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Preface

WHEN CHANGE PUBLISHED ITS FIRST POLICY- PAPER, FAC-
. .

ulty Development in a Time of Retrenchment, few could have antici-
pated its'Considerable impact an Amer,ican faculty. It has become
the best-selling volume an 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-
stances of their institutions. Folklore abounds on these issues, much
of it simply false and Misleading. Fiscal responsibility goes hand in
hand with fiscal contiehension, wJiether it concerns one's own
household or the fortunes of the inatituleg 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

4/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 gratefally acknowl-
edged.

Debates over what constitutes 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 survival. Only a mature understanding of these
circumstancesnot persecution complexes, real or imagined can
help resolve the Current battles over perceptions, priorities, and
purse strings,

George W. Bonham
March 1976
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- Colleges and Money:. A Faculty
Guide to Academic EconOmipti

The Vacuity's Rdle in Acadernic,Econctrnics
o

.
,

For academic professionals, the debate over rponey is now' as central as
those over study co tent and stu. dent life. But the quality 1 that debate
will largely depend 5n the willingness and capacity of fac Ity to kinder
stand the basics of academic economics. Here is an ov ryiew of the
scope and purpose of this policy paper on economics. age 9.

2
First Principles of Budgeting and Manageme

The modern management movement has finall reac ed American
higher education, and is becoming increasingly pervasive.:lt has created
new expectations concerning the faculty's role, which th:y 'must under-
stand if they are to respond with insight and' intelligence. n earlier pre-
occupation with management methods has 'Tow been re laced by con -
centration on evalu-ation. Faculty should share in the pre ation of their
campus altocation budgets. -Page 15.

3
Facts and Fictions About Educational Efficie

What constitutes educational efficiency, and what are
ments to achieving it? Even small increments of greater
ficiency-may have significant budgetary benefits.,Wit_ hin
cal framework of academic institutions, faculty shoul
possible, be involved in the budgetary process of the
rather than with simply their own or departmental con erns. page 25,

.

Py

major irnpedi-
educational ef-
he larger politi-
, as much as
ole institution,

.
I

4
Some Definitions of Educational Costs

.,, Ackemic economics are best understood by lboking, at, edu4nal
. .

.4. costs and pricing, student denvnd, 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 institutional
health. One can then more readily discodr. Whp pays for what? How are
,cos1S. determined? And what is ffosdable? Page 37.

.7
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Who Pays for Education?

Colleges and universities generally rely on four majo income-sources:
student and service charges, governmental appropriatidhs, philanthropic
and donor contrib-u-tiOns, and borrowing-. The relative importance of each
has shifted significantly-in recent years, and few of these funding mech-
..anisrils are easily manipulable by an individual institution. Tuitiojrcharges
are now highly sensitive to market forces, and they are here 'analyzed in
some detail. All sources of sup ort ne d to be better understood by
thoughtful faculty: Page 49.

6
. Understanding Budgets

The institutional budget and finance reports are a college's key operating
documents; thusla basic understanding of them is essential for factilty,
Not all budget informa`tion . is, equally important, and no institution
handles its budget reports precisely as another. Nonetheless, some stan- .

dardization is noyv emerging, and common cost and income denomin%
tors can be ideThified. Deciding what questions to ask is critical. These
questions, and their answers, provide a broad outline for_the financial life
of an academic institution. Page 57. .

7
Who Makes WhatDecisions?

Conflicting organizational pressuresin 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 adequthe
for academic institutions. With or without collective bargaining, the \kac-
ulty's best hope in helping determine its future lies in the principle `of
sharedauthatity. Page 81. .

.8
For Further Reading

r

For those wishing to delve more deeply jilt° the subject of academic
edOnomics and managerial concepts, these readings have been selected

°for clarity and usefulness. Page 89.

8



nine

The Faculty's Role
in Academic Economics

For academic professionalOhe debille over ,money is
now as Central as those over shady content 9nd student
life. But the qua* of that debate will largely depend on
the willingness and capacity of faculty:to understand the
basics of academic economics. Here is an overview- of
the scope and purpose of this policy paper on
economics.. .

I

9
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TRADITIONS DIE HARD, ESPECIALLY IN THE ACADEMIC
world. Stereotypically, in the 'better" academic institutions admin-
istrators were perceived to tend the "nonintellectual" end of
thingsirreverently called "housekeeping"while the 'faculty
dealt with matters of "larger purpose": the curriculum and general
intellectual matters:

One may, of course, justifiably question whether that functional
dichotomy ever existed in o pure a sense. If ever it did, it has in any
case been replabed in thalieventies by the cold realities of institu-
tional sustenance and sunvivali There remains not a single academic
institution in this country whera the debates over money are not at
least as central as those over study content and student life. Sur-
prisingly, it has only been relative recentry that academics have
recognized that these debates over bu t nd allocationg are also
debates over campus power and institutional bills. And more often
than not, administrators have had the upper and. They understood
the intricacies of the management and bud et 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 jobst, tenure decisions, and depart-
mentatautonomy, that faculty comprehension oilkomplex budgetary
issues became utterly important and crucial. ,

-

For Change's Panel on Academic Economics, the essential issue
was not who should hold what power. To the Panel, the general ig-
norance among American faculty of the economic profiles of their

10
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institutions remained an unquestioned fact of life. Its prime concern.
therefore. was to help banish that ignorance through a clear ex-
planation of the budgetary process. No matter how tediouslhe sub-

- led may appear to some. it clearly'ranks asa matter of first.impor-
tance. Faculty can no longer afford to speak to budgetary issues out
of emotion rather than informed knowledge. To continue to do so-
will weaken whatever persuasive force they may wish to muster,
and seriously detract from the desirable principle of shared campus
authority.

_

The Parcel has divided its obiorvations and recommendations into
seven general headings, arranged sequentially. The chapter-on first

tiliaptel 2. suggests some goierning perspectives. Infor-
mal university -governance by faculty has been largely supplanted/
by the supremacy of,reanagement at a time of dwindling resources.
But managument,..sikenas du not determine the course of a universi-
ty, goals and!planning-ZO-Planning the budget (that rs.allocating in-
stitutiunciour,r) is likely to be the most important process in
managecriliptulions,Faculty must thus understand and ,participate
in the Pruces 44144.;)13 to advance their purposes. Ivraliagement
methods dm mare -help' in implytfiefitini policies than in allocating
resources. faculty'lliou-ksoulize that this fact is also their oppor-
tunity. Now that uruyersitY-eariagenient methods are subject to Grit -
ical the Suaremacy of academic purposes over manage-,
ment cart best be reasserted by intelligent faculty participation in'
that management, especially_ but not exclusively in the allocation
process. As noted in Chapter ,3, faculty often seek narrow `tkIklnter,
est bat also exist as a Whole. and administrators should seek faculty
participation tliat encourages an all-institutional point of

Educational efficiency, the subject of Chapter 3, must be sta40
analytically. Questions are being asked, in the present environment
of sea rce.resairces. about .whether theputcomes of higher educa-
tion are worth the costs. Alternative uses of resources are consid- "
ered. forms are evaluated in terms of alternatives. Efficiency is ef-
fectiveness in accomplishing a stated purpose or outcome. Despite
faculty resistance to this approach, it now has a place in higher ed-
ucation. Since educational'outcomes are evaluated in jterms of qual-
ity as well as quantity. the cotkcept of educational effiCiency, far

.,from excluding questions-of quality, to the contrary places. them in a
rational context. Impediments to educational efficiency include in-
stitutional rigidity. politics, the cost and risk of changes that fail, the .
difficulty of evaluating new teaching and learning programs, and
the scarcity of resources. respite such impediments. a university
and college must either improve or ossify. In many institutions it is
possible to reduce costs while improving outcomes.

Average cost per student rises by some kpercent 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 fofirnprovement in outcomes per student. Combined, such
progress would be a substantial increase in efficiency, a major
breakthrough. (Mere meat-axe_ changes, 'obviously, are likely to
prove counterproductive.) Efficiency also:jequires a balance be-
tween faculty instructional and research' time, and the budget
should provide reliable estimates of the true cost, of each. Yet
another efficiency issue concerns how many field's, and courses
within them, should be offered and which areas emplitisiied."Theb

\
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dropping of programs is often deterred by political opposition not
related to efficiency. The proliferation of courses is extensive, ex-
pensive, Tafid often wasteful

yariation's in teaching forms have manifold_implications for idu-
cationel efficiency; cbenges in the-form of instruction can be corral,
fated with Wide Tariations in cost peAfudent and produce quilt_:'
variant incomes. Wren scarce, resources requirelreducing the size'v

faculfy, gradual attenuation is a better method tharLsiidden- 1

Ruts, but universities should not keep on deadwood an more 'than.
say, rai roa s s oug eir recor course. is quite

There is an academic economy that>can be understood on 4:own
terms' of costs, prices, student demand. and the demand
fled employees: this if the subject orChapter 4. Costs of a decision

,include future as we I as present-year costs, A professor hired at
$22,000 costs $330.0001%.15 years. (One must consider that a dollar
now is more than a dollairin the future.. Zany institutions. howsvern
compute the cost of annual,activity, not of decisions. and deal with
Anus] expenditures, not long-iadge implications,

Ueterinining the cost of an activity is in itself complex, involving
direct and indirect costs, allo'cation of a cost among its outcomes,
the aggregation of costs by kinds of activity, and, for instructional-

, costs, the computation of unit costs. While the cost of a decision is
establiShed,outside the institution, the cost of an activity is primarily
a judgmeni susceptible to wide variations and subject to negotiation.
Costs do not rise or fall in proportion to workload, they Change when
decisions. nit worpoads, change. Unit costs are not a 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 iludgeting formulas do tell the priorities in forcea
high Valuation on graduate enrollments, for example]

The nit price charged students can vary with each individual..
ition is usually decided 14 the infititution or the state, but the federa
government provides about 90 percent of the student ail 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 the'costs 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 collegeand
which one- to go to. -

Where does the mosey for 'MOO, education come fi:om? This is -
taken up in Chapter 5., Apart froth borro in , the three principal
sources of income are charges to students d 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. Chargei for services provide about two
fifths of total institutional income, government slightly more than
half, and, philanthropic contributions only one twentieth, .

While it is agreed that auxiliary enterprises at.c011egei and uni-
versities should be self-supporting, the tuition issue remains contro
versial At present, students provide one third of all institutional in-
come Son) want this portion increased; otherspropose scaling hi-

12
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thirteen
.

ition upwardas a student advances. Muth of the pressure for higher
tuition grows from the Tact that large numbers Of students from fam-
ilies with inatiles above the median level attend public colleges nd
universities.

In the last efEarter of a century, philanthropic giving has decline
as a proportion of total institutional innine, from a percent to 5 pe -
cent Students and faculty, along .with administrators, should be- ,-
come involved in this phase of sustaining higher education.

Higher education has become substantially dependent on federal
funding, acutely's° in esearch activities. Critical.questions asked

v., by officeholders'and:4-theis must be-answered responsibly. and fac-
-ultydnd students must have Oncern fdr,the 'attitudes of political
at4orities (unless the benefitA. 4 governmental support are to be f.
foregone. throwinemore of the costs upon students and qbilanthro-
py and. creating :intense budgetary pressure4):

Chapter 6 isolevoted to helping faculty better understand the fi-
-nancial reportg with'Ishich they are destined to become more and
more involved: Because of the complexity, variety, variability, and
Pnexactitude of the financial flocuments of higher education. advice

4;
There remains Dot a single academicitistitutiorria this
country where the debates ollr money are not at 14st
as central as those over study content and student life:,
,Surprisingly, it has only been relatively recentlyitliat
academics have gipgnifed that these debates over

budgets and allocates are also debates Over campus
ower and institutional goals, And more often than not,
- administrators have had the upper hand. They'

understood the intricacies .of the management aWudge
process while), faciilp didpot (nor, in the maip!W the
wish to). It was only when the total pie began to shr'
cutting into jobs, tenure decisions, and departure al

autonomy, that faculty ComprehensiOn ofcorn ex .

budgetary issues became utterly important maid.

.

to facility' ori'Mas,(Aring:th gni, has to be al a ely to-be in-
ai9plicdble to specific fases. In a mon. pinch. acuity iskrina.ny

*nioney, dtiestidns. Theqe are reviewed in a progression designed to '
show the faculty's ultimate reluctance.to justify its own arrange-
ments:They usuallturn to donors, the gbVernment. institutional re-
serve funds, tuition, and auxilifiry charges (whil blaming the coat
of central administration) before ansNefing. the* own. patterns of
costs.

. .

. beciii4 what questions to ask is critical; faculty-should ask Only
for impfortant information to avoid causing wasteful investigations
and comp4tations to be made. For answers, the basic document is

- the financial report. Significant ,,efforts have been made. of late to-,
standardize college and university financial 'reports, especially by
such groups as the National.A0ocirgion of ,college and University. Business Officers and the American Itilstitute,Acertified Public Ac-

1 3 '----
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countants. A few of such pilitOtypical reports are displayed in
Chapter 6 as a basis for discussion of bow 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-

, clustorisirom the variety of supplementary displays that an institu-
tion might prepare.,There are also discussions,of the accuracy of
pudgets..the appropriateness of various sorts of budgets for various
sorts of institutions, and the necessity of considering a series of an-
nual budgets together, to perceive trends.

An implicit concernthroughout all-these 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 tradition-al model has come under siege from the industrial union
model in 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
benefits, but. the Panel argues. faculty economic, gains may well re-
duce the total number of teaching jobs. Employee-employer role.
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 ar4..reviewed. Collective bargaining may, it is
conceded. be the best strategy against irretrievably hierarchical in-
stitutions. but the central premise or the shared,authority model is
the acceptance of faculty as coequal partner's 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 fufly and
seriously into the budget-making processes of their academicnsti-
tutions.

4'
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F'ir'st Principles of
Budgeting and Management

The modern management movement has Mall*
-reached AMerican higher education, and is becoming
increasingly pervasive., It has.deated new expectations
concerning the faculty's role, which they must understand
if they are to respond with insightand intelligence, An ear-
lier preoccUtpation with management methods has now
been replaced by concentration on evaluation. Faculty
should share in the preparation of (heir campus allocation
budgets, if they wish to share in pivotal deciiions./

f
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AMERICAN 1-IIGLIER EDUCATION, LIK AMERICAN BUSINESS,
developed its main organizational forms and completed a subsfan7
teal part got* its growth using folk methods of administration, concepts
fashioned! by experience and learned on the job or through the
grapevine..This was not by choice, but bebause "scientific"'systems
management came late ip the history of both corporation and col;
loge. Once.arrived, however, these "modern" management methods
had enormpus appeal. They were adopted by an eager market arid:;''
their influence grew rapidly,

For Ameridan.business, the movement to make management scit
entific,15egan at the turn of the Century, stimulated M part by the`''
writings of Frederick Winslow Taylor. Before 1900 there were yip:-
tually no textbods on management or accounting. But within 16 '1
years, 240 volumes were published on business management alone,'

. according to historian ichard I-Iofttadter. Iii a short tune, manage
,

ment methods were odernized.
.While muckr: s sharpened their attacks on the old aims; of

business, the w methods of busine4 steadily gained prestige.," The
approving rase "businesslike" was solidly in the popular vocabu=
lary by e 1920sa time, Frederick Lewis Allen obierved, when
one could .pay his clergyman high praise by telling him he had de-
livered his sermon in a businesslike manner. The' infliience(ef the
management movement pontinued to grol,v and by -World War II,

. governmentespecially the Department of Defensehad become
one of ifs Most visible converts.

4

In the last few years, higher education joined the list. today, as

16 .
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seventeen
3

trustee or alumnus pays the president ugh praise by referr
new signs that the college is being run in a businesslike-manner.lic-
ulty members hdve good cause to be motivated to understand thRsenew signs. They point to new req em an effective faiolty
role. A good place to start that understanding is ith the old signs.
which first appeared almost 10 years ago but wer largely igndred.it Although the systerris Studies that became asis for the higher
e4ueation Management inovemerit Were begun in the mid-1950s, thede/ niorabant itself first became visible in the late 1960s through thetechnical reports and small conferences' of specialists working, on
the managementAystems. The principallorums for disCussion werethe meetings in Itulder. Colorado. of advisory, committees of the
Western Interstate Commission for Higher Education (WICHE)'and
later its, National Center for..Higher Education Management Systems
(NCHEMS), whosejew faculty members were appointed precisely
brause of their specialized skills. Fresh*from Boulder. these spe-
ciblists brought back.to theht campuses the latest word on the new
developments in a growing list of technical projects designed
prove managemept of the campus.

A few campus administrators and systems specialists followed

;'The majority of faculty member4, whether not they r`
were aware of new management methods, probably gave

, the matter little. if airy, sustained thought.lt/ot that
faculty members are strangers to manageme pasks. In4, the past decade muchfaculty time hasbeen' spent

k recruiting, draftibg growth plans, a4rising outbuilding,
plans, and planning academic offeriugsactivitieS that
can properly he called manhging growth. But acadekic.
management tasks aside, faculty members have never .

had much difficulty restraining their enthusiasm for.,the
problemsof general institutional management

or controlling costs:

t ese lopments early on, as did a few faculty members. But
there was 'file reason for informed faculty meinbers 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 fo the Car-
negie Commission showed that by 1971 only a small numb r of insti-
tution had adopted all three of the elements considered ecessaryfor elf e tive institutional management by the director of he survey:(1) institutional resetarch. (2) a planning-programming-budgeting ,

system (PPBS), and (311 computerized management information sys-tem z Reports that budgets were now to be prepared in new formats
1 Founded in 103 the Western Iriterstate Commission

for Higher Education published a short historyof its ertecittee. including on account of its entry Into manegoment. kn its 1973 annual report. avellablefrom the commAsion in Boulder...Colorado.
2 See Lawrence) Bogard "Management

in institutions of ibgb.er'Educktion," in Papers on Efficiency inthe Management of Higher Education (Berkeley, Calif Carnegto Commission on flightr. Education.19721 Not everyone would agree with his list

17
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as program budgets. and that informaticystems 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 efficieiicynei-
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.
sustained thought. Not that faculty members are strangers to man-

, agement tasks. In the {cast decade much faculty time has been spent
reduitin ing growth plans, advising on building plans, and
planning mic offeringsactivities that can pr9perly be called
mana g wth. But academic management tasks aside, faculty

ers 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-
tutional management had other associations. It meant either an in-
stitutional career (a distant second choice), or a hierarchic-al organ-
ization (which one enters academic life to avoid), and in any case, d
field that offered something less than a compelling intellectual inter-

7

Compared to business or government organizations,
colleOs an'dwaiversities have been consistently

undermanaged. Byany relevant measure, therhafe had
fewer administrators than other compardie

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

duties. Fac embers complained. They downgraded
the importance f the function and joked about the high
cost of their I w-level managerial work (suckaiminor

staff work. r keeping files). Yet, faculty members
performed duties because they played 'a key

organizational role.

. i

!

est: So there was little reason to expect faculty appreciation fbi. new
. management concepts such as "data elemenk," th "induced
-course load matrix," and "resource requirement' prediction mod-
els." They escawd'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 movembnt 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 oft'
managerial concepts and their growing importance gm higher. edu-
catiq,n. The intervening years had prolluced six important develop
ments that heightened consciousness about the inanagenient move-
ment: -, , .f
.

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

18, .
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. that appeared at thd 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 numbs 's no doubt larger today. These products fall into four
major are s to -base management systems, basic operational sys-
tems; pia ning and resource allocational tools: and communication-
base tools.' Although these are the basic areas of application of
management systems work. a full list of the specialized tools and
products used in these areas would 'run into the hundreds.

The organizations currently active have no Frederick Winslow
Taylor, birt they do have able specialists Arorking toward his .goal,

1 namely. making management more efficient and more effective.
That goal. seen in retrospect, may seem to lack Mama, but it has in-
spired prodigious effort on its behalf, and an ever growing higher
education market for the pNoducts designed to reach it.

(2) The "new depression" in higher education was creatinglhat
market by changing in a fundamental way institutional 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 new policy in- ->

creased the demand for use of those management methods which
just a few years-earlier were the study p.rojects of the groups work-
ing with NCHEMS at Boulder. These include a Data Element Diction-.
ary. to obtain uniform definitions for a data base); a Facilities In-
ventory Classification Manual and a Higher Education Facilities
Planning and Management Manual. an Induced Course Load Matrix
(to determine. by disOpline and level, hours and -courses taken by
students in each major program); a Resource Requirement Predic-

Model (to simulate the institution as a _means of improving re-
source allocation): and Cdst- Finding Principles (to develop more
sophisticated figures on direct and indirect costs). But thenain
point is clear. The new management products are coming into in- ,creasing use in higher education.When campus administrators
compare,experiences. they all report expanded management effort.
The view that "everyone is doing it stimulates pressure on each
campus to evaluate the adequacy of its own efforts. and to extend
them.

43) By 1973. a Carnegie CommissiOn Survey revealed that the new
policy toward making ends meerwas working. The riteof expendi-
ture growth in higher education was being substantially feduced.

As a result. the tasks of institutional management began to bear in-
creasingly on the academia furiCtion. The Carnegie survey gave
more credit to the older. folk methods of 'administration than to the

ti ,new management Methods. Yet the effect of The management move- -.. ,.
merit was clearly to create a greater cast-cofisciousness. 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 methods called for new participants in the processthp fac-
ulty, Their recommendations were to be drawn from data provided
3 See Plane mg and Management Practmes In Higher Eduogtem. Promise or Dilemma? Education Com
miselon'of the States. Report No. 26 (Denver. Cob. EdoWlonICommission p1 the States. May 19721.
The volume il a good reference and bihtioaraphic voutce oh this subject.
4 Earl F ChettThe'Neu Depression inifigher &bantam Two Years Later (Berkeley. OM,. Car.
negro Commission on Iliglvir Education. 19731 1

,
. 1
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by a new information system, Which 1..5,ould,_also aid thein in their
other new duties of program review and long -range Manning.

(5f The state governMent role in higher education is expanding.
The states have'begun to'reatructure public higher education inter
larger systems. to require that systems produce more information,
more coordination, and to assert a larger role in planning-and even
governing. ManagerrienTsystemsand toots: 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 institutions are still largely excluded from state
requirements for accountability, they too. are becoming part of the .,
overall planning procedure. Under 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 prodncts, their increased application, the need
for expenditure reduction, the larger role of the statethe sixth de-
velopmenf became all 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 President Harold L. Enar-
soNn, who warned of the dangers in higher education's "managerial
revolution" ,(Chronicle ,of _Higher Etivcation. June 18, 1974).

The warnings about the management movement bring one main .. message itboutheightened Management consciousness. It must be
more than cost- consciousness alone. The methods of the new man-
a,gement movement, whether used at the state level or on campus,
are tools but they are not neutral, thal 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 oldtpformal) environcnent are
threatened. But style is the key to good management, gid the Wahl-
ings of Bailey, Enarson, and others show there is masa to fear that
unlessthe new methods are generally understood, the environment .

will, produce a style and a use that is not particularly academic.
This means that the management movement (and the factors thatit
created it) has also created new requirements for performing the*,
faculty rqle. Maintaining quality and shaping the direction. 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 section's of this volume as well, and of their main
implication,- that higher education is being redefiniad, 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 techniall-demands are enlarging the re-
quirements of the traditional faculty role in shaping institutional ,

policies. Academic management taSks,can no longer be neatly isli-
lated from, institutional management. The tWo are increasingly in-
terrelated.'

Comparecrtp business or government organizations, colleges'and
universities have been consistently undermangged. By any relevant
measure, they have had feweriadministrators than other comper-
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able organizatiOns. The reaspn for this is well known. The campus
g along-with feyq administrators because it relied on the faculty to
pe_rforre various management duties. Faculty members c,umplained.
They-dowagjaded the importance of the function and joked about
the 'high cost of their low-level managerial wArk(Sedh as minor staff
wo,rkor keeping files). Yet. faculty members performed their duties
because they played a key prganizational role. They enabled the

"campus to functionwithoutgmuch reference to the power as defined
by its formal hierarchy. It was die informal organization that ran
things by influence-The form could best be described as a loose col-
lection of professionals. The organizational result could not be
called very neat. Lines were blurred and the focus oft decision was

. not' - always clear. -
It was a situation that inspired a good deal of writing about gov-

. ernan(e. But two overriding qualities made it very attractive. First.
decisions were made. or couldbe easily influenced. by the faculty.
Second. the system worked: This arrangement waS in use by many,
probably most. institutions during the decade of remarkable growth

58-68): Faculty m-binbers performed the recruitment, planning.
and various entrepreneurial functions that went with growth. Off

- -

We now know that the new management practices began
to convert colleges and universities from loose'

organizations of professionals into managed institutions.
An immediate practical result is that the faculty must
vo3rticipate early in a structured- decision process, or

not have much influmfc on it. The most important task
islikektate thfludge rocess. If faculty members had

. little appetite kt ge ral maiNgement, they will have
even lesslor the wing prospect of being managed.
Inails,situation, it is easy to beconie embattled, or feel

t isolatea, not an ideal situation for budget making.
I

campus there were feW complainleaTout.ihis forin of organization
and decision making, forit produced. many of the academic pro- .
grams and features most admired. In his widely read book on trust-
eeship. BeardsleyRural wrote with approval that in the college, the
one of mainland was a tenuous linp of influence.

This organizational arrangement first came under challenge from
the student uprising of the sixties. Next came financial pressures,
the demands for accountability, anal- declining enrollment growth.
These challenges relialed -that the orgenilational forth of a loose
collection of professionals is ill-equippad to run an organization
wheh its basiq assumptions are not shared and when there is little
or no -growth.

Under theold system,Jaculty mprbbers initiated changes and ad-
ministrators did tA(hat was necessary to accommodate them. Faculty
hieMbersdidnot Darticipat6 in the budget process,.for there was lit-
tle' asoir to. There is ample rea'stn to believe that most campuses
ope ted tinder *asimilal, situation during that halcyon period:
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Now that growth isideclining. the budget process is farThiiacen<-
, -

(

, portant'. The manajOent taskgathering aid analyzing informa- .
tion that will Inform the difficult decisions thattNst be mademust
come first, fur without grow* change must come by substitution or..,

" contraction. Because these decisions are increasingly interdepen-
dent, to be credible they must have an organized, systematic- basis.
The management techniques used require that/decision points be
fodused and powers defined; thVpreferred eeileria fur judgment
under this type of planned change are those that can be measured '

and institutionalized. A good description of this Kocess at work in
five institutions is provided by the ALacligny Tor Educational Devel-
opment booklet Resource Allocation in Research Universities.

The old form of easy access to influence is going fast. Now one
nmust, participate in new, structured processes. or simply do one's

duty y its computer printouts. The necessary rush to tool up with
an', mentgiethods for dealing with financial trouble has -pro-

d ted largE, istrativa budgets and new staff positions:Theses
-.... a probably somewhat smaller than characterized by Dr. Ronald

Berman-. head of the National Endowment for the Humanities, who
said,that in some institutions, annual administrative budgets had
`become large enough "to run Costa Rica or Honduras for half.a
decade.': bilt relatively little attention-was paid to the organization-
al impact of the,new methods and new.staffs. We now knw that the
new management practices began to convert colleges ancfaniversi-

#. ties from loose organizations of professionals into managed in u-
tions' The main organizational consequence of the managerne
movement has been a redefinition of management authority. and a
new. more formally defined structure of management. An irnmediate
practical result is that the faculty must participate early in a struc-
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 management, they
will,have even less for the growing. prospecj of being managed. In
this situationit is easy to become embattled. or feel isolated, not an

'--- ideal situation for' budget making. ,

An obvious precondition for 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 participa-
tion. This is ldrgely outside of faculty control, but not entirely.
Faculty members can n?ake several contributions to this procesS.
The first is to recognize that there is a financiaf problem in higher
education and to determinewhat its effects are in one's own institu-
tion. For reasons already noted, faculty members have not in the

'past 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. .1.ri recent periods of growth, planning
waspften 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 recognized
as such. Part of this reality is that the resource allocation Proceas
involves some conflict of interests. These are better resolved.when
all parties understand that such conflicts are likely to eOst and That
it is in the nature of the case that some interests will wih'&nd others

22
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will lose..The greatest hazard to the new participative' role f facul-
ty in resource allocation thriugh the budget is faculty paral, sis. The
goal of faculty participation 'S to retain, insofar as possib the in-
ner-directedness of academ c ,institutions. To do this re lures the
development of standards-by Which tilt.. i titution shoul be judged

,-. and methods for faculty par Open° e _difficult tirng g. react,
justment and reallocation. A lqystem eries on the faculty role
cart 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 sole. Now they are. Simply
put, Management is concerned with two main functions in an organ-
izationmaking the decisi ns that allocate.-resources and imple-
menting those decisions. I sally, the first function would be guided
by agreed-upon statem is of goals. The hew Management by Ob-

. jectiVes programs being advertised in education journals are sys-
tems for setting organizational goals based on the goals of its indi-
vidual members, But, in fact, the goals of most org nizations are
produced in the continuous decision-making proce ,of allocating.
Implementing involves the more mechanical role of establishing
rules of performance and preparing records and informatios.to be
used in evaluation of the decision, which in turn become useful for
future decisions under the first function.

.,The management methods now being applied to higher education
are more helpful in implementing than they are in allocating. In the
a bsenc6 of early involvement in' the system's process, the-gbal fine,.
lion will be deiided by the questions put to the budget-process. The
way the questions are developed will, be the major influence kri de-
termining how they will be answered. That is why it is imporfant for
faculty:members to understand not only the-details or the mechanics
of the' budget but also the basic theory of the' budgeting system.

A splendid primer on the major budgeting systems was included. . ,

in the 1973 annual report of the Institute of Teohbology 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 thej..ikin .ecree"
method of budgeting. Between these two ektremes of decentraliza-
tion arid centralization, .there is the "squeaky wheel gets the grease"
approach, followed by the "fornule" approach designed to over-

( come the arbitrariness of the, "squeaky wheel." The fin4I three'are
the more technical approa'che's, namely, (1) the planniaigiprogram--. ming and budgeting systems 4(1)15BS), which seek to relate budget
ilecisions to program decisions; and (2) the,"zero base budget sys-
tem." whigh abandons the old method of budget defense, ne

'justifying 'the increase over the last year. It requires instead t at
each budget presumes to.begin- at ,point zero.'The entire budget mu t
be justified in detail as if the activity were starting forth first time.
Finally, the seventh budget system described in the SMIlpublicati
is-the "objectives, strategies, and tactics' b o. o deal-
ing with the strategic b c uses those items that are dis-
c etion rent operations and fer which optimum longaer

su t are sought. Its theory is to fools on Qbjectives and goals with
quantitativestal6ments of intention arid.purpose.,Thestrategies will
follow. .

A 4

Even this brief review of the seven major types of budgets ould
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be sufficient to indicate the ways in which deciAiong can be prede-
termined. Without participation. ?it the earlier process, participation°
in the budget process may in fact be simplq ratifying earlier deci-
sions. Effective participation requires net 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 alloation 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 its academic purpose. Methods are powerful and even un-
der ideal conditions tend to become an end in themselves. A case
in point is the report of the National Cominission on the Financing of
Post - Secondary Education, published in January 1974. It trans-
formed the simple. folk method of estimating the unit cost of activity
into the 'most important educational policy issue of 1974. Simple
ideas were given sophistication by the management movement in the
late 19t0s-, and within a few years they became a matterofnational
adaptation. So great was tfie momentum generated by the manage-
ment movement thai the commission.recconmended that the federal
government require national unit cost data as a conditidn of appro-
priating funds for higher education. That proposal came erilous134,

close to becOming federal policy. There was strong reaction gainst
it. and, to his credit, the Commissioner of Education decided a *nst

the proposal.
For faculty membersillioday, the larger setting is not the Congress,

but the campus. Almost every institution in the 'nation has Shiftrtilts
,:..... internal strategy from one of "trading up" to reach its quAlity and

p yam goals; to one of "trading off" one program for another.
anagement tool propprly applied will enablq,the faculty to partic-

ip to in this difficult trade-off process. The danger is that faculty
pa ticipation will become a rituatin a process with a predetermined
res it.

-Er
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Facts and Fictions
About Educational Efficiency

0

0.

0

. ,
.What constitutes educational efficiency, and what are .,,

Major impediments to achieving it? Even small increments
of greater educational efficiency may have sigqifi6ant
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, ratherethan/with simply their own or departmen-
tal concerns.
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ARE THE OUTCOMES OF _HIGHER EDUCATION WORTH-THE;
cost? This is one of the most compelling questions in education. '
liVolifdibCietTE' e lietter off if some of the $35 billion ,spent on Eigher'
educatiOn each yearyvere shifted to other usesenvironmental im-
provement, say, or early childhbod education, or personal consninp-
bon? Conirersely, wour&the public interest be betterserved if' ice-

,. sources wer shifted froin other uses into higherecincaiibil? Or, to
consider ,st' another dimension, would higher education be more
productiv tilt wereiiorganized according to type, size, mission,
rograni, r gnethod? . .

These a e efficiency questions' and they are veky'much on the
minds of legislators, donors, parents, students, and the pfiblic, all of
whom bear the cost of higher education and receive, in various
ways, its benefits. Hut questions of this kind are also increasingly 'On
the minds of conscientious educators who want triroduce the,
est possible social return with the funds entrusted to them.

Within each college or university, efficiency,questions typically
are faced when decisions must be made, aboa an institution's Mis-
sion and-The deployment of resources. to achieve it. 'These are bud-
getary decisions. They are influenced to Varyingdegreee by outside
legislative and coordinating bodies, accrediting grdups, and custom;
but generally a large part of budgetary decision'enaking occArsOn:'
the campus 'telt Facultyl members are Or should,, be deep'y in.
volved, even ongh few of them may actually take iy4rtiii the fisrmal
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. budgetary probess or s inal budget documents.
3 We begin with the question of efficiency. In general. we define ef-.

'ficiency as effectiveness in accomplishing some stated end. Efficien-
cY measured as a ratio of ends to means. In economic to it is

-; measured as a ratio of output to costQutput refers to set antity
'of desired produdt (or "outcomes,' as we say in edu.cetio , cost re-
fers to expendiltifes for the` services of necessary personnel and
capilal.-Efficiencyrises, for example, when outcomes are increased
as costs remain constant,or when outcomes remain constant while

,..,costs decrease. The greater the ratio of outcomes to costs, the high-
er the efficiency.

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 Savorable relationship'between ends- and means); the
concept applies wherever people, use their lima, effort, and capital,

0 a

One primary institutional priority is attracting and
retaining a facultyof quality and high morale. In the

long run this is possible only if budgetary decisfons.are
reasonable. fair,' and related tp the legitimate

. professional' An.dpersonal aspirations of faculty. In the ,
short run. especially in 'times of crisis, a governing bgitrd.

or administration can overridelacety goals, butn
thelong run they cannot do so without serious,

campuswide damage. Even in today's tit faculty
market, the most competent faculty members are also the.

most mobiles the most capable prospective faculty
members have the most bhoices. '

inquest of specifid ends. FaCulty often rejet notions of efficiency as
appropriate for the industrial model but not for a creative learning
environment. Although We may wish to avoid sheer quantification of
results, maximized outcomes mast 'eventually be weighed in relation
to costs -even 'in the process of human development.

In 'e'dlicatik for better or worse, estimates of, efficiency will be
(based largely subjective judgMents about outcomes. The mere
Tact that a given educationatnietlied (larger classes; fOr 'example. or
computer-as isted instruction or off-campus experience for, credit)
lowers cost er student does not prove that the method is more lei-
dent unles no corresponliing loss in quality. has been sustained.-
The efficie cy goal is, riot therely"turedu6e cost per student; it_ is to
alter favolably &ratio etween outcomes (ithiph inclujes quality)

.and cost. Ihthe lictit'Of 11 possible worlds, outcomes areanhanced/ at' the same time is is re cutand this is by no means impossible.
1: /, What, then, are th principal to educationgl effi-

.

diency?
First, fundamental institutional rigidities. Colleges and universi-

ties have large investments in pleas-and equipment. ?enerally de=
signed for programs and: methiods of the past.- ribt.for the future.
They, parry. large numbers of tenured or semitenniked faculty, sad-

. . "
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mintstrative officers. and staff. Characteristically, the skills of eta-.
demic 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,institution's programs

. and methods. Institutions are obliged to carry`gtudents 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 money tan increasingly rare
occurrence)* at best sluggish and fraught with internal stress and
strain. .

A second impediment to efficiency is political in nature. The
- formal or tacit consent of many groups is required before significant
..,clgrige can occur. These groups include faculty, students, and

trustees. and sometimes unacademic staff, public officials, donors.

Withirtea ch college or university, efficiency questions
typically are faced when decisions must be made about
an institution's mission and the deploynient of resources
. to achieve-it. These are budgetary decisions,They are
influenced to varyipg degrees by outside legislative end
coordinotiakbodies, accrediting groups, and custom;

but generall large part of budgetary decision makipg
occurs on the campus itselk.Faculty members are or

should be deeply involved, even though few of thqm may
actually take part in the formal budgetary process or See

final budget documents.

accrediting bodies, gradireib-and professional schools, and profes-
sional 'associations. The political process in academe is not unlike
that of getting a bill through Congrest, approved by the President,.
sustained by the courts, and administered by the executive agency
in accordance with the law's tel.= and ongressional intent.
-A third impediment is risk. The outcomes of any change in pro:. ,

gram or, method are uncertain, and some changesone never
knows i advance, of course, which onesare bound to fail. More-
over, ce ain kinds of changes, especially those involving departure
from tradition, cutbacks in program, or the elimination of luxuries,
involve 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 nevertheless an im-

pediment.
A fourth obstacle is the difficulty of.appraising the outcomes .of

new teaching and learning programs. If, after an institution has ens.
dured the stress of change: one is unable to tell for sure whether the
innovation has raised or lowered quality, why undertake the change
in the first place?

Fifth,.the slowing down of enrollinent growth and-the onset of the
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-steady or declining state" probably increase the difficulty of suc-
cessful change. Less often can new programs be add-ons that.do not
disturb the status quo, more often they can be adopted only at the

- expense, of existing programs.
None of these impediments is insuperable. Per§onnel do change;

institutions do acquire new capital, political obstacles are over-
come, risks can be taken, outcomes can be judged even if. not mea-
sured precisely. Nor should. the impediments necessarily be la-
mented. The academic community, constantly besieged by propos-
als. many of which are passidg fads or foolish nostrums, needs some

.stability of 1, alues. purposes. and methods if it is not to be pushed
and pulled in sundry directions. But w hatever one's view of such
m'atters. the impediments make the process of change exceedingly
slow, They explain the fact that_higher education is technologically
backward. From the point of view of institutional leaders, the
amount of change possible within the typical planning horizon of a
few ears seems so small that the effort and trauma involved may
appear excessive. Yet it is obvious that an institution that does not
seek as to improve its efficiency --to do a better job with given re-
sources. to do the same job with fewer resources. or best of all to do
a better job with 'fewer resourcesis certain to ossify and lose its
relevance to the real world.

Oyer marry years. until recently, the average cost per student for
the entire higher educational system (in'constant dollars) has risen
at a rate of about 3 percent a year. It has been estimated (and con-
firmed by experienced'educators1 that a reasonable goal for a col-
ltSge or university w ould be to reduce this to 2 percent by cutting out
tine- third, of the annual inEitases.'A-saving of 1 percent ayee,E may
seem trivial; but differences can be made. nol by seoredic btrfts'of
cost cutting that only create traumas but by a regular and sustained
slowdown of rising costs.

Similarly, 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 cost, but as-
suming that imperfect measurements, common sense, and judgment
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 le.

On thelMher 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 likely 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 professional and personal aspirations of faculty. In the
shortrun, especially in times,of crisis, agoverning board or admin-
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.

Administrative officers must rely upon faculty members for guid- ,

ance in budgetary clecisi,dns. No president, provost, or business offi-
cer can know with any degree of umfidence the instructional and
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resear needs of fields ranging from astronomy to anthropology,
thoracic surgery to mathematics, accounting to studio art. Propos-

infofmation. and a vice for budget making must flow in from
faculty members throw ut the institution. Faculty, therefore, must
have thorough and obje ire understanding of the total budget pi
cess. .

In the politics of the academy, a central admini t Hon must have
faculty support and cooperation to survive. Wit out em, no ad-
ministration can long carry out its programs and plans, an inter-
est group. the facility operate partly.as individuals, p rt as de --

or colleges, each pushing for the advancement f his or
its own activities. each serving as a guardian of, aca4e c stan-
dards and academic traditions. They seek --new equipment. more
building space, assistance. books for the librty, new programs,
and better students. Faculty _members goad 'their , departmental
chairpersons and deans into pressing,for more and better re-
stkirces. One of the criteria.of a "goo " chairperson or, dean is the
ability to deliver more resources fo is or her area. In these mat: ,
ters diffe,rent groups of the faculty are competitive with oneanother,
but in combined effect the many pressures make it difficult for the
central administrAtion to allot less to instruction and research than
its full share.

The faculty as a whole also press constantly for higher salaries,
more fringe benefits, and lower teachingloads. In these m tters the
faculty tend 'to become more united than they are in their fforts 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 salaries are not a budget item of the hat
priority.

There is an obvious disjunction between the faculty as an aggre-
gation of competing interests and the faculty as a whole as repre-
seilted on committees to consider the institutionwide budget. A ma-
jor objective of institutional leadership should be to try to bring fac-
ulty into the budget-making process iu....,vays that encourage an all-
institutional point of view as opposed to a narrow, competing-disci-
plines point of view. When formal faculty participation in budget **
making is achieved on terms that lead to genuine responsibility for
the w elfarezof the whole institution, the power of faculty as a collec-
tion of narrow and partisan iplerest groups tends to be moderated.

On the growing number of campuses that are governed by public
coordinating bodies or absentee system admi 'strations, budgets
tend to be set by fairly mechanical formulae. In t is case, the scope
for local budget making and the role of the facul either as a pres-

% sure group or as consultant is greatly restricts , and faculties are
likely to seek to restore some of their traditional powers through col, '
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 digrected from teaching, and institutions 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-
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ihent, the budget shoilld allocate faculty and other costs between
research and instruction so_ that the true cost of each may be esti-
mated. In the calculation of student-ficulty ratios and the estimates

-of instructional cost, only that part of faculty time properly assign-_
able to instruction should be counted. Institutions that provide
substantial faculty time for research and therefore' have seemingly
low leaching loads and seemingly high instructional costs per stu-
dent are efiticized unfairly. After proper allgwance, for faculty
time devoted to research, their costs may be 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.

Another efficiency issue relates tothe adding or dropping of in-
structional programs. Questions like these must periodically be
faced. How many major fields should a college or university offer?
Should an institution introduce new vocational ,programs to train
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 fgr both costs and dutcomes.
The offering of a multitude of programs is likely to result on the
average in small enrollments per program. inadequate tactility di-
versity within each program. and overall low (and costly) student-
faculty ratios. No college or university can fford to diffuse its 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, together with
their friends, can usually 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-
gra,ms that, on both educational and economic grounds, ought to be
eliminaled. Such programs are seldoM undesirable per se, but they
are not necessarily useful in the institution in 'question and should
perhaps be offered somewhere else.

A high pricg is paid by American higher education for curricular
proliferation. In a study made by Howard Bowen and Gordon Doug- ,-
lasS a few years ago (Efficiency in Liberal Education, McGraw -Hill,
1971), a typical liberal arts college of 1,200 students was fou4 to be
able to offer a high-quality education with about 225 iurses. In
fact, most such colleges have two to three times th number of
courses. Cost per student (holding all other variables constant)
varied as follows: .

'Number of
courses

Average class Cost per student
size per course

450 17 $280
335 20 240
225 30 170

31
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Given the curricula, there are many possible instructional meth-
ods for each course. The range of possibilities includes:

Lecture in large classes

Lecture - discussion in smaller classes 4?

Seminars ih very small groups

Programmed independent study available in sizeable groups of students

Individual inkpendent study'
E.

Tutorial instruction ,available individually or in groups of two to four

Mechanized instruction using computers. TV. radio, motion pictures,
cassettes. slides. etc.

Team teaching

Clinical proftami

Off-campus experience for credit

Combinations of the above
..-

.Such varying approaches are appropriate. to different institutions,
subjects, types of students, and faculty styles. They invollie different
costs and pjoduce different outcomes, For example

Method Cost per itudert
per coursey:.....

individualized independent study with $277
extensive use of mechanical equipment

Tutorral instruction 261

Conventional lecture-discussion , 240

Programmed independent study 225

Eclectic plan combining the above methods 212

Very large licture classes for one fourth of 202
all instruction; small classes for the balance

Wide 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 quality. When faculties
are considering educational policy, they should give close attention
to possible savings.as well as to improvements in outcomes. In prac-
tice, unhappily,, faculty deliberations on educatiorial policy usually
give little heed to budgetEiry considerations.

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 general
overhead. Whereas the average annual base salary ior full-time
faculty members of all ranks may be on, the order of $15,000, the

5 : total institutional cost of employing and supporting the activities of
on faculty meniber may average closer to..$25,000. The ratio of stu-
dents to faculty therefore bigcomes a major determinant of efficien-
cy. If, for example, the rat could be raisecl_flom 12/1 to 15/1, di:
rect instructional costs per student would be reduced by about 20

A
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percent. -If this could be one withqut significant impairment of
.- quality. efficiency wo -be increased.

Often rh ges i odes of.instructi raise the student-faculty
ratio and lo% d irect instructional ost per student. Examples
would be reducing curricular prolif tion. increasing the average
size of sections. or helping students to learn by themselves without
heavydependence on faculty as in programmed independent study.
mechanically assisted:instructipnur credi for community ser-
vire} On the other hand. changing .the mode ,o structien while
hording the student-faculty ratio constant will a ieve little, toward
lower cost per student. It may enhafice -the outcomes by improving
quality, of instruction. but it will not appreciably.affegt the4ost 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 muAt he rechiced pr enrollment must be increased while the

One of the most controversial issues in academic life is
the allocation of faculty working ,time between instruction
and research. Efficiency calls for balanCe. Allocations of
faculty time between instruction and research should be

such that the general cultural heritage is preserved
and knowledge advanced, and thatjfaculties 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 stimuhiting environment, the budget

should allocate faculty and other costs between research
and instruction so that the true cost

of each may be estimated.

number of faculty members is held -constant. The politically easier\ route is expanded enrollmentprovjdestudents can be found. The
more difficult way is to cut the faculty- roster. Under likely future
conditions for most institutions. reduNng the size of the faculty is
the only available option. This raise several questions.

The first is the practical one of how to go about reducing the size,
of a faculty. It can be done ifthe process can he spread over several
years. Normal turnover through death. illness. marriage. retirement
(including early retirement), or resignation. more discriminating
judgment in -tenure decisions, and removal for gross incompetence.
can bring about reductions instaff of 10. 20, orven 30 percent over
five or ten years. Such reductions cannot be achieved, however, in a
year or two and if ,attempted will prodtice catastrophic results.

Academic employment is not a sinecureand colleges and univer:
cities- should not'be burdened with unneededipereonneli-if 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, and most of those who do
not remain in teaching will find fruitful careers in business. govern-

' ment. religion, social service, and other vocations. Considering the A,
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practical. value of learning, educated people are not doom ed to un-
employment or failure if they do not land secure berths in the acad-
emy. Morgover. the outside world of affairs might well be benefited
if more persons of education and sensitivity were saliva}, involved
in it.

One of the surprising facts about higher-education is the consid-
erable ariance of expenditures per student among institutions
.which seem to have comparable missions azid comparable quality-.
Isse chart on page 35).

One may easilyshrug 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 expendi4ures per student.
It is 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-
sarily due to differences in mission and do t always reflect differ-
enceS in 6ducational quality. Some institutions simply make a dollar
go further than others?"'

In summary. quality and affluence are nOt'Rerfectly correlated,
and in most institutions there is room for improvement in .outcomes
with existing funds, or for reductionsinAthe rate of growth of expen-
ditures while maintaining existing quality. More important, in many
institutions there is ram 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 member:

t
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Some Definition of Educational Costs

Academic economics are best understood by looking at
educational costs and pricing, student demand, and the
supply and demand of skilled academic personnel. To
understand these components is to understand the com
plex web of economic factors that help determine institu-
tional health. One can then more readily discover: Who
pays for what? How are costs determined? And what is-af-

. 'fordable?

1
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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 particulaarly dismal for American higher ed-

. ucation, with severo federal cutbacks inresearch and graduate as-
sistance, dombledigit inflation outstripping fatuity salary increases.
and falling student denuind decreasing institutional income all
resulting in the dismissal of faculty, embers, many of them tenured.
These stresses, coupled with demaiids from the outside for more
"accountability," have greatly increased tfie awareness of econom-
ics among members of the academy.

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 school ?" and then to'clompare
the costs of English instruction with say, the costs of physics' or fine
arts at other Institutions. However, the question is simplistic rather
than simple, and the currently available answers are usually mean-
ingless because "cost" means something different to each analyst.

When a dean hires a aculty member fora year for $12,000 plus ,

"10 per ent fringe benefits, e ost,of that decision is $13,200 a year
and ust be put in the budget. If thi& faculty member is hired for a
twi" ear contract, the cost of that decision ig $26,400, butit will only

Vear,in the next year's budget at $13,200. If a tenured professor is
r at $20,000 a year phis 10percent fringe benefits and one could

37
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reasonably expect the professor to stay at the institution 15 years,
that employment decision has a cost of $330,000 (more if the salary
is raised). Once again, only the annual salary will appear in an
annual budget, but as long as the tenured appointment- is honored,
the cost is $22,000 a year plus any increases.

The cost of the decision to purchase goods or services usually is
readily calculable because the prices are established outside the
rhllege or university, although not always in the same marketplace.
(Each faculty salary sch Jule is established in reference to_ its own
market.) In considering e costs of decisions to purchase goods or
services, one must pay,close attention to the fact that decisions ex-
tend over different riods of time. The purchase of facilities ornwpr6
equipment. the e loyment of faculty on multiyear contracts or
with tenur* andlhe long-term -lease of computing facilities, auto-
mObiles. or othc4 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 government-guaranteed notes that
would yield $15,000 in three years, and (b) increasingly it is expec-
ted that significant inflation will continue. Because of the different
commitments through time of different decisions and the fact that,
dollar fore dollar, present commitments tare more expensive than
future Ones", the "present value" costs of each decisio scan be mea-
sired only if the present value is adjusted to reflect t future time-
commitment aspects of each decision.

All this seems reasonably clear: Ohe asks th* casts of possible
alternative decisions, associates the hosts with t e benefits, con-
tetruences, or contributions of each - passible d cision, and then
makes _a judgment about what set of decisiOns , oes the most good_
with a given amount of money for the'college sr university. How- ;..
ieyer. this is not the way most institutions ,ormulate budgets sr
Iconsidercosts. Most institutional financial 4 counting systems are--..._
designed to co pute the costs of some activ v es, but not of dedisions,
and these sy ems usually deal with ann 41 expenditu es, not the
multiple-ye commitments of the equal

e
elisions thai re made.equal /.

Deteimi ing the st of an activity (s ch as7r.eshman emistry
instKut.tiori) is very d ferent from dete iningthe cost of a person
employed or a resou ae used by the in itution (a professor of chem-
istry; a jaboratory as istant, a littr o nitric acid}. The first task in
ascertQi ing such cost4-is &termini g how much of what resources
is used.' often relatively easy to, isolate the computing resources
'used. an activity because every 6ompufer user usually is issued a
fob umber against which conipu ng time used is charged, But what
about a faculty member who te ches freshman and graduate chem-
istry, or chemistry and pysic.. What about the library that servest

. the entire campus, i ud ng emistrx? What about 'the personnel
,,,,, officer who elnploys opt? f r chemistrlii thexurchasing-office that

orders chemical supplies: the building and grounds office tat
cleans"the laboratokies an pays the utilities; and so forth? Suddpn-

ly, costing becoines-ver complex, , -:....%.,,

Institutions usually 'cl tinguish between "direct costs," the costs

38. . .
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of the immediate use of resources in the activity (faculty and staff
time. supcplieS and services consumed), and "indirect costs,,'" the
costs of the lbe of resouces that are reasonably attributable_to a
particular activity and are usually shared by many activities. If any /
resource is used directly in two or more activities, a way must be
fotind to divide the cost of that resource among the various activi-
ties. For examplev how dues one divide the annual salary of a piifes-
sor who teaches h freshmen and graduate stud,nts? Some insti- .

1

tutions ask faculty t ili out "activity analysip." forms listing the
percentage of time or th uriaL6rbf hours devo d to each activity.
Other institutions ask depa ent chairpersons to eport to.the ad-
ministration their judgmental ,3'llacation of faculty ti by activities.
Still other institutions use the numberetsclass hours facUlt spend in
scheduled courses of each level to compute the fraction of a lty
member's time that is to be charged to each activity. At least. a few X
institutions have asked students in surveys how faculty have spent
their time. .. . ,

ci
, . /

By one procedUre ur another, budget orznalytical studies offices #

assemBtean,es4mated dalribution of faculty time among all of the
activities" th-efitillit. Because faculty salaries constitute be-
tween-50 ercen and 75 percent of the total annual operating ex-
pense of a college or university, this distribution is the single most
important judgment-inAetermining the cost of an activity.

Other piocedures are th follawedto estimate the other re-
sources co sumed directly .by an a ivity.. Maintenance and opera-
tion expen s might be alloc ted in pr e. ton to.the number of
square feet f space used by an , activity. Ilire`tt- charges such as
- .

Virtua everyone
curren general pri

it. Consumer prices
have come to ex
people are expe iencing a

power. Faculty m tubers will undo
receive sizab salary increases, but it

foresee a pat rn of increases adeq
with doubles igit (10 percent or m

higher,e4cation experiences the
e inflation 4nd is helpless to retard
ave gone up mucyaster than people
ct; for the first time in many years

e in real purchasing,.
dly seek and some

cult to
to keep pace

e a year) inflatioe.
Meanwhile, e other costs of ope ating institutions ate

soaring. It seems very,fikely that in the future, institutions
of higher education will pay more, buy less, and learn

to cope-with the misunderstanding and political
antagonism this engenders. * *.

, ho

computing, supplies, telephone, or travel are accumulatA and as-
signed to an activity. The objective is to include every expenditure
that can reasonably and directly be related to an activity. The total
of all the faculty salaries, support staff salaries, teaching or labora-
tory assistant salaries,-aapplies, travel, ,apace,,:and other costs is
then 'called the direct 'cost of an aqtivily.

For instructional activities, the cost analysis is often carried one
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step furthe0.1he calculation of-unit costs. /Instructional activities
often haveg'..eVeral reasonable measures of/units of activity aseper

-ated with Mtn. For example. course enrollments, the number of st
dents majoring in a .field, the number of student t- ho

- awarded in a dePartment, or the number of grees awarded a,
field hal.10-all been used as t ructional activity. A :unit

' (direct); cost of an activityis simply the result of dividing its direct
cost by chosen measure of its units. The most- common unit costs
are the dollars spent rfer credit hour or pei'tudent major.

Indirect costs. which by definition cannot b-Freadily and uniquely
associated with a single activity. are aggregated into accounting
-categories. The most frequently used categories are those estab-
lished by the College, and university pusiness AdininiStratibn Man-
ual which lists, among oth s nrganiled activities, general institu-
tional services, general a n4stration,.jibrary, auxiliary enter-
prises, student services. stu irt aid. and saff benefits. Then, in ac-
cordance with federal and state regulations, tra accounting
practices, and inAtitutional policy, schools assig aggregated ex-.
penditures into 'allowable indirect cost pools. The pools are al-
located to the directly costed activities on the basis of arbitrary
formulae, that are in turn often. based on either total salaries and: 1
wages or total direct expenditures in the direct activities. "The al- -

towable indirect cost rate" is usually in the range of 45 percent to 90
percent of total direct expenditures; in government contracts and

, grants. this rate is often called "th overhead recover rate."
To summarize at this point, the total ost of an activity t an insti-/tution is thesum of the direct and fully a orated indirect costs..,Sim-

ilarly, the total (or full) unit cost of an act ity is the result of divid-
ing its total cost by the chosen measure of it. This is the general pro-
cess that produces the frequently cited figure for institutional costs
per student. something in the range of $1,000 to $5,060 per &dent
per year 'What sounds so definite and precise$1,7§3.60 per stu-
dent in lower-division engineering, $2,472.23 per student in graduate
English. for examplecamouflages a great deal of uncertainty, am-
biguity. and confusion.

While the cost of o deci§ion is a fact established outside of the iii -
'stitutign, the cost of an activity is, primarily a judgment. The direct
and indirect costs Of-an--activitv 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 indirect 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 creative accounting offiCer can vary the unit cost of almbst any
activity by a factor of at least two and sometimes as muek as ten
and still be consistent with regulations and accepted accounting
practices. One should interpret a Unit cost as one ,person's opinion
about which reasonable people can and will disagree, an estimate
that is susceptible to wide variation depending on the observer and
is certainly subject to negotiation.

Activity costs in general and unit coits' in particular convey a
' false impression of how costs will change as'workload Changes. The

direct or total cpst per student represents the average such ex-
penditure per student. Nothing could sound morp reasonable and be
More misleading than the idea that if the number of students in-
creases (or decreases), bUdgets should go up (or down) proportional,
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to the changes in enrollment and the unit cost per student. Admit--
ting one or a hundred more students may c6st very little, but hiring
additional-faculty and support skiff, building or renting additienat
classrooms or laboratories. providing additional financial aid and
student services all require additional resources. The cost of }hese
additional resource -:is called tt marginal cost., ."' -.,

A
. Traditionally, decisions that (intail marginal costs have logically

followed a decision to increase enrollment or other workload. In the
. , past several years, however, these logical relationships have-come

ristuck.,4s a 'way out of finajacial stringency, some- private institu-,
unsuns haxe increased enrollm nt (and tuition revenue) while holding

r .. the size_ of the fAculty.constant. Because of financial imitations,
some state legislatures have required public institutions to accept
larger enrollments Without providing p oportionally more resources.
Traditional cost relationships shave als, ome unstuck because they
werebased on the.effects of constant gro . In-these days'and per- ,

haps decades of decreasing enrollments, ny institutions are find-
ing that expApcli,tures.do not automatically decline simply because
enrollment dues. Expenditures decrease only when faculty or staff
are dismissed.or not replaced. '1\entalselace and equipment are given
up, purchasing is reduced, energy resources are saved, mortgages
are paid off, and go , on. Expenditures change when decisions
chartgenot when workload changesand the two are notauto- ,
matically related. ,

-; ,

-The relationship between all the resources used by a college or
university and all theaervices (or wFkload, or outcomes) provided.
by tile institution is called it efficiency,.In the abstract, efficiency is
difficult to oppose because ncreasing it means an institution can,
better accomplish its objectives with the same resources or main-
tain its current quality and quantity of service at lower cost,4an ob-

,Jective particularly important in these days of scarce institutional
resources). .

d. _ It seems plausible, but is usually 'incorrect, to interpret currently
available unit costs us.a measure of efficiency. Some of the combin-

do:ans, of technology, and institutional arrangements discussed in
Chapter 3 will in fact result in lower unit costs, .especially. when
qualitative changes are considered. Unfortunately, costing tech-
niques currently available in higher education cannot establish

,,, :,y.thich programs arufficient and which programs are not (because
. of low quality, excessively expensive resources, rapid changes in.

enrollment .or other workload, the hidden effegts of one-time-only
capital expenses of gifts, or other _sNcial cir6urnStandes). f ,

.-

After over six decades of experience in determining-costs in high-
er educatOn, we are on the way to knowing the cost of everything
and the'value of nothing. In addition to concepts of costs and the lim-
itations of curreht costing tachniques, the economics of higher edu-
cation is also concerned with'tbe roles of prices and values in influ-
encing - individual and institutional decisions.

One !reason department chairpefsons,, deans, and presidents
worry about cost's is that costs become prices for resource acqui-
sitibn. If.the chairperson of physic's can show that physics costs or
ought to cost $2,500 pet: student enrolled, and if 40 (full-time equiva:
lent) studenti do enroll, the ,chairperson will request $100,000 to op:
erate the instructional prolgram, and if 20 more students enroll the

.next year the chairperson Will expect another $50,000. In this sense,
on
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a department "earns" revenues by "selling" instruction, research.
and other services. Except perhaps fOr the private professional
schools. the price of instruction is negotiated not with the students
but with the campus administration, The negotiation begins with
Current c,osts plus inflation and any special circumstances.

There is no reason to believe that cost-determined-prices reflectthe values or priorities ofan institution. especially in areas of ac-
tivity that have recently received-significant outside financial sup-
port Furthermore, cost-determined prides cbeate 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 unwillingness-of individuals,- their families, and legislators to
pay more is the real brake on the cost-revenue spiral. .

Independent of the rationale upon which prices are based, bud-
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 formulasproyided two to three times as
much money for each graduate student enrolled as for each under-
graduate student. Therefore, expanding graduate enrollments in- ,
steaci ocundergraduate-,enrollments enhanced not only a depart-
ment's prestige but also its resources. ,Expanding graduate enroll-
ments also increased the demand eir advanded graduate courses,

As traditional enrollments begin tostalilize, the
competition for students will increase and many colleges

and universities will turn to time-tested marketing
techniques. Depending 011ie marketing actions of
competing Cnstitutions, axollege cpuld increase its

enrollment by one of thege techniques.but institutions
should be aware that increased demand'iloes not

automatically translate into improved financial condition,
especially if thelncreased demand was purchased at a
very high price (massive Oudent aid, for instance, or

expensive curricula or operating arrangements).

which many faculty like to teach, and simultaneously increasell the
.supply of teaching assistants to teach undergraduate introductory
courses, which many faculty do not like to teach. However, the
mirrOeconomy of departmentehas been upset in the last five years
as the apparent surplus of new doctorates called into 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 jobparket is expanding, there is an
incentive for departments to increase their graduating classes .to
medtthe larger demand. When the job market contracts, depart-
ments have the opposite incentiveto reduce the number of gradu-

'ates: But there is often little corresponding incentive to reduce the

2
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number of individuals enrolled, because that would reduce reve-
cues., The economy of .acedernic departments will probably, be only
slightly different in the next decade. t4ith some marginal shifts of
emphasis. unless academic administrators consciously choose to es -,
tablish prices t4hrough budgeting formulae that truly reflect the
TAbrities and objectives of the institution., "

One cannot leave the subject of prices without discussing infla-
tion; the condition of generally rising -Rices affecting most goods
and services. Virtually every one in higher education experiences
the current general price inflation and is,helpless to retard it. (on-
sumer prices have gone, up much faster than people have come to

The rationale for creating, expanding, or contracting
particular academic programs is often the need,(or lack

of it) in the economy for the skilled personnel the
programs arepreparing. If we had a good idea of the

number of persons needed with each general skill, we
could in theory adjust the 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.

expect: for the first timesin many years people are experienciiI
decline in real purchasing power. Faculty members will undbubt-
edly seek and some receive sizable salary incteases, but it is diffi-
cult to foresee a pattern of increases adequate to keep pace with
double-digit (10 percent or more a year),eation. Meanwhile, the
other costs of operating institutionnare soaring: Fuel costs are up by
a factor of 2 percent to 4 percents lib?ary acquisitions costs are np
20 to 40 percent. construction and repair costs are still bounding,
and so are costs clf specialized scientific equipment, paper fiber,
metals the list is almost endless. It seems very likely that in the_fu-,

ture. institutions of higher education will pay more, buy less, and
learn to cope with the misunderstanding and political antagonism
this engenders.

TKo scholars recently pointed out that the academic economy is

one in which consumers don't buy and roduCers 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
these traditions may evolve, tie direction., of change instate and na-
tional financing policies is toward the students?as the party at inter-
est and therefore the ones -who should make basic resource alloca-
bong. Once .again, the apparent simplicity of student-based finan-
cing programs is a thin veneer over a very complex problem.

Most goods and services that individuals ordinarily deal with
hav,e one or a very limited numbei of prices. Higher education is an
unusual service in the American economy 'because the net price
charged students potentially varlq's with every individual. The ad=
vertis,ed pricetuitiondifferi froin One institution to another. The
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price' discounts offeredstudent aiddiffef from One person to an-otheeas)yell as from institution to institution. Scholarship assis-tance from noninstitutional sources lowerg the net price and alsodiffers from one person to another.. Consequently. the net price ofhigher education depends more on the individual than on the seryiceprovided.
In general, as the price of one product 'or Service increases rela-

tive to other prices and iridividtial income, one expects an individual
to purchase less of that product-or servicethis is the economic lawof demand. Conversely, one would expect an individual to consumemore of a product or service if the price is reduced relative to,other
prices and iindividual income. Student aid reduces the net prite of fattending a college or university and is intended to increase the
ingness of individuals to attend a college or university. Raising tu-
ition increases the net price and can be expected to have the appo-site effect.

The;level of tuition to be charged is usually an institqtional orstate government decision. The amount and distribution of studentaid is prima illy a decision of the federal governmgnt, which pro-vides about 90 percent of the student aid )11 the United States. Con-sequently. ,colleges and universities do not establish their own net.priceS to be charged individuals. Nevertheless, colleges and univer-sities are expected to respond to and be responsible for the resulting,demand. .

As traditional enrollments begin to stabilize, the"competition forstudents will increase and many colleges and universities will turnto time-tested marketing techniques (such as aggressive advertisingand recruitment, increased price discounting, easy financing ar-rangements, product differentiation, and increasercnnvenience oftime and place of purchase). Depending on the marketing actions ofcompeting institutions, a college could increase its enrollment byone of these techniques, but institutions should be aware that in-_creased demand 'does not-automatically translate into improved fi-nancial condition, especially if the increased demand was pur-chased atia very high price (massive student aid, for instance, or ex-
..pensive cricula or oPerating arrangements).

During the last decade. the federal and state governmepts havebecome 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 low4ncome
families. The federal government and most state governments do notrecruit and admit students, design new curricula, schedule courseofferings, or select magnetic faculty; the main instruments of this
public intervention in student demand are student grants and loans.Many factors affect a student's decision to go to college and'choice of which one to go to. Research on student demand hasshown 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 allsignificantly affect individnal decisions to attend college. It is inter-esting that after accounting for the impacts of family occupationand educatiob, the effect of family income on an individual's choiceof college is relatively small. However, the current assumption ofpublic policy is that low family income creates a financial barrier to
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college attendance. and eligibitity'for student aid is therefore largely
determined by family income,.family assets, and the number of chil-
dren in college.

Under the broadly based federal program of Basic' Educational
Opportunity Grants, approximately. half of all undergraduates now
enrolled in all forms of postsecondary education 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, Jarge part they either

_distribute income from government to 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 in recent years. As other sources of student aid become avail-
able. many institutions will be anxious to reduce their expenditures
for it 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
college 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 because 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-

- veiling market rate and the lower rate charged students under the
variou,s loan programs. The principal should not be considered as
aid at all. Withthe exception of the occupation-specific forgiveness
provisions 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 consumer loans. However, ordin-
ary personal loans are not guaranteed by the governmen and be-

,cause of higher risk interest on them is 12 prcent to 18 percent.
With a government guarantee, a student loan is as safe as a govern-
ment bond andgenerally pays higher interest (8 percent to 10 per-
dent)*.than such a bond. The government guarantee of `the loari
makes it attractive to lenders at 4 percent to 8 percent below the
personal loan ritrKii insurance ftind is created by charging all ie-
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 prograths 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.loang are also receiving interest sttli-
sidies under which thestudent pays 3 liercent a year while enrolled
and the governinent pays 5 percent to 7 percent on the outstanding
balance. The government payment is the direct student aid 'compon-
ent of the guaranteed Joan program; the.lower-than-market interest
rate is the indirect, aid component.

A major-factor affecting.student demand is opportunity costthe
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difference between the return of the most profitable option and the
return of the actual option chosen. The income an individual fore-
goes when enrolling in a f011-time study program is the most fre-
quently cited and debated opportunity cost. Although this cost is in-
visible and doesn't appear in any accounting records of any finan-
cial transactions, it is often important in an individual's decision on
college for most wage earners., the opportunity cost of college (fore-
gone income) is larger than tuition, room, board, transportation,
And all other additional 'asts taken together:However, as a matter
of public policy, it has been decided not to consider opportunity cost
in the calculation of costs to be covered by student aid. Consequent-
.1y, colleges and universities are not very accessible to mid-career
adults and fOuths 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.

The rationale for creating, expanding or contracting particular
academic programs is often the need (o'r lack of it) in the economy
for the skilled personnel the programs ore preparing. If we had a
good idea of the number of persons needed with each general skill,
we could in-Theory adjust size of our educational and training
programs to ensure we pro uce enough and not too many indiviclu-

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 constitute between 50 percent
and 75 percent of the total annual operating expense of

a College or university, this distribution is the single most
important judgment in determining the cost of an activity.

als with each skill.This theory is another alluring quagmire that has
a thin crust of Idalidity. 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 num ber 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-
nomic 'activily in such an area with the accuracy and timeliness
necessary to relate it to 'eduCational and training programs,. Who
mold have foreseen four,years in advance the cantellation of ..the
SST, the -reduction in aerospaCe procurement, the virtual elimina-
tion of the shoe industry as a result of foreign competition,'the explo-
sive demand for coarexperts as oil became expensive ond the sup-
ply uncertain, the Russian wheat deal that exhausted.U.S.4reserves
and drove up wheat prices only to be followed by a severe drought
so that suddenly agrictiltural prodUction and self-sufficiency, be-

*
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-came a national priority again?
Even if future economic and social activity could be_anticipated

correctly, skilled people can be used in many ways. The recent
shortage uf medical ductors and allied health science personnel was y
predic ted un the basis of traditional forms of individual practice,
but un the basis of group practice the current supply of medical per-
sonnel prubably would not only suffice. but also provide a surplus.

urk is Organized has a major impact on the skills that are
needed. yet the organization uf work and the relationships between
wurk,and education are just beginning to be systematically ex-
pluired.

The supply of trained individuals in a state or region has rarely
been surveyed. Only some portion of the total skilled labosupply is

urking in the labor force at jcibs that match their,skills. There may
be an excess supply in a state as a whole, but important shortages in

regions. A state may ex'per4ence in- and out-migration of skilled
personnel. Increasing the number of people trained in a state may
alsu increase the out-migration of people, trained in the state and
redui e the in-migration of people trained elsewhere. Recent gradu-
ates with relatively lov, starting salaries may be wanted more even

markets of excess supply because their training may be more
relevant than that of older workers whose salaries are higher.

Since usually no single histitution dominates the training in.a field
, nationally ur even in a state, there is a tendency, toassume each col-

, lege, ur university can act independently of an adverse market. Ulti-
mately vie are all affected by the labor marketplace, some more
than others, but the effects are often short-term, unpredictable, fre-
quenily changing, andprovide little basis for institutional policies.

Colleges and money have been inseparable concerns since the
founding of Harvard. The use of money to purchase goods and

.,.:services to operate a college or university reflects the priorities and
puliLies 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 low financial aid and the labor force affect student decisions
will help faculty understand the market-for their services. Taken to-
gether, these basic concepts provide a foundation for asking. Who
pays for what? How can financial information be described? What
does) a, commodity cost?

s
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Who Pays for Education?

Colleges and 'Universities generally rely on four major in-
come sources: student and 'service charges, governm en-
tal appropriations, philanthropic and donor contributions,
and borrowing. The relative importance Of each has

--shifted significantly in recent years, and few of these fund-
s

inO,rnechanisms are easily manipulable by_an individual
institution, Tuition charges are now highly sensitive to mar-
ket forces, and they are here,$:fnalyzed in some detail. All
sources of support need tOvbe better understood. by
thoughtful faculty.
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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 °Accountability between thos4e
who provide fundeAnd how such funds are spent.And beyond that,
faculty, in their broaderneed to share in budgetary decisions, can-
not overlook somefundamental facts of life concerning how their in-
stitutions gather their income and from precisely what sources.
- There are four general income sources on which most institutions
rely immaryingxlegrees. charges to students and other users of facil-
ities, governmental appropriations, philanthropic, contributions
(either as endowment income or Current giving), and borroWing.
The basicsconcept in-collegiate financial practice and reporting is
fund accounting, The segrefiation of income and expenditures ac-
cording to the specifications of donors, the requirements of goyern-
ments, and the services purchased bY clients: Only a part of .the. in-
come received by colleges and universities can be considered gen-
eral incomethe 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.
by ethers.

.
While each-campus's

;
-campus's money sources will vary, it i useful to com-

pare the facts for any. given campus with some national averages

I
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(as these were eStiniatedfor 1973-74). but of the $30.5 billion (esti-
mated nt $35 billion in 1976) of income reported by all institutions of
higher. education. 21 percent came out of student fees, 37 percent
fro /state governments, 5 percent from local governments, 12 per-
Ce from federal moneys, 2 percent from endowments. 3 percent
f m'gifts,:12 percent from auxiliary charges. and 8 percent from

iscelleneous 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-,

Some 54 percent of all college and university incomejyas obtained.

from government appropriations. Americfn Higher education is sub-
stantially dependent upon the ,patronage of governmenttax sys-
tems, the appropriation decisions of chief executives and legisla- -
tors, and attitudes of the taxpayers influencing government actions.

In 1973-74, another 5 perceitt of received income was obtained .
from philanthropy (3 percent in gifts and 2 perceit 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 thergelves. Only some 40 percent of total income was provided
by charges.

',Pt us consider. in order. income from charges. philanthropy, and
government.

The whole business of the pricing policy of colleges and universi-
ties is one of the'major problems of higher education and deserves,
careftil analySis has not received. Charges to sttid/ents ara, con-
nected. as flows of income, to instruction and auxiliary services. As
a percentage of income, both kinds of 'charged declined between,

/

Higher eduction as a,sotlal institution depends for
its income upon governments,ilthilanthropy, and

charges. If increases in charges are undesirable, then
the other two sources of income must be increaseslor

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

convincing c asejhat the public interest can be served
and preserved only when colleges and , '

universities are prosperous.

195() and 1974 (although in dollar terms, tuition charges for instruc-,
tion increased more th n ten and a half times and charges for auxil-
iary services increase more than seven times). The percentage de-
cline in student fees a vource of income is explained. by two facts:
the substantial shift of enrollment frqm 50 percent' in publicly spon-
sored colleges and universities in 1950 to 76,percent in 1973-74. and
the pattern of generally lower tuition charges in the public institu-
tions Anxiliary enterprise income has also declined (as a percent-
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age of total income) because in the past 10 years public iystems "of
higher education have tended to expand their facilities in major
urban areas where they increasingly seitre--sommuting student
body that relies more on servio.es p ovided off-carimus.

As far-as auxiliary enterprises ar oncerned. college and unaver-
sity policy is fairly Clearrahe ob ctive is to make all ch enter-
prises self-supporting through charges to the users or con mers of
the services thus provided. However, the tuition issue is mo e diffi-
cult. The Committee for ono Development raised the question .

in a report published y; 1973. an did the Carnegie CommiSsion
on Higher Education, Student grou s have formed associations to
lobby with state legislators on the s bject, and govermirs, state leg-
islators, and some members of Cong. ss have taken strong political
positions on it.

The CED recommended that tuition harges to students in public-
ly sponsored colleges and universities e fixed at' 50 percent of the
average cost of instruction per studen The Carnegie Commission
suggested that tuition iii_public universi ies beIncreased-to one third
of -educatioaalEaTs and endorsed t e idea of differential pricing,

The external problem for higher' education is howto
attract and keep increased support from the principal

sources of philanthropic contributions: alumni, wealth ,/
friends, private foundations, and business corporations.

What kinds oT services by colleges and universities
attract interest and then financial support?.What kinds
of circumstances encourage alumni and others to offer

gifts, and what binds of circuinstnnces repel them? There
are no ready answers, but a college or university that

wants philanthropic support has to devise somedefinite
responses and hope that experience will prove

thejn to be effectiVe.
a

the lowest charge for lower-division students, a larger charge for
upper-division student and' the highest charge to gfaduate and
graduate professional., stu nts.

Thase xecommendations h 4 mere to do with narrowing the gap
between,- public and private colleges and universities (a gap which
may halie influenced the enrollnie t trends of the past 15 years)
than,witliany carefully formulated 'Cy position on the subject of
priGing. Furthermore, it is the simple tr gi that admiriigli:atars have

turned to increased tuition charges for the Irk purpose of obtain-
ing,more income to meet rising instructional co s. Most such
creases have been a matter of financial expedi ncy, not carefully
determined policy.

Part of the pricing problem arises because of the 4mily income
status of students, especially undergraduates. Bureau of the Census
date published recently in the report of the National Commission on
the Financing of Postsecondary Education show that, in public 're-
search universities, 72 percent of undergraduate students as-of
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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 universitie§
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 all'
students were enrolled in public
'no doubt that jazg ers
half of the income distribution are 'e
colleges and universities.

The quest,lon is then asked by
should low tuition charges be mai
from the answer of historical tra
very different kind of econom
priate relationship between
provided by spokesperso

stu
lieges and universities. There is

is from families in -the tipper`
ioiled in publicly sponsored

e legislators and others, Why
ained for these-students? Apart

ition developed in the context of a
a convincing rationale of the appro-

arges and family income is,still to be
for public higher education. A major ar-

st

gument is that familie in the third quartile of family income from
$12.000 to $25,000 ale finding it expensive to maintain one or-more
children in pu ta colleges and universities away from home, .

On the of efr hand, it is widely said that tuition charges, of $2,000
to $5,000, year have priced privately sponsored colleges and uni-

'-,7---- verspc4 out of the market. Enrollment losses have been blamed
upon high' tuition charges, and because of a desire to broaden the.
socioeconomic base of student selection _many private colleges and
universities have assumed a costly'student financial aid burden that
has produced growing deficits .in current *rating accounts.

At present, it Should be emphasized again, through tuition
charges and auxiliary witerprise charges, students are providing
about one third of all the income of colleges and, universities, In
many individual situations, including almost all priOate general bac-":\ calaureate colleges, the- preportion,is o urse much higher.-,--

p ddwrn
second, but far smaller source of incomee income is pant r

ir giving. Between 1950 and 1974 it ap ears that the e
slant

t
an gift income for current operations in colleges'and unive ities
in reased from around $200 million to around $2.4 billi n. Is is a

o attract philanthropic support, esp Ily from ea ever-increas- --'

n table advance. loth privately and publicly spon1 d collqes! .
U universities have intensified their efforts over t past 25 yealw...._

//ing alumni, and this support has oft een ical in meeting yar-
iOUR needs. During the period, howev , such income fell from 8 per-

,cent to 5 percent of total income. -
The external problem for higbe education is how to attract and .

keep increased support from the principal sources of philanthropic
contributions: alumni, wealt friends, private foundations, and
business corporations. Wh kinds of information do potential
givers desire? What kin of servi es by colleges and universities
attract interest and hen ancial s port? What kinds of circum-
sten encourage Lamm a d others offer gifts, and*what kinds ,
of CI nmstances r 4) I them. here ar no ,ready answers, but a
collo fe or univer y th t want ilanthropic support has to devise
co e definite res nses nd ho that experience will prove them to
be effective. . , .

1 is not enough that ad trative officers ,` should seek philan-
thr pic support; faculty and udents can and should have a role as .

we 1. Involved alumni are likety to be interested in the faculty mem-
be s under Whom they studied, and if alumni are not encouraged Or

-
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-discouraged by the appearance, behavior, ang attitudes of the cur-
.

rent generation of students, they are at least curious about theSe
'things. .

A study of some 861 colleges and universities In the 'Council, for
Finanaial Aid to Education indicated that in 1972-73, the sources of
*philanthropic support were as follow's. nonalumni ,indlyiduals, 30
percent; alumni, 24 percent; general .welfere foundations. 23 per-
cent; business corporations. 14 percent:.religious denominations, 4
percent: other sources, 5, percent. , . .

It seems unlikely-that any one attitude or interest can be identified
as the philanthropic attitude 9r interest iii higher education. Poten-
tial givers to colleges and universities undoubtedly have varied at-
titudes and interests, just like the population as a whole. The task in
promoting giving, if that is desired, is to attract money while not

. . aliens g personsor groups of varied points of view. There is a sim-
ilarity. ere to endeavoring to achieve political consensus, in society
at lar

It i obvious that higher educattrin in the United States, both pub-
/

\,. ' hc an mate. has become so, dependent on the support of govern-,
me is t t the attitudes of ,governments will have a major conti*
ing rnpact upon the operation of colleges and universities. For in-
sta e. the enforcement of governmental affirmative action pro-
gra s and nondiscrimination policies is based on the threat of, a
uathdrawal of federal government funding. It is generally estimated
that 80 percent of all separately budgeted research activities in uni- -
versales is 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,reseirth grants in bath public and
private research universities. ,,, .

Chief exedutives, legislators, and theA. staffs tend to ask three
particular questions. First, why does it st so much per student to
operate a college or university? Second, why should faculty mein:
bers receive salaries that slipport research and public-service out- _
'Puts in addition to instructional outp fiird, why should higher'
education be supported to educat:. tuden; excess o the Ameri-
can labor -mark- I utated tale t? f p. 1.-

Whatelier the answers, they must be reason: ble and onvi sing if ,

chief executives and legislators are to be pe aded a° i ereage. ?
their support of colleges and universities. No fac A/ y rifetn jlr stu- Zr

dent who wants his or her college or university, p 'osilnVte,s9
continue to receive government financing can afforilitbIlOndif*Art' '" 17
ent to the kinds of questions listed above' that are asked kOntlie4 :' '' ''',19441`

ficeholders and others., In addition: faculty and stuchlnt kttittfd.Os ' ''

and behavior do much to determine the attitudes and behOor.'of
governors andpresidents state and federal legislators and . ,.
government officials toward higher education. Faculty and SiiidOts
can logically be indifferent to the attitudes and behavior of goi're'rrr-
ments only if they are willing to forego the benefits'of lovetnmenial

..,*

support. , '. '. ; , ;., 1,

Many other _groups in American societys4hqa.teadie.rs, fk- ','

mers, labor unions, business leaders, church leades-L-11 'v° Tounalt
appropriate to dei/elop their cown means for influencing, tiaal at- 1
titudes and legislative votes. Can higher educe top eXPec vOrabie 7,
political response on the basis indifflrenot r hostilit t the cul-
tivation

'"
0 , IV I

. . 1 0. a d
of such a deuelopmen .,

t ..1 t; , ,
1' -; .: . ' r ; 8 1

t ,,... , it,,...;b I RI- Al.I'l* Pe.
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Gov ments, Whose support figiires so largely in the financing of
higher' elucation, now incline toward other priorities and other mg-.
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 go.vernmental income groWth for higher education,
even as there were political forces et 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 ,particiikr
instanes this may have occurred. But in general this assumption is
faulty. The available information suggests rather that the rate of
ii_r_rufa in available income has tended to slow down in the past
seygalyears: Even this slowdown has not been uniform for states.
inistitutions, r programs.

As colleges d universities have encountered a "new depres-
sion" in higher edu tion financing in, the past five or six years. a
great deal of attention been paid to what may constitute titian...,
cial exigency for a particula institution. Each situation. obviously,

.
. ,

There is an old saying among academic when
speaking of.the natural divisiOns-ofcaMpus labor,

that thendministrators In'the front office" should
worry about raising money and the'faculty should spend

it. Ideally, perhaps, that is the way it should he. But
there is a direct line of accountability between those who

oviae funds and how such funds are spent. And beyond
that, faculty, in their broader need to share in budgetary

decisions, cannot overlook some fundamental facts of
life concerning how their institutions gather their ,

income and from precisely what sources.

..,, . .

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 act'vities, exceeds the available cur-
rent income for the institution, pr gram, or category.

There may, of course, be some ement about thg exact amount
of income available for current operations. Should all or part of the
endowment fund be expended before the state of financial exigency
is held to be at hand? Should funds'be shifted to avotri financial exi-
gency in a given purpose or account? These are all good question's.
that deserve careful review and' discussion.

The appropriate instltutiondl response to the need to te,dice, 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 salarids of administrative and profes-
sional staffs be reduced. before the salaries of faculty are? These ,
are appropriate questions, too.

Conflict about the definition of financial exigency and about re-
, ' 5 1 2 --
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(irked cutbacks is most likely to arisg when the financial facts of life
about the institution_ have not been fully repelled and communi-
cated throughout the academic community. There is no excuse. for
secrecy in the, financ ing of colleges and universities, enterprises
that ate fully involved in the perfortnInce of a public service in the
public interest vith public funds.

Higher educationas:,a social institution depends for its income,
upon government4,philanthropy, and charges. If increases in
charges are undeIrable,:then the other two sources of income Must
be mire ed or inslitution;9.of higher education will harp to learn to

, live fuss incerne,,eve4 small rata of income growth, or unde-
rahle charm. If-mere iltpme is wanted, all constituent groups of

the academic coinmunity e to be involved in "selling" the
need, demonstrating a,conitiikins case that the public interest can
be served and pre`senved only when colleges and universities are
prosperous:

1,

7

.

4 ' 1
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10

anding Budgets

The institutional bOdget and finance reports .are a col-
lege's key operating documents; thus' a basic under-
standing of theni is essential for faculty. Not all budget in-,
formation is equalry important, and no institution handles
its budget reports Orecisely as another. Nonetheless, some
ttandardization is now emerging,.cind common cost and
incbme; denominators Can be identified. Deciding what
questions to ask is oriticallhese questions, and their an-
swers, provide a broad oulline for the financial life of an-
academic

56
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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 compr9hension 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 is
central to a grasp, of an institution's finandus.

Times, moreover, have changed, and it is increasingly impossible
to consider financial matters as distinct from academic policy. One
may wish it were otherwise, but that changes the situation not a jot.
The scene in the. faculty senate is by now all too familiar. In alter-
nately intricate 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-

/ fices, telephones, travel, facilities, equipment, and allthe other cost-
ly academic needs 'and .wants, and the trade-offs that are now in-
evitable. ',:`"

. These' trade-offs have too much to do with too many changes in
the professional lives of faculty members to be ignored any longer.
'Trade-off discussions lead to the need for information and sound

A
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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 party's interpretation or -manipulation of
figures Financial report's and institutional and departmental bud-
get' surnmari14 are increasingly in evidence at faculty committee
meetings The resulting curiosity about the strangely confusing con-
tentsnf these thicuments 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-arid others, they almost inevitably generate .even
more figures in new arrays and aggregations requiring still further
interpretations and qualifications. Unfortunately, to make useful
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 theif 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

Financial reports and institutional and departmental .

Widget summaries' are increasingly in evidence at faculty
committee meetings. The resulting curiosity 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
understand some of the tensions between simple financial
assertions and complex accounting exhibits, and between

the accountability needs of professional auditorsand
the information needs'of academic managers and

their multiple constituencies.

a likelihood of inapplicability to specific cases. The financial docu-
ments of institutions-of higher education tend to be at least as di-
verse as' the4institutions themselves. The budgets and financial re-
ports. for private institutions, especially those heavily endowed, are

_ nnfably 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 single institution or consortium. Large national
research universities have accounting complexities involving cost
allocations for research activity that do not occur at all in small lib-
eral arts`collegei. either public or private. And. if one goes beyond
traditional institutions of higher education to the full spectrum of

58 u,
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postsecondary education, there occur many additional variations,
each of which may reflect institutional idiosyncrasies and proprie-
tary origins. Few businesofficers in colleges and universities or
statewide systems of any size comprehend all the fiical facts and in-
terrelationships in their own institutions, and when it comes to
making meaningfill comparisons with other institutions, they are as
prone to error as-anyone.

The fact that the words used to describe the financial processes.
and documents.,ore the same, even though the processes and docu-
ments usually ardixot. often misleads not only the unwary observer
but also the experienced analyst. For example, there are several
kinds of balance sheets. A.,dhange-in-funds statement can be dis-
played in infinite variations. One might think, "Well, a budget is a
budget." But an item or obifct budget can be a very different crea-
ture from a program or functional budget, and a prograrri budget
may be a performance budget or only pretend to be one. There are
zero-base budget processes and incremental budget processes, and
each frequently exists more in the mind of the conceiver than in

At reality.
An one concept is seldom entirely consistent in realization.

.There are planning, 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
wildly 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 fashion
with the budget estimates with which the year began. Frequently,
more truth is buried in the caihpus archives than in the published
budget, which 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 syptem-
atic, the endeavor is virtually hopeless, not to say, useless, at least.
for those who have less than full time to devote to the effort. But
there ore ways to go. One can consider the financial questions,most
frequently asked by faculty members and offer illustrations of ways
to look foe answers (or at least hints of answers), in the limited and
often baffling accountants' documents. And one can considetwhere
not to look and hold to teat answers to determine which ones are

-real rather than _just appearing so.
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 ponsibilities of the institution, not to mention his or
her own.perso 1 interests and concerns. There will be time enough,
to compromis with all the others after the best available answers
are deter ed. Faculty members need to show an honest concern
and a only for information that makes a real difference, however.
Othe .wise the costs of central administration will go up again and
a gain.

'What are those key questions likely to bet?
The first and most frequent questions are addressed to the Greek

machine of higher education, external income. In the fifties and six-
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ties such income sprouted almost on request! sometimes even with-
.

out solicitation. In the seventies the responses to much pore urgent
solicitation, whether to governmentg. foundations, or unorganized
philanthropy. have been fewer and highly selective. Old dependen-
cies le hard, Faculty still hope that the money somehow remains
out ere. that their needs won't have to suffer through highly com-
ps tide resource allocations or further escalation of tuitions or stu-
d nt fees. that new prOgrams can be fihanced without reducing or
eliminating present ones. that when financing of research by soy-
ernment goes down somebody 'else can be found tto. foot the bill
rather than cutting back on research activity.

When this search for an -easier way out becomes, for_ the most
part, unproductive, faculty interest turns folhose outside funds re-
ceived and set aside in an earlier, happier time for some rainy day.
It is clearly raining now, note the logical inquisitors. But, they are

f.."

'Deciding what questions to ask is critical. Alaculty
member's view of wha is important to know is notlikely

to conform to what go erring bodies, either,public or
private, require in fin ncial reports or budgets, nor to

the views of the man ers, the students, the parents, or
of donors. The facul member has a unique view of the
priorities and res nsibilities of the institution, not to

tnantion his Or her own personal interests Anitconetros,
There will be time.enoughsto-comprodise with all the -

others after the best available answers gredetermined.

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 become on tie annual income provided by the capital
that hag been saved. And most come to the conclusion that spending,
down thp alleged reserves only reduces future income when andial-
ly higher inflation increments show every sign of becoming a way of

___ e life. _

, If and when faculty members are persuaded that theie 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' ld down by the increased use of
loans? Should' there be different tuitions to _recognize that some
programs cost more than other hold athletics be forced to pay
their own way? Are lab, library, or health fees as high as thegr can
or ought tolfe? , . c . ,

If a given institution's problems are still not resolied at this stage,
of the discussion (and they almost never are), the questions turnto
the expense side and begin to come closer and cldier to The faculty,,
first its peripheral and ultimately its' central concerns. There is one
area,of expense that the faculty almost always regards asPeminently,
available for reduction: central administration and services. What .
does' that self-seildng bureaucracy really do? Why are its costs so

-6-0-
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high.and s rvices so in equate? S rely there can be savings A

there! The fac ty is sometimdkright, but often wrong. Usually sav-
ings can and should be made in the celitral administration, although
in the last few ears many institutions have considerably tig tuned
up administrati e costs. In some cases faculty have seen th deteri-
oration of servic s and substantial indirect costs .of under- minis-
tration. This is e- ecially true Wbere much time and attentio (which
both cost money) have been, diverted to ,paper pushing/ because of
urgent and enfor, eable demand's from federal. state,e4d local-gbv-
drrulents. usuall concerning a maze of affirmative action and en-
vironmental imps requirem6nts or demonstrating to legislative
committees that a redit hour cost is not an artificial figment of aca-
clemic imaginatio

While few colle es have spent 'the $3 million estimated by the
o huge University of California system in meeting the data require-

ments of affirmativ action alone, all institutions have spent a lot on
data collection and eport formats in this area -not to mention those

cr

Why should a faculty member care abOut [collecting
' outstanding sr It may mean pushing students and

pareng harder for payment, and that has implications
-everyone ought to consider. Faculty members who are
unsympathetic,to rigorous collection methods, including

the withholdinwof academic privileges from students
with unpgid 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 it is expected. ,

, required by new legislation on pensions, occupational safety, finan-
cial aid, pollution aspects of commuting fatuity 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 onnajor questions concerning the educational
and research process is originally posed not so early or so often by
faculty members (eAcept perhaps by department and comfnittee
chairpersons) as by all the othe,r 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 questionsond frequently 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 a subject
to begin with. How large should the faculty be in relation to the vol-
umes of its teaching, research, public service, and committee .re-
sponsibilities? How should its size be divided between tenured and
nontenured. among ranks, among senior and junior f4icu m-
hers. and among graduate student teaching and \reseahchWws?
What are appropriate faculty, salaries with respl ctto the.cost of
living and the scales of simile; institutions?

61
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Whet about fringe benefiti in individual institutions in relation to
the teaching and allied professions as a wholeretirement, health,
life insurance. disability, higher education for dependents. sabbati-
cals, travel, publication? What allOwing,time for outside .con-
sutting? 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
cla,ssrooms and convenient schedules and the implicit capital and
Operating costs built into low-space utilization rates in a nine-month
year A ugh faculty members usually have not volunteered theieco
questio , 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 questions be-
cause 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 Departmentof 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.

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. S'orne of their appropriate criti-
cisms have been met by the NCHEMS effort, while others have been
dismissed because they were not supported by the facts.

An example of the reforms may be useful. Some institutions re-
ported until this year only the gift income that was actually spent in
the year received, calling the amount "gift income availed of." The
new method will report ,everything received, transfer out amounts
reserved for specific purposes in future years, 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 rove 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
Public Accountants by the Committee on College and University Ac-
counting and Auditing.

Our first exhibit (la) 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. -are
at theheart of understanding academic financing. and ,two years
are always better than one. Basically, the balance sheet she.* how
the.accountants reconcile the assets and the liabilities." but it also
offers other information.

Exhibit lb is an interesting example of fund accounting, in which
resources fur various purposes are 'classified into funds iri accor-
dance with activities and objectives specified. Within each fund
group. fund balances restricted by outside sources (such as certain
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 sh w that the uses of many assets are sharply restricted to
handlin certain liabilitiesthat the balance sheet is not only a mat-
ter of m ing 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 rbstrictions on them. The
trustees of the institution, making decisions that affect

the balance between present and future, tend to be
future-oriented, while facility tend to be more

present-oriented. The striking of balances between
present and future and between opportunity and risk

is a legitimate source of tension.

fund groups, 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
footnotes often axplairr the transfers that are made, it takes further
inquiry to determine which of those that could have beenjnade were
not; and why.

What does the balance sheet tell us about the mythicateducation-
al institution in Exhibit la? The current fund has more unrestricted
cash than in the prior year, unrestricted investments are up; and so
are the appad bills owed to the institution. Inventories and prepaid
expenses are up slightly. The increase, in, unrestricted' liabilities is

_lessiban the increase in asset's, and the unrestricted fundperhaps
the key figureis 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 hatder
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
areunsymp_athatic to rigorQtls collection methods, including the
withholding of academic privileges 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: ..

The current fund's restricted accounts do not seem to pos\e major
problems for this mythical institution'. either. However. a figure to
watch in many real instinititins is t4q restricted fund balance. (f it is
growing too rapidly. the managers may not be working hard or im-
aginatively enough to use unneeded restricted Money to meet the
central educational yurposes of an institution instead of draining
more precious,umestr.kted funds. 'These unrestricted balances
sometimes conceal -cookie jars" that ought to be,looked at in broad-.

ter theth can or lik R7do. If they are growing while other balances
er terms than the d .e. aitment chairpersons or others who adminis-
ter

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

' enclowmenl, is as likely to have been down as tip. Again. unlike the
situation in this

cte'd) have often teen spent to meet operating

c- se, endowment and similar fund balances that do
not have restrict ons against use of capital. (listed here as quasi -en-
dowment unres rideficits.-

reducing the capital and future annual income.
There is much erroneous faculty lore about the investment and

distribution of income from endowments and the various kinds of re-
strictions on them. The'trustees of the institution, making decisions
that affect the, balance between present and future, tend tiThe fu-
tun-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 information 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-
doived 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 marketadv*sities 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 alsodown 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. Will) no ob-
ligations, no activity would be threatened not even by total loss of
the investment portfolio.

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 la

, Balance Sheet

June 30,
with comparative' figures at June 30

Assets
Current Funds

Unrestricted
Current Year Prior Year

Cash $. 210,000 $ 110,000
Investments , 450.000 360,000
Accounts receivable, less allowance 4 , 4

of SI8,000 both years..., 228,000 1'7S,000.-
Inventories, at lower of cost (first-in,

first7outbasis) or market -90,000 80,000
Prepaid expenses and deferred charges 28,000 20,000 .

Total unrestricted

Restricted

1,606,000
*3

745,000

,,.Cash 145,000 101,000
`Investments-.. , 175,000 165,000

Acequnts ceeentable, less allowance.
bf $8,000 both years 68,00 160,000 s,

Unbillecharges r 72,000
Total restricted 460,000 426,000
Total current funds , 1$66,000 ." 1,171,000

Loan Funds
Cash
investnients

30,000
100,000

20;000
100,000

Loans to students, faculty, and staff,
less allowance of $J0,000 current
year and$9,000 prior year 550,000

.
-,

382,000
Due from unrestricted funds 3,000

502,000Total loan funds 63,000
. ....1..--_-__:,....-._---.:..--- --......- .--=....-- ...._....

Endowment and Similar Funds
.

Cash ..,
investments

100,000
13,900,000'

101,000
11,800,000

o. .
Total endowment and similar funds..:. 14,900,000 11;801,000

From College and Unsvertity Thinnest Administration. 2rrd rev. ed. (Washington. D.C.. Na-
tionAl Association of College and Univlrsity Business 'Officers: 1914).
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Lia Mies and Fund Balances
Cox-rent Funds

. !Current Year k Prior Year
Unrestricted.

Accounts paya8lef.. $ 125,000 $ 1100,000
Accrued liabilities 20,000 - 15,000
Students' deposits 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 .
Accounts -. 14,000 5,000

446000 421,000

r

'Loan F ds
Fund alances

U government grants refundable
U versify funds

estricted
Unrestricted

' Total loan funds

otal restricted 460,000 ,426,000
otal current funds 66,000 1,17

! 4

Endowment and similar Funds
Fund balances

Endowment
Term endowment

. Quasi-endowmentunres,)ricted
Quasi- endowment restricted

"t Total endowment and sbhilar funds__

66

50;000 33,000

483,000 369,000
150,000 100,000
683,000 502,000

7,8Q0;000 6,740,000
3,840,000 3,420,000
1,00Q,000 800,000
1,3601000 941',000

14,000,000 11,901,000........:-...--.

O

iContinued)\
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Exhibit la (continued)

Assets

Annuity and Life Income Funds
Annuity fulfils

Cash ... . . .. .... S 55,000 . S 45,000
Investments . . ... ... ..... ... 3,260,000 3010.000

Total fAtsmuity funds . 03.315,0063,554000
Life income funds

Cash . 15.000 - 15.000
Investments .. - 2,045,000 _1,740.000

Total life income lunds..... ., .. ._2,060,000 1,755,000
-Total zfrinutty and life incdtnc funds. . 5,375.000 4,810.000

'
P ant Funds

nexpended /
Cash .. -..r . . .. ... ......... ... 275,000 410.000 ,
Investments ... . . . ... ... ........ 1.285,006 1,590,000
quelton,runrestricted eurrept funds . 150,000 ,120 0007-:,,t, zo,f , _ _ _ . a

-0 ''

lc;
.. ,

Total unexpended c . . 1,710,000 2,120,000

0
R newals and replacements

/ 4

. ash . 5,000 4.000
vestments ....:.. ....... ..4... ............. ..... 150,000 286,000
eposits with trustees -ii 100,000 , 90,000
tie from unrestricted current funds. 5,000

Total renewals and replacements:. °260.000`' i10;666
it

Reiment of indebtedness M'
50;006 40,000

&posits with trustees r 250,000 253,000
Total retirement of indebtedness 300,000 293,000

1,
Qstment in plant

Lad . . .500,000 t 500,000
Lai d. provements - 1,000,000 1,110,000 'N...
Bldin k
Eq ipmehk

,
- 25,000,000 24,060,000

15,000,000 14,20000
bob s 100,000 ,80,000

tat investment in plant
e 4

41,600,000 39,950,000
f taI plant funcIs 43,870,000 42,743,000

. .

Agency Funds'
Cash W 50,000 70,000
Invc mcnts 60,000 20,000

' Total...agency 110,000 90,000
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I.

Liabilities- and Fund Balances

Annuity and Life Income- Funds
Annuity funds ....../

: -
Annuitie, payable '.... S 2.150,000 S 2.300,000
Fund balances . . . .. . . .. 1,165,000 755.000

Total annuity funds - 3,315.000 3.055.000
Life income funds

. I
Income parable 5.000 5.000
1 and balan.es

2., 055 000
... 1,750.000

Total life income funds . .. 2 ,060.000 ' 1:755 DOO,
Total- annuity and life income funds 5,375.000 4,810,000,

Plant Funds
Unetpended

.,

Accounts pii. able "10.000
Notes payatle 100,000
Bobds, payable 400,000

.
Fund balances .

Restricted .. ...7 . . 1,00000 1,860,000
Unrestricted . , . ..., . 200.000 ' 260,000

.

4

A Total unevended . .,.....
-

Renewals and replacements
Fund balances

Restricted _ ..

Unrestricted , .....,.

Total renewals and replacements..
..

Retirement of indebtedness
Fund-balances

Restricted . .

Unrestricted 1

Total retirement of indebtedness..
Investment in plant

Notes payable i i

Bonds payable ,
Mortgages payablb
Net investment implant z

s
. Total investment.in plant , '

Total plant funds

Agency Funds.

Deposits held in custody for others'
Total agency ftitids

_1,7 i 0.000
. ' 11

:

25,000
235.000..._

250,000

185,000

_ 115,G00
300,000

,7

,

_2.120,000

180,000
200.000

34,000

125,000
168,000

293,000-

790,000
2;200,0Q0

400,000
_3.8,210,000
41,600,000

43,870,000

.810,000
2,400,000

200,000
36,540,000
3,9,950,000

42,743,00G

110,000 90,000
110,000 90,000
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b

Statement. of Current Funds,Rev enueS;

Year ended June. 30,

C

:Tuition
',.Fede

s.,.'.
1 appro. tions ,. 4 4

appropriati ns .
ocal appropriat ns

Federal grants a d contracts ..
State grants and contracts

ocal ,grtnt,sand, contracts,
rivate gifts, grants, and contracts

,ndowthenrincome c,

ales andservices of educatiottal activities
al$s anchservicespLauxiliary -enterprises W

ExpireiLtirm endOwment . s ,.

° Other sources (if any) f St, -:frotal 'current revenues ,,
,h, 0

.t',

t xl!
itumenria-inandian

Edusationa nd genera,,
''. Instrbction .

transfers It

J 4.
"Research, . .,

-'Public service . , A
4-

Academic support . '
StkulenestrviceS .
Institutibnal stippOrt ..., , .
Operation pandntenance of plant
Scholarships and fellowships ' e" "

Educational and ge -al expenditures
Mandatory transfers r:

Principal 'ncl into est ,

Renewals and re lacements * f "
Loan fund matchi gran. ^ tr,

Total educationa nd general
,. .

'w

r

69
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Expenditures, and Other Changes .

rrent Year
Unrestricted stricted. .

2.600 000\
00.000

' 74000 ,.

0.000
2 .000 5:75 000
10.000 25.)00
5.000 Ilk 25.000

854660 380.000
' 325.060 209,000

19,0.000: .

2.200.000'
40..000

0
7,540.000 1.014.000 Q

2,960,001) .. 489,000
100,000 ; 4004000
130,000 p5,000

- 250.000
200,000

..---....... 450,000
220,000 .
90,000 100,000

4,400,000 1,014,000
.

90,000
.. 100,000

2,000
4 592 000 1 G14 6OO.

X
Prior

Total Year Total
- ...--.--

S2 600 000 82;300!000.
5 5(30.000 500.000

700.000 700.000
100,000 100.000
395.000 350.000
35.000 200,0015
30.000 45,000

1,230,000 1.190,000
't.

534.000 ft 500,000
/ 190.000 195,000

2.200.000 2.100.000
40.000

8.554,000 8 __...,180.000

.

3,449,000 i 3,300,600
510,000 650.000
165,000 1 'i5,000
40,000. 225,000
'260.000 195,000
450,000 r 445,000
220,000 200,000

. 190,000 80,000_ . 1_

5,414,000 5,370,000,

. .
90,000 50,000

100,000 80,000
2,000 .

5,606,000 3 ;06500' .

70
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Exhibit lb (continued)

ti

V

Expenditures and mandatory transfers, (cortt'd)

Auxiliary enterprises
Expenditures . , .

"Mandatory transfers for:
Principal ,and interest. ..... .

ReneWals and replacements .
Total auxiliary enterprises .......

Total expenditures and mandatory transfers.

.

Other transfers and additions/(deductions)

-. ExcesS bf restricted receipts over transfeii to revenues....._ .......... .......
Refunded to grantors. .

Unrestricted gifts allocated to other funds
PorAn of quasi-endowment gains appropriated

Net increase in fund balances 1
, .

.

O

71
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Current Year
Prior

Year TotalUnrestricted Restricted Total

1.s30,000 1.830,000 1,.730.0000

250.000 250.000 250.01)0
70.000 70.000 70.000

2.150.000 2.150.000 2.050,000
6,742.000 1.014.000 7.756.000 7,550..000

45.000 45.000 '40.000
(20.000) (20.4400)

(650.000) (650.000) (510.000)
40.000 40.000

188.000 25,000 21-3.600 160.000

t

`2,

ti

ri

0

72
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Balance sheets are frequently more helpful when used in conjunc-
tion. w ith other fiscal reports or knowledge. The single most. impor-
tant exhibit overall in a typical financial report is the statement of
changes in funds. Exhibit lb. which works directly with the balance
sheet, lhows flows in and out (rather thanhalances) and monitors
the sources and uses of funds and some of the relationships
involved. It reveals overall dependencies on certain sources of in-
come and the greater dependencies on some activities compared

ith others. Accidents of outside interest, legislative or private, of-
ten tend to 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-lundsstatement in conventional matrix format. one
can see the principal limitation immediately. It does not give prior -
sear figures and thus is less informative about the year-to-year
pattern. However. it is much more informative for internal analysis
of what kind of money is used Ptir 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, costing $5,414000. is being heavily subsidized. party by
a state appropriation of $1.300.0004 partly by private funds of
$850.000 not restricted to specific other purposes, and partly by an-
other $549.000 in investment income. (Some of these funds go into
activities other than the direct educational experiencenongpon--
sured research. for instancebut given the apparent size and char-
acter of this mythical institution, it seems likely that virtually all this
money.. if well spent..subsidizes their experience' directly _or indi-
rectly:) .

Faculty members 'Plight conclude from the same figures. in a situ-
ation in which more money is needed for more or better-paid faculty.
that since there are surplus lean funds for students, tuition could in-
!Crease at a more rapid rate. (We do not, of course. know liglwi:apid-
ly a has been increasing.) Given the general situation in this case, a

6"
Whatever the kind of budget, it must be placed in th

context of a number of years and the process of change
and refinement of format 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 budget is to look at a series of
annual budgets together.

. ,

surplus of $188.000 in unrestricted funds for the year, and a trans-
fer for the same year of $550,000 of unrestricted funds into desig-
nated endowment (where it is theoretically reachable either,for un-
restricted income or principal), there should be no.. extra pressure

73
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on tuition. Obviously the transfer toendowment is one of those pres-
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 is to do, the same
job nextyear thatit is doing this year.)

The NCHEMS thermal also offers suggestions for.1?)ther more
detailed exhibits on sources and uses of funds. particularly current
operating funds. To supplement all these basic reports various
tutkons use-other 'displays, many involving not only accounting but'
also analytical efforts, but these supplementary exhibits are too
various t discuss here with any specificity. While they sometimes
generate Useful information fur faculty members, more often they
simply le d to other efforts to get more useful data. Many are de- .
signed to lustrate major trends and concerns. such as percentages
of Inc.rea e and decrease in income -and expense categories over a 4t
period of years.

Used out of context without a careful review of assumptions and
qualifications, particularly when trends appear to be indicated.
they can lead to totally erroneous conclusions. The best course is to
consult not only the authors of such displays butt 'other more objec-
tive analysts to .make sure of their meaning. A jump in the payroll
may mean more employees or higher pay, but usually a concealed

#mixture of both. An increase in the faculty payroll greater than that
.for other professionals may mean merely that librarians are being
Included in the faculty payroll for the first time.'It is better to look
for questions to ask in examining these exhibits and schedules, than
for conclusions to draw.

The other published information for faculty members is in what--/-
ever budgets'may be available. There is never likely to be.sugicient
standardization of the budget documents or processes of highe,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 than an
insautional budget. and it is evert safer and easier to read a subde-
partmental budget. The higher the scale of aggregation, the, more
concealed the significant specific decisions and transactions. Ag-
grbgation 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 fee of good analysis and understanding of the
apetifics in a budget.

Seoerud. there areliyo-liasic ways to construct a budget: by object
categdries of income and expense by organizational unit, or by allo-
cation tif all income and expense to functional programs. There are
infinite variations and combinations,' but generally, the smaller, the

ertd the more precise the programs involved, the easier end
more useful it is to construct a program or functional budget. On the
other hand, the larger, the more complex, Ind the more overlapping

4

the activity, the more likely it is that traditional budgets using object
categories of expense arid income by organizational 'unit will he
needed for both analysjs and control. Theoretically one should be
able to do a program budge}, for even the most complicated institu-
tion, but it would necesarily depend on a-host of more or less rough
assumptions about how faculty salaries are divided among flux-
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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 expense budget for a nonexis-
tent and not very] complex institution it calls MICRO University IL
Exhi 't 3 shows MICRO U's institutional summary and the NCHEMS
app ach to program components. Bpth are derived by formulas
that allocate all expenses. accumulated or predicted, through con-

/ventional accountinNnd analysis. For faculty members concerned
with the hereend nqiv. the program approach and its assumptions,
whether written into model simulation formulas or not, Will be tough
and fequently unprofitable going. So will the conventional budget
of afiy reasonably complex instinition, but a conventional budget
will at east be directly verifiable and reconcilable 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 rear than informing about institutional trade-offs.

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 to year that almost every institu-
tional budget has been going through recently.There are periodic or
ryclicajidistprtions, such as a program or publication that occurs
only every three years. and noncyclical changes in classification
andaggregation. Every time epategory called "other" gets up to a
sizeable. Percentage of the wrible, for instance, it needs to be split
out and handled separately. In that case "other" is-not decreasing,
it is being redefined. In thp energy crunch: the dollars in "other"
have e orally taken a real downturn, but have been more than
comp sated for by -a new. separate. and ominous category for utili-
ties. he 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 chn be useful analytically when an institution
faces' disaster or revamping, but most useful budget discussions
concentrate on the margins, the increments, and decrements.

None of these publishedidocuments and very few of their support-
ing workpapers really illuininate any but the largest trade-offs and,.
relationships. They do, however, indicate the broad outline of the fi-
nancial life of the institution and the play of the various sources,of
income on' expense patterns. Their real function is to give the inter-
ested fadulty matuker a general notion of where the institution
stands financially and whither it is tending. Somewhat less reliably,
the documents indicat e overall financial strategy of the trustees
and administra nd the relative allocations to the various -uses.,
Finally, one finds in the 'documents clues about:less cosmic relation-
ships and trade-offs, clues that can be te4ribly misleading but at
least open up the questions involved. Those questions will only be

tanswered 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 Edonomics that this circumstance of trust lies at the ceoler of
a fruitful budget collaboration by the major campus constituencies.
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Who Makes What Decisions?

Conflicting organizational pressures in academic institu-
tions must be resolved differently than those that arise in
organizations bated on industrial and hierarchical mod-
els. Nor is ,the,industrial union' model adequate, for aca-
demic institutions. With or without colledtive bargaining,
the faculty's best hope'in helping determine its fUture lies
in the principle of shared authority. .
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THE MODERN AMERICAN UNIVERSITY, AND. PARTICULARLY
the large state-supported institution, is a_formidablebure.aucracy
with all the advantages of organizational sizeas well as the curse
of bigness. in its pristine form;sis B. Alden Thresher of MIT has
noted, it is a pyramidal strdcture with sharply defined limits of au:.

r. thority and responsibility. Power flows from.the top down. Informa-
tion may flow from, the bottom up, hut seldom policy, initiative, or
wisdom. The modern university was built on the conventional notion
that students are there to learn, professors to teach, and adminis-
trators to govern. Let no one cross ,these, jurisdictional lines.

The University, president sees 'himselfand likes to see
himse f4.-. as the incarnation of the institutiod.'Constrained to deal
with iltiple constituencies within and with rut the university, he
must be the roan for.all seasons who alone can articulate the central
values of the institution he regresents. He Must, as Clark Kerr ob-
served, be a"friend of the students, a colleague to .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 perguasive
diplomat with donors, a champion of education generally, a sup-
porter of the i)rofessions (particularly law, and medicine), a spokes,
man to the p ess, a scholar in his own right, a public servant at the
state and na ional levels, a devotee of opera and football equally, a
, , ,
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'decent human being. a good husband anctfather, an active member
of a church. He must even enjoy "traveling in airplanes. eating his
meals in public.-hd 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 necessary, to accomplish the
overall institutional goals of the university. Discussion, consultation.
and debate may be helpfulfaculty 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 uncongenial to the -adminis-
tration. Furthermore. the faculty does not necessarily object. Many
professors are perfectly content to let the administrationthe
"Money men" worry ab fuhditig the university so tong as the
faculty are left free to ursue their teaching and research. The
typical professor is c ocerned not with where the money comes
from, but with gelling his 'share of it. A professor'S loyalty, if any, is
not so much to his institution as to 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 personalGuccess,as a scholar. but rather re- .
cards it eslittle more than a convenient. and possibly transient. in-
frastructure for professional pursuits.

This hierarchtgal model, whatever its worth in the pastcame
under increasing' criticism and attack in the late I960s. when facul-

' ties. like other constituencies in the university community, became,
reluctant to let the adrainistration govern while they confined them-
selves -to instruction. They began to voice demands for increased.

The typical. professor is concerned 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 to his profession/An-the final analysis', the professor '
(lees not identify with theiunitersity as an organization

,whose survival, development, and growth,fiave 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.

participation in goornance. for "a -piece of the action." This be-
came more pronounced in the early 197Qs as 'declining enrollments.
the ravages of inflation, and less generous, outside support brought
the recession to higher education. Administrators began to .embrace,
a 'variety ofhatd-nosed stratagemS to deal with new financial reali-
ties. Some proclaimed a need for greater faculty productivity and
arcountabilityla topic discussed during the salad days, otto vocei.
Others experimented with hiring freezes on appointments. Still
others imposed rigid tenure quotas. Finally, some administrators.

L./
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`'th;eatened with what they considered impending financial disaster.
disinisied 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 decisionsor, more precisely, adminIstrativetiat. The clas-
sic example, of course, is the Bloomfield College case, when. with a
bold stroke of the pen. tenured professors were fired and the tenure
system abolished and replaced by a system of one-yedr terminal ap-
pointmentsall in the name of financial exigency. The administra-
tive decision was overturned by the court, which noted that/the ad-
ministration's -primary objective as the abolition of tenure at
Bloomfield College, not the alleviation of financial stringency."

While it would be,inaccupete to suggest that the administ
actions of Bloomfield College are in any way typical of collects and
un versales, there is sufficient evidence of administrative excesses
an busecif adminis relive discretion to suggest that these may ex-

,. plain. hyfaCalty,me in ever-increasing numbers are begin-
ning to reject the mans rial or corporate model of academic gov-
ernance. Indeed, manx hay.edecided that full-fledged participation
in the governance proAai must be achieved as a matter of statutory
right rather than as a privilege atcortled by administrations. These
faculty have the'refore .turned to collective bargaining, and some
aveeven embraced the mos# extreme, adversartype of such ber-

g rfliP,8-
The American Federation of Tea chers is the prototype of this ex-

treme. In its 'vieyv,.."The American university has a peculiar struc-
ture. Engrafted on its educational element is the corporation. The
Board of Directors is theB4ard or'Frustms; the managers are the
presidents and the host of deans. It is, these groups that wield the
power and authority and determine the destiny of a university., To
be sure, they have woven a web of faculty senates and councils
which simulatethe original role of policy making thef university fac-,
ulties once had. The advisory nature of these bodies provides them

'"with some active tole in curriculum and student affairs, but virtual-
, ly no part to play in securing the.necessary finance's to provide pro-

feisional salaries, workload, and working conditions." Collective
bargaining, says the AFT, is the only "proven process for giving ern-,
ployeA7blue-bollar, white-collar, and professionala real voice in
policy roaking for redressing the imbalance in bargaining power
between fanulfly aid administration; and for achieving "truly pro-
fessional-cont 'firms." The A.F,T says that the great virtue of.,collec-
tive bargaining-is that it matches power with power. It, may function
in an adversary setting where professors as employees engage their
administrators as semploYera ut the- end resukis ,to remove the
"cant and 'hypocrisy' of intramural faculty orgaitzation1s and give
faculty a real voice in delno'Cratic self-government. ;

Thaindustrial union model undoubtedly provides some benefits to
an organized professoriat. A colle e balkaining contract affords
better protection against arbitrary, capricious, or discriminatory

. -,Irdminlstration than a policy stateme adopted unilaterally by the
atdrninistrafive power, structure. For e mple, policies on academic

'ffeedom unilaterally pioniulgated by dnjiniptrative authdrity can
he unilaterally withdrawn by the same uthoritxespecially in per-

" ' iods Qf economic gr political turmoil when sun protection is needed
most. HoweyertellectIve bargaining may alsoi.esult in visible,

,
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. . -short -run, and in some ca spectacular economic gains for thefaculty. One dramatic exa e is thesurvey of Michigan some yearsago showing, in a ranking according to salaries, that 7 of.the top 10institutions in the state were runior colleges, most of which operated
under. facult union -contracts.

Neverthele the industrial union model does not cope effectivelywith two maie problems,-even beyond4the 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 inpoint is the United Mine Workers Union, which achieved substantial

The modern American university, and
particularly the large state- supported' institution, is a
formidable bureaucracy'Withall the advantages of .

organizational size as, well es,the curse of bigness. in its
pristine form, as B. Alden Thresher ofMIT lies noted,

it isApyraniidal structure with sharply defined limits of
aultrority and responsibility. power flows from the top
down. Intormation 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, professori to teach, and

administrators to govern. Let no one cross these
jurisdictional lines.

increases in w s and fringe benefits during the 1950s while its
membership, dwindled from more than 500,000 to roughly 140,00d.
John L. Lewis, When pressed by rank-and-file to fight for a $2 per
hour wage increase at the UMW 'convention in 1948, had predictedthis. "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 militantssometimes do not, that the wage pieat a point in time or in theshort 'runis fixed, and that higher wages can .be had only at thecost of fewer workers. Pr ssors might consider this when they
boast of economic gain's fo lished insiders without considering
the price paid by potential newdo ers who may find job opportuni-
ties curtailed as a result.

Second, the industrial union model ay fail to secure for the em-
ployees meaningful power over the direction of the corporate enter-prise. The United Automobile Workers Union; far example; has im- ,pressive cloui at the bargaining table and can boast.of great eco-nomic gains for its members, but certainly hes,not been able to influ-ence the price at which General Motoresells'its cars, the kinds ofcars GM chooses to produce, or the location of GM factories. These
managerial prerogatives are jealously reserved -as the private do--` main of the coyporation's 'directors and managers. Similarly, i aca-deme, once the industrial union modells embraced, a dichotomy isimmediately created letween "emplOyees" and "einproyers." Prodfessors may then negotiate with the 'administration about salary

. ,
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scales. workloads, and grievance procedures. but if the industrial
union experience holds. they may forfeit their right to participatein

Ndetermining the overall goals of the university. in setting its priori
ties, dad in selecting,its principal administrators: In short. the facul-
ty union may have a powerful voice in how the salary portion of the
budget shall be distributed. butit may force the faculty to forego
whatever power it has (or could obtain) to influence the overall allo-
cation of the university'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.

The shared authority model of university governance overcomes
he inhi;rent disadvantages of both The Hierarchical and indugtrial

u ion models. The shared authority model rejects the assumption,
ha, i( to the other two. that there is a sharp dichotomy between ad-
min tration and faculty, as well as the notion, basic to the hierarch-
ical, odel. that meaningful collegiality can be maintained where
proles ors merely teach While administrators govern. The shared
author ty approach obviously turns away from the sfissumption that
facultie can obtain their rights only by confronting power with
power i an adversary framework. Instead. it is based on'the-wcp-

*Co
,

"----

M imam faculty participation in decision making,
part ularly in cases of financial exigency, should be- .
stand rdpractice..Suth participation tends to assure
that t e educational implications of decisions will tie

fully exp ored and considered; that the,best professional
judgme t will be used to determine which reductions

are least 1 ely to damage the long-run objectives of the
university; hat procedural and substantive due proces

for the in viduals concerned will be respected; and
that the bo i a fide nature of a financial crisis will -be

demons ated before drastic action is taken.

a

ositionostensibly idealistic. but in fact pragmaticthat the cen--
tral values of the university can be advanced only where there is a
community .of interest between administration, and faculty; where
power and responsibility are shared in an atmosphere of civility and
cooperation, and where there is effective collaboration between

, equal partners in the decision-making process.
It must be stated that shared authority means faculty must have

an increased voice in the budgeting process and participate fully in
the central allocation of the uniyersity's scarce resources; because
this is the university's value sy'stem, the ordering of priorities, and

. the ultimate exerciseof 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
Boards of Universities and Colleges), "The faculty should partici-
pate both in the preparation of the total institutional budget and
(Withia the framewo,ik of the total budget) in decisions relevant to
the further apportjpning of its specific fiscal divisions (salaries, ace-.
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clemir programs. tuition hysical plant and grounds. etc.).
6 The soundness of resulting decisions should be enhanced if an

elected representative committee of the faculty participates in de-* ceding on the overall allocation of. institutional resources and the
proportion-to-be-devoted directly, to, the academic program. This
committee should be given access to all information hat it requires
to liel'form its task effectively, and it should have the opportunity to
ronfer periodically-with representatives of the administration and
governing board, Such, an institution-lever body. represepta4ve of
the entire facuity.. can play an important part in-mediating the fi-
nancial needs and the demands of different groups within the facul-
ty and can be of significant assistance to the administration in re-
solving impasses which may arise when a large variety of demands
-are made on necessarily-limited resources. Such a body will also be
of critical importam e in representing faculty interests and inter-
preting the needs of the faculty to -the governing 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-
calit impending financi51 difficulties. The facultywith substantial
representation from its nontenured as well as its tenured members.
since it is the former whosarelikely to bear the brunt of any reduc-
tionshould participate at the department, college or profeisinnal
school, and institutionwide levels in key decisions as to the future of
the institution and of specific academic prograths within the institu-
tion The' faculty, employing accepted standards of )due process.
should assume primary responsibility for determining the status of
individuallaculty members. The faculty should play a fundamental
role in any decision that would change the basic charaCte; and.pur-
poses of the institution, including transformation of the institution.
affiliqtion of part of the existing operation with another institution.
or merger; with the resulting abandonment or curtailment of dupli-
cate programs.- 4 _
. 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 s,ubsiantive due process for the individuals con-
cerned will be respected; and that the bona fide natu5e of a finan-
cial crisis will he demonstrated before drastic- aaticei is taken.

If the principle of shared authority becomes the central operating
principle of governance, both, the administration and the faculty
stand to benefit. The administration. by informing the atulty
through a 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 be unpopular or unpalatable.
In effect, tile faculty is co-opted into supporting decisions its own
representatives ha 'helped make. Similarly, professors, with ac-

/fess to information customarily denied them and, an opportunity to
affect major deciAions with theit uniqugfperspectives, insights, and

/
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. . f
values. arc placed in the fortunate p'usitio r) of having to support and
live with not decisions made by others and passed down f;um aWivb

--but des..Isarps,the facnity, es make as pa'rtnerss c
within-e demon:etre rpower st'ructu.rev...- .,...

-.-..

Seen from.fhe isepersbectves,the curtent debate over Cutlidiisco .......,.

bang ;Agin higher etRICAiort loseS inueti,,of its 41ev artc& CnIlec-
t bargaining beconies a Means to an end - i an ens in it-
self. In some-institutions where iierar rirea1Wdens 4ti11 in fikil ' .-,..,
fort-e.collek.tivehargainin ay, be the hes technique ,O esttbrish= *. 0
ing'shared a tliority. In, stitutlens at The most fidianced stage or

. ..
admin6trdtiv .... 10 collective bargai, ing=m&y,..b%whpllyasuper-
fluous. In any ease: 011ective bar fining becomes part orlhea
goy ernanceproce . it is cruci z be thii,,rightlaidDf baraiii- ,

. - ink;. based nn -the reciauthoillity_principle rather Man theradyer-
40.,

sary. industrial -unio; `model.,... t- '- ; 0 -
With collective bargaining in som inStitutions,, without colleofiv'e. , 0 :

bargaining in others, the principl of shared ,authorIly offers, the
0

best hope. for civilized gow finance i Americen higher education. It
is based-on the fundamental academic -values: of .collegiality and 0

1
cociiimunitY' q interest between administiatipii and recultyas well
as on the precept of creniocratic paNcipAtion.:in 'decision making.

. , . * . . ,,,,,,
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For Further Reading

For those wishing to delve more deeply into the .i05ject of
academic economics and managerial concepts, these*
readings ha.vp been selected for clarity and usefulness.
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