢ e .
One cannot leave the subject of prices without discussing infla-’
tion. the condition of generally rising prices affecting most goods
and services. Virtually everyone in higher education experiences
the current general price inflation apd is helpless to retard it. Con-
_sumer prices have gone up much faster than people have come to

.
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* The rationale for creating, exgandingmr’contracting s

of it} in the economy for the skilled personnel the " -
_programs are préeparing. If we had a good idea of the
number of persons needed with each general skill, we

could in theory adjust thé size of our educational and -

training programs to ensure we produced enough and

not too many individuals with each skill. This theory is

. . another alluring quagmire that has a thin
crust of validity.
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expect; for the first time in many, years people are experiencing a__
decline 1n real purchasing power. Faculty members will undoubt- ~
edly seek and some receive sizable salary incieases, but it is diffi-
cult to foresee a pattern of increases adequate to keep pace with
double-digit (10 percent or more a year)gflation. Meanwhile, the -

other costs of operating institutions are soaring: Fuel costs are up by {

i

a factor of 2 percent to 4 percent; library acquisitions costs are up

“ 20 to 40 percent. construction and repair costs are still bounding,
and so are costs gf specialized scientific equipment, pager, fiber, 1
metals—the list is almost endless. It seems very likely that in the fu-
ture. institutions of higher educatiog will pay more, buy less, and *° l
learn to cope with the misunderstanding and political antagonism
this engenders. o L ' ; :

Two schelars recently pointed out that the academic economy is
one in which consumers don't buy and groducers don’t sell, and in
public institutions those who pay for higher education have tradi- | }
tionally decided neither what to produce nor what to buy. While i
these traditions may evolve, the direction of change in state and na-
tional financing policies js toward the stuaentguas the party at inter-
est and therefore the ones. who should make basic resource alloca-
tions. Once again, the apparent simplicity of student-based finan-
cing prograsg is a thin venéer over a’very complex problem.

Most goods and services that individuals ordinarily deal with
have one or a very limited number of prices. Higher education is an
unusual service in the American economy because the net price
charged students potentially varies with every individual. The ad~"
vertised price—tuition—differs from dne institution to annther.{he .

A , 43 -
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price discounts offered—student aid—differ from one person to an- . ,
othes’as well as from institution to institution. Scholarship assis- ..
tance from noninstitutional sources lowers the net price and also
differs fram one person to'another..Consequenﬂy. the net price of
higher education depends more on the individual than on the service

" provided. “ . i

In general, as the price of one product or service increases rela-
tive to other prices and individugl income, one expects an-individual
to purchase less of that productor service—this is the economic law
of demand. Conversely. one would expect an indjvidual to consume
more of a product or service if the price is reduced relative to.,other
prices and jndividual income. Student aid reduces the net price .of
attending a college or university and is intended to increase the will-
ingness of individuals te attend a college or university. Raising tu-
ition increases the net price and can be expected to have the oppo-
site effect. A i ol

Thelevel of tuition to be charged is usually ah institutional or
state government decision. The amount and distribution of student
aid is primarily a decision of the federal government, which pro-
vides about 90 percent of the student aid in the United States. Con-
sequently, colleges and unitersities do not establish their own net

-prices to be charged individuals. Nevertheless, colleges and univer-
sities are expected to respond to and be resporisible for the resulting

. demand. , . -

As traditional enrollments begin to stabilize, the’ competition for .

" students will increase and many’ colleges and universitids will turn
to time-tested marketing techniques (such as aggressive advertising
and recruitment, increased price discounting, easy financing ar-
rangements, product differentiation, and increased tonvenience of
time and place of purchase). Depending on the marketing actions of
.competing institutions, a college could increase its enrollment by
one of these techniques, but institutions should be aware that in-.
creased demand ‘does not-automatically translate into improved fj-

~ nancial condition, especially if the increased demand was pur-
chased ata véry high price (massive student aid, for instance, or ex-
pensive cericula or operafing arrangements). . .

During the last decade. the federal and state governments have
become concerned with increasing the level and equalizing the
ethnic composition of student demand, and with reducing the finan- .
cial barriers to higher education for individuals from low-income
families. The federal government and most state governments do not
recruit and admit students, design new curricula, schedule course

“offerings, or select magnetic faculty; the main instruments of thig
publicintervention in student demand are student grants and loans.

Many factorg affect a student’s decision to go to college and’
choice of which one to go to. Research on student demand has |

" shown that the net price charged a student is a small but significant
factor in the student's choice of college or university. Student abil-
ity. previous academic performance, family occupation and educa-

* tion, high school tracking, and peer-group attitudes and values all
significantly affect individal decisions to attend college. It is inter-
esting that after accounting for the impacts of family occupation
and educatioh, the effect of family income on an individual's choice
of college is relatively small. However, the current assumption ,of
public policy is that low family income creates a financial barrier to '
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college attendance. and eligibility'for student aid is therefore largely
determmned by family income, family assets. and the number of chil-
dren in college. . o .

Under the broadly based federal program of Basic Educational
- Opportunity Grants, approximately. half of all undergraduates now
enrolled in all forms of postsecoiidary educadtion are eligible for
~ some amount of federal student grants. Basic Grants and other fed-

eral and state student grant programs in small part increase student
access to postsecondary education. but in large part they either
_distribute income from government 1o individuals from low- to mid-
dle-income families who would have enrolled anyway or support in-
stitutions. encouraging them to redirect institutional funds previous-
ly devoted to student aid to support other institutional activities,

Many institutions are currently operating at a deficit partly be-
cause of the tremendous expansion in their commitment to student
aid 1n recent years. As other sources of student aid become avail-
able. many institutions will be anxious to reduce thsir expenditures
for 1t proportionately. If federal programs merely replace the insti-
tutional programs on a dollar-for-dollar basis, there will be little im-
pact on student choice, but significant impact on institutional fi-
nances. If more students receive aid than before, it will still be diffi-
cult to determine the additional number of individuals enrolled in a
cellege or university because of the change. Most student aid pro-
grams can tell you how many checks they have written; few can tell
. you,how many additional students are enrolled bacause of the pro-

gram: - ‘

The economics of student loans is similar to that of student grants,’
with a few exceptions. The only part of a loan that should be inter-
preted as student aid is the difference in interest between the pre-
vailing market rate and the lower rate charged students under the
varioys loan programs. The principal should not be considered as
aid at all. With-the exception of the occupation-specific forgiveness
proyisions in a few loan programs. students are expected to repay
the full principal and accrued interest. The availability of loans en-
ables some students to study now and pay later. In this regard, stu-
dent loans are little different from censumer loans. However, ordin-
_ary personal loans are not guaranteed by the government and be-
.cause of higher risk interest on them js 12 percent to 18 percent.

‘mént bond and generally pays higher interest (8 percent to 10 per-
cent)*than such a bond. The government guarantee of ‘the loar
makes it attractive to lenders at 4 percent to 8 percent below the
personal loan rate. An insurance fund is created by charging all te-
cipients a small fee. and since loan defaults’are paid out of this
fund. the direct cost of the guarantee to the government is small.
The current federally insured and guaranteed loan programs go a
step further and subsidize the interest paid by an eligible student
while enrolled in postsecondary education. More than"three fourths:
of the recipients of guaranteed,loans are alsp receiving interest stb-
sidies under which the student pays 3 percent a year while enrolled
and the government pays § percent to 7 percent on the outstanding
balance. The government payment is the direct student aid compon-
ent of the guaranteed loan program; the lower-than-market interest
rate is the indirect: aid-component, o

[

s A major factor affecting-student demand is opportunity cost—the
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With a government guarantee, a student loan is as safe as a govern- . ’
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difference between the return of the most profitable option and the ]
return of the actual option chesen. The income an individual fore- .
goes when enrolling in a full-time study pregram is thé most fre-
quehtly cited and debated opportunity cost. Although this cost is -
visible and doesn't appear in any accounting records of any finan-
cial transdctions, it is often important in an individual's decision on d
college For most wage earners. the apportunity cost of college (fore- ’
gone income) is larger than tuition, room, board, transpartation,
and all other additional cdsts taken together- However, as a matter
of public policy. it has been decided not to consider opportunity cost .
in the calculation of costs ta be covered by student aid. Consequent- ;
.ly. colleges and universities are not very accessible to mid-career
adults and youths entering the labor force early who are often from
low-income families and are frequently target beneficiaries of the
same programs that refuse to take account of their most important
cost. . T
The rationale for creating, expanding,. or contracting particular .
academic programs is often the need (dr lack of it) in the economy
for the skilled personnel the programs gre preparing. If we had a
good idea of the number of persons neeged with each general skill,
we could irr theory adig/uﬂs&%gg\s%iize,of our educational and training
- programs tu ensure wé produced enough and not too many individu-

o ~
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By one procedure or another. budget or analytical
studies offices assemble an estimated distribution of
". faculty time among all of the activities of the institution.
¢ Because faculty salaries congtitute between 50 percent
’ and 75 percent of the total annual operating expense of
a college or university, this distribution is the single most
. important ju_dgment in determining the cost of an activity.

als with each skill. This theory is another alluring quagmire that has
a thin crust of validity. Reasonable supply-and-demand. estimates
concerning skilled personnel can help institutions, funders, and
would-be students avoid extreme cases of excess supply (such as
general elementary and secondary education teachers). But man-
power planning misconceptions and misuses are too commonplace
for the theory to hold up. © .
The area of greatest uncertainty is the number of skilled person-
nel needed (the demand} in the,etonomy and social.services of a '
state or region. First, there is the difficulty of forecasting future eco-
nemic “activity in such an area with the accuracy and timeliness
necessary t0 relate it to éducational and training programs, Who = .
could have foreseen four,years in advance the canéellation of the -
SST. the reduction in aerospace procurement, the virtual elimina- Y
tion of the shoe industry as a result of forcei_gn competition,'the explo- =% ~.,
sive demand for coal ‘experts as oil became experisive gnd the sup- « .~
ply uncertain, the Russian wheat deal that exhausted.U.S. reserves
and drove up wheat prices only to be followed by a severe drought. |
” 5o that suddenly agricultural proddction and self-sufficiengy. be- b
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<came a national priority aoam? '

Even if future econumic and social dchvm could b&antxcxpdted
correctly, skilled people can be used in many ways. The’ recent
shurtage of medical ductors and allied health science personnel was

predic ted un 'the basis of traditional forms of individual practice,

but un the basis of group practice the current supply of medical per- 7

sunnel prubably would not only suffice. but also provide a surplus.

' _~ How wurk 15 trganized has a major impact on the skills that are

needed. vet the organization of work and the relatnonshxps between

- wourk .and education are just begmmng to be systematxcally ex-
. plored. .

; The supply of tramned individuals in a state or region has rarely
been surveved. Only some portion of the total skilled labor-supply is
working in the labor force at jobs that match their,skills. There may _,
be an excess supply in p state as a whole, but important shortages in ™ '
~umy regions. A state may experjence in- and out- m1gratxon of skilled
persunnel. Increasing the numbér of people trained ‘in a state may
alsu increase the out-migration of people. trained in_ the state and
reduce the in- mxgrd'eson of people trained elsewhere. Recent gradu-’
ates with relatively low starting salaries may be wanted more even
in markets of excess supply because their training Tay be more
rulu,ant than that of older workers whose salaries are higher.

7 Sinue usually no single institution dominates the training in.a field
< natnally ur even in a state, there is a tendency, to assume each col-
«  lege ur university can act independently of an adverse market. Ulti-
- mately we are all affected by the labor marketplace, some more
" than uthers, but the effects are often short-term, unpredictable, fre- )
. quun-fly changing, andprovide little basis for-institutional policies. , |
' Coﬂebes and mgney have been inseparable concerns since the
fuundmg of Harvard. The use of money to purchase goods and

'+ ...5rvices tooperatea college or university reflects the priorities and |
puhueb of funders and administrators. Understanding resource use
{Lusts) and the incentives created by financial policies (prices) will
help faculty understand the economics of the academy. Understand-
ing how financial aid and the labor force affect student decisions
will help faculty understand the marketfor their services. Taken to-
gether, these basic concepts provide a foundation for asking. Who
pays for what? How can financial mfprmatxon be described? What
does, a, commodxty cost? '

~7
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Colleges and umversmes generc:lly rely on four mgjor in-

.come sources: student and’service charges, govemmen-

.tal appropriations, phxlonthropnc and dondr contributions,

and borowing. The relative importance of each has
--shifted significantly in recent years, and few of these fund-

ind¥nechanisms are easily manipulable bxon individual

institution. Tuition charges are now highly sensihve to mar-

ket forces, and they are here, dnolyzed in some detail, Al _

sources of support heed to\ be beﬁer unders’rood by &

fhoughtful foculfy , .
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THERE IS AN OLD SAYING AMONG ACADEMICS, WHEN
speaking of the natural divisions of campus labor, that the adminis-
trators “in the front office” should worry about raising money and
the faculty should,spend it. Ideally, perhaps, that is the way it
should be. But there is a direct line ohccountability between those'
who provide fundsAnd hdw such funds are spent~And beyond that,
fagulty, in their broader'need to share in budgetary decisions, can-
not overlook some fundamental facts of life concerning how their in-
stitutions gather their income and from precigely what sources. .

There are four general income sources on which most institutions
rely inxaryingdegrees. charges to students and other users of facil-
ities, governmental appropria‘iions,} philanthropic_ contributions
(either as endowment income or Current giving), and borrowing.
The basic concept in-collegiate financial practice and reporting is
fund accounting, The segregation of ificome and expenditures ac-
cording to the specifications of donors, the requirements of govern-

"ments, and the services purchased by clients. Only a part of .the in-

come received by colleges and universities can be considered gen-

eral income—the pool of money subject to discretionary disburse-
- ment by boards of trustees. Trustees are the responsible custodians
— « and spenders of the many moneys. whose use has been prescribed
Vo by others. =~ o e B
| While each-campus’s money sources will vary, it ig useful to com-
pare the facts for any. given campus with some national averages
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(as these were estimated.for 1973-74). Out of the $30.5 billion {esti- _
mated at $35 billion in 1976) of income reported by all institutions of
higher education. 21 percent came out of student fees, 37 percent
from/state governments, 5 percent from local governments, 12 per-
cerf from federal moneys, 2 percent from endowments, 3 percent
fpom“gifts. 12 percent from auxiliary charges, and 8 percent from
iscellaneous income, Obviously, depending on the nature and cir-.
cumsfances of different institutions, such proportions will vary
widely, but seen in the aggregate the general data are significant.,
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Some 54 percent of all college and unjversity income jvas obtained
from government appropriations. Americhn Righer education 15 sub-
stantially dependent upon the patronage of government—tax Sys-
fems, the appropriation decisions of chief executives and legisla-
tors, and attitudes of the taxpayers influencing government actions.

In 1973-74, another 5 perceift of received income was obtained
from philanthropy (3 percent in gifts and 2 percent from endow-
ments). When this is added to income from government, the conclu-
sion is evident that almost three fifths of all institutional income for
higher education was obtained from sources external to the institu.
tions themBelves. Only some 40 percent of total income was provided
bv charges. . - ’ v

Let us consider. in order. income from charges. philanthrgpy. and
government. 4 . .

The whole business of the pricing policy of colleges and universi-
ties is one of the ‘major problems of higher education and deserves
careful analysis it has not received. Charges to st‘ugents are, con-
nected. as flows of income, to instruction and auxg}'ary services. As

a percentage of income, both kinds of’cha}y eclined between/\'~ .

v

. 2

Higher education as a /soéal institution depends for _

its income upon governments, philanthropy, and \u\

charges. If increases in charges-are undesirable, then
the other two sources of income must be increasegd,or
institutions of higher education will have to learn to live -
with less income, a very small rate of income growth,
or undesirable charges. If more income is wanted, all
constituent groups of the academic community will have
- to'be involved in “selling” the need, demonstrating a
convincirig case that the public interest can be served
e " and presérved only when colleges and . -
universities are prosperous.

>
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1950 and 1974 (although in dollar ferms, fuition charges for instruc-
tion increased more th§n ten and a half times and charges for auxil-

iary services increased more than seven times). The percentage de-

cline in student fees a  a source of income is explained by two facts: - .

the substantial shift of enrollment from 50 percent'in publicly spon-

sored cplleges and universities in 1958 to 76 percent in 1973-74, and

the pattern of generally lower tuition charges in the public institu-

tions. Auxiliary enterprise income has also declined (as a percent- *
i . .

K
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age of total income) because 1n the past 10 vears public Systems of
higher education have tended to expand their facilities in major *
urban areas where they increasingly serve a\ommutmg student
bodv that relies more on serviags ppovided off-campus. '
As faras auxiliary enterprises are£oncerned. callege and unjver-
sity policy is fairly clearaThe objgctive is to make all such enter-
prises self-supportmb through charges to the users or cosng%‘mers of .
_ the services thus provided. However, the tuition issue is more diffi-
cult. The Committee for Egonoms¢ Development raised the question .
in a report published i ip 1973. an did the Carnegie Commission
vn Higher Education, Student groups have formed associations to N
lobby with state le Iaturs on the subject, and governors, state leg- AN
islators. and some members of Cong ss have taken strong political :
positions on it.
The CED recommended that tuition dharges to ‘students in public-
lv spynsored colleges arid uhiversities ke fixed at'50 percent of the
average cost of instruction per studenfy The Carnegie Commission
suggested that twtion in_public universifies be'increased-to one third
of “'educationat Costs and endorSedt e idea of dnfferentnal prlcmg,

‘ <] — : .
. . .

The external problem for higher education is héw.to
attract and keep increased support from the principal
sources of philanthropic contributions: alumni, we alth{/"’fﬂ—’~ /
friends, private foundations, and business corporatmns
What kinds of services by colleges and universities ’
attract interest and then financial support? What kinds

of circumstances encourage alumni and others to offer N
gifts, and what 5inds of circuinstances repel them? There

are no ready anSwers, but a college or universxtyt at ™~ o
wants philanthropic support has to devise somé definite ~
i responses and hope that experience will prove
. them to be effective.
' o ? -/

. the lowest charge for Iower-dwnslon students, a larger charge for
upper-division studen} and' the highest charge to graduate and
, graduate professional s\%lts
These J‘ecommendatno ns had more to do with narrowing the gap
between, public and private co eges and universities (a gap which
' may have influenced the enrollment trends of the past 15 yéars)
than w1th any carefully formulated pelicy position on the subject of
pricing. Furthermore, it is the slmple trogl that admini$trators have
Lturned to increased fuitfon charges for the st{rk purpose of obtain-
ing more income to meet rising instructional costs. Most suéh if-
creases have been a mattér of financial exped,x ncy, not carefully
determined pohcy
Part of the pricing problem arises because of the ﬁmﬂy income .
status of students, eSpecmlly undergraduates. Bureau of the Census
data published recently in the report of the National Commission on
the Financing of Postsecondary Education show that, in public re-
search universities, 72 percenf of undergraduate students as-of
¢ e L
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1972 came from families with incomes larger than $10;000 a year.
And of all students from families® with annual incomes above
* $25,000. 64 percent were enrolled in public colleges and universitieg
and only 36 percent in private colleges and universities. In the .
family incotne bracket of $15,000 to $25.000 a year, 75 percent of qll\ ,
* students were enrolled in public splleges and universities. There 1s
‘no doubt that Jarg ers Uf'studeqts from families in the upper
half of the income distribution are'enyolled in publicly spongered . .-
colleges and universities. ' :
The question is then asked by staté legislators and others, ‘Why
should low tujtion charges be maipfained for these students? Apart
from the answer of historical tradition developed in the context of a
- very different kind of ec:r;nx a convincing rationale of the appro-

priate relationship between charges and family income is.still to be
provided by spokespersopsfor public higher education. A major as-
gument is that families-in the third quartile of family income from
$12,000 to $25,000 are finding it expensive to maintain one er more .
children in puybli¢ colleges and universities away from home. »
On the othef hand, it is widely said that tuition charges, of $2,000 )
- 035,000 a’year have priced privately sponsored colleges and uni-
e v‘ez:si)i,es/out of the market. Enrollment losses have been blamed
uport high' tuition chatges, and because of a desire to broaden the’
snriceeconomic base of student selection Jmany private colleges and
universities have assumed a costly student financial aid burden that
has produced growing deficits in current operating accounts.

At present, it should be emphasized again, through tuition
charges and auxiliary erterprise charges, students are providing
about one third of all the income of colleges and, universities, In A
many individual situations, including almost all private general bac- .
calaureate colleges, the proportion -is %@ourse much higher.

. H"second, but far smaller source of ¢ e income is philanthro-
" pigigiving. Betwegri 1950 and 1974 it apfears that the e dowment
anil gift income for current operations in colleges '‘and univepsi
» ingreased from around $200 million to araund $2.4 bijilign,
njtable advance. Both privately and publicly spon
Y universities have intensified their efforts over t
n attract philanthropic support, espgetally from
//)‘fng alumni, and this support has oftdn Jeen ptical in meeting yar-
~ ious needs. During the period, howevef, sucK income fell from 8 per- ;
. cent to 5 percent of ‘total income. ! .
The external problem for highey/education is how to attract and .
keep increased support from the/principal sources of philanthropic
contributions: alumni, wealthy friends, private foundations, and
business corporatiofxs. What kinds of information do potential
givers desire? What kinds of services by colleges and universities
attract interest and f’then Nancial sypport? What kinds of circum-
encourage glumni akd others g offer gifts, and*what kinds . -
umstances r P ] them? There arb no ‘ready answers, but a
rollege or university that want ilanthropic support has to devise .
snpfe definite resgfinses\and hopg that experience will prove them to -
be effective. . Al Ce
1y is not enough that adijnistrative officers should seek philan- )
thropic support; faculty and students can and should have a role as’ . .
well. Involved alumni are likely to be interested in the faculty mem- "
bers under whom they studied. and if alumni are not encouraged or
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dlscouraged by the appearance, behaylor ang attitudes of the cur-
rent generation of students. they are at least curxous about these
thmgs.

* + A study of some 861 coIleges and universities by the 'Council. for
Financial Aid to Education indicated that in 1972-73, the sources of -
«philanthropic support were as follows. nonalumni indlviduals. 30
_percent; alumni, 24 percent; general welfare foundations, 23 per-
cent; business corporations. 14 percent:.religious denomlnatxons 4

: percent: other sources. .5 percent.

« It seems unlikelythat any one attitude or 1nterest can beidentified
, as the philanthropic attitude or interest in higher education. Poten-
y tial givers to colleges and universities undoubtedly have varied at-
titudes and interests, just like the populatlon as a whole. The'taskin .
promoting giving. if that is desired. is to attract money while not
alienafag persons.or groups of varied points of view. There is a sim-
tlarity. Jere to endeavoring to achieve political consensus.in society
at largs.

It iobvious that higher educat¥on in the Unrited States. both pub-
hc and\private. has become so, dependent on the support of govern-
Tegts that the attitudes of governments will have a major con’un}/
. ng fmpact upon the operation of colleges and universities. For in-

. stagce. the enforcement of governmental affirmative action pro-

grams and nondiscrimination policies is based on the threat, of a
. withdrawal of federal government funding. It is generally estimated

that 80 percent ‘'of all separately budgeted research activities in uni- *

‘versities 1s provided by federal government grants, and undoubtedly

a considerable part of the expense of graduate study, especially at

.the PhD level, is supported out of research grants in bqth publlc and
private research universities. i .

Chief executives. legislators, and the&,staffs tend to ask three .
particular questions. First, why does it &6st so much per student o
operate a college or university? Secand, why should faculty mem-
‘bers receive salaries that support research and public-service out-
buts in addition to instructional outp HKird, why should Higher
education be suppor€d to educatesStudengiNg excess of the Ameri- 4
can labor-mark ucated taleijt? /) ﬂ’

Whatever the answers, they must be reason ole and‘onw cing if

-~

chief executives and legislators are to be aded \ofiftréaze
their support of colleges and urliversities. No ac y m’e ? stu- t,"'} ’
dent who wants his or her college or un1vers1ty, p gm éiee‘fﬁ b
continue to receive government financing can afford; t,b bé;’m‘dlfﬂqr’
ent to the kinds of questxons listed above that are askesd bé ptzb‘l (i’/ﬁ(f/- ’
ficeholders and others.,In addition; faculty and studgnt attm{des ,
and behavior do much to determine the attitudes and' behavjor of ° :
governors and presidents, state and federal legislators. and:, otfter vy
government officials toward higher education. Faculty and studéhts e
can logically be indifferent to the attitudes and behavior of govern-‘ S
,  ments only if they are willing to forego the beneflts of govefnmentalj o
= support . B -
. Many other groups in American socnety-—sqhqol teachers f ;‘- i ’/_ i
mers, labor unions, business leaders, church lea'ders--h ‘g’ﬂmn L

appropriate to develop their own means for 1nfluencmg olitical at- 3
titudes and legislative votes. Can higher educa ion expec vorable

‘political response on the basis lndlffﬁrenﬁze r hostillt td the
tivation of such a deuelopmen%!; = ”
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‘ Go:ﬁ%rﬁenls. whose support figures solargely in the finanging of
higher' ducation, now incline toward other priorities and other ma- .
. jor interests. Higher education has lost much of its public appeal, or
so it is felt. Undoubtedly there are political forces at'work slowing
down the rate of governmental income growth for higher education,
even as there were political forces at work to advance the rate of
this income growth 10 and 15 years- ago.
It is widely assumed that the income of colleges and universities
has been declining overall in recent years, and in some particglar ”
instanges this may have occurred. But in general this assumption is .

<

, faulty. The available information suggests rather that the rate of
incroase in available income has tended to slow down in the past
sevéx}l\y\earsf Even this slowdown has not been uniform for states.

IR i;x/stitutions. r -programs. =~ . . .

As colleges and universities have encountered a “new depres-
sion” in higher ediieation financing in the past five or six years, a }
great deal of attentian been paid to what may constitute finan-
cial eéxigency for a particular institution. Each situation, obviously,

5
.

There is an old saying among academics; when

speaking of the natural divisions-of-campus labor,

. that the:administrators “‘in'the front office” should .

, worry about raising money and the faculty should spend

voos - it. Ideally, perhaps, that is the way it should le. But ,

* 7 thereis a directline of accounfability between those who -
provide funds and how such funds are spent. And beyond v
that, faculty, in their broader need to share in budgetary '

decisions, cannot overlook some fundamental facts of
life concerning how their institutions gathér their - ..
‘income and from precisely what sources.

at LI
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must be evaluated according to the circumstances and in good faith.
Nonetheless, a condition of financial exigency should not be too dif-

* ficult to identify and understand. In general, it arises. when current
operating expenditures of a college or university, or for a particular
program or category of related actjvities, exceeds the available cur-
rent income for the institution, E?) ram, or category. .

There may. of course, be some g%fment ahout the exact amount '
‘of income available for current operations. Should a?l or part of the
enidowment fund be expended be?ore the state of financial exigency
is held o be.at hand? Should funds be shifted to avoid financial exi-
gency in a given purpose or account? These are all good questionst
that deserve careful review and' discussion. ' T

The appropriate institutional response to the need to rediice ex-
penditures may be debatable. Often plant maintenance and other
support services are reduced before any attempt is made to' cut in-
structional costs. Should the salariés of administrative and profes-
sional staffs be reduced before the salaries of faculty are? These .-
ar¢ appropriate questions, too. ’” o

,  Conflict about the definition of financial exigency and about re-
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"‘qmred cutbacks is most hkely to aris€ when the i‘mancnal fdcts of life

the academic commumiy

“about the institution have not been fully repo‘rted and communi-

cated throughout the academic community. There is no excuse_for

secrecy in the. fman(mg of colleges and universities, enterprises ’

that are fully involved in the performdnce of a public set:wce in the
public interest with pubhc funds.

. Higher educatxon as.a social institution depends for its income,
upon governments, phﬂanthropy. and charges If increases in
charges are undesxrable, ‘then the other two sourges of income must
be incregsed or msﬁfuhoﬂs of higher edulation will have to learn to
live with lgss inceme; a veEy sMall rata of income growth, or unde-
Table charges. If more ititome 1s wanted, all constituent groups of
Il have to be involved in “selling"’ the
need, demonsirating a.convificing case that the public interest can
be served dnd preservad anly when culleges and universities are
prosperous. .
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The institutional budgéf and finance reports .are a col-
lege’s kéy opero'nng documents; fhus a basic under-

~ standing of them is essential for foculty Not all budgét in-
formation is equally important, and no institution handles
its budgef reports precusely as onofher Nonetheless, some
"standardization is now emerging, and common cost and
rncome.denommcn‘ors can be identfified. DeCIdlng what
quesﬂdns to @k is critical. These questions, and their an-
swers, provide a broad o fme for the ﬁncnc:cl llfe of an.
deademic jinsﬁfuﬁon_.-:» - \
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FEW ACADEMICS NEED REMINDING THAT AN’ UNDERSTAND
ing of broad concepts in a field of knowledge hardly constitutes
mastery For better-or worse, full comprghension requires mastery
of a technical vocabulary as well. Responsible faculty thus owe it

" both to themselves and their institutions to come to terms not only
with the broad concepts of academic economics, but also with the
specialized language in which they are presented. In addition, it
must be understood that if financial data are equally dreary, they
are not of equal significance. Separating the wheat from the chaff i is
centra}l to a‘grasp. of an institution’s finances.

Times, moreover, have changed, and it is increasingly impossible
to consider financial matters as distinct from academic policy. One
may wish it were othgrwise, but that changes the situation not a jot.
The scene in the. faculty senate is by now all too familiar. In alter-
nately infricate and mundane faculty committee meetings, the larger
financial questions may come to focus at any time on discussions .
about faculty Salaries and fringe benefits and workloads the size

" and support loads of graduate student enrollments, libraries, of-

7 . fices, telephones, travel, facilities, equipment, and all the other cost-
ly academic needs*and wants, and the trade-offs that are now in-
evitable. R
. These'trade-offs have too much to do mth too many changes in
the professional lives of faculty members to be ignored any longer. |
'Trade-off dlscussmns lead to ‘the need for mformatlon and sound

~
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qualitative judgments, and faculty members now need increasing
access to the available facts."Many academic professionals, al-
though not all, have learned to go to primary source materials in-
stead of some interested partys interpretation or manipulation of
figures Finaggial reports and institutional and departmental bud-
get'summaries are increasingly in evidence at faculty committee
meetings The resulting curiosity about the strangely confusing con-
tents of these documents and the relationships revealed therein has
caused ‘more and more administrations to produce supplemental
documents. While these are intended to be responsive to the ques-
tions of faculties'and others, they almost inevitably generate.even
more figures in new arrays and aggregations requiring still further
interpretations and qualifications. Unfortunately. to make useful

* S~ judgments. faculty members now have to learn to appreciate and
understand some of the tensions between simple financial asser-
tions and complex accounting exhibits, and between the accounta-
bility needs of professional auditors and the information needs of
academic managers and their” multiple constituencies.

* Nothing said here is going to solve all these problems. The intent .
is to offer faculty members advice on what information is significant
and useful to them, where in the various documents it is to be found,
and how to interpret it. Inevitably the advice has to be general, with

- ,

— .

7 - Financial reports and institutional and departmental . . :‘
' budget summaries are increasingly in evidencé at faculty
committee ineetings. The resulting curfosity about the
-strangely confusing contents of these documents and the
relationships revealed therein has caused more and more.
* ' administrations to produce supplemental documents.
Unfortunately, to make useful judgments, faculty
members now have to learn to appreciate'and v
understand some of the tensions between simple financial :
;s assertions and complex accounting exhibits, and between
the accountability needs of professional auditors and
the information needs of academic managers and
. ' their multiple constituencies. . !

’ -

alikelihood of inapplicability to specific cases. The financial docu-

- ments of institutions ‘of higher ediication tend to be at least as di-
verse as’the institutions themselves. The budgets and financial re-
ports for private institutions, especially those heavily endowed, are

- npfably unlike those for public institutions, which have been shaped
extensively by and for legislative bodies. - ;

' Centralized institutions allocate their resources and report differ- .
ently than decentralized ones, some of which have wide,variations
of practice within,a single institution or consortium. Large national

" research univers{f’:s have accounting complexities involving cost -,
allocatioris for reséarch activity that do not occur at all in small lib-

* eral arts'colleges. éither public or private. And.if one goes beyond .
traditional institutions of higher education to the full spectrum of

i
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postsecondary education. there occur many additional variations,
each of which may reflect institutional idiosyncrasies and proprie-
tary origins. Few businessofficers in colleges and universities or

* statewide systems of any size comprehend all the fis¢al facts and in-

terrelationships in their own institutions, and when it comes to
making meaningful comparisons with other institutions, they are as
prone to. error as-anyone.

The fact that the words used to describe the financial processes.

and documentisgare the same, even though the processes and docu-
ments usually Z%‘ﬁot often misleads not only the unwary observer
but &lso the expenenced analyst. For example, there are several
'kinds of balance sheets. A,c¢hange-in-funds statement can be dis-
played in infinite variations. One might think, “Well. a budget is a
budget.” But an item or object budget can be a very different crea-
ture from a program or functional budget. and a progranf budget
may be a performance budget or only pretend to be one. There are
zero-base budget processes and incremental budget processes, and
ed(.lh frequently exists more in the mmd of the conceiver than in
reality.

Ang one concept is seldom entirely consxstent in reahz?atzon
.There are plarining, information, and control aspects in most bud-
gets. yet even their makers often” confuse the assorted purposes.
Most important, all budgets are only inexact estimates, sometimes
wddly inexact in unpredictable times like these. What actually hap-
pens in the course of the budget year is frequently not, pubhshed at
all, except in bits and pieces in the year-end financial reports, and
these reports seldom reconcile in any easily recognizable fashiop
with the budget estimates with which the year began. Frequently,
more truth is buried in the campus archives than in the published
budget, whigh is, after all. only a set of predictions before the fact.

Does it then make any sense to try to deal with such treacherous
documents? If one hopes to be comprehensive, precise, and system-

atic, the endeavor is virtually hopelesg, not to say useless, at least.

for those who have less than full time to devote to the effort. But
there are ways to go. One can consider the financial questions,most
frequently asked by faculty members and offer illustrations of ways
to look for' answers (or at least hints of answers), in the limited and
_often baffling accountants’ documents, And one can considek where
"not to look and how to test answers to determine which ones are
-real rather than just appearing sa. .

Deciding what questions to ask is critical. A faculty member’s
view of what is important to know is not likely to conform to what
governing bodies. either public or private. require in financial re-
ports or budgets, nor to the views of the managers, the students. the
parents, or of donors. The faculty member has a unique view of the
priorities and r pon31b1ht1es of the institution, not to men'tlon his or

Othefwise the costs of central administration will go up again and
again.
~What are those key questions likely to be?

The first and most frequent questions are addressed to the Greek .

" machine of higher education. external income. In the fifties and six-

Q
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ties such income sprouted almost on request: sometimes even with-
out solicitation. In the seventies the responses to much jnore urgent
solicitation. whether to governments. foundations, or unorganized
philanthropy. have been fewer and highly selective. Old dependen-
cies die hard, Faculty still hope that the money somehow remains
out there, that their needs won't have to suffer through highly com-
pejitive resource allocations or further escalation of tuitions or stu-
dent fees, that new programs can be fihanced without reducing or
eliminating present ones. that when financing of research by gov-
ernment goes down somebody ‘els€ can be found %to.foot the bill
rather than cutting bachgn research activity. o

_ When this search for an ‘easier way out becomes, for the most

* part, unproductive, faculty interest turns to Yhose outside funds re-
“ceived and set aside in an earlier, happier time for some rainy day.

1t is clearly raining now. note the logical inquisitors. But, they are

fa < ’
[ ' - .
‘Deciding what questions to ask is critical. Afaculty '
member’s view of what,is important to know is notlikely
to confprm to what goyerning bodies, either public or
private, require in finAncial reports or budgets, nor to
the views of the managers, the students, the parents, or
" of donors. The faculty member has a unique view of the
priorities and respénsibilities of the institution, not to
mention his dr her own personal intetes!s.and;conn%ms. K
There will be time.enough té comproniise with all the - .
others a:ﬁer the best available answers are determined;

o

> *
¢

-

quickly told, this looks more like a permanent change in the weather
than just a passing-shower. Faculty soon learn how dependent the
institution has befome on the annual income provided by the capital
that has been saved. And most come to the conclusion that spending,
dowri thg alleged reserves only reguces future income when anthal
lyfhighé,r inflation increments show every sign of becoming a way of
life. _. - . ’

. If arid when faculty members are persuaded that thefe is little or
no hope in drawing from external income, present or past, the next

'set of questions usually concerns the prices of services and the

charges levied. predominantly tuition. Can sthdents be charged
more? Can financial aid costs be held down by the increased use of
loans? Should there be differentig] tuitions to recognize that some
programs cost more than others? Should athletics be forced to pay
their own way? Are lab, library, or hdalth fees as high as the¥ cag
or ought to*be? . o ' T
If a given institution’s problems are still not resolved at this stage,
of the discussion (and they almost never are), the questions turn-to
the expense side and begin to come closer and clager to the faculty,,
firstits peripheral and ultimagely its central concerns. There is one .
ares,of expense that the faculty almost always regards as’eminently,
available for reduction: central administration and sérvices. What .
does' that self-serying bureaugsra/cy really do? Why are its costs so

. et
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high.and its services so in}{d,equate" S 'rely there can be savings ~

there! The faculty is sometlme ight, but often wrong. Usually sav-
ings can and should be made in t{le cehtral administration, although
1n the last few years many mstltuttons have considerably tightgned
up administrative costs. In some cases faculty have seen the/deteri-
oration of services and substantial indirect costs of under-ddminis-
tration. This is especially true where much time and attentiort (which
both cost money)| have been, diverted to paper pushing, because of
urgent and enfor¢eable demands from federal. state. and local gov-
drnments. usuallyl eoncerning a maze of affirmative actlon and en-
wifonmental impact requireménts or demonstrating to legislative
cummittees that a tredit hour Qost is not an. artlflclal figment of aca-
demic imaginatio

While few colleges have spent the $3 million estimated by the.
_ huge University of California system in meeting the data require-

ments of affirmative action alone. all institutions have spent a lot on
data collection and report formats in this area—not to mention those

<

Why should %I‘faculty member care about [collecting
.’ outstanding bills]? It may mean pushing students and _
parents harder\for payment, and that has implications R
-everyone oughtito consxder. Faculty members who are
unsympathehc to rigorous collection methods, mcludmg
the wuhholdmg of academic privileges from students
with unp4id bills, should understand that laxness here

. may mean less money for the educational enterprise as a

whole, not this year perhaps, but in a future that always
- arrives before itis expected. .

. f - . .
“-"x : ) - ' S
requnred by new leglslatlon on pensions, occupatlonal safety, finan-
cial aid, pollution aspects of commuting faculty and students, and
countless other objects of recent governmental concern, (The edi-
tors of Change recently* estimated the total annual cost for all col-
leges and universities at $2 billion.)

The final group of‘na]or questions concerning the educatwnal
and research process is originally posed not so early or so often by
faculty members (efcept perhaps by department and committee

]

chairpersons) as by all the other constituencies, from governments’,

to trustees .to administration to students. But faculty members
themselves now are looking for answers in this area in order to re-
spond to the questnons,and frequen.tly mistaken or uninformed no-
tions of others. It is surprising how difficult it can be to disprove
wrong notions to people who don’t know very much about s subject
to begin with. How large should the faculty be in relation to the vol-

" 'umes of its teaching, research, public servncg and committee .re-

sponsibilities? How should its size be divided

non{enured. among ranks, among senior and junior facu m-
bers. and among graduate student teaching an(¥

What are appropriate faculty, salaries with res
living and the scales of similay institutions?
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What about fringe benefits in individual institutions in relation to
the teaching and allied professions as a whole—retirement, health,
life insurance. disability, higher education for dependents., sabbati-
cals, travel, publication? What-about allowing time for outside .con-
sulting? What about laboratories, equipment, libraries, and gradu-
ate-student support for research and the allocation of their costs;
telephones and office and clerical costs; the costs of convenient

clagssrooms and convenient schedules and the implicit capital and -

operating costs built into low-space utilization rates in a nine-month
vear? Although faculty members usually have not volunteered these
questiods, they are pressing for data that will enable them to an-
swer questions before others do so. -

Where can the answers to all these questions be found? In no
single place. of course, but here are some suggestions to start the
search: .

_ The financial report (sometimes known as the treasurer’s re-
port). which gives the largest view of the flow of income and ex-
penses. tends to be better for income than for expense duestions be-
rause the categories used are easier'to define. There will always be
difficulties in interpreting these reports because the greatest differ-
ences in the patterns of institutional funding and expenditure make
standardized categories potentially misleading. :

* Currently there is a promising, if somewhat confusing, movement
toward improvement and standardization of the principal exhibits
in financial reports. The most significant such effort is sponsored by
the Department of Health, Education and Welfare, and is being car-
ried out by the National Center for Higher Education Management
Systems (NCHEMS) in consultation with the National Association of
College and University Business Officers and the American Institute
of Certified Public Accountants. : ‘ N

The movement has been made necessary by an increasing number
of poorly informed, often erroneous commentaries, typified by a
well-publicized effort a few years ago by two business-school fac-
ulty members at Cornell. They outlined some of the problems, some
accurately, others mistakenly, and offered half-considered alterna-
tives that could have' led to chaos. Some of their appropriate criti-
cisms have been met by the NCHEMS effort, while otherstrave been
dismissed because they were not supported By thé facts.

An example of the reforms may be useful. Some institutions re-
ported until this year only the giftin€ome that was actually spent in
the year received, calling the amount “gift income availed of.” The
new method will repart everything received, transfer out amounts
reserved for specific purposes in future veéars, and record the
amount spent in the year reported. . ,

The NCHEMS Higher Education Finance Manual provides a model

" set of exhibits, some of which are used to illustrate this chapter. The .

manual, incidentally, should.prove a useful document for faculty
members. - ' . ' )

The manual’s balance sheet exhibits, two of which are given here,

were taken from another highly useful book on college and univer-
sity audits, first published for the American Institute of Certified
Publi¢ Accountants by the Committee on College and University Ac-
counting and Auditing. ] —

Our first exhibit (1a) is the balance sheet. The most important re-
form here is the showing of prior-year figures directly beside the
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figures of the year being reported. Trends. not isolated figures.’aré
at the heart of understanding academic financing. and two years .
are always better than one. Basically. the balance sheet shovs how
_ the accountants reconcile the assets and the liabilities.” but it also
offers other information. .

Exhibit 1b is an interesting example of fund accounting, in which
resources for various purposes are classifted into funds in accor- -
dance with activities and objectives specified. Within each fund
group. fund balances restricted by outside sources (such as certain

N gift endowments) are separated from unrestricted funds. whose al-
location is the responsibility of the governing board.

The exhibits also demonstrate the complexity of fund accounting.
They shpw that the uses of many assets are sharply restricted to,

«  handhng certain habilities—that the balance sheet is not only a mat-
ter of mdking two bottom lines come out the same. but also sets forth.

-

>

There is much erroneous faculty lore about the -
investment and distribution of income from endowments
and the various kinds of réstrictions on them. The
trustees of the institution, making decisions that affect
the balance between present and future, tend to be
future-oriented, while faculty tend tobe more
present-oriented. The striking of balances between _
¢ present and future and between opportunity and risk
is"a legitimate source of tension.
AN \ Ty
, lndl!
A . \ e . 5
fund greups. each of which also must balance without transfers that
are illegal or breaches of understandings with donors or other fund
sources. The fact that funds are not transferred in some cases does
not always mean that they cannot be, and while the exhibits and
fuotnates often explairr the transfers that are made, it takes further
inquiry to determine which of those that could have beenénade were
~not, and why. : ‘ ..
What does the balance sheet tell us about the mythjcal education-
-,al mstitution in Exhibit 1a? The current fund has more, unrestricted
cash than in the prior year, unrestricted investments are up, and so
are the uppaid bills dwed to the institution. Inventories and prepaid
expenses are up slightly. The increase, in, unrestricted liabilities is
___less than the increase in assets, and the unrestricted fund — perhaps
the key figure—is up almost 50 percent. Overall the picture looks’
unusually healthy. There appears, however, a. warning signal that
unless there is a special explanation. someone should work hafder
at collecting outstanding bills. ’ :
Why should a faculty member care about this last item? It may
mean pushing students and parents harder for payment, and that
has implications everyone ought to consider. Faculty members who
_are_unsympathetic to_rigorous collection methods, including the
withholding of academic privilegeg from students with unpaid bills.
should understand that laxness here may mean less money for the
educational enterprise as a whole, not this year perhaps, but in a
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. future that always arrives before it is expected: BN
The current fund’s restricted accounts do not seem to pose major

+ problems for this mythical institution, either. However. a figure to
watch in many real institafions is the restricfed fund balance. If 1t is
growing too rapidly. the managers may not be working hard or im-
aginatively enotigh to use unneeded restricted money to meet the

- central educational purposes of an institution instead of ‘draining
more precious unrestricted funds. These unrestricted balances
sométimes conceal “cogkie jars” that ought to be.looked at in broad-
er terms than the dgpartment chairpersons or others who adminis-
ter thettt can or liké4e,do. If they are growing while other balances
are declining, an inquiry is more than justified. :

The endowment fund situation in the exhibit is interesting, al-
though not altogether revealing. By the patterns of the seventies,
either this is a fortunate institution or this is one of the infrequent
good years. The endowment is up 15 percent (irrespective of the dis-
tribution of annual income. which is not shown). In recent years, an

_endowment, is as likely to have been down as tp. Again. unlike the
situation in this case, endowment and similar fund balances that do
not have restric:/:ms against use of capital (listed here as quasi-en-
dowment unresfricted) have often Been spent to meet operating
deficits; reducing the capital and future annual income. -

¥here is much erroneous faculty lore about the.investment and
distribution of income from endowments and the various kinds of re-
strictions on them. The'trustges of the institution, making decisions
that affect the balance between present and future, tend fo be fu-
ture-oriented, while faculty tend to be more present-oriented. The

. striking of balances between present and future and between op-
portunity and risk is a legitimate source of tension, even conflict, but
the information in the balance sheet is not adequate for either party
to this dispute, and ihformation for the purposes of that argument
has to be sought in another document yet to be discussed.

There are situations in which spending capital gains' may be
appropriate. but they are fewer than most faculty think. In most en-
dowed institutions, there were substantial capital gains from stock

. investments in 1970-71 and 1971-72, but these did not go much be-
yond the capital losses of 1969-70 and were more than wiped out by
the market adversities of 1972-73 and 1973-74. Some who spent their
gains freely are still in trouble today even though the 1976 market
has bounced back because they had fewer holdings to benefit from
the bounce. The purchasing power of their income from the portfolio
is also'down permanently. It must be remembered that it is not the
faculty but the trustees who have the legal responsibility for such
matters and can be held accountable. At the same time, the trustees
have to remember that there are also accountabilities of steward-.
ship other than financial ones. The absolutely safest financial oper-
ation would have no students, no faculty, and no plant. With no ob-
ligations, no activity would be threatened; not even by total loss of .
the investment portfolio, . B

Overall this institution seems to be simply too healthy to be very .
interesting—or very typical currently. Its balances are growing
modestly, and one could guess its enrollments are too. Its indebted-
ness is going down, its plant is not growing much (an especially
healthy sign in the seventies), and its library collection does not ap- .
pear to be suffering. ‘
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Exhibit 1a , ) o
. « ’ Vi
° 2
o ¢ - , Balance Sheet
‘ June 30, 19 )
/ .. .,  with comparative figures at June 30, 19>
B . . *
C e Assets |
Current Funds
: Current Year  Prior Year
. Unrestricted .. L
'a Cash O . $ 210,000 $ 110,000
¢ INVESIMENLS ..o v o s et v s e e e 450,000 360,000
< Accounts receivable, less allowance P .
of $18,000 both years.......... reven vaneaasas o 228,009 175,000 -
Inventories, at lower of cost (first-in, s
. - first:out- basis) or market.....ecceceree corne.e 90,000 80,000
* Prepaid expenses and deferred charges... ........ 28,000 20,000 .
e Total unrestricted ....%ccceceusnsronn __1,006,000 745,000
‘ s - - e —
~ "7 yr Restricted . - . )
wCash i bovtemnasaemasennssaen herernsrneraanes 145,000 - 101,000 -
" I0VESHMENLS .. . reecprcerrcrrecscenrerrn 175,000 ;165,000
. . Accounts geceivable, less allowance, ) .
. Of $8,000 both years 68,000 160,000 ¥
o Unbilled-charges ......ccccomevevicrencncnee. . 72,000 —_—
h ”’/ "7 Total restricted ........urrerressossscnn . ~__460,000 426,000
/ Total current funds........ceeeecmecrre . 1466,000 1,171,000
* . A . .. : .
; /e . X R - . - -
Loan Funds . R B
__ Cash - : 30,000 20,000
Investnients 100,000 ;.. 100,000
o Loans to students, faculty, and staff, T .
less allowance of $10,000 current - T
year and $9,000 prior year........cccccceecereences 550,000 382,000
Due from utirestricted funds......... . 3,000 1o
Total loan funds.........eereeeeensiit _... 683,000 _. 502000 - ¢
- Endowment and Similar Funds . . E S
- Cash 100,000 * 101,000
Investments _13,900,000 11,800,000
’ - . .
 « . ‘ - " Ly ‘ x
O Total endowment and similar funds.... 14,000,000 11,801,000
- . . > ’ '
From College and University Business Admimstration, 2nd rev. ed. (Washington, D.C.. Na-
tional Association of College and Univirsity Business ‘Officers, 19Y4).
AR 65 - -,
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‘ A — . . . ‘ —
Liabilities and Fund Balances

Cyrrent Funds

v .« !Current Year

+  Prior Year

P L n ‘ Rs
: .y . .
!

[ -t
S O L N %) L

Unrcstr;ctcd ) /
~  Accounfs payable’.... : $ 125,000 $ /100,000
’ Accrued liabilities 20,000 + 15,000
Students’ deposits ..........cceevvevvente euen 30,000 35,000"
Due to other funds 158,000 120,000
" Deferred credits .. ) 30,000 20,000
Fund balance . ___ 643,000 455,000
Total .unrestricted ....................... " 1,006,000 __ 745,000
~Restricted  ~ . . .o
Accounts e . 14,000 5,000
. alances ...0.. ___ 446,000 421,000
. 4 RN
. otal restricted ....... e 460,000
7 . otal current funds. 1,466 gO_Q
' . . F T
Loan -Fufds ' ' 5
Fund falances N ¥ .
I UJ government grants refundable.......5......... 50,000 33,000
Urdversity funds ,
, estricted eevees 483,000 , 369,000
Unrestricted : w“ 150,000 100 000
g Total loan funds.........cccoorrrenm... 683,000 502,000
A " N -
Endowment and Slmllar Funds - .
Fund balances . . -
Endowment . o 7,800,000 6,740,000
. Term endowment .. . . 3,840,000 3,420,000
T » _ Quasi-endowment—utirespricted .................. > 1,000,000 800, ,000
“§‘ Quasn-cndowmcnt-—rcs; icted 1,360,600 941 ,000
',; . Total endowment and slmnar fupds.... 14,000,000 - 11,901,000
<, hd - \“‘ I P LS * ' ’

» R N .~ 8- . * . ) N .
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Total gnnuity funds ... .. ...  3.315,000 3 055.000
Life income funds ' ’ :

Cash . . . 15.000 = 15.000
Investments - - PR »_2,045,000 ¢ 1,740.000
Total life income funds.....:, ..~ 2,060,000 1,755,000 *
“Total afinuity and life incdtne funds . 5 375. 000 4 810. 000

Plant Funds

-

nexpended

b Investments . ... .. . o. e v 1,285,000 1,590,000

.. _1710,000  _2,120000

3 ‘

\ Total.agcncy N 110,000 € 90,000

ERIC

A runex provided by cric [N ‘

Cash .. .. N e e e 275,000 " 410.000,

Quc;!’mm/unresmctcd currcnt funds. .......... 150,000 120,000
v - - = . - /<"’ - "‘
p TR T - t ,

5,000 4,000

150,000 286,000

et eaepns 100,000 . 90,000

ue from unrcstrlctcd currcnt funds ............. . S.‘Q(‘)_O o —
Total rcncwals and replacements.. 260 000 380,000

Rctx)gement of mdcbtcdncss . / w: )
evneeree ees S nnerininer sesne o s orennaneis .- 50,0000 . ™ 40,000
DEposns with :rus:ccs.,‘.‘. .......... b rien 250,000 253,000
Total retirement of mdcb(cdncss ____300,000 223_90(1
.
Imstmcnt in plant - ' N . . e

LAO s ceeeerrees ¢ e cetrennnes etueeenrenrseeen 500,000 ¢ 500,000
 Larid improvements brnreren, » 1,000,000 1,110,000
., Buildings ..oneeiizannnes rteeemseesesesseasnseene seeeeni® 25,000,000 24,060,000
quglpm ..... 15,000,000 14,200,000
Library bol i z aoeadon 100,000 .80,000
‘ %al investment in plant........... .. 41,600,000 39,950,000 -

1 tal plant-funds........cooseesscrescne 43 870 000 42,743,000

\ o T

Agency Funds .

" Cashl‘ .............. jeres e senese s e s e seeesneas Febrnerrase rerameeneer o 50,000 70,000
INVESIMENLS .buveeecerirrscvssissssnssssess crnrarsegsensasnsnans 60,000 20,000

4
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. Exhibit Ta {continued) T .
. G .
' ) Assets - .-
Annuity and Life Income Funds
Annuity fufids - - ‘ B .
Chash ... . el e e .. S 55000 .S 45,000
dnvestments . . L. L. Lo ... 3.260.000 __3,010.000

*
‘
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. : L

— Liabilities-and Fund Balances S

Annuity and Life Income. Funds °

Annuity funds . -~ T - \ .

Annuities payable - e e $2.150,000 $ 2.300,000

Fund balances . . . . -2 -+ 1,165,000 _“7_55.000

i Total annuity funds 3315000 3.055.000

Life income funds T T B

. lncome pavable . ’ ‘ 5.000 5.000

I und balances B ..,055 000 _1,750.000

. Total life income funds . . . 2.060.000 1755000

Total annwity and hife income funds 3375000 4 810, 000., *

. Plant Funds ! ) ‘

Unexpended -7 . " . —
Accounts payable T "10.000 —
Notes payable Co- ’ : . 100,000 —
Bohds payable . . . .« e 4 400,000 —_

N Fund balances . i . . .
Restricted . .. .70 .~ . ... L 1,000:000 1,860,000
Unrestricted ... . . + -~ __ 200.000 1 260,000

. . Total unevpended . .. . ... _1,710.000  "3.120,000
S S | :

. 1l
» Renewals and rcpl.xccmente t

Fund balunces . : " 0T
Rcslnclc(} - . e . 25,000 180,000
Unrestricted . ..l . DL 235,000 200.000
" Total renewals and replacements.. 260,000 _»3_3/0,00(1

-~

Retirement of indebtedness =~ ) B

Fund-balances ’ ’ . - v
Restricted . ... .. ... .. ... . R 185,000 125,000 ) ‘;
Unrestricted .. ... ... PSRRI SOSR . 115 000 _...168,000

. Total retirement of mdebtcdncss 300 000 293 000
_ Investment in plant T

Notes payable s... woovveroeeelooeio wh 790,000 - .810,000
Bonds payable ... ... - 2;200,000 2,400,000
Mortgages payable ............ . . 400,000 200,000
Net investment in-plant............... A 2382100000 . 36,540,000
Total investment.in plant ............ : 41 ’(_S__Q(_)_AOQ_O 39, 950,000
‘.. . " . Total plant funds.......ooreonn . 43,870,000 42,743,000 .

o ~
«

i
_Agency Funds. ‘ _ .
. P - . ; ' ‘.,
Deposits held in custody for others......... o P 110,000 90,000
. K L Total agency funds 110,000 90,000

Aruitoxt provided by Eic:
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Statement of Currént Funds, Revenues,
Year Ended June 30,7 19 <« . ya
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’ o , R
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’Rgmenues T .. s
" * Tuition _p# : Citeneunsiens e peesesein oo eeeeesemeeere st et
= " a )
O e 7 chcral grants and conrracts ........ >
L. =% Stite grants and contraets. .
. . ocal 'gr!ants and CONtEACtSaerprnres e : '
! P ., rivate gif{s, grants, and contracts : rereivanenattones
T N :ndowmentiincome... ...~ " . : S
N <%, Pales and’services of educatiogal activities PR 4 Coot T
", .-+ -z Sdles andservices ,Of aUXiHary COErDISes. ..o Ryeeussr MestlT - o
e, Expired.t¢rm endowment............. SRS soeneaness Sevverggpeeres s
v *” _ Other,sofirces Gif any)...... : oy K. e A
P A “Total ‘current revenues “ st 2 AN .
. , o ' . N S A
' (ORI N - i . '
o ; N . B 1 .
’ f. ’ 2 . l’ s
- . - o g 2 8 ‘ \ - ) B
R , ) . T ! ' ) Lo ’ -
N itures “and- maﬁf transfers ‘ PR .o
e o L e ‘
=L ’ Educatlona nd generdl ‘t’, ~ o ’
" 7% Instriction e s e
. .o "Research .. / y et
PR Public service B \ b e -
» < Sy Acadcmnc support \ e - . eparenanene ‘3 ’
@ Studcnt sérvices : Svessngiznioen .l . O
: .. Insutuuonal slipport : . -
pcrahon and aintenance of planl B 3 :
cLy Scholarships and fellawships.......... : P —
A, Edgcatlonal and gepetal cxpe,ndnturcc ; :
‘ ' Mandatory transfers . T
Y - , Principal and INEest...u.smmrmrsupummmmsinsrssseasasensens’ “):
Ve Renewals and replacements . e )
- ’ Loan fund matchi
Total educationakand general
* ¥ .
N - ‘
\ TN < .
s ' . T
- o ’ !
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$2.600 000,

? 7%0()0

00.000
200000
. *10.000

' 5.000
85600

* . 325,000

, 190.000

©. . 2.200.000
40.000

. e
.7.540.000

~

100,000
130,000
- 250,000
* 200,000
450,000
220,000
90,000
4,400,000

90,000

* 2,000
3,592,000

ERIC

f PAruiitex: provided by ERiC

Unrestricted

+ 300,000 -

2,960,000

., 100,000 °

e
-
»

”

N\ 25.000
380.000
209,000

1.014,000 o

489.000
400,000
© 25,000

" 100,000

1,014,000

.

a

- 1,014,000

Total

© 52 600000
500,000
700.000

395,000
35.000
30.000

1,230,000

. 534000

f 7 190.000
2.200.000

40.000

18,554,000

el

3,449,000
500,000
155,000
250,000,
200,000
450,000
220,000

_. 190,000
5,414,000,

90,000 -

100,000
_ 2,000

5,606,000

.
s

100,000 .

. Prior
" Yeag Total

P caa

$2.300%000_ .
500.000
700.000
100.000 -

.350.000
200,000
45,000
1.190,000
500,000
. 195,000
2.100.000

v 8180000

[y

3,300,000
650.000
175,000
225,000
195,000

~ 445,000 .
200,000 .

- 180,000
775,370,000

50,000
80,000 .~
_

|
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.E{:penditures and mandatory ‘transfe.rsa(co_nt'd)

-Auxifiary enferprises
Expenditures . ..

'

"Mandatory transfers for: . "
. Principal ,and interest. .. ... .. .-
! " Reaewals and replacements. ...
L] .
‘. B Total auvhary enterpnses.. . .
To;al expenditures and mandatory transfers
' R N 4 . t ) ' - o
v
Lt N LY .
[ A .
. Other transfers and add:tions/(deduchons)
! ’ “. 4 Excess of restricted receipts over transfer$ to revenues
R‘efunded 10 SIANLOTS .. . -ceoeecenee - < <+ cerenae cos srseenecnne R
Unnstnctcd gifts allocated to othcr funds...
Pom?m of quasxoendowmcm gains approprmlcd
-'* «° Net increas¢ in fund balances............. ...... iees ol
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. Current Year Prior , .
. Unrestricted Restricted jgtg] B XgarTo}g}
1.830.000 1.830.000 1,730.000 .
. . 5 5/.
250.000 250.000 250.000 ' v
70000 - 70,000 70,000 \
2.150.000 _ 2,150,000 © 2,050,000 e
6,732,000 1614000 7.756.000 _ 7,550,000
{
45.000 45.000 *40.000
{20,000 {20.900) .
{650.000) (650.000) (510.000)
40,000 4, ) . '40,000 o
188,000 * 25,000 Co__213600 - - T 160,000
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pe Bulance shests are frequently more helpful when used in conjunc-
tion with other fiscal reports or knowledge. The single most impor-
v  tant exhubit overall in a typical financial report is the statement of
changes m funds. Exhibit 1b. which works directly with the balance -
sheet, shows flows in and out (rather than _balances) and monitors
o the sources and uses of funds and some of the relationships *
involved. It reveals overall dependencies on certain sources of in-
vume and the greater dependencies on some activifies compared
with others. Accidents of outside interest. legislative or privats. of-
ten tend tv make some marginal activities less sensitive to economic
- vicissitudes than the heart of an educational enterprise. and this
. can-most often be seen in the changes in funds.
Looking at another exhibit of a mythical enterprise (Exhibit 2}.
“a changes-in-funds statement in conventional matrix format. one
.an see the principal hmitation immediately. It does not give prior-
vear figures and thus is less informative about the year-to-year
puattern. However. it is much more informative for internal analysis
of what kind of money is used for what and where some of the
trade-offs may be. For instance. students can see instantly that
since they pay only $2.600.000 in tuition and fees, their educational
experience. custing $5.414,000. is being heavily subsidized. partly by -
a state appropriation of $1.300.000; partly by private funds of
£ __ $850.000 not rfestricted to specific other purposes, and partly by an-
uther $549.000 in investment income. (Some of these funds go into
~ activitiés other than the direct educational experience—nonspon--
. sured research. for instance—but given the apparent size and char-
acter of this mythical institution, it seems likely that virtually alt this
money. if well spent. subsidizes their expenence " directly or indi-
rectly’}

Faculty members might conclude from the same fxgures. in a situ-
ation 1n which mure money is needed for more or better-paid faculty.
1hdt since there are surplus loan funds for students, tuition could in-
Crease at a more rapid rate. (We do not. of course. know hgw' fapid-
Iy it has been increasing.} Given the general situation in this case, a

a i v PE /\

6

oy

Whatever the kind of budget, it must be placed in thg
context of a number of years and the process of change __
and refinement of forinat and approach from year to
-year that almost every institutional budget has been .
going through recently. There are periodic or cyclical . ‘
distortions, such as a program or publication that
occurs only every three years, and noncyclical changes
* in.classification and aggregation. The only way to spot
. these changes in a budgetis to look at a series of
o anniial budgets together.

.t g . I

" surplus of $188.000 in unrestncted funds for the year, and a trahs:
fer for the same year of $550,000 of unrestricted funds into desig-
nated endowment {where it is theoretically reachable elther for un-
restricted incume or principal). there should be no. extra pressure

.
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on twition. Obviously the transfer to endowment is one of those pﬁes-
ent-future decisions that might be part of any broad financial dis-
cussion with the faculty. (There are. it must be'added. other rele-
vant factors not recorded in this exhibit, notably the need to in-
crease an endowment at the rate of inflation if it ts to do the same -
job next‘year that’it is doing this year.} .
. The NCHEMS mianual also offérs Suggestions for ‘other more
| detailed exhibits on sources and uses of funds. particularly current
; operating funds. To supplement all these basic reports various insti-{ |
tutions use other displays. many involving not only accounting but
also analytical efforts. but these supplementary ekhibits are too” "
" .various tp discuss here with any specificity. While they sometimes
generate juseful information fur faculty members, more often they
simply ledd to other efforts tu get more useful data. Many are de- .
g signed to {Hustrate major trends and cuncerns. such as percentages
of increage and decrease in income -and expense categdories uver a
. period of vears.
‘Used out of context without « ¢areful review of assumptions and
qualifications, particularly when trends appear to be indicated.
-they can lead to totally erronéous conclusions. The best course is to
consult not only the authors of such displays but ‘other more objec-
tive analysts to.make sure of their meaning. A jamp in the payroll
' may megn more employees or higher pay, but usually a concealed e
’ muixture of both. Anincrease in the faculty payroll greater than that
c .for other professionals may mean merely that librarians are being
VoL included in the faculty payrall for the first time."It is better to look
for questions to ask in examining these exhibits and schedules, than

x for conclusions to draw. ) % B
. +The other published information for faculty members is in what-_~
ever budgets'may be available. There is never likely to be sufficient
standardization of the budget documents or processes of higher ed-*
ucation to permit a simplistic discussion of the subject, but some
general observations may be helpful. -

First. it is safer and easier to read a departmental budget thar an
institutional budget. and it is ever; gafer and easier to read a subde-
partmental budget. The higher {Le scdle of aggregation, the more
. concealed the significant specific decisions and transactions. Ag-

grégation is necessary to understand the whole of an institution and

develop or comprehend an overall strategy, but the oldest friend of

accuracy at high levels of aggregation, compensating error, is also

the most unremitting foe of good analysis and understanding of the
. _$pecifics in a budget.

Secend. there aré two-basic ways to construct a budget: by object
categaries of income and expensg by organizational unit, or by allo-
cation of all income and expense to functional programs. There are
infinite variations and combinations, but generally, the smaller, the
simpler, and the more precise the programs involved, the easier and
more useful it is to construct a program or functional budget. On the
other hand, the larger, the more complex, gnd the more overlapping
1 the activity, the more likely it is that traditional budgets using object
| categories of expense arfd income by organizational tinit will be
| needed for both analysjs and control. Theoretically one should be
able to do a program budget for even the most complicated institu-

l tion, but it would neqessa‘rily’depend on a-host of more or less rough
*  assumptions about how faculty salaries are divided among func-
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tions, where research or instruction or public service or consulting
time begins or ends. how laboratory and other facility costs are allo-. - —
cated among specific functions. and,other subjects about which, pre-
cisely quantified measurements cannot be made without spending
inordinate amounts of money...and sometimes not even then.
NCHEMS has created a program expease budget for a nonexis-
tent and not very complex institution it calls MICRO University II.
Exhibjt 3 shows MICRO U's institutional summary and the NCHEMS
apygach to program components. Bpth are derived by formulas
thét allocate all expenses, accumulated or predicted, through con-
ventional accountirippand analysis. For faculty members concerned
with the here and ngg. the program approach and its assumptions,
whether written into model simulation formulas or not, will be tough
and frequently unprofitable going. So will the conventional budget
_,of ahy reasonably complex institution. but a conventional budget
will ateast be directly verifiable and recontilable without the inter-
vention of somebody else’s usually unproven assumptions. A faculty
member in any institution of any size or complexity would do far bet-
ter with a traditional budget than with the NCHEMS variety, which
really is shaped to meet the demands of state budget officers and
legislators rathier than informing about institutional trade-offs. i
" Whatever the kind of budget, it .must be placed in the context
of a number of years and the process of change and refinement
of format and approach from‘year 1o year that almost every institu-
tional budget has been going through recently. There are periodic or
cyclical distortions, such as a program or publication that occurs -
only every‘three years. and noncyclical changes in classification
. and-aggregation. Every time a‘pategory called “other™ gets up to a
sizeable. percentage of the whble. for instance, it needs to be split
out and handled separately. In that case *“other’ is-not decreasing,
it is being-pedefined. In the energy crunch. the dollars in “other”
have enga?lly taken a real downturp, but have been more than
romp?sated for by’a new, separate. and ominous category for utili-
ties. The only way to spot these changes in a budget is to look at a
series of-annual budgets together. One hears a lot about zero-base .
budgets, and they cin be useful analytically when an institution
faces’ disaster or revamping, but most useful budget discussions , .~
concentrate on the margins, the increments, and decrements. .
+ Nope of these publishedidocuments and very few of their support- ..
ing workpapers really illuminate any but the largest trade-offs and.,
* relationships. They do, however, indicate the broad oufline of the fi-
nancial life of the institution and the play of the varions sources of
‘income on*expense patterns. Their real function is to give the inter- .
_ested faculty metmber a general notioh of where the institution -
" “stands financially and whither it is tending. Somewhat less reliably, .
the documents indicate-the overall financial strategy of the trustees .
and adm'nistnﬂTmrﬁgThe relative allocations to the various uses. - . -
Finally. one finds in the documents clues aboutless cosmic relation-
ships and trade-offs, clues that can be tegribly misleading but at S
least open up the questions involved. Thoge questions will only be - L0
‘answered satisfactorily by continuing communication between fac.
ulty members and administrators on the basis of earned trust on
both sides. It is the unequivocal conviction of Change’s Panel on Aca-
demic Economics that this circumstance of trust lies at the center of
a fruitful budget collaboration by the major campus constituencies.
./ .
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Who Makes What Decisions? **
| \ . o

Confiicting ofganizational pressures in dcademic institu-

tions must be resolved differently than those that arise in
“ organizations bdsed on industrial and hierarchical mod-
els. Nor is,ihe_indus'rrigl union model adequate, for aca-
demic institutions, With or without collective bargaining,
the faculty’s best hope'in helping determine its future lies

- _In the principle of shared authority. . R
> ' ~
.
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_ tion may flow from the bottom up, but seldom policy, initiative, or

9

’

THE MODERN AMERICAN UNIVERSITY, AND. PARTICULARLY
the large state-supported institution, is a formidable bureaucracy
with all the advantages of grganizational size—as well as the curse
of bigness. In its pristine form,.ds B. Alden Thresher of MIT has®
noted, it is a pyramidal structure with sharply defined limits of au-
thority and responsibility. Power flows from.the top down. Informa-

wisdom. The modern university was built on the conventional notion .
that students are there to learn, professors to teach, and adminis-
frators to govern. Let no one cross these jurisdictional lines.
The, 'university president sees “himself—and likes to see
himselff—as the ingarnation of the institutian.’Constrained to deal
with multiple constituencies within and withgut the university, he
must be the man for.all seasons who alone can articulate the central . |
values of the institution he regresenfs. He must, as Clark Kerr ob- N
served, be a_“friend of the students, a colleague tq the faculty, a//
good fellow with the alumni, a sound administrator with the trust
ees, a good speaker with the public, an astute bargainer with the
foundations and the federal agencies, a politician with the state leg-
islature, a friend of industry, labor, and agriculture, a persuasive
diplomat with donors, a champion of education generally, a sup-
porter of the professions (particularly law and medicine), a spokes,
man to the press, a scholar in Kis own right, a public servant at the .
state and national levels, a devotee of opera and football equal}ry. a ’

t
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. "decent human being. agood husband andfather. an active member

of a ¢hurch.”” He must even enjoy ““traveling in airplangs. eafing his

meals in public.~and attending public ceremonies."
Given the conflicting pressures exerted by these multiple consti-

tuencies, the president feels that he alone, with the assistance of the -

officers of the central administration. can make the compromises,

adjustments, and ‘accommodations necéssary to accomplish the

overall institutional goals of the university. Discussion, consultation,

and debate may be helpful—faculty advisory bodies do have a

role—but the authority and responsibility for final decisions must
., always rest with ‘the central administration. .

Thus the hierarchical model is not uncongenia) to the -adminis-
tration. Furthermore. the faculty does not necessarily object. Many
professors are perfectly content to let the administration—the
“fmoney men" —worry abfut funding the university so fong as the
faculty are left free to.gursue their teaching and research. The
tvpical professor is cdncerned not with where the money comes
from. but with getting his 'share of it. A professor's loyalty. if any. is
not so much to his institution as t6 his profession. In the final analy-
sis. the professor does not identify with the university as an organi.,
zation whose survival. development. and growth have a significant
effect on his or her personal success as a scholar. but rather re-

. et v « N . .
gards it aslittle more than a Convenient. and possibly transient. in-
frfnstruc'tprc for professional pursuits. : )

This hierarchical model —whatever its worth in the past—came
under increasing criticism and attack in the late 1960s. when facul-

‘ ties. like other constituencies in the uriversity community, became.

relurtant to let the administration govern while they confined them-

sélves-to instruction. They began to voice demands for increased -
! ~

oo

3

-

The typical professor is concerned not.with where the
money comes from. but with getting his share of it. A
professor’s loyajty, if any. is not $o much to his instifution
as to his profession/lgﬂ'xe final analysis, the professor *
does not identify with theuniversity as an organization
- whose survival, development, and growth have a
significant effect on his or her personal success as a
) scholar, but rather regards it as little more than a
"#* , convenient, and possibly transient, infrastructure
. for professional pursuits.
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participation in goyernance, for *a piece of}he action.” This be-
¢ame moré pronounced in the early 1970s as declining enrollments,
the ravages of inflation, and less generous outside support brought

* the recession to higher education. Administrators began to embrace,
" avariety of hatd-nosed stratagems to deal with new financial reali-
ties. Some proclaimed a need for greater faculty productivity and

" accountability {a topic distussed during the salad days, sotto voce].
Others experimented -with hiring freezes on appointments. Still
others imposed rigid tenure quotas. Finally, some, administrators.
82 . ' f
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“thteatened with what they considered xmpendmg financial dlsasgzr
dismissed tenured members of the faculty and in a few cases abol-
. ished the tenure system, altogether. Financial stringency here be-
- came the cloak for hasty, peremptory. often ill-considered adminis-
. trative decisions—ot, more precisely, administrative fiat. The clas-
sic example, of course, is the Bloomfield College case, when, with a
. bold stroke of the pen, tenuréd professors were fired and the tenure
system abolished and replaced by a system of one-yedr terminal ap-
pointments—all in the name of financial exigency. The administra-
tive decision was overturned by the court, which noted thathe ad-
ministration’s “primary objective {fas the abolition of fenure at
Bloomfield College. not the alleviation of financial stringency.”

N While it would besinaccuzdte to suggest that the administatt
ac.tlons of Bloomfiéld College are in any way typical of colleges and
. versities, there is sufficient evidence of administrative excesses
& éﬁgl'xs&of administrative discretion to suggest that these may ex-
S plam. hy. facodt y.me . in ever-increasing numbers are begin-
ning to reject the méana rlal or corporate model of academic gov-
ernance. Indeed. many havé-decided that full-fledged participation
* « 1nthe governgnce pro(‘:&ss must be achieved asa matter of statutory
right rather than as a privilege a!:corﬁed by administrations. These
. faculty have thdrefore turned to collective hargaining, and some
\%v&even embraced the mos# extreme, adversar{type of such bar-

*.8

8
* The American Fi ederatlon of Teachers is the prototype of this ex-
treme. In its view,, “The American university has a peculiar struc-
ture. Engrafted on its educatxonal element is the corporation. The
Board of Directors is the s Bpard of"'Frus\t s; the managers are the
presidents and the host of deans. H is, t}lese groups that wield the
. power and authority and determine the destmy of a university. To
. be Sure, they have woven a web of faculty senates and councils

which simulate’the original role of policy ‘making that unjversity fac-.

" ultiés once had. The advisory nature of these bodies provides them
with some active fole in curriculum and student affairs, but virtual-

. * lynopartto play in securing the'necessary finances to provide pro-
fessional salaries, workload, and workmg conditions.” Collective
‘bargaining, says the AFT, is the only **prover process for giving em-
- . ployg\e‘s\ blue-collar white-collar, and professnonal—-a real voice in
-16 policy making”, for redressing the imbalance in bargaining power
between facul y and administration; and for achlevmg “truly pro-

) fessional conditions.” The AFT says that the great virtue of collec-

tive bargaining-is that it matches power with power. If may function _

. in an adversary setting where professors as employees engage their
admmlstrators as employers. But the end-result_js to remove the
“cant and 'hypocrlsy of intramural faculty orgaﬁzatlorys and glve
o ‘. faculty a_real voice in democratic self-government.

Theqndustrlal union model undoubtedly prov;des some benefits to
an orgamized professorlat A colletiive ba'gammg contract affords
better protection against arbltrary, capricious, or discriminatory
. \admlnistratlon than a policy stateme
. ddministrative power. structure For example, policies on academic
“fréedom unilaterally promulgated by Adminigtrative’ authdrity can
he unilaterally withdrawn by the same uthorltx—-espemally in per-
,~ ' iods of economic gr political turmoil when sué¢h protectwn is needed
_ most. However,,collect{ve bargaining n}ay also result in visible,

14 . . ..

.
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adopted unilaterally by the




L)

A

R

eighty-five ,

A

short-run, and in some ¢ spectacular economic gains for the
faculty. One dramattic examyle is the survey of Michigan some years
ago showing, in a rankirig according to salaries, that 7 of .the top 10

- institutions in the state were Junior colleges, most of which operated

undsr- faculty_union contracts, ’ , )
Neverthel,e%,, the industrial union model does not cope effectively-
with two majof problems—even beyond,the ivory tower. First, spec--
tacular-economic gains for the union members may.be produced
only at a high price in terms of total employment. A classic case in
point is the United Mine Workers Union, which achieved substantial

]
4
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, ~ The modern American upiversity, and
particularly the large state-supportéd- institution, is a
formidable bureaucracy with-all the advantages of .
organizational size— as, well as the curse of bigness. In its
" pristine form, as B. Alden Threskier of MIT has noted, - - .
it is gpyramidal structure with sharply defined limits of
auttorjfy and responsibility. Power flows from the top- - .
down. Ih?ormatioq may flow from the bottom up, but -
~ seldom policy, initiative, or wisdom. The modern
-university was built on the conventional notion that
{ students are there to learn, professors to teach, and
" » administrators to govern. Let no one cross these
U jurisdictional lines. )

. - -
> oy m—

L'y \ ; N R

increases in d\njagis and fringe benefits during the 1950s While its
membership dwindled from more than 500,000 to .roughly 140,000,

. "John L. Lewis, when pressed by rarik-and-file to fight for a $2 per

hour wage increase at the UMW ‘convention in 1948, had predicted . -
this. **I can do it,” he told his men, ‘“‘but some of you won’t be around
to enjoy the newly acquired affluence.” He understood, as militants
sometimes do not, that the wage pie—at a point in time or in the
.. short run—is fixed, and that higher wages can be had only at the.
cost of fewer workers. Professors might consider this when they -
" boast of economic gains fo Dlished insiders without considering
the price paid'by potential newcomers who may find job opportuni-
ties curtailed as a result. b .
Second, the industrial union modelynay fail to secure for the em-
ployees meaningful power overthe direction of the corporate enter- /
prise. The United Automobile Workers Union, far examiple, has im- .
pressive clout at the bargaining table and can boast.of great eco-
nomic gains for its members, but certainly hag not been able to influ-
ence the price at which General Motors sells"its cars, the kinds of
cars GM chooses to produce, or the location of GM factories, Thesg . - . -
managerial prerogatives are jealously reserved-ag the private do-
main of the corporation’s directors and managers. Similarly, ixi aca-
deme, once the industrial union model is embraced, a dichotdmy is '
immediately created Detween “empldyees” and “employers.” Pro-

* fessors may thep negotiate with the administration about salary - T

8L - T
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st.ales, workluads, and grievance procedures. but if the industriai
umon experience holds. they may forfeit their right to participate’in
> . determining the overall goals of the university. in setting its priori--
es. und in selecting its principal administrators. In short. the facul-

ty umon may haveapowerfal voice in how the salary portion of the
budget shall be distributed. but.it may force the faculty to forego
whatever puwer it has (or could obtain) to influence the overall allo-

. cation of the umiversity’s resources. This is a loss of critical impor-
tance. a sacrifice of the most basic power that can be exercised in a

university or any organization. v

The shared authorsty model of university governance overcomes
\he inherent disadvantages of both ‘the Bierarchical and indudtrial
duon mudels. The shared authority model rejects the assumption,
. bawic to the other two. that there is a sharp dichotomy between ad-

“ . mintration and faculty. as well as the potion. basic to the hierarch-
i al_tpodel. that meammngful coilegiality can be maintained where

professors merely teach while administrators govern. The shared

authority approach obviously turns away from the gssumption that

facultiey can obtain their rights only by confronting power with
an adversary framework. Instead. it is based on'‘the.pgop-,

Maximum faculty participation in decision making,
particularly in cases of financial exigency, should be. . ~
, standgrd practice.‘.Suéh participation tends to assure
that the educational implications of decisions will he
. fully explored and considered; that the'best professional
" judgment will be used to determine which reductions -
are least likely to damage the long-run objectives of the
university;that prpcedural ang substantive due process
. for the indjviduals concerned will be respected; and
that the bona fide nature of a financial crisis will be
¢ demonstrated before drastic action is taken.

3 3 .

* B
’ . .

osition—ostensibly idealistic. but in fact pragmatic—that the cen-"
tral values of the university can be advanced only where there is a
communpity .of interest between administration and faculty; where
. power and responsibility are shared in an atmosphere of civility and |
cooperation, and where there is effectivé collaboration betwgen ‘
*, equal partners in the decision-making process. =~ ~ ‘
It must be stated that shared authority means faculty must have
an mcreased voice in the budgeting processand participate fully in
# the central allocation of the uniyersity’s scarce resources, because ,
.o this 1s the university’s value sy>stem. the ordering of priorities, and
the ultimate exercise.of power. As the American Association of Uni-
versity Professors put it (in a statement jointly formulated with the .
American Council on, Education and the Association of Governing gp
Boards of Universities and Colleges), “The faculty should partici-
pate both in the preparation of the total institutional budget and
{(wathin the framework of the total budget) in decisions relevant to
the further apportioning of its specific fiscaql divisions (salaries, aga-

-

|
| ,
|
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demic programs. tuition, hysical plant and grounds. etc.).

» The soundness of resulting decisions should be enhanced if an
elerted representative committee of the faculty participates in de-
ciding on the overall allocation of, institutional resources and the
proportionto~be devoted directly. to, the academic program. This
rommittee should be given access to all information.that 1t requires
to perform its task effectively. and it should have the opportumty to
confer periodically with representatives of the admunistratiop and

. 4

governing board. Such, an institution-level hody. representative of

- the entire faculty.can play an important part in"mediating the fi-

nancial needs and the demands of different groups within the facul-
-tv and can be of significant assistance to the adminjstration 1n re-
solving impasses which may, arise when a large vanety of demands
are made on necessarilv-imited resources. Such a body will also be
of eritical ymportance in representing faculty interests and inter-
preting the needs of the faculty to the goverming board and presi-
dent. . .
Circumstances of financial exigency obviously pose special prob-
lems As the AAUP statement observed. “*At institutions experienc-
ing major threats to their continued financial support. the faculty
should be informed as early and specifically as, possible of signifi-
-cant impending financil difficulties. The faculty—with substantial
representation from ifs nontenured as well as its tenured members.
since’it is the former who'are likely to bear the brunt of any reduc-
tion— should participate at the department, college or professibnail
school. and institutionwide levels in key decisions as to the future of
the institution and of specific academic programs within the institu-
tion The’faculty. employing accepted standards of due process.
should assume primary responsibility for determining the status of
individual'‘faculty members. The faculty should play a fundamental
" role in any decision that would change the basic character and. pur-
poses of the institution. including transformation of the institution.
affiliation of part of the existing operation with another institution.
. or merger. with the resulting abandonment or curtailment of dupli-

‘cate programs.” . . o

* » Maximum faculty participation in decision making, particularly
_ in rases of financial exigency, should be standard practice. Such

participation tends to assure that the educational implications of ~

decisions will be fully explored and considered; that the best profes-
sional judgment will be used to determine which reductions are
least likely to damage the long-run objectives of the university; that
procedural and substantive due process for the individuals con-
cerned will be respected: and that the bona fide natuge of a finan-
rial crisis will be demonstrated before drastic-action is taken.
If the principlé of shared authority becomes the central operating
principle of governance, both, the administration and the faculty
stand to benefijt. The administration. by informing the fatulty
through & full disclosure of relevant facts and involving the faculty
in the difficult choices that must be made. exercises leadership
through persuasion rather than command, and gains faculty sup-
port for decisions'that might otherwise beunpopular or unpalatable.
In effect, the faculty is co-opted into supporting decisions its own
representatives ha\vj helped make. Similarly, professors, with ac-
vess to information customarily’denied them and an opportunity to
“affect major decifions with thei} uniqué’perspectives, insights, and

86’
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values, are placed mthe furtunate pusitton of having to suppurt and
live with not decisions made by others and passed down frum above
_but degsiuns the faculty themselves have helped make as partnu‘a
within- a demomatlc power st'ructgpre' o o e o N
Seen frum r'he’se perspectives, the current debate Bver coIIectue o= o
barggng-in hgher eﬂucdtxon‘ loses mu(.h ef its relevarfce? Callec-
twgfrr]g,ammg becomes a means toan end athertirairan end in it-
self. In some.nistitutions where.the*tiierar ﬁlcahﬁ”o‘ﬂeﬁﬁs gtill in full =
furce, coHextrve bafga;mﬂ ay_be the bes}technique far estdblish |
ing “shared gythority . In, shtutmns at the Jmost 8dvahced stage of °
admunistrativ mgmapy be, whplly super- |
fluvus. In'dny €dse: y ollechve bargdintng becomes part ofthe ">
guvernance, procesd. it is cruCia ittt be the Jight kind o bargdin. | s
iny. based on the shared. authomty@rmmple rather ‘than the«.adyer o
sary. industrial-unioy model. . )
With collective bargaining in sorgf mstltutxons‘ wlthout collecﬁﬂve I
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bargaimung in others. the principid{of shared authorlty effers the ,

. is based on the fundamental academic velues, of -cbllegjality and N
community of inferest between ad’mmxstratmn and fa cu'ity as well :
as on the precept of democrahc part:qtpa,uon 'm decxsxpn makmg y
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For those wishing to delve more deeply into the §ubject of
occdemuc economics and managerial concepts, theses
reddmgs have been selected for clarity ond usefulness. *
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> | Change Magazine, the leading opinion monthly in the field of higher
education, publishes a significant series of books that are desigited
toprovide important professional support for American dcademi\(zs—_./,'.
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T, Fhe Yellow Pages of Undergraduate Innovations.
Thus 1s the most comprehensive national directory pf
notabje winovative programs in higher education yet
to becpublished It contains more than 3,000 entres
i an easy reference format, keyed by disciphnes and
pedagogies $4 95° each, $3.95 each for 10 6r‘more‘
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Faculty Development in a Time of Retrenchment.
Ttus report presents fifteen significant ragommenda-
wons for those who want to achievé continuing

o 2, human, intellectual and professionat growth in the
- Devexs ’ . , ” -
! . _.,,_f"m challenging academic environment of the. "70s.
: [Reape— $295° each; $1.95 each for 10 or more copies. -

- } .Colleges and Money. A national panel of prominent .
academic management and economic authorities
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g 1 Sokgesord T T . sums up what everyong should know about the eco-
: At gy tares nomics of education $2.95° each; $2.50 each for 10
eaderea b et ~ ’ or more copies. ) ;
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A xmb\"ng; * " The Testing and Grading of Students, A fresh ap-

o Students proach to the cruciat issues of clagssroom testing and
~ student evaluation. Evaluation of academic perfor-
mance has become a subject of increasing conten-
tion among college students, and this new publica-

- \ . . ton promises to shed light on a controversial sub-
- -~ ject. $2.95* each; $2.50 each for 10 or more coppies.
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Change Change Magazine. Each month Change brings you
b major articles on the urgent issues of education and
THOUETTS ON social thought. In addition, there is a wide range_of
DT exclusive monthly features, including its own author-
v 4 CHALLTRGES itative editorial pages, columns on Washington,
oA community colleges, academic research, readers’
< # m”.':’;ﬁm""s‘ dialogsguest viewpoints and book reviews. Sub-
. /'"" LM scriptiokgate: $14 Lo.z,aﬁe year, $24 for-two years,
. % . $32 for thee years. Charge and credit card orderss
- \ ;-
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" To order these books and subscriptions to Ch;mge Magai_ine. send
your order with payment to Changé, NBW Tower, New Rochelle,
) | New York 10801. *Please note that there is an addj{ipnal’ﬁ}.oo

charge for billed orders for books. -,
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