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Preface

A great deal has been written about what the decade of the 1980s
portends for nigher educatisn. Most of these scenarios reflect the
extension cf eveats that began to take place in_the late 1970s. Almost

evory projection for the 80s incorporates the effects of the Gecline in
the pool of traditionai-age college going students: Such an enrol Iment
projection suggests that many colleges and universities will be forced to

cut back on thé size and scope of the program offerings they currently
offer with all of the attendant pain and dislocation brought on by such
cut-backs. Most scenarios also suggest that the future will see increased
competition among institutions as they scramble to increase their piece
of a dwindling pie in order to simply maintain enrollment Tevels.

‘While many of the predictions Tor higner education in the 1980s seem

foreboding; administrators and researchers have already begun to address
the future by developing innovative planning and management approaches:

They have begun exploring new methods for attracting students and for making
their educationa! "product" more valuable and more attractive. They have
begun to study ways of retrenching that will result in both a smaller
institutional size and higher quality educational programs. They have even
started thinking about competition and what it implies for colleges and
universities.

" The purnose of this document is to serve as a forum throtigh which

administrators and researchers can describe some of their ideas for dealing
with the 1980s in hopes that others might benefit from their ideas: The
document itself is a compilation of papers that were submitted to the NCHLMS

Plaaning and Financing Program in response to a competition sponsored by the
Program. The Furpose of the competition was to identify ideas relevar to
higher-education planning and management in the 80s. The competitior solicited

tiie ideas of practicing administrators; researchers; and students end this

document represents the best of the papers that were submitted.

Glancino at the table of contents will show the reader the wide rance
of topics cevered by the papers in this document.

The first paper "Faculty Reallocation: Plattsturgh State as a Case

Study," by Joseph €. Burke, describes how one coliege president attempted
to deal with the problem of faculty reallocation, a problem brought on by
changing patterns of student demand and a series of state-imposed mandates
to retrench. The case study focuses on the political ramifications of.
trying to make faculty reallocation decisions a "rational" decisionmaking
brocess. The president attempted a variety of strategies for reallocating
faculty positions among programs and finally found himself with the

development of a series of 5-year staff plans for the college. His

discussion of the trials of rational decisicnmaking in a poiitical environment

vii



is both significant and relevant for those who might find themselves faced
with a similar dilemma.

 The second paper; "Managerizl Styles in University Budget Pianning,”
by Timothy J. Delmont; examines the extent to which universities utilized
an "open budgeting style." Delmont defines an open style as characterized

by an operness in communication; the degree to which technical analysis is
iised, and the degree to which the decisionmaking process is participative:
He contends that as the need to retrench becomes more and more imperative,
use of an open budgeting style may becomeé a necessity in crder to resolve
difficult resource priority questions:

"The Utilization and Financial Characteristics of Tax-Exempt Auxiliary

Corporations Affiliated with the Major Public Universities in the United
States," by Robert W. Gaily, examines the use of tax-exempt auxiliary
corporations by universities. In particular, fhie explores the degree to

which such corporations might be used to give public institutions some degree

of management flexibility outside the bureaucratic control of state governing
bodies: He examines the strengths and weaknesses of duxiliary corporations
from both the internal perspective {e.g., impact on the overall management

of the institution) and the external perspective (e.g., compectition with other
units within the institutions for fund-raising:

~ The final paper written by practitioners "An Identification cf College and
University Pesr Groups," by Paul E. Lingenfelter and James E. Elsass; is a
study in which they describe an empirically based method for identifying
college and ur iversity peer groups. Their study shows how peer groups can be
created using a set of quantitative criteria. This type of an approach to
peer group identification will undoubtedly become increasingly important as
the use of peer groups in decisionmaking becomes more prevalent and as the

impact of the decisions they support becomes more critical.

A second category of competition was sponsored for researchers in higher -
gaucation administration.

The first paper in this category "Evaiuating College Campus Closings for
the 1980s: A Case Application of an Optimization Model," by Stephen A. Hoenack
and Janet K. Roemer; describes a model for evaluating campus clocings. The
model they cutline is designed to help state-level planners decide which
campuses to close down using information about size, quality; costs, and

estimated enrollment demand.

The second paper in the research category "Fear and Loathing Over

Competition in Postsecondary Education," by L. R. Jones, discusses the
possible implications of competition on public higher-education institutions.
In particular he examines how competition might affect the potential for
governments to intervene in higher education through regulation (in particular
their tendency to try to regulate market entry; prices; and program quality

viii _
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and to regiiire comprehensive planning 4§ & response to the sxistence of
competition).

"The Impact of Circular A-21 on Property Control Systems of the

One Hundred Institutions Leading in Federal Sponsored Research,;" by
Mercdith Snapp and John D. Porter, is a discussion of the impact of
Circular A=21 on the property control systems of the major research

un1ve.s1t1es In the f1rst part of the paper they recommend enhancements

a significantly 1arger amount of indirect costs lmmed1ate1y Then they
describe the results of a survey they conducted to dotermine the degree

to which institutions take advantage of such cost recovery provisions
within Circular A-21.

 "Information Systems for State-Level Lecisions and the Budget," by
Fred Thompson; éxplores & number of ideas related to the type of information
needed to support the management of institutions.  In particular,_he
discusses the problems €alifornia's Data System of Instructional Resources

(DSIR) had in providing the information needed to plan and manage in a

compet1t1ve,fstudent demand-oriented environment. In the process of
examining the information implications of such an environment; Thompson
e*p]ores a variety of ideas related to budget decisionmaking, competition

in higher education, and state funding of higher education.

_ The final researcher paper "Indexing Tuition to Cost of Education
Implications for State Policy,” by Dennis W. Viehland, Norman S. Kaufman,
and Barbara M. Krauth, examines the factors that must be considered when
developing a state-level tuition policy based upon the cost of education.

A survey they conducted revealed that 14 states currently index tuition to

the cost of edurat1on However the pr1nc1pa1 foéué of the paper is a

and a considerstion of its 1mp11cat1ons for equity, access, state budgeting
practices, institutional autonomy, and cost containment.
students.

"Program Rev1ew and the Enroliment Crisis;:" by Kenneth €. Breen; refieets
on the program review process and its changed role given the climate of
dec]1n1ng enrollments. This paper was selected for inclusion in this document:

Given the inevitability of d[amat1c chanqes in the 19PO< effect1ve p1ann1nq

and budgeting will be no simple task. It is our hope that this decument might
aid higher-education administrators in that task:

Douglas J. Collier
Director, Planning and
Financing Program
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Faculty Reallocation: The Product; The Process, and The Politics

~ The end to growth in enrollmen:. and resources in the Eignties will force
colleges and universities to de. <¢ acceptable plans for reallocating faculty .
positions among academic departinents. Though the growth will be gone, the habit
of hav1ng its benefits will 11nger on w1th facu1ty, fudents, and soc1ety, for

encies: Students and society will continue to demand the rapid staff1nq of new

and developing programs to satisfy their changing wants. Faculty in established

fields with falling enrollments will resist programmatic shifts that can only

be staffed at their expense. The &nd to growth will provoke a crisis in campus
governance and produce a cha]]ehgé for campus Teaders. College and university
administrators must devéiop reallocation plans that can meet the changing needs
of Students and society and can win the acceptance; or at least the acquiescence;

of _current faculty. The €oilege at Plattsburgh struqq]ed to cope with this

dilemma during my first six years as President from 197" “o 1980. Perhaps our

experiences with reallocation might prove useful to other institutions as they

face this problem in the Eighties.

- Growth in the mid Sixties and edrly Seventies had transformed Plattsburgh
State from a small, single purpose; teacher training, institution into a .
comprehensive university college of five thousand stacents. The transformation
was painless as well as dramatic. Reallocation was never mentioned,; much less
used. Enroliment growth produced the facuity positions required for new and

expanding programs. As late as 1970, a State Master Plan had scheduled a
doubtiing of the student body by 1980, Non cne disputed the inevitability of

this enrollment growth or doubted that it would bring a flood of new faculty
positions in its wake.

The fiscal crisis of New York State and a 1arqe droo in enrollment in_the
mid Seventies exploded these assumptions, biut the sudden turn of events left
intact the expectations of faculty and students. Though the enrolliment decline
proved @ témporary phenomena, budget cuts became an annual problem. Enrollment
gi ew by seventeen percent from 1974 to 1977 but the College lost over cleven

percent of its teaching and non-teaching s aff and its funding increases averaged
less tha1 three percent a year.

~ The budget crunch came at the wourst possible moment. Changes in the Campus
Mission anu in the career interests of students demanded the rapid staffing of

new and developing progre - 1n a period when the College had to slash its
authorized personnel. Thrse developmentS produced gross inequities in staffing
among Acadraic departments. For example; the number of majors in Elementary and

Seconoary tducation D]Ummﬁ(ﬁd from nearly forty percent of the campus total in
1970 to tweivn percent in 1377. Meanwhile; majors in Acco:nting and Business;

programs started 1n 1973, soared to th1rteen percent by 1.77; and those in
Environmental Science, a degree bequn in 1974, climbed to seven percent. Despite
these shifts, Teacher Education had forty- three professors in 1974, while
Accountiing and Business combined had just four and Environmental Sc1ehc@, two .
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dniy the size of these programmatic changes makes them atypical. By the Fall _
of 1979, forty percent of our students majored in procrams that had not existed
eight years earlier.

My first speech to faculty in the Fall of 1974 declared that the "more" of
the Sixties and early Seventies was over for Plattsburgh State and for most
colleges and universities. It predicted that the second half of the Seventies
would demand the creation of a dynamic college whose capacity to respond_to
the changing needs of students and society could not depend on growth. I §
insisted that our College could not remain dynamic without a ratioral system of

reallocating faculty lines among academic departments: Such a system required

the establishment of equitible student/faculty ratios fer all departments

based on discipiinary needs and the implementation of 2 annual reallocation
overenrolled programs:

The administraticn pressed the case for reallncation by presenting to every

faculty member a five-year analysis of enrollment and staffing patterns for .1l
departments. We insisted that each department review the comparative data for .
all academic units in order to encourage an institutional, rather than a parc ' ial,
perspective. The statistics demonstrated that gross staffing inequities exis::d

in a number of departments and indicated that many of the current student;faculc
ratios owed more to historical accidents than to disciplinary needs. In a
meeting with the Executive Committee of the Faculty Senate in the early Fall,

1 proposed that the Senate appoint a committee to recommend equitable staffing
ratios for each department, which would serve as goa:c to be reached within three
to five years. I also informed the Executive Committee of my intention of_
instituting an annual reallocation process that Spring. It would place all
vacant faculty positions in a central pool, whether they arose from retirements,
resignations, or_the end of term contracts. Thcugh the final decision on
reallocation would rest with the Vic: President for Academic Affairs and the

President, 1 asked thot the Senate cuthorize its Faculty Affairs Committee to
participate through consultation in tne decisionmaking process.

‘The plea for reallocation seemed rational; but it clashed with the political

reality of the current composition of the faculty and i:s representative bodies.

In effect. it asked the faculty and the Faculty Senate tc accept and participate

in @ process inat conflicted with the departmental interests of a majority =f
_its professors, Betwsan 1974 and 1980, reallocation took positions from fo:.rteen
comparatively large departments for transfer to only eight relatively small

departments: In the Fall of 1374; professors from departments that eventually

lost positions constituted 62% of the total faculty: those frem units that
gained; only 10%; and those from groups that remained stable, 28%. Between 1974

and 1980, Senators from departments that lost positions averaged 65% a year of

the faculty representatives; those from units that gained, only 7.6%; and thcse

from groups that remained the same; 21.4%: The crucial Standing Committees of
the Senate had even fewer representatives from programs that benefited by
reallocation, For example, in the entire six years,; both the Executive and the
Faclilty Affairs Committees had not a single member from a department that

gained positjons. Given these statistics, the suprise is not that the Semate
and its Committees at times resisted reallocations plans and attempted to restrict

their scope, but that they participated at all in a process that clashed with

their departmental interests and those of a majority of their constituents.

3
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The issue of reallocation also divided the College adiginistidation.
Plattsburgh, along with many colleges ard universities; had attempted to oope.
Wwith rampant growth in the Sixties and early Seventies hy adopting a decentral-
ized structure. It had five Faculties: Fumani ies; Social Sciences; Science
and Mathematics, Profess1ona1 Studies, and General and Cont1nu1nq Education:

The Faculties operated almost as autonomous schools. A majority of the Deans
resisted the implementation of a €cllege- wide réallocaticn system. The

comparatively low student/faculty raties in two of the Faculties made them

definite cand1dates to lose poq1t1ons, and those in a third marked it dis . a

probably prospect. Thouah one Faculty had a few proqramﬁ that would obv1ousiy

add positions, it contained several large and powerful cepariments that might

lose them. Ite Nean, along with a majority of its facu]t),rrvma1ned at best

amb1va1ent on rea110cati0h Th1s decentra11zed academ1c Orqan1zat10n hampered

a Co]]eqe wiae system of reallocation.

The announcement by the Governor in January of 1975 of a larqge budget cut

and position reduction transformed the reallocation issue into an inmediate

crisis. The Executive Budget directed the 2limination of at least rine facuity
positions; along with large cuts 1n non-teaching personnel. If the Budget

obviously presented a prcblem, it also afforded an opportunity: [ obtained

permission from the Central Administration of State University and the Governor '«
Bivision of the Budget to submit within one week an alternative plan for
accomplishing the cuts specified in the Executive Budget. The proposal, which
was accepted by University and State ficiais, substituted administrative
positions for the mandated deietions in facuity lines. The Plan reduced the five

Faculties to two, "Arts and Science" and "Professional and General Studies"

The reorganization permitted the elimination of two Deans and two Associate Deans.
The Plan 3150 deleted the positions of three Assistants to the President; an
Executive .ecretary to the President, and an Assistant Vice President for Student
Affairs. The crisis had the effect of reduc1nq the unr=alistic expectations of
the faculty on future growth; and its solution demornstrated my determination to
eliminate faculty lines only as a last resort, If the mandated cuts in faculty

had been made; the prospects of implementing 1mmed1ate1y a system of reallocation

would have been dashed, or at least seriously diminished.

, Thouqh the Faculty Senate in February of 1975 voted to %tronq]y d1saoprov
the promilgation of a new academic organi ization withcut appropriate consulta’ion,
most faculty seemed pleased with the new structure and delighted that the budqet
crisis had been solved without eliminating teaching l1ines. Clearly. the Senate
liked the product of the rébruan1zati0h but d1sapproved of the process. On

Faculty Affairs to consult with the President on facu]ty real]ocaf1nne for the
comi~q academic year.

 In Deceriber of 1974, the Senate had considered my request for a ommittee
to develop weighted student/faculty ratios for each cepartment based on the needs
of the discipline. It authorized the Exacutive Committee to appo1nt an ad hoc
group not to determine equitable ratios buty to "study the various implications

of assiqning different student/faculty ratios to different departments..., as

i
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Committee to complete its deliberations by the end of the second semester.

Three of the five faculty members on the Ad Hoc Committee came from departments

well as the presumptive grounds for differential ratios:" It charged the

that were certain to lose positions under any rational staffing formulae.

It was also chaired by an Assistant to the Dean of a Faculty that would un-

doubtedliv suffer reductions.

. The Committee struggled with its task for three months. It solicited
written_and oral presentations from all departments on the desirability and

feas1b111ty of developing weighted ratios and on the factors to be considered

in determining them. Naturally, all departments stressed the ingredients

unique to their disciplines and either justified their current ratios or

argued for increased staff. The Committee presented a two-page "Preliminary
Report" in late March of 1975 to meet the deadline st by the Senaté. The
report merely conceded that student/faculty ratios should vary among departments
and 11sted by way of examp]e, ‘some. facwors that obviously shou]d 1n11uenee

class level. Theugh the Senate Chair reappointed the same Committee for the

following academic year; the group never completed its work. Frankly, the

administration and the leaders of the Faculty Senate tacitly conceded that

agreement on weighted ratios was unlikely and that even the prospect of

developing them appeared tooc threatening to a majority of the faculty and their
academic departments.

Weighted stucent/faculty ratios by discipline made educational; but not

pbiitité], sense. By raising a general issue that touched every department, it

spread anxiety across the Campus. The imagined losses of positions flowing from

such ratios far exceeded the number of positions that were likely to be

reallocated in practice. Though the failure to develop such ratios was
predictable; the attempt constituted an essential step in the politics and ,
the process of developing a system for reallocation. It prevented ooponents from
asserting that no reallocation should occur until the faculty could determine
what constituted équitab1e ratios for each depértment. :

successful. It threatened d1rect1y each year only those departmentg W1th

vacant pos1t1ons in the pool. The first consultation with the Faculty Affairs

Committee in early June 1975 followed an obvious pattern. Since this was the

first effort at rea]]ocat1on, the Comm1ttee, probab]y w1se1y, took a conservat1ve

only four 11nes, all of them generated by res1qnat1ons and ret1rewents It
claimed that the obvious staffing needs of growing programs could be diminished
by avoiding course duplication with the more established departments and by
ut11121ng the multidisciplinary talents of existing faculty to teach courses

in the expanding fields: Unfortunate]y, the adm1ntstrat1on felt that the situation

demanded the transfer that year of six positions; with the additional two lines

coming. from non- renewa1s A better strategy for the f1rst attempt at rea]]ocat1on

Committee and to avoid initially the use of non-renewals.



 Though the Faculty Affairs Committee had not recommended the reallocation
Gf positions that involved non-renewals; it had accepted in principle that
such positions became a part of the reallocation pool. Their inclusion in the
pool; and use by the administration, produced a stormy reaction that threatened
the entire process of reallocation when the Faculty returned for the Fall

Semester in 1976. 1In the previous year, tie Senate had charged the Faculty
Affairs Committee to prepare "in consultation with the President 'A Policy on
the Reallocation of Faculty Positions'." The policy recommended to the Senate

in the Fall of 1976 declared:

A col.ege in a prolonged period of steady-state resources and staff
positions must be especially vigilant to maintain a posture of
adaptability to changes in institutional academic reguirements.

As faculty positions became vacant through resignation; retirement,

or at the end of a term contract, a decision must be made on where

each vacant position can most effectively be used to fulfill the
irstitution's academic needs. ...While the final responsibility for
these decisions rests with the college administration, it is imperative
that f culty perspective on reallocation become an integral part of the

decisionmaking process through interactive consultation.

The report also prcposed that the Senate authorize the Faculty Affairs Comnittee

to consi1t annually with the administration on reallocation:

The Committee had hoped to soften the impact of its acceptance of non-renewals

for reallocation by suggesting that in sueh cases the administration should explore

"ways to provide for the incumbent through the assignment of new responsibilities..."
This effort failed. The Faculty Union on Campus, a chapter of the statewide
Unitaed University Professions, warned all faculty not to_participate in_ a

orocess that might result in a loss of jobs for tneir colleagues. The Senate
obviously felt the influence of the Union position when it debated the Report
of its Faculty Affairs Committee in October. After two hours of passionate

arqument, the Policy Statement passed only when the Chair of the Senate broke

a deadlock by voting its favor. The Senate then rejected the recommendation
from the raculty Affairs Committee that it consult permanently with the admini-
stration in the reallocation process. Finally, after a number of members had
left. the Senate by a close vote authorized the Faculty Affairs Committee to
consult for that year only and to report on the results at the next session of
the parent body;_ Clearly, the Senate had sent an unmistakable warning to its
Faculty Affairs Committee.

The Committee got the message. In December, it surveyed the faculty on two

questions:

“]. Should the Faculty Affairs Committee (or any other committees of the

Faculty Senate) make recommendations to the President on matters

rélating to the reallocation of teaching faculty positions...?"

"2 1f the Faculty Affairs Committee does make recommendations to the
President, would you prefer that it consider only the reallocation of
vacant positions...and not...the reallocation of positions occupied

by incumbents?"

Jod |
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The responses from 51% of the faculty demonstrated that the issue divided them
no less than their Senate representatives. Fifty percent thought the Faculty
make recommendations to the administration on reallocation,

Affairs Committee should make recom , a
but 42% disagreed and 8% remained undecided. On the second question, 457 felt
the Committee should not consider for reallocation positions occupied by
jncumbents at the end of their term contracts, yet 41% believed they should
and 14% were uncertain. Faced with this division; the Committee went with the
largest percentages.. It decided to consult on positions generated by
resignations and retirements, while refusing to consider those occupied by
incumbents: It = *er agreed to deal with the latter; but enly after the admin-

istration had vacated them by non-renewals: The pattern established in this

first effort at reallocation wes repeated in the following two years: The Senate
annually authorized the Faculty Affairs Committee to consult for that year only;
and the Committee consistently tried to restrict the number of Tines transferred.

 Despite these difficulties, the annual rea:location process between 1974 and
1977 took 23 fagulty positions from departments with comparatively low student/
faculty ratios: Unfortunately; budget reductions eliminated 9.5, leaving only

13.5 for reallocation.

Positions Lost Positions Gained

BUSiness 50

Education L 4.
Environmental Science 3
]
]

English. )
Physiecal Education
Physics_
International Studies
Art
Computer Sciernce

Home Economics
History

Nursing .

Biology
Chemistry -
Computer Science .50
Geography 50
Special Education 2

Comprehensive Educational Center .1
13.50

— e N N O RO WO

5

Music

Forty-eight percent came from resignations; 39% from non-renewals; and only 13%

from retirements. Give the high percentage from non-renewal and the political
power of the departments that lost positions, the question arises as to why

the faculty allowed the process to continue for three years. Reallocation
appeared to have few faculty advocates, for even professors from those Fragrams
gaining positions seemed reluctant to support publicly a system that adve sely
affected the departmental interests of many of their colleagues., On the other
hand, the annual reallocation approach had the advantage of confining the inevitable

protests to those few departments that lost lines in any given year. Undoubtedly;
the administration's success in handling annual budget reductions with only the
smallest cuts in teaching Tines partially explains faculty acquiescence in
reallocation. Finally, the data circulated each year comparing student/faculty

ratios for all departments presented an irrefutable case for reallocation.
Faculty could; and did; dispute the specifics of reallocation, but they could not

deny its necessity:
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By the Spring of 1977, it became clear that three years of reallocation

had failed to staff adequately new and growing programs:. The annual reallocation

proeeef”had also produced unintended side effects. It played havoc with

planning, since departments never knew whether, or when, they might qain or lose
pos|t1ons Th1s uncerta1nty created anx1ety amonq JUH]OI facu]ty who |eared

often 1maq1ned their positions in Jeopardy he administration could not reassure

them without app=aring to sliort circuit the consultation process. The annual

review also encouraged the adm1n1strat0r§ to recomrz2nd only one-year contracts.

To give milti- -year Contracts to facu]tv in some departments and not in others

would seemn to prejudge the resilts of the yearly consultation. In addition,
vacancies usuaily argse in the late spring or early sumner, which left insufficient
time to find and attract the best candidates in academic_ fields where rising
enrollment made faculty recruitment a growing problem. In Summary. the annual

reallocation approach depended upon the random occurrence of vacancies rather
than on the real and timely needs of the academic departments. In addition, the

reallocation pool "ran dry" after three years of intensive use. The relative

youth of the faculty meant few retirements; and resignations came increasingly

1n academnc f1e1ds where heavy enrcllments demanded replacement rather than

Obviously, the College needed a new approach that would transfer positions

1ile avoiding the defeg§§71gftbe annual reallocation process. _Again, external
pressure provided the occasion for internal change. 1In May of 1977, the Ceritral

Administration of State University required that each of its units accompany
its budgét request for fiscal 1978-79 with a five-year forecast of enrollment
and staffing levels for current and projected programs. The administration of

the College dec1ded to use th1s request to deve]op a five-year staffing plan

The methodology for the Plan involved a variety of inputs. Naturally,

enrollment trends received considerable attention. A stra1qht line projection,
based on the h1<t0r1ca1 rate of growth or decline in majors for the last five

years, established an exagqerated trend. A weighted average, count1nq Hore

heavily the number of majors in recent years: provided a moderated projection.
Within the parameters of these two trend lines, we estimated the number of majors

for each program by considering state and nat10na1 data on proqram preferences

and caresr opportunities and by utilizing three years of statistics on the program

choices of our applicants for admission. The initial projection produced a
total enrollment for the College that far exceeded what the State of New York
was 1ikely to fund at an acceptable appropriation per stiident. We then set an
enroliment target for the College in 1982-83 based on an estimate of the
availability of State funding and redid the projection of majors for each

academic program as a percentage of this tarqget:

proqrams to grow on student demand, 1t would experience an unp]annpd revolution
in its educational mission. A Campus that had struggled to become « comprehensive



college from a single purpose teacher training institution could, if it

succumbed completely to student demands, find itself transformed into a
single purpose business and professional school. To‘avoid this result, the
Plan sét the number of majors for several popular programs at a levei that
would ensire a viable total enrollment for the College yet maintain an

enrollment balarce among its academic programs. A computer program developed
by the National €enter for Higher Education Management Systems allowed the

conversinn of the estimated number of majors for each program into the
projected departmental enrollments; which included the course load generated

by non-majors as well as majors.

- The task remained to determine staffing levels in each department. Again,
the approach utilized a variety of inputs. An annual publication by the Central
Administration of State Unjversity allowed & comparison of the student/faculty
ratios of departments at Plattsburgh with those for the nine other Senior

Arts and Science Colleges in the System. The Plan usually made adjustments when

the staffing levels of a department at Plattsburgh differed widely from the
average for the same unit in the Senior Colleges. When such variances reflected
a conscious choice of campus priorities rather than a malapportionment of

faculty, the staffing plan continued them. For example; a revised Mission
Statement, developed by a large committee of faculty, students, and admin-
istrators, had selected nine academic areas for special emphasis based on the
quality of faculty and facilijties and on student needs. The Five-Year Plan
reflected this emphasis by allowing those departments richer student/faculty

ratios than their counterparts at the other SUNY campuses. A preliminary analysis
revealed that no plan could correct all staffing inequities in five years.

Even the more realistic target of removing gross inequities would have required
the transfer of approximately forty faculty positions. Simulation of how and

where such a large number of lines could be obtained demonstrated that it could

not be achieved without devastating faculty morale and without a radical change
in the mission of the College.

Much has been written about the merits of retrenching entire degree programs

as a means of producing faculty lines for realloiation. A careful analysis of
its potential benefits and costs at Plattsburgh led to a rejection of retrenchment.
Most of the College's departments with comparatively low student/faculty ratios
were in the traditional liberal arts, where ninety percent or more of their
enrollments flowed from service courses for non-majors. Elimination of the

majors in several of these disciplines would have produced few lines for reallo-
cation, since they reeded fost of their faculty for service courses: Retrenchment
of such programs would have seriously undermined liberal education or campus

and would have damaged the morale of the entire liberal arts faculty..

‘Retrenchment of a large professional program, which did not offer service

courses for non-majors, appeared at first glance an acceptable solution.
Simulation of the consequences of such a decision revealed that it might well
reduce the total enrollment of the Campus below the level needed to support an
adequate budget. It appeared doubtful that the College could replace enrallments

in the retrenched program by comparable increases in other fields: The Resource
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Requirement Prediction Model, developed by NCHEMS, also demonstrated that the
elimination of a large profess1ona1 program would raise dramatica’ly the cest
per credit hour in a number of the Tiberal arts disciplines by removing

the course enrollments generated by majors from the retrenched program:. As

a result of these simulations, the Five-Year Plan used program reduction rather
than program retrenchment.

~ The Plan proposed the shift of twenty-five full-time equivalent faculty
lines from underenrolled to overenrolled programs.. Only nineteen involved_the
actual transfer of faculty positions. The other six utilized current faculty to

teach courses within their expertise in programs outside their home departments.

Proposed Reallocation

Lose Gain

Earth Science 1 EPSjﬁgés Sciency g

carth St Computer Science 3

Eggﬁg;1°” g Environmental Science 2

History ] Food and Nutrition 1

Misic y : Geography ]
Mass Media 1

Philosophy 1 Sociology 1

Physics ] Special Education 1

Psychology 1 Total 19

Spanish 2

Theatre 1

Total 19

In addition, the following faculty shifts will be made:

Anthropology - .33 FTE faculty each semester to Environmental Science
Biology - 1 FTE faculty each semester to Environmental Science
Chemistry - 1 FTE faculty each semester to Computer_Science

Education - 1 FTE faculty each semester to Special Fducation

English - .50 FTE faculty each semester to Environmental Science

Math - 1FTE faculty each semester to Computer Science

Physics - .66 FTE faculty each semester to Environmental Science
Total = 5.99

The Plan provided for the annual review and revision, if necessary, of its
enrolIment projections and staffing targéts.

Year Plan. Despite the prev1ous e??o?ts at realloeation; by 1977 the ten.

programs scheduled to lose positions had a collective student/facu]ty ratie of

17.%4 to i, while the eight slated to gain them had a composite ratio of 28 to 1.
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Although the nature of many of the discipiines losing lines required a lower
ratio than most of those that obtained them, the disparity was obviously
excessive. The Plan attempted to reduce these gross inequities.

The Five-Year Plan also tried to remedy the uncertainty and the weaknesses

inherent in the annual reallocation appro?=n. It sought to make reallocation
more rational and less painful by spreading the shift of positions over five
years and by utilizing the multidisciplinary expertise of current faculty tc

offer courses in developing programs. The time span allowed th fullest use of
both retirements and resignations, which cushioned the impact oi current faculty.
lts authors also hoped the Plan would encourage early retirenent< in departments
scheduled to lose positions. The administration, after discussions with the
departments concerned; would determine the year for the transfer of each position.
Such decisions would consider when the departments needed the posit‘ans, when
those that held them could best affort to lose them, and when the reallocation

would have the least harmful effect on any incumbents in those lines. It was
huoped that in most cases the reallocations could be scheduied so that it would
have only minimal effect on existing faculty and that contractual obligations
could be fully respected.

~ The Plan also attempted to diminish the scramble by departments for
onrollments solely to keep or increase the size of their current faculty. Since

it set staffing Tevels for five years; growing departments would gain nothing
by obtaining more students than those projected in the Plan. Departments with
declining enroliménts would know that the Plan had considered these trends when
it fixed the number of their faculty. It was expected that the future would
require only minor adjustments to sclve small shifts in enrollments among

departments. The College could handle these slight variations by relying
exclusively on resignations and retiirements unanticipateu in the five-year
projections:

‘The Five-Year Plan responded to a request from the Central Administration

of State University. Unfortunately, that directive came in late May of 1977 at
the end of the Spring Term and required a reply by early duly. Though the admin-
istration prepared the Plan in consultation with the Budget and Resources
Committee of the Faculty Senate, the deadline for its submission prevented its
general discussion on campus. The administration presented the Plan to the Central

Office of State University as a tentative proposal and promised a finalized
document after a full discussion with the faculty and students during the coming.
Fall Semester. Even though the Plan had been developed in full consultation with

the Budget and Resources Committee,; the administration decided to accept the sole
responsibility for its authorship: We feared that any declaration of shared
responsibility for such a controversial plan might appear to "scape-goat" the .

Senate Committee and could endanger consultation with faculty groups in the future.
My opening speech to the Faculty in September presented the full details of the

Plan, explained its motivation, and defended its specific proposals. The speech
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inzluded a wealth of data on enrollment and staffing trends for each department

that clearly supported the need for a fresh approach to reallocation: 1

emphas1zed that the Plan represented 0n1y a tentative proposal,iurged its full
discussion by faculty and students, and solicited alternrative solutions. I
promised to call a Faculty Meeting at the end of the Fall Term to present a final

Plan.

 The proposal generated a heated, but one-sided, depate on Campus. On the
Senate floor; in faculty and departmental meetings and in student forums; it was
universally criticized and condemned: A visitor to Campus might well have

conc]uded that the P]an had no advocates outs1de the adw1n1strat1on Facu]ty

etrange]y,s11ent Despite my plea that critics should propose their own so]ut1ons,
fiost faculty and students condemned the Pian without suggesting alternatives.

The debate supported the adage that academics often regard the process as more
important than the product: Many complained that the administration always _

developed such plans during the summer when most faculty and students had left

campus. Others thought that academic freedom and due process demanded consultation

with each of the departments adversely affected before the development of the

Plan and its sibmission to the Central Administration of State University. Some

felt that only the Faculty as a whole or its governance bodies could Tegitimately
produce such Plans. Others be11eved that the adm1n1strat1on sh0u1d not have

the faculty.

Some faculty, who ¢pposed the Plan,; did propose alternatives. anortunate]y,

the desirability of many of their solutions was exceeded only by their impossibility:

Several suggested. that the College merely recruit students into majors so that

our fitire admissions would match current staffing patterns. Others insisted

that the administration should simply demand more faculty lines from the State.
One group proposed reducing the number of majors in popular programs to a Tevel
appropriate for their current_staff, without considering the potential effect of
such a step on the total enrollment of the College and the budget cut that

might result. Another group insisted that the staffing problem would vanish,

if the College imposed a core curriculum requiring students to take a large

number of specific courses in the underenrolled liberal arts departments. This

approach could not reduce the staffing needs of profes"xona1 programs or help the

1iberdl arts in gereral, since students in professional majors already took
two-thirds of their course work in the liberal arts fields.

The debate did evoke a number of important and dominant themes. The first
suggested that the €ellege in_its rush to develop the full range of degree
programs had neglected liberal learning for all students, whatever their major.

Many who echoed this theme felt that the Five-Year Plan cut too deppiy into the

liberal arts faculty, especially in the Humanities. A second theme insisted that
the College should utilize more fully the multidisciplinary talents of its
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existing faculty to support growing academic programs. The third raised the
possibility that some vealistic admissions restrictions could moderate;. ,
though not eliminate; the staffing needs of growing programs. A comprehensive

and creative Report from the Undergraduate Studies Committee of the Faculty
Senate included all of these themes. It managed to voice the legitimate

concerns of the faculty, while recognizing the real problems that the Five-Year
Plan had attempted to correct. '

__ The revised Five-Year Plan, presented in a speech to faculty in December of
1377 réf]éttéd these themes. It reduced the number of positions slated for

(2 each to French and Spanish and 1 each to music and philosophy). The revision
also cut the reallocations to Business by 3 a~d took | each from Computer Science.
Geography, and Sociology. It coped with these reductions by lowering enrollment

targets for several popular programs and by setting annual admission ceilings

to keep their number of majors within these limits.

~ The speech attempted to capitalize on the prevailing impression among many
faculty and students that the College should somehow Strengthen liberal education

on campus. I proposed that the administration and the Executive Committee of

the Faculty Senate appoint a Task Force of faculty and students to propose 3
new general education program for the College and promised tu fund its work by
keeping vacant for one year a top administrative position. I urged that this

new program be tailored to_the needs of our students and to the multidisciplinary

talents of our faculty. (Two years later, the Faculty Senate adopted a new
general education program for the Campus.)

The Revised Five-Year Plan is now in its fourth year. Its enrollment

projections have proven reasonably accurate; and its reallocations have been
accomplished with minimal effect on departments that lost positions and without

violating the contractual rights of faculty. Its successes; or at least the
absence of major problems, appear to have persuaded most faculty of its necessity:.

In respense to a survey taken as part of my evaluation as president in 1979; the
faculty voiced general approval of the Revised Five-Year Plan. Fortunately;
that evaluation occurred after two years of experience had established the value
of the Plan:

The Five-Year Plan failed in only one respect. It did not supply enough

faculty positions to satisfy the needs of ocur most popular programs. For example,
by the Fall of 1979, Accounting and Business had 70 majors per faculty; Computer
Science; 60 to 1; and Mass Media, 52 to 1. The additional transfer of a

significant number of faculty lines between departments now appears impossible.
Between 1974 and 1980, the College has reallocated 42 politions, 14% of its total

faculty . Six years of extensive reallocation has left all of the departments
with comparable or higher student/faculty ratios than their counterparts in the
other units of State University. The problem lies with the excessive student/

faculty ratio for the entire College; the highest of the ten Senior Colleges in
the University System.

" This Fall the administration proposed a Second Five-Year Plan to solve this

problem. Previous reallocation plans dealt primarily with the faculty, or the
supply side of the student/faculty equation. The new Plan starts with the demana
side. It reduces total enrollment by four hundred students over five years,

largely through selective cuts in the number of majors in the most popular programs .
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overanrolled as well as understaffed. These statistics ind.cate that the State
should allow the reduction without a 1oss in budget and staff, since it has
not provided adequate support for the number of students currently piiirol led.

Comparative data with the other Senior Colleges demonstrate that Plattsburgh is

- The Plan also seeks to enhance the attractiveness c¢i several programs arc
tc utilize more fully the talents of current faculty by combining professors

from fourtéen departments into five multidisciplinary Centers: Art, Music and
Theatre; Business and Fconomics; Environmental Studies, Human Services; and Teacher
Fducation: A final element cails for the retrenchment of our Campus Laboratory
School- (N-8) and the reallocation of its sixteen teaching positions to popular
undergradua .. programs and to the new Centers.

The Second Five-Year Plan, developed in consultation with the Budget and

Resources Committee, has been presented to the Faculty and to the student bedy.

for discussion and revision. The administration also submitted it as a tenfative
proposal to the Central Administration of State University and to the Goverror's
Division of the Budget. I have promised to present a revised Plan to the faculty

and students in early January.

It is too early to foretell the fate of the 3econd Five-Year Plan, either on
the Campus or in the Capitol at Albany. Although faculty seem pleased with the
selectiye enrollment reduction and with the reallocation of positions from the
Campus School, some professors from departments merged into Centers oppose this
step. Others applaud the concept of the Centers, but most of them are not

persc ally invelved. The reaction of officials from State University has been
supportive; the response from the State Government remains a guestion.’ Only time
will tell how the Plan will fare in these multiple arenas. I[f past experiences
offers a guide, the campus discussion will undoubtedly improve the Plan.

University and State officials will probably accept it as a rational way of
meeting the challenge of che Eighties by satisfying the changing needs of students

and society without depending on growth ir enroliment and resources.

After six years of experience, what have we at Plattsburgh learned about
the product, the process. and the politics of faculty reallocation:

1. Thac the process and the politics of reallocation arc as important
as the product:

2. That multi-year reallocation plans are decidedly preferrable to an
annual ad hoc proctess.

3. That reallocation should seek to achieve rather than determine the
Mission of a college.

4. That a practical, inductive, approach to reallocation is better than
a theoretical. deductive approach.

5. That the annual circulation to all constituencies of full information
on funding and staffing lTevels for all academic and non-academic units
of the College is essential to creating an atmosphere conducive to
reallocation.
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6. That, though the faculty and its cummittees can shape and revise
rea]]ocat1on plans through consultation, the administration must
initiate and accept full responsibility for provosals that affect

iadversely the careers and departments of currant faculty.

7. That the administration should not ant1e1pate pub11c support for

rec1location plans even from faculty and departments that will benefit

8. That the administration can expect initially only faculty acquiescence,

or tacit acceptance, for reallocation proposals=-apgroval will come
later; if it comes at all:
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Managerial Styles in University Budget Planning

Institutional budgeting has been characterized as an increasingly
signiticant administrative function, the operating budget having been
described by many administrative officers as "the most important educational
document in the university (Lee and Bowen 1975, p. 58)." In the present
climate of financial constraint and accountability “n postsecondary

education, budgeting has become, if possible, even more important:

‘This paper deals with an area of budgeting within higher-education
institutions, namely; the development of budget requests in large public
universities. The study has focused on the managerial styles used by
university executive officers in preparing FYB0 and FY81 operational

budget requests to state authorities. The use of an "open" managerial
style has been investigated in 32 public reasearch universities, research
findings having indicated the extent and preference among administrative
officers for open budgeting practices.

The theoretical perspective of the study has been discussed in Section 1

of this paper. Section 2 has dealt with the design used to investigate research
questions. Highlights of findings and conclusions about openness in budget

development have been describe” in Section 3. Implications of the findings

‘The question of managerial style has been of importance to scholars and
practitioners alike, influencing especially the processes and outcomes of
administrative behavior in complex universities (Hodgkinson 1970; Astin and
Scherrei 1980). Moreover, the resolution of organizational problems or
crices often requires the use of varying managerial decisionmaking styles,

appropriate to both the sturcture and traditions of the organization and

the personal perspective of top management (Weathersby 1975): 1In other

words, the managerial style of university executive officers might well -
" define the administrative climate of an institution, influencing also 1ts

capacity to react and perform in a changing environment.

_ The present research study has proposed a specific managerfal style,
called the open model of budgeting, to better inform and elicite institutional

support for university budget making processes. Pféﬁjsjéhrﬁfrthj$rdéﬁéi]éd
model might also allow university administrative officers to assess their
contributions; and those of internal colleagues and constituent groups, to

the budget planning process: Moreover; the development of the open model
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of budgeting is consistent with research recommendations proposed at the

National Research Agenda Conference, sponsored by the National Institute
of Education. At the conference, academic and administrative practitioners
ranked the topic "comparative effectiveness of open and closed managerial

styles" first among 50 proposed research topics about the finance, productivity,
and management of postsecondary institutions (NCHEMS 1976). Participants
cited the need for research insights into executive-level managerial decision-

making in this present period of financial stress and change.
Models of Budgeting

The open model of budgeting posits a participative, functional approach to

budget development, having been based chiefly on Burkhead's functional typology
of governmental budget planning and decisionmaking (1956). Burkhead described
budgeting as the interaction of three functions, overlapping but distinctive

from one another: communication, expertise, and responsibility (Figure 1):

Figure

Typology of Budgetary Functions
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He defined them in the following fashion (1956, pp. 52-6):

1. Communication consists of hearing the representatives of
affected groups::.being conversant with their way of thinking
and able to establish a reciprocal exchange with them.

2. Expertise consists of measurement and comparison of the
consequences of alternative public policies in so far as
possible in quantitative terms...undertaken by staff to
assess important economic, sociological, (and) administrative
considerations:

3. Responsibility requires an appraisal of the political power
groupings...to test the realism of proposals in relation to
these groupings and to...face criticism for the decisions
that are made.

Burkhead's approdch has emphasized the need for communication between
decisionmakers and affected groups; quantitative analysis of budget requests
and policies; and the use of what might be called a political decisionmaking
style.

‘The proposed model has followed Burkhead's assertion that bﬂdgetihg

involves an interplay of primary functions. These functions have been

defined in similar but more comprehensive terms than those proposed by
Burkhead. As hypothesized, the open model consists of three primary functions,
communication, technical analysis, and participative decisionmaking, and eight
related variables which were perceived as critical elements in university

budget planning processes (Figure 2).

Though not identified through an empirical analysis; openness variables

were carefully selected and defined in terms of the "technical" and "political”
budget activities frequently attributed to public budgeting processes (Schick
1980; Caruthers and Orwig 1979). The open function of technical analysis

was associated with administrative or technical budgeting procedures, these
being primarily the use of quantitative measures and systems for'request and
issue analysis. The functions of communication and participative decision-
iaking were closely associated with political activities, such as bargaining,
information sharing, and negotiation about budget requests. In summary, a.
goal of this study was to propose a typology which incorporated both technical

and political aspects of budgeting, the categories of activity perceived as
fundamental to budget development in both governmental and higher-education
_Institutions:
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Figure 2

Functions and Elements of the
Open Model of Budgeting

OEehhéSs Functions Elements of Openness

__ ———consultation

commun1cat1on==:r——~ft::ZT'_—“

———understanding of the budget

S _—‘g_—’:;____ﬂ;;;,___;::anéiytica1 procedures
technical analysis -—= , -

e —

o ————issue identification

use of a participative process

influence on decisions

part1c1pat1ve consensus on decisions amoing
central officers

decisionmaking™—

——__ Consensus on decisions
~central officers and

constituent groups

among

In the proposed mode] the funct1on of commun1cat10h has reference tb

dec1s1onmakers and const1tuents eonsu]tat1on occurring through formal and
informal means (Moos 1972; Lee and Bowen 1975; Millett 1968): Technical

analysis has reference to budget request review, often by professional staff;

to compare and contrast the merits and weaknesses of proposals and to raise
pertinent issues (Balderston 1975; Rourke and Brooks 1966; Glenny et al 1975):
The function of participative dec1s1onmak1ng has descr1bed a politicized style
of decisionmaking characterized by negotiation, attempts at decision influence,

and coisensus building (Scott 1975;-AAUP 1966; Mortimer and McConnel 1979).

Research Design
Study Sample/Survey Instrumant.

,,,WA,T91§191§W§?TP1€, comparative survey des1gn was used to investigate
major and supporting questions about the open model of budgeting: The

Budget Planning Profile (BPP), a survey instrument developed for the study,

1
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was directed to three groups of central officers who prepared institutional

budget reqUests in 32 state universities:. vice presidents for academic
affairs (VPAA's), vice pres1dents for f1nance or administration (VPF's),

and central budget staffs (CBS'). In a preliminary survey of Research I and

II level institutions (Carneq1e Commission on Higher Education 1973),; these

espondents had been identified as accessible and expert participants in
the budget planning process.

The BPP; a closed, mu1t1p1e choice instrument, consisted of 32 questions

about the functions, elements, and activities of planning hypothesized from

the open model of budget1ngfffPretested among executive officers and staff

at the-University of Minnesots, the BPP probed the respondents' know]edge and

preference for open budgeting pract1ces at their flagship or system-level

institutions. Responses were secured from approximately two-thirds of the 96

potential respondents, return rates among respondent aroups having been as

follows: half of the 36 VPAA's, two-thirds of the 28 VPF's and three-fourths
of the 32 CBS':

Treatments of Findings

A two stage analysis of responses was completed; the first to be discussed

in_the fo110w1ng section. The second stage of analysis will be dealt with in

a later section of the paper. In the first stage, responses to the 32 BPP

questions were summarized and measiired, the general purvose of this stage of
analysis being to answer one of the two major questions of the study: have

executive officers used open budget planning processes in preparin budget
requests? Two measures, the analysis of variance _procedure anova ?N1e et al 1975)
and Fattu's nomograph (University of Minnesota 1946),; indicated statistically

significant differences among qroup responses, suggesting varying perceptions
and prefererces about budgeting activities.

Study Findings

Selected f1nd1nqs dea11ng with the primary functions of the open managerial

style, commun1cat1on, technical analysis, and participative decisionmaking,

will be highlighteu. Planning activities of two sets of participants will be

described: 1) central officers, these being chief executive officers (CEQ's);

chief academic officers (CAD's), central budget staffs, and trustees/regents;

and 2) internal constituent groups; that is, the collegiate deans, faculty

budget or planning committees, department chairs; and student representatives.
Commurication
Consultation about budget requests submitted to central administration

tended primarily to involve the central officers of the university.
Approximately 90 percent of all respondents believed and preferred that CEQ's
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consulted with vice presidents and budget staffs in the initial stages of

the planning process. About two-thirds of the total respondents also
indicated that CEO's met with trustees/regents and CAO's with deans and
budget staffs to discuss the initial parameters of request development.

Though Tittle consultation with constituent groups occurred during the
planning process, CEQ's tended to Seek reactions from these groups about

final budget recommendations. For example, more than three-fourths of
the respondents believed and preferred that the CEO's or their representatives

met with faculty groups, such as a budget committee, the faculty senate, or

senior members of the faculty for this purpose.
____In general central administrative officers were also identified by
respondents as possessing the widest understanding_of budget planning

activities, including budget roles, strategies, policies, and decision

strategy for justifying budget requests to state authorities (Table 1).
Technical Analysis

__ Additional descriptive findings indicated that many but not all of the
technical procedures associated with openness were used in budget development:
Over 80 percent of all respondents believed and preferred that central budget
staffs prepare budget instructions and develop data or planning schedules

such as estimates of institutional income, historical faculty position counts,
and program or instructional cost data. Respondents also strongly favored
staff analyses of budget issues and assessments of the attitudes and priorities

of state authorities about budget requests; however, fewer respondents supported
the use of more comprehensive staff procedures such as written reviews of
requests, request rankings, or recommendations on funding levels (Table 2).

~ Study findings indicated that other procedures contributing to the
rational development of budget requests have also been introduced; namely,
1) selection of budget review criteria, the most important of which, in order,

were: centrality, quality, demand, and program costs; and 2) issue identi-
fication and analysis, the following concerns having been identified as
critical budget issues: the percentage increase in faculty pay, program

quality, enroliment trends, and the size and political saleability of requests.

Several other technical procedures were not followed regularly, the
request process_itself appearing to be a somewhat confusing and unpredictable
one. For example, vice presidents rarely, or very occasionally, adhered to
budget instructions; as shown in the mean scores which follow:
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Table ]
FamiTiarity of Constituent Groups with the Strateoy of the

ol OFFicers in Justifying Budget Requests to State Authorities

B Vice Presidents for Academic Affafrs (1;=10)
f Vice Presidents for Finarice/Administration (N:=19)
o Central Budget Staffs (N.=24) ’

3 .

Degrec of Familiarity

Individuals or Groups Vie lere  Some Were  Nost Were  Don't Know

m——

Central Budget Staffs 1

—a
'
-]
[y
ad
=N
E

Trustees/Regents
Collegiate Deans 1 '
Faculty Budget or Planfing Comnittees o 2
Department Chairs

sentat 1 '%o 3 4

Stident Representatives

fiean seoies of cach saple guoup.  SigniFcance of iferences betucen high and 1ok peans vsing
anova has becn indicated by an asterisk (¥) at th .03 fovel of probability. Summary statistics
ey be obtained Tron the author upon request. J1

ERIC

Full Tt Provided by ERIC.



Table 2
vericentige of REspondents Who Perceived and Preferred that Centrai Biidgat Staffs
Prepared Analyses of Collegiate Budget Requests”

Vice Presidents for  Vice Presidents for  Centra) Budget
o Ncademic Affairs (N.218) Finance/Adninistration (V.= Staffs (.24
naluses of Buiget ( ; ) /Administration | ) 19) a \NB )

Requests Prepared by Prepared Should Prepared Should Preparcd Should
Central Budget Staffs Analyses Prepare Arialyses Prepare Enalyses Frepare

Malyses of Major Budget~
Related Issues 83,3 (18) 83,3 (18] 94.4 (18) 94,1 {17) 6.4 (22) 95.0 (20)

Assessments of Attitudes
and Prioritles of

State Muthorities 72,2 (18) 722018 667 (18 0.6 (1) 7.3 (22 75.0 (20)
N Suggested Prioritiesor
Ranking of Requests 55.6 (18) 50.0 (18) 55.6 (18) 64.7 (17) 65.2 (23) 68.2 (22)
Specific Recomnendat ions
on Fanding Levels for - - - - 7 7 -
Selected Requests 53.3 (15) 53.3 (15) 56,3 (16) 60,0 (15) 57.9 (19) 55.6 (18)
Specific Recommendations
on Fanding levels for
all Requests 44:4 (18) 44:4 (18] 44:4 (1B) 7.1 (17) 59:1 22) 60.0 {20)
Written Reviews of all L
" Collegiate Requests 39.3 A7) 353 (17) 44.4 (18) 52,9 (17) 33,3 (21) 30.0 {20)
Written Reviews of
Selected Colleglate ) - o - - -
Requests 400 115 46.7 {15) L3 (150 500 (14) 36 (19 533 (1)
aperccntaqes have ECOn cOmputed for the nimber of reSpOndentS shown in parEchoses.
19
13
9 19

ERICu=




Mean Scores Indicating Adherence by the Vice
Presidents; as a Group, To the Budget

Respondent - ~ Instructions

(M) (1=Never, 2=Sometimes, 3=Usually, 4=Almost Always)
VPAA's (18) 1.6
VPF's (19) 1.4
GBSt (24) 1.3

S1m11ar1y, a maJor1ty of total respondents could rot 1denr1fy the central

officer having primary responsibi’ity for coordination of the budget p1anninq

process. Moreover; only two-fifths of the tqta1 respondants peiceived und

prnferred that budget hear1ngs were held at wh1ch collegiate deans and

centra] officers.
Participative Decisionmaking

Little or mixed evidence existed that CEO's and vice presidents used
broadly participative and consensual processes in fashioning budget-related

recommendations and decisions. Two-thirds of the VPAA and VPF respondents

believed that a participative process was used in making a majority of the

budget-related decisions identified in the BPP survey, i.e., decisions about
the dollar size of the faculty pay plan or Student tuition policies. However;
a similar percentage of budget staff respondents indicated that such a
process was used in making only two of these 14 decisions.

In general the respondents indicated that the extent of influence by

constituent grougs on 14 budget-related decisions 1nc1uded in the BPP was

limited (Table 3). either "e
influence said to be exercised. In only three of the 14 was some influence

In none of the decisions was either extens1V°" or "much"

clearly felt, thesa being decisions about the anriual percentage increase in
the faculty pay plan; the dollar size of the plan, and funding priorities of
the total budget request.:

A high level of agreement existed among respondents that consensus emerded

among central officers on nearly all budget-related decisions. Over thiree-

fourths of the vice presideats and budg : staffs believed such consensus occurred

on at least 11 of the 13 decision items included in the survey form. In

particular, over 85 percent of all respondents believed such consensus existed

on decisions about funding priorities and faculty positions and pay plans.

Though the respondents indicated that consensus about decisions did exist
among central officers; little evidence of consensus between these officers
and constituent groups was provided: Fewer than half, and usually no more

than a third, of the total respondents believed a consensus existed with

respect to any of the 13 decision areas included in the BPP. The 0verarch1ng
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Table 3 ;
Extent to Which Budget-Related Decisions Were Influenced By
University Internal Constituent Groups

R Vice Presidents for Academic Affairs (N;=18)
5 Vice Presidents for Finance/Administration (N2-519)
0 Central Budget Staffs (N,=24)

Extent of .:.iluence”
Decisions Reachied Ab~ut No  Very Little Some  Mich  Extensive
The Annual Percentage Increase in the Faculty ) ) S
Pay Plan 1 2 03 4@ 4 5
The Dollar Size of the Faculty Pay Plan 1 2 0 3 t# ¢ 5
. |
in the Tutal Budget Request 1 2 02 4 5
The Nature of the Consultative Process o ) o
with the Faculty 1 s 04 3R 3 5%
The Total Number of Academic
Positions Requested N 2 - g 3 4 5
The Criteria Used by the Chief Executive
Officer and the Vice Presidents, as a Group, ) . _h ) ,
in Reviewing Bidget Rediests 1 2 &o 3 4 5
Studerit Tuition Policies or Rates 1 2 0 % 3 4 5
The Dallar Size of the Total Budget Request 1 ] | 3 4 5
The Strategy for Presenting the Budget - ,
Request to State Authorities 1 2 B 3 4 5
The Mix of Academic and Civil Service _ o _ ) _
Positions Pequested I 200 B 3 4 5
The AroUnt of Funds o b2 Held in Reserve by -
the Central Officers 1 023 R 3 4 5
The Nature of the Budget Instructions 1 0 1 g 3 4 5
The Format of Budget Request Documents ) S . , )
for State Autnorities 1 ot 2R a 5
The Extent to Which Budget Necision Making Meetings
of the Chief Executive Officer and Vice Presidents
are Open to Media Coverage 10 i §] 3 4 5

fean scores for each sample group.  Significance of differences between high and low means using anova
has been indicated by an asterisk (*) at the .05 level of probability.



impression was that central officers and constituent greups reached 11t:1:
or No consensus on all of the major budget-related decisions.

Correlational Findings

Once budgeting practices in sample institutions had been summarized,

« -econd stage of analysis was attempted. The purpose of this second stage

was to answer the second major research quest1on of the sfudy have epen
budgeting processes been related to each other in meaningful or significant

ways? In other words; were budgeting functions interrelated in practice,
as hypothesized in the open model and suggested by Burkhead's functional

typology.

In an exploratory fashion measures of correlation and as<iciation were

applied to initial findings to assess relationships among stu  variables;

statistical significa.ce being set at both .01 and .05 levels. Two-way
crosstabs and phi; product-moment, and_point-biserial correlation
coefficients (Fructer and_Guilford 1978) were calculated among these variables,
many of which had been selected for analyses through principal factor
analysis procedures (Nunnally 1978).

Correlational findings indicated that open budget1nd elements and
activities; when introduced, were typically conducted in an interdependent

fashion. Each of the major openness elements was related significantly to
at least one other; most, in fact, were related to two or more variables.

In other words, these correlational findings have suggested that when one type
of openness variable has been:introduced in the budqget planning process, one
or more related variables were also likely to be found. Selected examples

of these correlationai findings follow:

Consultation by CEQ's in the preliminary stages of budget planning
appeared to enhance understanding among constituent groups of process roles;
strategies, and funding priorities. The use of analytical procedureés such ,
as the preparation of data SCheduleS ard review criteria é]éd tended _to promote
significant issues. In _summary; the use of consultative and analytical pro-
cedures by executive officers might well tend to increase understandinag of the
planning process ameng consultant groups:

The correlational findings indicated also that central officers and

const1tuent _groups. tended to support budget deC1S10nS 1) when they understood

coord1nators,,central,budqetfstaffs, and facu]ty budget,comm1ttees, and
2) When théy had kndw1edge of the "méjdr bkdddtté“ df the prdréss, these

strategy In Gther words; consenses about budget decisions is especially

related to knowiedge about the major activities and products of the budget

process.
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 The use of a participative process was related significantly to nearly
all other openness variables, as shown in Figure 3. Its existence might

well signal a basic commitment by executive officers to the concept of
joint planning and decisionmaking in the budget process.

Conclusions of the Study

Conclusions reached by the author have been based chiefly on selected

findings about two study yuestions: 1) have executive officers used open

budget planning processes in preparing budget requests, -nd 2) have such
processes been related to each other in significant vays: These conclusions
have represented a few of the many conclusions drawn -om the total
findings of the study:

1. CEO's and vice presidents in major public universities have

developad similar managerial styles in the budget pianning
process, most utilizing what might be called @ "cabinet style" of

budgeting. In this style many openness procedures have been
introduced in the central administration but not on an institution-
wide basis: Consequently this style appears to be & credible but

inadequate method of budget development.

The central officers who practiced nd endorsed this approacn
appear to have fashioned budgeting processes which promoted a) the
preparation of well-recognized planning aids, such as factual data;
budget review criteria, and issue analysis, b) identification of
funding prierities; and c) communication and decision consensus
among administrators most responsible for budget development.

Use of this approach, however, has alzo contributed to an

inefficient planning effort; reduced the likelihocd of rigorous
analysis of budget requests, and resulted in little understanding,
participation, influence, and support amnng constituent groups
for budget decisions. At issue is whetiier this present approach

remains adequate when a) demands for budget-related information from
internal constituents and external authorities will 1ikely increase;
b) competition for resources will intensify; and c} legal and
political challenges te governance and management practices can be

expected.

2. The open style of budget planning might well be an especially

appropriate approach to budgeting in this period of fiscal austerity
and administrative accountability. Operness procedures represent
efforts to efficientiy and democratically develop budget proposals.
ike the democratic political process; however, openness might

carry with it unpredictable and unexpected consequences, namely:




Figure 3

Relationship of Use of a Paru1c1pat1ve Process
to Communication, Technical Analvses, and Decision Variables

Criteria Used  Heetings Beld by CBO's
in Revizwing to Criticize the Budgeting
Requests Process/by €E0's for

Informatlon Purposes

¥ identification of Amour’. of Tiné Spent

significant Issues \\ / P by €30's in Consultation
by CBO's 6 \ : '///,//’/’
and Vice Presxdent"“-~.‘hh~ Usé of 4 Partlclpatlve

Process in Decision Daklnq

Congensis about Decisions” | \ Inderstending of the
anong Cenral Officers \M \\\Conoultatlve Roles of Faculty
' Pudget Committees/of Decision
Criteria Used by Central
0fficers

Preparation of Data Schedules
and Analysés by Central Budget
Staffs/Request Recommendations by
Faculty Committees

f)8 Relatxonshxps shoun exceeded the five percent 1evel of significance based on yes/no 0
crosstabulations (~——~) and point- “bisérial (===) correlation coefficients: Sumary o d

O

ERIC  statistics ny b obtainied Trom the writer upon request.




a time-consuming consu]tat1ve process; exeess1ve paperwork and
documentation; undue influence by central budget staffs; un-

realistic expectations among participants about their access to
budget information or decisionmaking processes; and excessive
challenges from constituents to the centrdl authority of
adm1n1strators, iessening the 1ikelihood of flexibility or freedom
in the latter's decisioamaking.

development offers the fo11ow1ng poss1b1e advantages over the

present cabinet style:

a. Openness might well promote a more reasonable, understanding
process; emphasis having been placed; for example; on Process
coordination and information Shéring in preliminary and later

b, Openness could provide a potential means for internally resolving

issues and inevitable conflicts about resource priorities; by
sharpening internal debate, sensitizing participants to issues
Tikely to be raised by state authorities, and promoting consensus
on budget requests. . Similariy when serious attempts have been
made _to inform participants and inhclude them in decisionmaking;

the "winners" and "losers" in the budget process have less
difficulty understanding and accepting, if not favoring, final

decisions.

c. Openness also will likely contribute to the development of
defensible budget requests, The availability of factual data
and reasoned analysis should ease the burden of decisionmaking
for executive officers, providing them with rational, under-
stardable justification for reoguests favored by internal
constituents or external publics or both:

d. Perhaps most importantly openness in budget planning will

communicate a willingness on the part of academic institutions
for self-governance, for the shared assessment of performance
and direction in inst1tutiona1 11fe In comb1nat1on w1th other

al1ke that major universities cou]d reasonab1y assess the needs

and d1str1but1on of their resources while retaining their

strongest traditions in a changing fiscal and political ernvironment:
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Implications of the Study
Study findings have provided tentative confirmation of the value of
an open managerial style in budget request preparation. Elements of such
a style might well be applicable to other university resource or :
institutional planning processes, such as the development of retrenchment and

reallocation plans, capital requests or annual budgets. Executive officers
at the University of Minnesota, for example, have recently used broadly
consultative and analytical procedures in linking short and Tong-range
resource planning; emphasizing especially the roles of a "Planning Council”
and a "Presidential Drafting Group" staffed by representatives from central
administration and constituent groups. As a result of these efforts,
institu*ional planning objectives, funding priorities; program reeds, and
management information systems are better understood.

~In this present research study the usefulness of an open managerial style
has been indicated without empirically investigating its effectiverass or

impact on budget process outcomes: Additional research specificaliy assessing
the relationship of openness variables to the products or outcomes of budgeting

should be undertaken. Research directed to different institutional samples

and additional, wider, groups of respondents is also advisable: Stich research

might well suggest further contributions and Timitations of -penness in

budgeting; planning and related administrative processes.

37 11

- &



References

"An Agenda of Research Topics and Needs in "ostsecondary Education Finance,
Productivity; and Management." A report of the National Research

Agenda Conference held at Kaystone; €olo.; August 22-24; 1976. Boulder,
Colo.: National Center for Higher Education Managemeat Systems at___

the Western Interstate Commission for Higher Education, December 1976.

American Association of University Professors [AAUP]. "State on Government
of Colleges and Universities." AAUP Bulletin 52 (1966): 375-9.

Impact of Administrati
Jossey-Bass, 1980.

Astin, Alexander W. and Scherrei, Rita A. Maximizing Leadership Effectiveness:
yle on Faculty and Students. San Francisco:

Balderston; Frederick E. Managing Today's University: San Francisco: dJossey-
Bass, 1975.

Burkhead, Jesse. Government Budgeting. New York: John Wiley and Sons, Inc.,
1956.

Caruthers, J. Kent and Orwig; Melvin. Budgeting in Higher Education. AAHE-ERIC/
Higher Education Research Report, no. 3. Washington, D.C.: American

Association for Higher Education; 1979:

"A Classification of Institutions of Higher Education: A Technical Report

Sponsored by the Carnegie Commission on Higher Education.” Berkeley,

Calif:: The Carnegie Foundation for the Advancement of Teaching, 1973:

Fruchter; Benjamin and Guilford; J. Paul. Fundamental Statistics in Psychology

and Education. 6th ed. New York: MeGraw-Hill, 1978.

Glenny, Lyman A.; Bowen, Frank M.; Meisinger, Richard J., Jr.; Morgan, Anthony
W.: Purves. Ralph A.: and Schmidtlein; Frank A: State Budgeting for
Higher Education: Data Digest. Berkeley; Calif:: Center for Research
and Development in Higher Education, 1975.

Hodgkinson; H: L. "Presidents and Campus Governance: A Research Profile.”
Educati Record 51 (1970): 159-66.

iInterpretation of N. Fattu's Nomograph." Minneapolis, Minn.: University
of Minnesota, 0%fice of Cducational Research; ianuary 21, 1986.
(Mimeographed;

Lee, Eugene C. and Bowen, Frank M. Managing Multicampus Systems: Effective.
Administration in an Unsteady State. A Report for the Carnegie Commission

on Policy Studies in Higher tducation. San Francisco: Jossey-Bass,; 1975:

-y
e

e N
g}



Millett, John D. Decision Making and Administration in Higher Education.
Kent, Ohio: The Kent State University Press, 1968.

Moos, Malcolm C. "Reporting and Communicating." Remarks delivered at the

National Association of College and University Business Officers [NACUBO]
Annual Meeting. Denver, Colo., July 9-11, 1972,

Mortimer, K. P. and McConnell, T. F. Sharing Authority Effectively: Participa-
tion, Interaction, and Discretion. San Francisco: Jossey-Bass, 1978.

Nie, Norman H.; Hull, C. Hadla; Jenkins; Jean 6.; Steinbrenner; Karin; and

Bent; Dale H. Statistical Package for the Social Sciences:. 2nd ed.
New 7ork: McGraw-HiTT; 1975:

Nunnally, Jum C. Psychometric Theery. 2nd ed. New York: McGraw=Hill, 1978.

Rourke, Francis E. and Brooks, Glenn E. The Managerial Revolution in Higher
Educat  'n. Baltimore, Md.: The Johns Hopkins Press, 1966.

Seott; Ann: "Management as a Political Process: Overt Versus Covert." In

Formulating Policy in Postsecondary Education: The Search for Alternatives,
pp. 49-57. Edited by John F, Hughes and OTive MiTls. Washington, D.C.:
American Council on Education [ACE]; 1975.

Weatherby, George B, “Decision Paradigms and Models for Higher Education:"

Management Sciences and the Opera*ions Research Society of America,
November 17, 1975:



The Utilization and Financial Characteristics of
Tax-Exempt Auxiliary Corporations Affiliated
with the Major Public Universities
in the United States

by:
Robert W. Gailey
~_ _Vice President’
Administration and Finance
Western New England College

May 1980

35

o
ot |



Contents

FiNGiNgS . i ooiocoronssoeoseoieiisinenennensaeeseaneneens onasaeaonn

Implications......ooevueiiiiiiis Dl iiiiiiiiiiiieiecracneieinne  seensans

ééhé?éi.........................;;;;;;:;; ..... Ciiiiiiiieeeeeeans

Interna].....;;;;; ..............................................

1. Strengths and Advantages...........cooevuenenenneennnns
2. Weaknesses;;;;;;;........;;;; ..........................
3 e .

1. Threats and ﬁisks ............................. Ciiiiia..

2. Opportunities e e enire i e

36

Ha
it

an
45

47
47
43
49
49
50
51
53



Introduction

~ In the Spriiig of 1977 the National Association of College and University
Business Officers (NACUBO) Sponsored a study to examine tne utilization and
financial characteristics of auxiliary corporat1ons affiliated with the
major public universities in the United States. A quest1onna1re was

forwarded to the chief fiscal officers of the 111 major public universities

that are members of both NACUBO and the National Association of State

Universities and Land Grant Colleges (NASULGC) in an attempt to uncover the

general characteristics of the universities, the names of the auxiliary

corporations affiliated with the universities, the name and address of the
individuals responsible for the _operation. of those corporations, and the
opinions of the university cnief fiscal officers as related to the utiliza=
tion of suxiliary corporations. _Eighty-three_percent of the chief fiscal
officers responded to that questionnaire ard 256 individual corporations

were uncovered. A second questionnaire was forwarded to the individual

responsitle for the operation of the auxiliary COrpOrat10n to obtain

information coricerning the formation of the corporation, the organizational

and fiscal relationship of the corporation to the university; and the

fiscal relationship of the corporation to the university, and the fiscal
characteristics and status of the corporation. Information related to
s1xty percent of the corporations was obtained and an analysis of the

various types of corporations was completed:

Background

In a 1966 report of the Committee for Vo]untary Support of the Nat1ona1

Association of State Universities and Land Grant Colleges it was stated that

just as a decline in tuition income would jeopardize the progress of every
private college in the nation, a drop in state funds would threaten public
institutions (1966). Their report pointed out that although the amount of

state tax support was rising in dollars, it was declining as a percentage

of total income for many public institutions; and With growing competition

for state tax dollars; the percentage threatened to decline even more. Why

could public colleges and universities be threatened with becom1ng "tax

assisted" rather than "tax supported" institutions? There is no simple

ariswer to this question, however, the following factors are ‘hought to have
centributed to tne present situation.

Eﬁss of iOh?idéhCé by Constituencies Served. Duriny its great period of

along with its growth and aecomp11shments It became inflexible to a great

extent; lax in its intellectual and moral standards; insensitive to the

needs of society, and self-serving to the point that its purpose was not



clear. Funds were available, applications had reached the pressure point;

education had been sold as the possible answer to everyth1ng, and the
entrepreneur had learned how to work within the non- profit organ1zat1on
Leadership could make m1stakes and survive because "next year's increase

cou]d bail out this year's mistake," The management came from both the

"old guard“ being in the right p]ace at the right time and from those who

were opportunity seekers. The educational institution continued to accept

the concept that educational leaders were developed by faculty moving to

administration, administration to management, and management to leadership
without much prior preparation or experience. The problems on_the campuses

resulted primarily from conflicts between thoseé who wanted rapid change and
overhaul and those who were rigid in their outlook, and relied on what had

worked in the past. 1In many instarces the solution to problems was more

staff and facilities approached in the same traditional way as we attempted

to raise student expectations and "vocationalize" the liberal arts

education.

The 70's brought with them the same management and administrative

philosopny, unionization or threat of unionization ot most groups on campus,
increased federal and state requiremenis, a more demanding student body and
community, expensive facilities, and an unclear mission. David Rogers,
President of the Robert Wood Johnson Foundation, summarized the situation

by saying, "Universities in their tota11ty have become too big, too
expensive, too much an end in themselves, and too detached from the prob]ems
of our comnlex inter-dependent world." The mission or purpose the college

or un1véF§1Ey has not been well defined and communicated to it  .veral

constituencies.

Competitive Market. The application pressure from the traditional
eighteen-year old market has declined because the baby boom that faced

education is on the downward side of the curve, the Vietnam War and threat

of a draft is no longer pressuring students to continue to stay in educat10n,

students are becoming "job" oriented, and the "value" of education is now

being questioned by a large segment of the population. Public higher
education is having difficulty approaching tne appropriation source and_
making a convihcing argument based upon the need for growth. The politician
and the majority of his constituency are not econvinced of the demand,; and
"quality. educat1on cannot be devined to the satisfaction of the taxpayer.

The public sector now finds itself not only competing with the private sector

but with itself for the same traditional students. Federal financial

assistance is being awarded *z che student based upon cost, and, to some
extent, the student with financial need is being piaced in a,posit1on of
being able to select the institution based upon something other than cost.
Space is available for the student in public higher education, and the public
is aware of the duplication, overabundance of graduates in fields not in
demand; and the coest of maintaining something that doesn't appear to be
relevant.
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Inflation and Competition for Tax Pollar: As the share of the total
expenditure of public higher education coming from other than appropriated

sources (students; federal government, etc.) increases, the politician and
taxpayer will make the case that education is in a unique position of
raising revenue to pay for its service unlike other state human service
agencies, therefore; the appropriation could continue to represent an
increasingly smaller share of the total expenditure for public higher
education: MWclfare, mental health; and prison reform will demand a greater
share of the tiax dollar and those "state agencies" cannot turn to the
client served for revenue to cover expanded programs or increased costs

due to inflation. Helen I. Shell has indicated that we inay have reached;

"a possible ‘'funding plateau' as state and federal governments increasingly
recognize and expand funding to other social priorities such as health care
and ecology (1973)." The pressure will be on the politician not to increase
“taxes or borrow funds for expansion of services; but will be told by the

voters and taxpayers to take the resources from some other state program.
The increased costs of public higher education may have to be absorbed by
the institution. At a time when state appropriations are becoming more

difficult to obtain and public institutions need the flexibility to

maximize the return on its existing resources, politicians will_ attempt to
exercise much niore influence on the recipient of the public ’d’O’Ha’ff;”W”h -
Criticizing the "irrelevant" and "costly" programs will add to the credibility

problem of public higher education. In contrast with the 1960's the
politician now obtains votes by publicly being critical of the public higher
education establishment, and the need for better management and centrali-

zation is being sold as synonymous. Public higher education will be
controlled more when receiving proportionately less.

~Innovative managers in public higher education will attempt to cu’ costs
and increase productivity to stay within the resources available to them,

but this will be attempced at a time when the educational institution is
facing financial burdens because of runaway inflation; collective bargaining,

affirmative action, environmental and safety requirements, confidentiality
and freedom of information legislation, and more state fiscil controis.
Mr. Norman L. Epstein, Chief Counsel for the Califor:iia State Coll1eges; has
often find themselves saddled with prohibitions which make the practical
conduct of business affairs impossible. In California, for example, almost
any purchase of over $25 by a state agency must be cleared through
Sacramento (19€8)." At a time when the management needs the flexibility,
the internal and external forces influencing the public institution are
making it more difficult to exercise management prerogatives.
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In the next decade public higher education will be competing for
students and financial support. The public universities will increasingly

be seeking sources of private funding and flexibility not normally available
to a state supported and controlled institution. This study examined the
utilization and financial characteristics of the tax-exempt auxiliary

corporation affiliated with the major public universiiies, which is one of
the legal entities utilized to develop private resources to allow universities

flexibility to meet their objectives: The greatest significance of the
information obtained from the study will be the impact on _those public

colleges and universities that presently do not utilize affiliated private
corporations or that are in the process of exploring the _establishment of
one or more of these legal entities. This is particularly true with the
four-year "state" colleges and public two-year comprehensive community
colleges. As those institutions who presently do not have affiliated
corporations begin to explore this concept; they will need to understand the
relationship between the educational institution and the corporation and the

financial and lecal implication of such a relaticnship.

Auxiliary Corporation Defined

The legal entity should be understood and defined before expioring the
question of how public institutions have utilized these organizations. The
private auxiliary organization under consideration may be characterized as
applying to those affiliated or subsidiary entities (also frequently called
"satellite corporations") that are separately organized and usually in-_

corporated with federal income tax-exempt status [usually under Internal
Revente Code Section 501 (c) (3)] and which have some direct associational
relationship with_a public deqree-granting institution of higher education
(Francis 1975). As stated, they are rormally incorporated and chartered by
ths state as non-profit legal entities and controlled by governing boards.
separate from the governing boards ofﬁthVShéhsoring,éducationalfjnsﬁjtutionv
The "associational relationship" is usually created by having individuals
connected with the educational iristitution (trustees; administrators, faculty,

students, and/or friends of the university) serve on the controlling board
of the auxiliary organization: The organizations are frequently called
i convenience” corporations and have been created by the administration of the
college or university for the purpose of resolvirg a specific problem.

Findings
~ The responses (computer file contained information from 80 universitiec)
from the chief fiscal officers indicated that the public universities had an

average of 3.2 auxiliary tax-exempt non-profit corporations affiliated with
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their universities. Ten percent of the universities responding indicated that
they had ro auxiliary corporations operating on their campuses, however

five indizated that they had in excess of ten corporations. The universities
with the greatest enrollments and largest educational and gen:ral budgets
had the greatest number of corporations. There seems to be vary little

correlation between the number of corporations in existence @and the expendi-

ture per student by the university or the amount (percent of E & G Budget
or appropriation per student) of support derived from state appropriation.
Nine of the eighty universities studied have been referred to by NASULGC as
"historically black universities" because they were founded by the Second
Morrill Act of 1890. There was much less auxiliary corporation activity at
these universities:

The chief fiscal officers of over one-fourth of the universities studied

1nd1cated that the number of corporat1ons had 1ncreased over the past five

Qver,ha]f of the universities indjcated that the auxiliary corporat1ons,
furnished a greater share of the total university resource over the past
five years, and 53.7% of _the universities Studied anticipated greater
utilization in the next five years:

Over seventy percent of the administrations of the universities studied

had some involvemant in the budget process of the corporations, and ninety-
six percent of those chief fiscal officers with auxiliary corporations
indicated that the budgets of the auxiliary corporations included general
support and/or _reimbursement_of expenses to the university,; although only
half of the universities included this resource in the educational and
general budget of the university. HalT of the universities with corporatinns

indicated that the administration maintained the accounts of the corporations,

over one-fourth utilized the same audit agenqy,for both university and

corporations, and 22.2% of those universities with corporations included the

financial statements of the corporations as part of the financial s*atemeh;s
of the . un1vers1t1es _ The more ‘the un1vers1ty adm1n1strat1on 1s 1nvo1ved in

f1nanc1a1 statements of the un1vers1ty

Although nine of the universities indicated that they were requ1red to

expose the resources of the auxiliary corpurat1ons when submitting a

budget request and that in their op1n1on this 10f19€UC?Q the appropriation,
the evidence obtained shows no significant difference in state support
between the nine and thosé that were not required to submit informatioi

conecerning the auxiliary corporations during this budget process.
The study analyzed 150 separate corporations and isolated the following
sixteen types of auxiliary corporatiens:
General Foundation (45)
Research Related (17)
Alumni Support (15)
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4. Support of Individual Schools (10)

5. Student Unions and General Auxiliary Service (10)
6. Real Estate (7)

7. Athletic Support (6) S

8. Specialized Activities Support (4)

9. Student Publications (4)

10. Student Housing (4)

11. Bookstores (3)

12. Health Related (5)

13. Faculty Clubs (2)
14. Investment Holdings (6)
15. 4-H Support (2)

16. Miscellaneous (10)

Each type of corporation was analyzed and their particular general and

financial characteristics summarized.

777777 Although the administration, faculty, and s:tudents were more likely to
uncover the need for the creation of the auxiliary corporation, the trustees,
alumni; and friends of the university were more 1ikely to be involved in the

actual legal creation of the corporations. Administrators, alumni; and
friends were more likely to be represented on the boards of directors than
faculty, trustees, and students, although there was much variation betweer
types of corporations. The president of the university served as a director
on nearly half of the corporation boards and tne chief fiscal officer of the

university served as a director on over one-fourth of the corporation boards:
Forty percent of the chief operating officers of the corporations were

fully paid employees of the university, ard nearly sixty percent of the
chief operating officers of the corporations held a university title. Over
a quarter of the corporations had no employees; however; nearly twenty
percent of the corporations employed over twenty-five staff members. The

number of employees varied greatly depending upon type of corporation. There
was much less union/collective bargaining activity in the corporations
compared to the universities they served.

auxiliary corporations furnishing the information establishes a financial

profile of the corporations studied:
Revenue from Sales of Goods and Services $ 50,000 - $ 250,000
Revenue from Interest 10,00 32,000
Revenue from Dividends ] 10,000
Revenue from Sale of Assets 50,001 - 250,600
Total Gross Income_ o , $ 250,001 - $1,000,000
Gross Income from Dues and Assessments None
Gross [ncome from Contributions, o o
~ Gifts and Grants 100,001 - 1,000,000
Gross Receipts 1,000,001 - 5,000,000
Disbursements for Exempt Purposes 100,001 500,000
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Excess of Receipts over Expenses $ 50,001 - $§ 160,000
Assets 250,001 - 1,000,000

Liabilities 250,001 - 1,000,000

Net Worth 250,001 - 1,000,000

i

Nearly forty percent of the corporations furnishing the financial data had

over 1,000,000 in gross receipts in FY 1976 and nearly sixty percent of the
corporations furnishing the financial information had surpluses between

$1 and $100,000. Over twenty percent had surpluses in excess of $500,000
and approximately twenty percent recorded operating deficits or broke even
for FY 1976.

Forty-nine of the corporations indicated that they participated in

unrelated business activity and five auxiliary corporations owned the
majority of stock in a business corporatior:. Eleven of the corporations
received federal grants during the period studied, thirteen corporations were
utilized as agents of the universities for administering federal grants, and

eight even received indirect cost reimbursements from the federal government
for services provided by the universities. Nearly sixty percent of the
corporations ftirnishing the financial information indicated that they

intended to expand their fund raising activity in the next fiscal year.
Fifty-five corporations held title to real estate with a median book value
ranging from $100,000 to $500,000. Nearly sixty percent of the corporations

owning real estate paid real estate taxes on that property:

81.3 percent of the chief operating officers of the uua:lia”y corpora-

tions indicated that a primary reason for creating the corporation was to
create operational and fiscal flexibility for the university. Only twenty-
three (15.3%) corporations indicated that one of the reasons for creating

the corporation was to 1imit the legal liability of the university.
Seventy-one percent of the corporations studied indicated that upon

dissolution, the assets of the corporation would be transferred to the
university.

Seventy-one (47.3%) of the corporations studied indicated that they
contributed funds to the university for restricted purposes (median range of

$50,001 to $200,000). Eleven corporations (eight general foundations, two

research related corporations, and cne investment corporation) contributed
in excess of $1,000,000 to the universities supported during FY 1976, and

forty-six corporations indicated that they made unrestricted donations to
the universities (median range of $50,001 to $200,000). Thirty-five (23.3%)
of the corporations indicated that they liquidated invoices for expenses
incurred by the universities. )

~ The following comments relate to the specific types of corporations
uncovered and described in the study:

o The general university foundation was the most comon (30% of
corporations studied) nonprofit auxiliary corporation found on the

public university campus. The university foundation's primary

et
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purpose was fund raising, and in FY 1976 near]y half of the

foundations received over $1;000,000. Over sixty percent of the

foundations studied had assets over $1,000,000. Very few (2)
foundations received grants from either the federal government or
state governments,; however, ‘twenty-six foundations (57.8%) indi-

cated that they had received a grant from a private foundation in
the last fiscal year (1976): Nearly eighty percent of the founda-
tions indicated that they intended to increase their fund raising

efforts in the next fiscal year.

The research related corporation was the second most common
corporation found on the public university campus. It was
primarily founded by the university administrators to ease the
administration of research grants. No studentS appeared on the

controlling boards of this type of corporation. One research

corporation employed 3;633 emplovees and coordinated all the
research in the public higher educational institutions in an

entire state. Eight of the seventeer research corporations studied
had assets of over $1,000,000.

Unlike other types of corporations, the alumni corporations received
a substantial amaunt (mean of $27,472) of their revenue from dues
and assessments from members. The alumni corporations had average

assets of $516,575 in FY 1976:

Ten of the corporations studied were organ1zed to support . individual

schools (law, pharmacy, business, engineering, music), and in most

cases the chief operating officers were professors within the

schools supported. The corporations organized to support individual

schools had average assets of $388;732.

The auxiliary service corporations were created primarily by the

administrations and had annual average gross sales and receipts
of $2,609,432 in FY 1976.

None of the corporations formed to hold title to real estate had
any éfﬁp] oyees.

Two-thirds (4) of the corporations formed to support athletics
indicated that they were formed to create flexibility for the

universities served: The three athletic corporations presenting

the financial information indicated avezrage centributions, gifts,
and grants of $572,406 in FY 1976

Foiur of the corporations stucied were formed to support spec1a11zed

activities such as libraries, a museum and an orchestra: &ross
receipts for this type of corporation averaged $97,336 from all

sources and had annual average excess of receipt over expenses
of $2,882:
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® The boards of directors of student publication corporations

included only faculty, students, and fr1ends of the universities.
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were pa1d entirely by the corporation, as we11 as the chijef fiscal

officers of the corporations. The average gross sales and
receipts for bookstore corporations studied was $3,152;969 in

FY 1676 with average assets of $1,184,360 in the same year.

Health care facility and service corporations were created to
operate a free standing ambulatory health care facility toc serve
as af out-patient teaching facility for a medical school, to.
operate an entire medical school; to collect health service fees

from students, and to collect profess1ona1 fees related to a
med1ca1 school.

® The facu]ty club corporations had average annual gross sa]es and
rece ot of $321,673.
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the president df the universities served but none of the chief

fiscal officers of the universities served:

s Two of the auxiliary corporations affiliated with the major public
universities were created to support the 4-H youth programs
throughout the state in which they were found.

Implications

The findings of the study have substantiated the fact that PLb]]C

universities have utilized private nonprofit corporations to a significant

extent and that these corporations have furnished the universities with

resources that have created operational flexibility and support to meet
institutional objectives.

General

Better UnderstandJnggofgthegEuhilcmﬂn1vers1ty Organ1zat1on To many

outside observers the public university is a single administrative unit that

receives its financial support from the state through appropr1at1on Becominy

aware of the existence of the auxiliary corporation should assist in under-

standing the complex nature of the university. The individual or organization
doing business with the university should realize that through the use of the
private corporation, the university may have a legal entity that is legally
outside the control of the state political stricture and bureaucracy. The

university may have the flexibility to address any problem it faces through

U



the use of the private entity but the choice not to may be an administrative
decision based upon priorities.

Increased Creation of Auxiiiary Cokporatibhs The knewledge of the
existence of the auxiliary corporations and the degree to which they have

created financial resources may spark interest at public institutions

(universities; state coileges; and community colleges) that presently do not
utilize this private legal entity to develop resources. Increasing state
controls over a more difficult appropriation to obtain will result in the
leadership of public institutions of higher education to investigate the

use of all_flexibility. Knowledge of the utiiization of auxiliary corpor-
ations could very well speed up the process of creating new corporations

within the public sector: This could be especially true of schools within

the university that may be experiencing a decreasing level of financial
support.

, Increased Adm1n1strat1ve Interest in Aux1]1ary Corporat1ons If the

the ut111zat10f of aux111ary corporat1ons, the various adm1n1strot1ve
segments of the university will be required to understand the legal entity
and its pecuiiar character1st1cs because they will have the respons1b111ty

of administering these "private" organizations which have a new set of
operating parameters. New budget processes may have to be developed; new
;ringe benefit programs may have to be estab11shed, new aud1t1ng reqU1re-

to be revnmped, and/or new rﬂsk seek1ng personnel may have to be recruized.

Increased Private Fund Raising Activity by Public Institutions: The
fact that Len universitias received over $1 N1 ;0600 from their foundations

and that over half of <he foundations receives over 31,000,000 in FY 1976

indicated that the public universities are utilizing the auxiliary corpora-
tions to raise private funds to a significant degree. This private source
of funding for t;e,pub11c,1nst1tutjon will be deve 'oped to a greater extent
in the future and the public educational_institutions will be developing more
sophisticated fund raising techniques. The fact that the Study uncovered a
small number of nonprofit auxiliary corporations owning business corporatiens
may lead to college and universities exploring th1> mechanism as a method of

resource development:

Increased Interest in Auxiliary Corporations by Political Leadership of
the State. Although a small number (nine) of the corporations studied were
required to expose the resources of the corporation in the state budget
bkéCéSS at thé timé thé dété wés Cbl]éctéd thé khbW]édgE Of thé éXiStéhCé

political Teadership of any one state could result in increased interest in

the university private resources and the fiscal autonomy created by the

existence of the private legal entity.



- ; king Public
SJggprt Tf a case can be made that pub11c Tnstitutions are developing a
significant amount of support from the private sector, the 1ndependent
colleges and universities could be assisted in their «fforts to gain support
from public sectors.

Internal

Strengths and Advantages: The general endorsement of the further

development of private Tegal entities on and off the university campus by the
trustees might allow the various segments of the university to address
problems in a compardatively unrestrictive fashion, The freedom allowable

(over 80% of the corporations studied were created for this purpose) in a
private environment would act as an incentive_for many faculty, administrators,
ahd SEadéhts to exercise their 1hthétiVé ébi]itiés Faculty may be much more

control; therefore, a private corporation that directly benefits the univer-

s1ty or a segment of the un1vers1ty, may become the rec1p1ent of creative

ideas that are constantly flowing on a university campus. The potential

speed of decisionmaking by the private legal entity may allow that idea that
orice was discarded to be resurrected and explored with success.

A corperation locally created and controlled may alsc become an outlet
for the development of leadership foi* the university. The autonomy of the

privite legal entity and "bottom line orientation" will permit the evaluation

of performance of those that are given the authority to operate in the new

environment. Activities in which faculty, administrators, and students were
involved privately might become affiliated with the service function of the
un1vers1ty and this recognition might lead to a much higher level of morale

within the un1vers1ty

The separate corparat1on may be the mechanism to by pass restrictive
university policies and state laws and regulations.

concerning "corporate" emp]oyees as compared to the "state"
srrployees of the university. The study indicated far less
coliective bargaining activity in the private corporations.

Managemenb persornel o¥ the university may have much f1éXiBi1ity

@ Expenditures that are necessary to the institution, but not

thought to be "normal" state expenditures can be prucessed

through the private corporation without the time consuming, and
sometimes poli‘ically damag1ng approval process of the state.

Expenditures; such as insurance coverage, that are not

appropriate for the state might be essential for the univer-
51ty when negotiating a contract for serv1ces G1ffs for
prominent alumni in recognition of loyal servicz may be very

appropriate for a university.




o The private corporation can borrow funds without

approval of the state and may by-pass the necessity for
obtaining a special capital outlay appropriation from the
legisiature.

e The corporation can negotiate a contract with a vendor and;
therefore; potentially save time and money over the cumbersome

bidding nrocess of the state.

s Payments can be made immediately for services rendered which may

be necessary to obtain the desired service. This may be
particulary significant in those states where payment for

services may be required to be processed through a state agency.

o Assets of the corporation can be 1iquidated when no longer
needed and/or of use and the cash retained for further utili-

zation which may not be allowable by .he university in some
states.

The corporation may allow flexibility in determining fees for
ssrvices compared to various approvals established by state rate
setting commissions.

Weaknesses: The flexibility of the private corporation has the

potential of being a . :akness as well as a strength. The freedom of action

of the corporation could create conflict with existing university procedures
and adiiinistrative structures. Any new organization created to support

another needs to have its mission and objectives elearly defined or con-
flicts may arise. The relationship of the two legal entities should also

be clearly defined to assist in potential 1iability questions:

~ The existence of a separate legal entity creates the additional respon-
sibility for the leadership of the university to explain the role and need
for the corporation to the many university constituencies. The new
organization will require that the administration of the university establish
and understand an additional set of parameters and operating policies.
The establisnment of a corporation will create a separate set of reporting
and filing requirements with the state and federal governments. The |

separate corporation will require another budget process to be coordinated

through another governing board and require the establishment of a reporting
process to keep the university leadership appropriately informed:
~ Problems. In the planning process of the public institution each
objective should be evaiuated and a determination made as to whether the
private corporation can or shouid be utilized to assist in the accomplishmenc
of each particular objective. The first problem :nuld be to decide the
appropriateness of the corporate form. The corporatior should not be.

utilized unless the university cannot satisfactorily rusolve the problem
through normal sources. The operational relationship between the private

corporation and the public university needs to be defin.d. Will the use of
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space on the campus require a lease? What university support services can
be provided the rorporat1on and at what cost? Are administrative offices
of the university placed in a compromising position for holding a position
n. thé corporaté Structuré7 If thé privaté torporation gets into fiScal
Are there town/gown prob]ems created by the entrepreneur1a] activities of
the corporation?

The composition of the controlling board must take into consideration
the constituencies served. Human resources important to one activity of
the university should not be drawn away by another. The fund raising.
activity of one corporation should be coordinated with the development
function of the university or other corporations. Resources allocated by
the corporation should not duplicate resources made available by the
university. The decisionmaking process of the corporation(s) should be _
known by the leadership of the university to maintain appropriate econtrol:

Personnel selected to manage self-supporting auxiliary organizations
need to be screened carefully. They should be oriented to the “bottocm-line.
Unlike many other activities in higher education the managers' responsi-
bilities for self-supporting activities can be evaluated on the basis of

ﬁesp}tsi The budget is. not an a]]ocat1on based uan need but 1s to a great

tried before in a part1cu1ar s1tuat1on? Are they intrigued with produc1ng
income from taking risks? The managers of a self-supporting affiliated

corporation cannot -over a deficit by merely transferring funds, presenting
a deficiency budget to the appropriation source, or asking the trustees to

increase tuition or fees to generate revenue from a captive market.
Fxternal

Threats and Risks: The flexibility created by the uti ilization of
auxiliary corporat1ons could bring pressure from several external groups

depending upon the p011t1ca1 c11mate of the state and depending upon how
extensive the university dev ~ops the use of these private legal entities:
If the university already enjoys a significant amount of fiscal autonomy
from the state bureaucratic ahd legislative structure, the use of auxiliary
corperations may not be given any attention. However; in a state where the
un1/ers1ty is seek1ng channels to get out from under a grea+ deal of

must be accomplished in a very discreet manner. Even though this .tudy

indicates that the appropriation isn’'t being s1gn1f1cant1y influenced by

the existence of aux111ary corporations; fiscal a tonomy in many states is
a politically sensitive issue. If the executive Lranch perceives that it
will have 1ess control over the management process, it may bring pressure
on the un1vers1ty when it attempts to develon and utilize the private legal

entity: If the 1eg1s1at1ve branch concludes that its influence on beha]f
of the taxpayers is diminishing, even though fiscal autonomy has in
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legislatively granted, pressure may be felt during the budget process as
well as through other legislative processes:

 If the activities of the nonprofit corporation or business corporatior
controlled by the nonprofit corporation begin to compete with the business
community in the local area or even throughout the state, the univer o, may
have a town (state)/gown problem to address. 1f this issue becomes serious
enough, it may have an effect on the ability of the university to raise
private funds or to gain support for increased appropriations. If the
nonprofit corporation extends itself into significant unrelated business
activities, the university may be challenged by the Internal Revenue Service
which again may result in negative public reaction.

The extent to which the activities of the auxiliary coerporation(s)
compete with the fund raising structure of the independent sector of higher
scication will determine the amount of reaction from that source. [f, the
auxiliary corporation becomes eligible “or funding sources (i.e., state
bonding autho.ities, foundations; etc:) that have been traditionally the
domain of the independent colleges, they may be perceived as a threat and
again incur subtle pressure from several sources, including the legislators
that have traditionally supported the independent sector.

~ QOpporturiities. The auxiliary corporation, being relatively free from
state administrative law and policy, has the flexibility to address any _
problem or need facing the uriversity.

The only restriction, assuming the
charter has been written in bivad enough form; is the availability of ,
raising adequate resources to accomplish defined objectives, and the private
corporation may in fact have r dy access to resources not available to
the university to accomplish these objectives. Individuals and corporations
may more 1ikely donate cash; controlling stock ownership, art work, real
estate, patents, manuscripts, etc: to a private legal entity out from under
the control of the state than to take the risk that the state may, through
legislative or other political influence; utilize the asset in a manner not

suitable to the donor. Foundations may not be permitted under governing
policy to fund publicly created and controlled agencies and subdivisions.
The corporation may b ‘ble to apply and receive federal grants more reanily
because of matching i  .irements or time constraints. The private corporation
may accomplish object .es by debt financing not permissible under state law.

" The auxiliary corporation may be utilized in a manner that provides a
needed service to the university or a subdivision of the university but may
be outside the direct service parameters of_ the university. The engineering

faculty may want to participate in the development of & "rescarch park."
The business faculty and students may want to establish a marketing research
firm as a learninj laboratory. The administration may want to éenter con-

tractual arrangements with organizations outside the state or country not
permissible under state regulations. A donor may offer the university a

gift that is entrepreneurial in nature and the private corporation may be.
necessary to assume the financial and public relations risk  The university
may be asked to participate in the development of land directly adjacent to



the campus for residential, industrial, and/or commercial purposes,; and
although it may be beneficial for the university to participate for various
reasons; a state entity may not be able to get directly involved in such
activities:

ship (Board of Trustees may be political appointees with much less talent

or resources needed by the university) involved and supporting the public
university. The administration may be able to recommend individuals to

serve on corporate boards that would not be considered for appointment as
Trustees. The private corporation may through these new contacts gain dccess
to resources not presently available to the university. This may be the
process through which the university can approach "new money" that is looking

The private corporation may be the mechanism to obtair private leader-

for an association with an educational institution. Members of boards of
directors of private auxiliary corporations may also have access to
political influerice not available through trustees.

A1l of the above potential external opportunities brought about by the
utilization of private auxiliary corporations may assist the university to
step into the economic and social mainstream of the seciety it is

attempting to serve:

Conclusion

The need for the public institutions of higher education to consider the
development of private resources has been expressed by Dr. Howard R. Bowen,
President of the University of Iowa, when he stated; "tegislators do not look
with favor on the extras that will make tlie difference between adequacy and
excellence. The public institutions, which wish to strive for exceptional
performance are, therefore. forced to look to private resources for the funds
needed to Jift them above tne comiionplace or the mediocre. Those public
institutions that have achieved rreatness have done so with the help and
encouragement of private resources and private leadership (1956)." The
non-profit auxiliary corporation is a private resource and one alternative
for providing the public institution a link te private leadership. If it
is a mechanism which will assist in the development of additional revenues
and management flexibility for higher education; it needs to be examined and
understood. This study scught to determine what a university or college
staff member might 1ike to know about auxiliary corporations in the process
of exploring additional sources and methods of developing private resources:
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AR Tdentification of College and University Peer 6roups
Study Overview

For several years the Board of Higher Education staff has prepared

annual studies of faculty compensation in comparison with compensation at
peer irstitutions in other states. The groups of peer institutions used
‘r these studi have been based primarily upon a 1972 study by Dr. Craic
Bazzani:. The primary purpose of this study is to develop an expanded and

improved framework of peer institutions for comparative purposes.

The general approach of the study is similar te tne methodology used
in several other recent etforts to identify peer institutions. First,
data on a number of institutional characteristics, such as: size; complexity
of academic programs; admissions selectivity, and external research support
are examinad through the statistical technique of factor analysis. The
factor analysis reduces a large numbar of variables into. a smaller number
of composite variables {called factors) that "explain” the variation among

all the institutional characteristics examined:

 Second, the statistical technique of cluster analysis is used to group
institutions with similar factor scores together. This technigue systematically
compares the factor scores of varicus institutions and groups like institutions

together in a progressive marner. Although the cluster analysis techrigue
results in reasonable homogenous groups, it is helpful to test and where

necessary to modify its results with a third techniqué, discriminant analysis:

Discriminant analysis_is used to test whether each institution in the

yarious clusters is actually placed in the group that most closely matches
its char  _teristics. Somz institutions invariably tend to fall in between
two somewhat similar qroups: The process of comparing institutions used in

the cluster analysis works in such a way that institutions that are somewhat
similar to’two d:fferent groups may not be classified in the group_that most
closely approximates its characteristics: The discriminant analysis technique

identifies such institutions and enables the analyst to reclassify them to the

nore appropriate group. In thic study such a reclassification was made and
the results were tested with z second discriminant analysis.

 These techniques were used in this study in group 417 public controlled.
institutions snd 671 privately controlied institutions intc peer groups. Data

For twenty-eight institutiunal characteristics, drawn primarily from HEGIS

surveys; were used to describe the variotis institutions.

~ Although the study's methodology is similar to other efforts, many more
institutional characteristics are examined and the number of institutions
included is much greater than in other available studies:




E1ghteen peer groups were developed for public institutions and twenty-

seven groups were developed for pr1vate institutions. A1l of the institutions
in the various groups are identified in Appendix B.

thr0ugh any approach a discriminant ana1ys1s of the groups in Apperd1x B

indicates that over ninety percent of al] institutions are classified in the

group which best matches their characteristics. On the basis of these results,

the framework of peer institutions developed in this study will be useful for
comparative purposes in studies conducted by the Board of Higher Fducation staff.

neither. th1s c1ass1f1cat1on framewo kK nor any othar is immune to change or

beyond improvement. Studies such as this should be periodically updated through
the use of more current data, and efforts to improve the data and techniques used
to identify comparison groups should be continued.

A]though such groups are useful for comparisons of various types, the
comparison groups are far from being perfectly homcjeneous and th: «3ta examined
do not and cannot include all potentially relévant variables. T;,\.; iimitatigns
should not be forgotten as the groups are used ir policy analysis



Introduction and Background

S1nce 1ts creation in the ear]y 1960 5, the I111n01s Board of Higher

support of one institutien compares to the support of another institution,

how State appropriated support for I1linoic nublic and/or private institutions

compares to State appropriated support of iistitutions in other states, or how

compensation of I1linois higher education eniployees compares to compensat1on

paid to similar employees in other states. Also, groups such as the budget
office of the Governor or Leq1s1at1ve appropr'at1on committees often request

Over the years, the 111inois Board of H1Qher Fdication staff has made

use of such comparisons in the development of planning and budget recommendations.
The area in which interinstitutional compar1sons have been used most extensively

by the Eoard of Higher Education staff is faculty compensation and salary. This
type of interinstitutiona’ cruparison was first used by the Board of Higher
Fducation staff in the iate 1760's, and an annual summary and analysis of
interinstitutional comparisons of facilty compensation and salary has been

made since fiscal year 1975

Interinstitutionai comparisons are often criticized because, in _important
ways, every institution of nigher education is unique. This 11m1tat1on must

be kept ir mind &s comparisons are made, but it does not mean thatrcompar1sons
are never useful or valid. Although institutions are clearly unique when
examined in detail. there are many adeneral characteristics that are shared by
groups of institutions. General compariscns of such characteristics provide

useful information for board policy decisions; in many respects decisions made

at the State level such as the need for salary increase funds for a university

can only be considered in the context of qeneral information.

- In addition to the criticism that no two higher education 1nst1t|t1ons are
alike, there is another limitation of interinstitutional compar1<onsfthqtf1s
important in the case of staff compensation. This limitation is related to
the complexity and multi-dimensional nature of the academic labor market.

Within the academic laber market; each academic department is an active and
independent participant. For any given academic department the faculty labor
market could span one or more acadenic disciplines; which may be segmented .
further into individual markets based on considerations such as departmental
reputation. Departments within each institution compete in these many markets

for racu]ty, and the rc]evant mdrket may be quite different for various

. 7
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The complexity of the labor market and the difficulty of measuring

each academic department's position in the market forces agencies such

as _the Board of Higher Education to focus on instituti rather than
individual academic departments; even though the departmental level

Is where the competition actually occurs. The ability of 111ineis insti-
tutions to compete in the general academic labor market i5 measyred by

comparing the average compensation in I11inois institutions to the average
compensation in similar institutions in other states: It is assumed
that the average compensation for each institution is an adequate proxy

measure for the participation of its academic departments in the varioy:
[P, b4 P A A A L e b et L LU } vdri0c
labor markets in which they compete for faculty. rous

, . Because this approach has been used to measurs how well 1:1inois
i1stitui.ons are faring in the academic labor market; the method used fo

identify peer institutions for each I111nois institution is very important.

Since fiscal year 1975, the annual compensation and salary reports prepared

and presented by the Board of Higher Education staff have used a peer

institutional framework for the I11inois public universities developed by
Dr Craig Bazzani. This study has been made in order to refine and update
t. - groupings used in the Bazzani study (1972).

Threshold Appreaches for Identifying Peer Institutions

- The vexing problem of selecting peer institutions for interinstitutional
cumparison purpeses has troubled higher education administrators and researchers
for a number of years. Several comparison frameworks have been developed,
and two that have been used widely, daré institutional classification schemes
developed by the Carnegie Commission on Higher Education and the American
Association of University Professoars:. Of these two schemes; the Earnegie
£nmmission appreach is probably more sound in that it recognizes several
institutional characteristics including degree and academic programs offered,

amount of federal support received for organized research; and a measure

of undergraduate admission seiectivity.

To-anzini, Hartmark, Lorang and Shirley categorized the Carnegie Commission B
Classification scheme, and others like it, as "threshold" rodels (1979, p.2). They

In a paper discussing the general topic of identifying peer institutions,

comparison purposes: Summarized, these weaknesses are: arbitrariness in
selecting threshold points; threshald peints are usually limited to.a small

number of institutional variables; and the selectinn of the threshold points;

in fact, specifies the classification structure (1976 p. 1-3). Basically threshold

models are highly dependent on subjective judgments of the person or persons who
4esign the classification structure.

i)
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~ Recently, the National Center for Education Statistics (NCES) with assistance
from the National Centér for Higher Education Management Systems (NCHEMS)

developed yet another taxonomy for grouping postsecondary institutions, The
types of programs offered and the number of students participating in the .
rograms were used as the basis for classifying instituticns. (Makowski 1980, n.4).
This institutional classification scheme used three numerical criteria for
classifying higher education institutions:

1. Mumbor of degrees zarned by tvpe of degree (doctorate, masters
or baccalaureate).

2. Number (f fields in which degrees were earned.

3. Ratio of degrees completed in several specific fiéids to total
degree complaticns.

_ Five sajor categories of institutjons were identified based upon these

numerical criteria: However; institutions are still classified into these

major categories using a "threshold" appreach. For example, institutions which

grant a minimum of 30 doctoral-level degrees in three or more doctoral-level o
programs are categorized as major doctoral-granting institutions (Makowski 1980, pp.5-6)
While this taxonomy is an improvement over the Carnegie Commission classification

Bazzani Comparison Framevork

As wac stated above, the I11inois Board of Higher Education staff recognizud.
the value and usefulness of interinstitutional compensation and salary comparisons
in the late 1960's: As a part of t  nterest, Dr. Craig Bavzani deyseiopad
a faciilty compensation comparison franework by identifying specitic nee~ .11~
tutions for each of the I11inois public universities (1972 .

The Bazzani framework does not have the weaknesses of the "threshold" types
of institutional classification schemes because it uses a number of institutional
variables for identifying comparable institutions githout making arbitrary .
: ' h Bazrzani used a statistical technique

assumptions about "thresholds" cf difference. Bazzani used a statistica
called cluster analysis for grouping similar institutions based upon eight
institutional variables. The institutioral variables used by Bazzani were:
1. Total professioral staff
2. Total degrees (number of bachelor; master; doctoral and professional
degrees)

3. Number of graduate degrees
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4. MNumber of doctoral programs
5. Percentage of araduate deqrees to total degrees
6. Fuli-time-equivalent enrollment

7. Growth rate/percent change in enrollment, 1960 to 1970
8. Pe-centage of full professors to total professional staff (1972; p: 29):

The cluster analysis grouped the 140 random]v selected institutions

into seven separate clusters (Bazzani 1972: P. 29); and I11innis publiic universities
were placed into three of the seven cluster groups identified by the cluster
analysis.

The second part of the Bazzani study identified the major determinants of

average compensation for the institutinns used in his analysis: For this part of

his study, Bazzani selected a combina.ion of institutional and State variables.

Among these variables, the number of doctoral programs, an institutional variable,

was identified as the most influential factor in determ1n1nq faculty compensation _
levels. The second leading factor was per capita income, a State variable (1972, p. 62).
Taken as a whole, the institutional variables used in the Bazzani study were

found o be better predictors of aver®ge compensation than the State variables

examined (1972, p. 72).

Since Bazzani completed his work, the 111inois Board of Higher Education

staff has used the Bazzani peer 1nst1tut1ona] groups in the annual repo. tc on
faculty compensation and salary. However, the Bazzini framework has a iiumber
of 1imitati0ns The fir;t of these i- ‘that Governors State ahd Sanqamon State

Bazzan1 d1d His sLudy Arother 11m1tat1on 1s the fact that Southern I11inois
University and the University of I1linois were handled as one campus; respectively,
rather than multi-campus universities; at the time Bazzani did his study; these

two universities did not report average faculty compensation and salary data

for each o7 the'r separate campuses.
~ The Bazzani study also did not prov. e "peer" groups for I1linois private
‘instjtutions A fina] _problem with. continued use of the Bazzanl framework =

1v’*?‘ut|ons These changes ceu]d resu]t in different institutional clusters

vsir2 ¢ replication of the Bazzani study, techn1que with more current data.

Recognizing these limitations, .he Board of Higher Education staff undertook

1 study to identify a new 1nst1tut1una1 peer structure for irterinstitutional
cwmpar1son purposes, The remainder of this paper describes the approach used
ind the results of the project.
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Approach Used ‘or Identifying Peer Institutions

Considerations Used in Selecting an Approach

‘A number of considerations influenced the selection of an approach for

identifying a new set of institutions for peer comparisons to I11inois
colleges and universities. The approach selectea should be objective, that
is; it should not reguire the Board of Higher Educatior staff to make a
series of subjective decisions. The approach selected should meet the
following criteria: be able to accommodate a large number of institutions;
have the capability tc handle a large number of individuzl factors for each
institution included in the group being studicd; be equa.ly valid whether
applied to public institutions, private institutions or pullic/private

institutions combined; and, ideally have been applied previously to a
comparable task with some measure of success.

~ The study approach selected was developed and used by Terenzini, et al.,
at the St-te Universits of New York at Albany (SUNY Albany) (1979, p. 2). This

study approach met all of the criteria which were enumerated above. In

addition, the results of the Terenzini study were intuitively satisfactory.
The siatistical method used by Terenzini; et al:; to handle a large

number of institutional variables was factor analysis. The factor analysis

was applied to fourteen separate institutjonal variables, w' ' -h were reduced
to four general factors: full-time student emphasis, faculty salaries,
graduate/research orientation, and size (1979, p. 9). After identifving the four
factors, Terenzini, et al.; used a cluster aniaysis technique to place 176
institutions into groups and ilv a diseriminant analysis to verify the
clustered groups.

The +nstitutions inc ided in the Terenzini, et al:; study offer the
doctorate degree and in th. most re¢cent three yeurs had conferred an annual

average of fifteen or more c . lorate degrees in a minimum of three non-related
disciplines {1979;.p. 4). (These criteria are used by AAUP to classify institutions
into Category 1) (1979, p. 336). While the focus of the SUNY=Albany study was !imited

to a smalier number of institutions than were planned fcr *his study, the basic

approach used seemed promising.

In addition to the SUNY-Aibany study, there have been other studies
involvirg the measurement of similarities and differences among higher
education institutions which used factor analysis and cluster analysis:
McShane used the cluster anlaysis technique for the classification of medical
schools (1977), and Smart used factor analysis and discriminant analysis to
investigate organizational diversity in American higher education (1980) .
Factor analysis also w2s used in the analysis of thirtythree institutional
variables in a study by Astin c¢f 335 higher education instituti =s (1962) .



Data Used for Study

The scope of & study of this nature is limited by the quantity and quality
of data available, Most data used in this stuay was collc.ced by the U.5.
Department of Education through the Higher Education General Information

Survey {(HE6IS): Through HEGIS, data is reported annuaily by higher edvcation

institutions in the following areas: finances, student enrgllment, deqiees

awarded; and number of employees. In addltlon to HECIS, some data was taven
from the annual AAUP faculty compersation and Salary report. The only
additional courcé of data was the Barron's Index of underqraduafé selectivity

(1978). The HEGIS and AAUP data used were tor fiscal year 1977. Datz for
1,126 institutioens were collected:

~ Using the data available, the first ster in the study was to identify

institut.onal voriables which could be used "0 < parate the institutions

into ,pe;“”,grouoﬂ. In all, thirty= ~-two_ separat. _institutional_variab.es were
selected #nd inr.e bre”1dent1fiéd on ‘able 1, Of these variables; sixteen
were Jevelus by the Buard of Higher Education staff. The reamining variables

were select -4 from various other studies: A source for each variabl~ used 1s

&1s0 snown on Table 1. The following is a brief description of the institutional

vatantes selected.

Control. Two caicgories of institutional control were used - public and
riivate,

Barron's ihdéi A medsure of underqraduat@ admissions selectivity which

is publ1<ﬁe8 annu lly The index places all colleges and universities into
six groups bazed on their respective admissions selectivity (1978).

‘No. of Bachelors Degrees Awarded. The number of bachelcrs degrees awarded

for an academic year as reported through HEGIS. This is a measure of prograi
size at the undergraduate level of instriction.

No. of Masters Degreos Avarded. The number of masters degrees awarded
for an academ1c ‘year as reported’th ouqh HEGIS: This is a measure of program

No. of Doctors Degrces Awarded. The number of doctorate degrees awarded
for an acadew year as reporued throuqh HEGIS. This is a measure of program

~ No. o7 2=Digit HEGIS Di sc1p11nes Bachelor qu.ees The nuiber of 2- d1q1t
HEGIS dj sc1p11neg in which barhe]or degrees are offerad  This is a measure of
prograni Dreaduh at the bache.3-'s level.

No. of L-DiéiiAHEﬁlsgDiééiéliﬁééj Masters Degrees. Tne number of 2-digit
HEGIS discinlines in which masters deqrees are offered. This is a measure of
program bre:dth at the masters level.
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No.-of 2-Digit HEGIS Disciplines; Doctoral Degrees:. The number of 2-digit
HEGIS disciplines in which doctoral degrees are offered. This is & measure of
program breadth at the doctorate level of instruction.

Bachelors Degrees per 4-Digit REGIS Discipline: The number of hachelor
degrees for each 4-digit HEGIS discipline. This is a measurz of program

depth at the bachelors level of instruction.

Masters Deqrées per 4-Digis HEGIS Discipline. The number of masters

degrees for each 4 d1g1t HEGIS d1sc1p11ne This is a measiure of brodram

-3Aper44AulgltgHE6157D1551p11ne7 Tne a6 v oof doctoral

degrees for each 4-digit HEGIS discipline. This is a mivsure of program
depth at the doctoral Tevel of instruction,

~ Total éacheio; _uvegrees in Education per Totai Bachelor Jegrees. The

total nUmber of bache]or degrees granted This is & measure of program

comprehensiveness at the bachelers level of instruction:.

~ .gtal Masters Degreesg4n4EdueaL40ﬁgpey Total Master Deqrees:. Tho numcor
of masters degrees granted in the d15c1p11ne of educat1on per tﬂe total nur' Ce

Total Doctoral Degrees in Education per T Total Doctoral Degrees. The

number ~f doctoral degrees granted in the discipline of cducatinn per the total
number :f doctoral degrees granted. This is a measure of program comprehensiveness

at the doctoral level of instruction.

Perce-tage of Undergraduaté Students Ave Full-Time. Percentage of tc.al
undergrad:ate enrollment which are enrolled full-time. This variable is ¢
undergraduate student characteristic.

Total FTE Enrollment: Total full-time- eqn1va1ent (Ffﬁ} enrol™ it at all

levels of instruction. This is s ' ~asuie of overall size:

Total FTE Enrollment of Graduate Students. Total full-time-equivalent

enrol Iment of graduate studeﬂts at aTl ievclc o 7nstruct1on This is a measts

77777 Total First Pkofessiohai FTE Envollment. Total FTE enrollment in first
professional degree prog ams: (his is a measure of overall size of first

professional degree programs.
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Total Professional Staff. The full-time=equivalent number of professional

staff employed by the institution. This is a measure of overall size,

Total Educational and General Expend1ture% Total education and oerera]

expenditures reported in the HEGIS Financial reports: This is an overall

measure of financial suppo reguired to operate the institution,

~ Grant Contraci Revenue. Currént fund grant coniract revenue reported in
the HEGIS financial reparts, This is a measure of externally funded research
support received by the institution;

Number of Faculty by Rank. The number of faculty are reported by rank

annua]]y by the American Association of University Professors (AAUP). This

is a —easure of overa]] s1ze and an 1nd1cat1on of the experience and maturity

e number of full professors

e number of assuciate professcrs
® number of assistant professors
e numbcr 0F instructors

Percentaqe of Total Faculty Who Are Full Professors TH; percint of tote!

faculty who have reached the rank of full professor: Th @ s an overa

measure of the experience and maturity Tevel of the facult. =mpioyad by che
institution.

_ Faculty Workload. The ratio of total FTE earollment to the i i:i numher
of faculty employed by the institution. This is an overall measure of the
workload attainment of faculty employed by the institution.

Total Degrees Conferred per Tota] Envollment. Total number of dearees
conferred for all prugrams per total FTE enrollment. This is a measure of

overall program and student quality for each institution:

In addition to these variables, four variables which measure average

facu]ty compensat1on by academic rank were considered during the initial
selection process. These variables are designated separately on Table 1
because they were excluded from the final factor andlysis. The reason for
excluding these variables is that a primary purpose for developing an insti-

tutional framework is to make interinstitutional comparisons of average

faculty compensation. If average compensation variables had been included the

groupings could have been heavily influenced bv_ these variahles, The pesiilts
would then be much less useful for examinring relative compensation with regara
to other factors.



Most of the variables used are measures of overall size and the
comprehensiveness of programs offered at all levels of instruction, but
several may be considered indirect measures of program gquality. First,
the Barron's Index is an indirect measure of undergraduate program
quality at a specific inctitution. The underlying assumption is that.

institutions which are highly selective in admitting undergraduates also
have high quality undergraduate instructional programs.

Second, the ratio of degrees conferred to total enroliment may also

which h. a high ratio of degree: awarded to total enrollment aiso offer
high quaiity instructicnzl programs. . However, this may also be a measure
of the institution's admission selectivity - tho.. institutions which are
dents would be expected to have the highest

degree completion ratio. Dr ~ae completion ratios can be misleading; however:

most selective in admitting stu

An institution with low sta. .-ds or an institution with many transfer

students or short term degree prograis vouid have . high degree compl=tion
ratio:

A third indirec ina :ator of quality is amount of external grant funds
per professional staff member. Presumably, a high quality faculty will tend

to be more successful in attracting external grants to the institution:

In a recently published paper, Smart, et al. identified varicus measures

which directly or indirectly reflected quality or prestige within the ccademic

community. They used variables such as the average composite SAT Verbal and
Math scores for each jnstitution being examined; and composite university scores

on ratings of doctoral faculty in <tudies by Ca ter and by Roose and Anderson (1980).
While these variables may be useful in the process of separating institutions
into similar qualitative groups; few would agree thet they are adequate measures
of institutional quality.

77777 Of the variables used in this study; those which measure program breadth,
depth and comprehensiveness have, to our knowledge. not been used previously.

These variables measure dimensions other than overall size which are intuitively

important in distinguishing among institutions. By measuring a number of

institutional dimensions, it is anticipated that the institutional groups
resulting from this study will be more acceptable.

_ The program comprehensiveness measures used in the study reguire further
explanation. The comprehensiveness measure was used to determine the extent
to which an institution offers degree programs across_a variety of the academic
disciplines. A totally comprehensive institution would award degrees in ail
academic disciplines at all student levels, and it is unlikely that one discipline

would ac. -unt for a dispriportionate share of the total.
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Rather than count the number of disciplines in which dedrees are

awarde. for each institution, this study used the ratic of déqrees offered
in the 7ield of education to total :icarees offered. !t w:- assumed that an

institution which awards a larae prupuriion of its total rees in one

specific academic d1sc1p11ne is 1ess comprehensive than an institution with

a more balanced array of deqree programs. Education was selected because many

state universities have evolved from teacher preparation institutions. While

many of these institutions have changed their official names from. co]]eqe to

university. they remain heavily committed to th= preparation of elementary
and secondary sclingl teachers.

Study Methodol..yy

The mothodo]oqy used in this study is similar to the one used in the

Terenzini study to identify higher education institutions having attributos
and characteristics similar to SUNY-Albany (1979, p. 1). Thisg methodoloqy 1. -ludes
the use of factor analysis. cluster analvsis, and discriminant analysis to

identify peer groups.

First, factor anldys1s is used to 1dent1fy a small number of factors.

based upon common. relationships among a larger number of variables, that can

be used more eas11y to construct peer groups. Second, cluster analysis is

used to group institutions according to their relative similarity on the various

factors that were identified in the previous step. Third, discriminant

ana]ys1s is used to test whether the clustering. techn1que has in fact; resulted

in groups that are as closely similar as possible. In this study. a few
institutions were noved into more appropriate clusters based upon the results

of the discriminarit ana]ys1s, and an additional discriminant analysis was made
to confirm that the new qroup1ngs improve the cluster.

The computer software programs used to run the factor analysis, cluster

analysis, and discriminant analysis are those developed by the University of

€alifornia (Dixon and Brown 1979). Trese programs are reférred to as the

Biomedical Computer Programs and the reference numbers for the programs used
follow:

Factor Analysis - P4M (Dixon and Brown 1979, pp. £56-554)
Cluster Analysis - P2M (Dixon and Brown 1979, pp. 633-(42)
Stepwise Piscriminant Analysis - P7M (Dixon and Brown ]979, pp. 711- 733)

In the ‘n110w1ng sections each of these statistical techn1ques is described in
greater detail.

Factor Analysis. Factor analysis is_a branch of statistical science; first
developed and uUsed in the field of psychology (Harman 197€¢; p. 3). Since its

development in the field of Psychology; factor analysis techni que has been used
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widely in other fields such as medicine, economics, political science, and
sociology (Harman 1976, p. 7). The factor analysis technique has also been
used widely in various higher education research efforts (Astin 1962; Smart,
Elton, and Martin 1980).

" The factor analysis technique has the capability of bringing order out
of tho relationships among a large number of variables (Harman 1976, p.8). A

satisfactory f. “or analysis results when the solution yields a small number
of factors which convey all of the essential information of the original,; larger

number of variables. The primary reason for developing the tactor ana1y51s)
K an 1 4).

technique is to attain scientific economy of description (Harman 19765 Pp.

~_ Cluster Analysis. Cluster analysis is a statistical method for grouping
a large number of cases using measures of similarity er dissimilarity among
different variables; or as in the case of this study, ameng different factors

based upon a larger group of variables.

 Initially in the elustering process, each case is considered to be a
cluster on its own. At each step of the clustering process, the two clusters

Which have the shortest mathematical distance between them are combined and joined

ts fori & new cluster (Dixon and Brown 1979; p. 633). The clustering process is
continued until all cases being examined are clustered into a single, large

cluster:. This clustering process is referred to as Ward's hierarchical cluster - .
analysis method (McShane 1977, p. 1n). To achieve the purpose of tne cluster analysis
the user of the cluster anlaysis must select an optional pattern of clusters

from the numerous patterns that appear at various stages of the clustering . . __
process (Terenzini 1979, p. 7). This shorcoming is the reasen for using’a form of
discrifiinant analysis to veriry the classification of cases which resulted

Dissriminant Analysis. Discriminant analysis is a statistical technique

that enables the user to examine previousiy established aroups and determine:

2 The variables or (in this case) factors that best describe the

differences among the groufs;

s The importance of each of the variables or factors in accounting

for the differences among the groups:

o The extent to which individual cases (or instituticns) are similar

to the average characteristics of their respective groups; and
The group to which individual cases should be assianed if. in fact.
their best "fit" is not in their original group (Tatsuoka 1970) -

The discriminant analysis is begun by identifyirq the factors used in

the cluster analysis that best discriminate between the clusters selected.
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This factor is the first to be entered into discriminant analysis. Ia a

stepwise fashion; the discriminant analysis then selects the other factors in

order of their importance in explaining the separation of the clusters. Then

aroun means are ca]cu]ated for each of the factors fhit are found to be 1mportant

Because the cluster ana]ys1s procedure works on the principle of joining

the eases or clusters which are most s1m11ar those cases which c]uster near

the end of the clustering process tend to be dissimilar to other institutions

in the cluster. The clustering process is not complete until all cases have

been 1nc1uded 1nto a c1uster Those cases wh1ch tend to be un11ke any other

to the clustér that best matches their character1stics The diseriminant

ana]ys1s techn1que will determine whether or not all cases have been consistently

classified; ang;, f “hey have not; it will specify the ¢’ 'ster into which they

would have been mu:re appropriately classified.

Study Results

Results of the Factor Analysis

The twenty-seven institutional variables used in this study were enteved
into the factor analysis. Five factors were identified as having eigenvalues
greater than one. The<e f1ve factors éxplain@d 75 7 percent of the varijance

The factrr an1ay57° Firse identifies the principle axis along which there

is a maximum of variance. Then a second axis; constructed orthoqona]]y

(uncorrelated) to the first, accounts for the maximum amount of variance which

remains. This process is cont1nued until all the variance among the variables
used is explained (Cooley and Lohnes 1971, p. 130). The five factors identified -in
this study explained more than 75 percent of the varian o in the twenty seven
variables. These five factors were orthogonally rotatec using Kaiser's varimax
criterion. Standardized factor scores for each of 1,1i& institutions were
produced based on the rotated factors;

Table 2 shows the amount of variance explained by each of the five factors.

Factor One, with an eigenvalue of 13.99; accounted for more than 50 percent of

thefvar1ance among the institutional variables, and factor Two explained nearly
nine percent of the total variance., Examining each of the five factors from top

down in Table 2, it can be observed that each factor exp]asns progressively less
of the total variance among the original_twenty-seven institutional variables.

A successful factc anlaysis explains a large proport1on of the variance with a

small number of faetors (Bixon and Brown 1979, p. 661). Ba-ed on this criterion;
the resuits achieved in this study appear to be satisfactory
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Table 3 shows resilts of the rotated factor loadings., Becausé of theé
strong positive ]Oédihgj on variables which measure o :rall 1nst1rut10ha1
size and program comprehensiveness: the first facror S 'n referred to
as "Ovarall Size and Proqram Eomprehensiveness:" The _.cond factor has bé@h

labeled “"Overall Size and Program Comprehensiveness at the Joctoral Level.
For this factor. there was a negative loading on the percer-age of total FTE

enrolisient which is undergraduate. Current fund revenues <rom drants and
COhtréCts aiso 10édéd Héévi1v on th1c factor; conf1rm1nq that 1nst1tut1onk

The variable which loaded most strongly on the third factor is the

Barron s Index of selectivitr of underqgraduate students. Tor this reason

this factor has been labeled "Undergraduate Admission Selectivity." Five
of the institutional variables loaded negat1v91y on this factor. All of these
variables measured program compreheriSiveness at the three student levels of
instruction - bachelors,; masters and doctorate. Even though it_Wwss nov. d
strong loading: the Ratio of Total Degrees Conferred to Total FTE Laroliment
loaded or factor three. This loading suggests that nstitutions which are

selective in admitting urdergraduates also have a higher degree of success rate
towards graduation and the rece1pt of a degree. The third variable which loaded
positively with factor three is the Percentage of Total Faculty Who Are Full
Professors, suggesting that institutions which have hiah standards for
undergraduate admission also have a proportionally h1oh percentage of total

faculty who are full professors.

Two of the three variables which loaded heav11v on factor feur are measures

of program depth and comprehensiveness at the masters level — For this reason

this factor has been labeled as "Program Comprehens1veness at Masters Level.
The ratio of total degrees conferred to total FTE enrollment also loaded
heavily on this factor. The only neqative loadina on this factor was tie
percentage of total enrollment which is underqraduats and, in view of the
variables which heavily loaded cn this factor, this is logical .

The fiftii “actor was influenced heavily by a single positive loadini from

the variable wnich measures faculty workload: Therefore; this factor has been

titled "Faculty VWorkload.” This factor had three add1r1ona1 variables whieh

loaded negativeiy. The negative loadings suggested that institutions which have

relatively high faculty workload ratios tend to have lower undergraduate
admission standards, a smaller percentage of faculty who hold rank of full
professcr, and a Sma11 riumber of doctoral programs

Table 4 is a summary of each of the five factors used in this study and
the title diVeh to each. Stardard factor scores . for each of the 1,118
instituticns in this study were produced by the factor analysis program. These

scores are shown in Appendix A (Table A-7).
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Results of the Cluster Analysis

The standard factor scores for each of the 1,118 institutions were then

entered into a cluster andlysis. Initially, all institutions were clustered

together. Selecting the optimal number of clusters is difficult and subjective,

and in this study, it was made even more difficult by the total size of the

institutional population being used. For this reason the institutional

population was divided into public and private institutional groups This
division assisted in interpreting the results of the cluster ara]ysxs and
the discriminant ana]ys1s to be discussed later in this report revealed

several basic differences between the public and private institutional population.

The 416 public institutions for which standarc factor scores had been

computed c]ustered 1nt0 p1ghteen qroups . The,s1ze of these groups ranged

from one institution to seventy-nine. The I11inois public universities were
included in eight of the eightéen séparaté groups.

, Factor scores for 671 pr1vafe]y controlled institutions were entered into
the cluster analysis and a total of twenty-seven institutional groups were

selected for further examination., These institutional groups ranged in size
from two to 157 institucions.

Results of Discriminant Analysis

Table 5 shows the results of the discriminant awa1ys1s As mentioned ear11er,
the discriininant analysis program adds, in a stepwise manner; the factors in

decreasing order of significance. Factor One, Overall Size and Program Comp-

rehens1veness, was the most siynificant factor in discriminating among the

eignteen groups of public institutions., The second most significant factor Was

Program (omprehensiveness at the Masters Level {Factor four). The tiirc most
significant factor was Faculty Werkload (Factor Five).

In adCit’ch to measuring the éxtént to which cach. o% thé %ive %aCtors

a classification analysis. The results of th1s c1ass1f1cat1on ana1ys1s are ;honn

on Table 6. Among all eighteen groups; 91.4 percent of the institutions were

classified in the group that most closely matches its characteristics.

For purposes of this "udy,,the discriminant analysis was p@rformed tiwice.
Over 85 percent of the total institutions were identified as being properly
classified after the first discriminant ana’ ysis. Then the misclassified
institutions were placed in_a more appropriate institutional group based on the
analysis. The second discriminant analysis run was made to determine the

extent to which the groupinas were improved by the reclassificatiun of these

institutions:
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, In vier of the large nvmher . :he diversity of institutions included
in the ziuster anaiy2is, tiue cilcssification of 91 peccent of all institutions
in groups that are sta: 1stica]]y distinct from all ether groups is a hiahly
satisfactory result;

in addition to the classification analysis, the discrimirant analysis
program provides plots of the location of the group centroids for each of the
ihStitEtiOﬁé}ﬂC]UStérS . Té?éhZihi, @t 51 SﬂdgéStéﬂ that théSé ﬁ]éts Might

groups reserblc each other. The plotting is done g§1ggfthfff]rst and secgnd
cangn1ga]7V§:]@Qlegf7wh1ghiawgicgmp051te measures of the factors used in the
discriminant analysi Because they are comp051te measures of Lhe five )

factors used in the Study, it is difficult to describe and 1abzl them. The
reader can review the composition of these variables by referr1nq to_the
coefficients for all five of the canciical variables in Append1x A (Tab]e A-8) .

1nc1uded IT1inois pub11c universities usung canon1ca] var1ab1es I and II

Because the actual mathematical plot of these variables is in five-dimensional

space, 1t 15 d1ff1cunt to 1nterpret the 1ocat1ons on a two d1mens1ona1 sca]e

space they,are a considerable distarce from each other. ,,However the p]ots
on Figure 1 do show that a number of quite distinct institutiona! groups have
been identified.

Table B-1 in Appendix B is a Tisting of the specific institutions within

the institutional groups which include public universit:c Trase groups
reflect all of the reclassifications which resulted froo ond discriminant
run.

Table 7 is a listing of the specific institutions within the aight insti-
tutional gro 'ps which include I11ineis public universities:. These groups

.-

reflect all sf the reclassifications which resulted from the second discriminant
run. For an examination of institutions within all eighteen groups which

resulted from this study, refer to Appendix B.

Table 7 summarizes the results of the discriminant analysis for private
institutions. The factor which was most important in discriminating among the
private institutions was i'rogram Comprzhensive-ess at the Master:s lLevel, Factor.
FOUY Thé SéCOhd mOSt importaht féCtor fOY thé priVété ihStTtUtidh: Wé< OVéré1]

Factor Two

This res 1t is somewhat different from the result of the pnb]1c institution

discriminant enalysis. For the n.5lic institutions, the must ‘mportant factc -

was Overall Size and Program Co. -ehensiveness, Factor One. Factor Four was also

the second most important in disciiminating among the public institutions. The

differences in the discriminant analysis for private institutions may be partially
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explained because private institutions; es a qroup, apparently do_not offer
a broad range of academic programs at ail three student levels, Therefore;
the factors which were heavily loaded ty the institutional variables measuring

size and sccpe of graduvate programs emeryed as very impertant in discriminating

among the private institutional qroups.

As for public institutions, a second discriminant analysis was performed

after reclassifying certain institutions not properly classified in the original
cluster analysis. Table 8 shows the percentage of private institutions which
were misclassified after this second discriminant analysis. For all twenty-
seven institutional groups 93.3 percent were found to be properly classified.
This is a narked improvement over the results of the first discriminant
analysis run in which 82.9 percent were properly classified. The twenty-seven

groups of private institutions are preserited on Table B-2 in Appendix B.

Figure Z is a plot of the private institutional groups which include I11inois
institutions: This plot was constructed using canonical variables I and 11:
which are composite measures of the five factors which were most influential
in discriminating among the institutional groups. The statictical data for
these variables is reported in Appendix A (Table A-9):

Again, it must be stressed that the plot in Figure 2 has been reduced to

two dimensicns. Therefore, institutional groups which appear to be quite

similar could in fact be quite dissimilar in the five-dimensicnal space. However,
the plots are useful in determining the extent of differences among the various

institutional groups. Group 25, which includes Northwestern and the University
of Chicago, is quite distinct from the other groups. The remaining institutional
groups which include ITiinois institutions appear to be more similar, but the

group centroids do indiczte several distinct groups.

Institutional Groups of I1linois Institutions

~ Public Universities. Of the eighteen total institutional qroups used in

the discriminant analysis eight included 111inois public universities. Table

B-1 in Appendix B is a 1T ing of the institutional arcups which include public
uriiversities.

Eastern 1117nois University is in Group Three with thirty<six other

institutions and Sangamon State University has been classified into Group
Six with twenty-eight other institutions. After tie cluster analysis, Sangamon

State was placed into Group Seven. but the results of the discriminant analysis
indiczted that it should be included in Group Six: In some respects Sangamon
State University appears to be different from the average institution in either

Groups Six or Seven, but it seems to be more similar to institutions in Group
Six than Group Seven:
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Chicago State, Noriheastern I11inois, Western I11inois and Si'" Fdv= dsville
wérs all placed into Group Seven with a total of thirty-two institu. 5. Chicago
State was originally placed into Group One by the cluster analysis, but the
discriminant analysis indicated that Group Seven was & more cjpropriate ciuster.

the discriminant analysis indicated that it is more appropriately classified
with Group Eleven. I1linois State and Northern I11inois remain in Group Twelve
with a total of “~rty-one institutions.

STU-Carbondale was placed into Group Twelve by the cluster analysis, but

~ The University of I1linois-Chicago Circle was placed into Group Fourteen
by the cluster analysis; and it remained identified with this group after

discriminant analysis. Governors State University was placed in Group_ Sixteen
with a total of only four institutions. This sugqgests that Governors State is

unlike most other public institutions included in this study.

The University of [11ingis at Urbana/Champaian was clustered into Group
Seventeen with nine other institutions. It should be noted that seven Big Ten
institutions were identified as a part of this group. Morthwestern University
was excluded because they are a privately controlled institution, and the

Universities ¢/ Indiana and lowa were placed into another institutional group.

This result is possibly due to the fact that these two institutions are not.

as large as the séver Big Ten instituticis in Group Seventesn: and apparantly

do not offer a broad range of programs at all three student levels - undergraduate;
masters and doctorate: It should also be noted that these two universities

are located in states which have separate large land arant institutions - Purdue
and Jowa State.

411 but one of these institutional groups appear to be satisfactory. The
group which includes Governors State University contains only four institutions.
For calculating measures such as averaae compensation by faculty rank: a larger
population would be more acceptable for making meaningful statistical inferences.

Hawever: the data used in this study suggest that Governors State University
and the three other institutions ®- Group Sixteen are quite distinct from any of
the oiner institutional areups fo: d in the study. The data also suggest that
there are a relatively small number of institutions in the public institutional
population which are similar to the bniversity of il1iinois - Chicaqo Circle
(12 institutions} or at Urbana/Champaian (10 institutions):

~ Private Institutions. Of the twenty-seven private institutional qroups
selected from the cluster analysis, seventeein included at least one I11inois
private institution. Only two of these seventeen institufional aroups had
less than ten nstitutions. Group Twenty=Oné (Posary College) had s total of
fFive institutions while Group Twenty (College o+ St. Francis) had six. Table
B-2 in Appendix B is a listina of the institutional groups which include rrivate
institutions
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The cluster analysis placed Morthwestern University into Group Nineteen

witn LFjO]d University (Chicaqo) and DePaul Universitv. However: the

di-. 1nant analysis cuggested that Northwestern University was mis:zlassified
in G ~oup Hinetecn and moved it to Group Twenty-Five: This result intuitively
s more Ja‘lffactory because Northwestern University is more commonly associated

1 the dnstitutions in Group Twenty-Five. and not wit'. institutions in Group

'59' -

Tre discriminant analysis for the private institutional popu]at1on alss
. atified another potential probld in classifying private institutions:
Manv privaté institutions are church-related, offering extensive theo]oq1ca]

UrO('amQ at tho undergraduate and qraduate levels: [euree data for these

D orans o - reflected in the virious ratios used to measur~ proc. am denth,

e udth anf Cm“prehens1veness. Therefore, an institution §. -~ wards a larqé

yF"r “ion +f its tptal masters degrees in theology would be ifiec s peing

©°  ar to an institution which awarded a 1arqe proportion o~ s tatal masters
2es In engineering. Jhis problem coild be corrected by vuciading an
.*ut1ona1 variable which measure" the deqree to which theological programs

A odrotailed 11st1nq of institutions ir cach of the public and private
ireitgtional croups s included 1n Appericix B.
Conc’ an

5 stated earlier. the purpose of this study was to 1dent1fy various
it iturional (owyar.son qroups for public and private institutions in I11inois.
-oroimary voason  or identifyving groups of pr institution- is to have

hasi- for the comparison of Average compensa and salary 1 I11inois
titutior to similar institutions in other stc es. The institutiona’ groups
rsultine feon this study appear to be acceptable for averaqe compensation
and sala. ; comparisone:.  They will be used in an analysis of average compen.ation
ar i :a?a#/ tr u’1l be provided in subszaquent reports by the Board of Higher

at
R IVETE: aff,

shile e resuits «f this study were acceptable, ihere may be ways of
vinevine such ~fadie- A6 tne future.  First. the basic data used fer the
stussowas colli b i fiscal year 1977, If poscible, it would be decirable

tooco ot oter studies on more_current data. [owever: a d1ffer9ncgiq one
G tiscal vears would prooably praduce only marginal changes in the study
IRAATE
75
TN
L

ERIC

Aruitoxt provided by Eic:



O

ERIC

Aruitoxt provided by Eic:

Another poss1b1e means of 1mprov1nr stucies of this type may be the
introduction of more institutional variables which measare progrem quality.

While such measures are often Jbjective and contruversial, they are relevant
tr. the question of faculty compensation and they may b- usefu] irn distinqu shing
groups of peer institutions, In subsequent studies it ma: be desirable to

include mrire institutiona! variables of this nature.

Althouah the results of this study are satisfactory in torms of its intended
purpose, it is important to stress that no_grouping of institutionc can be
considered definitive or *1na1 Colleges and universities are ~omplex,
constantly changing organ;zatinus. The clusters of peer inscituticns wich were

found xn th1r studv may well bo d1rferent 1n Tlve yedrs as 1nsL1r tions cnanae.
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Figure 1

- COORDINATES FOR CANONTCAL VARIABLES I AND II -
INSTITUTIONAL GROUPS WITH [LLINOIS PUBLIC UNIVERSITIES

Canonical Caronical
Groups Variable I Variable 11
Tnree 0.82 0.79
Six 2.37 -0.01
Seven 0.93 .19
Eleven -5:49 -0.09
Twelve ~7.39 .93
Fourteen -1.08 -0.8C
Sixteen 3.§i 3.79
Seventes=n -9.73 -4.62
Group Location of Iltinofs Public Universiries
__Grouss
Three Eastern Illinois
Six Sangamon State
Seven Chicago State; Northeastern Illinois; Jestern Illinois
o and Southern Illinois Universitv-Edwardsville
Eleven Southetrn I[llirncis University-Carbondale
Twelve Illinois State and Northern Illinois
Fourteen Universitv of Illinois-Chicago Circle
Sixteen Governors State
Seventeen Yniverszty of Iilirois-Urbana/Champaign
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Figure 2
FOCATION OF GROUPS WILCH INCLUDE TLLINOTS PRIVATE INSTITUTTONS
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Group Location of Illincis Private Imstitutions

St: Xavier, Mundelsin

Eureka, Trinity ,

Illirois ® nedictine; Judson

Clmnurst, Illinois ¥eslevan, Auguscaca

Lake Forest; 3arat,; Principia

Mitlikin; Greenville, Monmou:n, MacMurra
North Park, “cKendree, duiora, Norszh Can
College, Ouincw», Trinity Christian
Olivet Ma.larsne

Sradley

Illinols Instituta oI Technoiogy; jeorgs
Wheaton

Knox

Roosevelrt, Lew1:

Lovola-Chicago, DePaul
Collsse of St.
Rosaryv

Eniverstcw

NOorthwescara

-0.57
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-0.29
1.70
1.80
3.25
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-5.11
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i

Group I = N=6

Mundelein
Stc: ¥avier

Group 2 - N=80

Eureka
Trinicy

Group 3 - N=49

Illinois Benedicrine

Judson

Group 4 = N=30

Elmnhurset
Illinois Westeyan

Augustana

Lake Forest
Barat
Principia

Sroup—5- = N=7]

Millikin
Greenville

MacMurrav

Group 7 - N=A5

North Park
McKendree

North Central
Illinois College
Juiney

Trinicy Christian

ADDENDUM TO TABLE 8

Privates

Group 8 - =11

Olivet Nazarene

Group 9 = N=23

Bradley

Group 10 - N=32

Iilinois Institute of Technolosy

George Williams

N=19

Group 14

Knox

Group 17 - N=27

Roosevelt
Lewis

Loyola~Chicago
DePaul

Group 20 - N=5

College of St:. Francis

Group 21 - N=5

Rosary

Group 25 - N=10

Northwestern

University of Chicago
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Introduction*

It is widely believed that most states overbuilt their public higher-
education facilities during the postwar period and that there will be

sSevere problemS of excess. h1gher -education capacity in the 19805 . However,
there is little ana]yt1ca] be~is currently available to determine

which nrograms and institutic . represent excess capacity. Without objective
criteria, state governments will be inclined to make across-the-board re-

ductions at higher-education facilities, even if it would be preferable to

close some institutions and expand others Further, whenever criteria for
budqet cuts are amb1quous and unr»ed1ctab]e state p]anners and 1eq1s]atures

and facu]ty that 1is requ1red to cope with the p.ub]em of excess h1qher ~education
capac1ty.

eastern Minnesota of an opt1m1zat1oq mode]l des1qned to assist po]1cymakers

in making choices about campus closings: With detailed institutional data
on 51ze qua11ty, and costs,,and est1mated enro]lment demand funcL1ons the

c]os1ngs In the model the state's objective is to insure that spec1f1ed
proport1dns of enrollment demand for each program at each defined location
1n the state are sat1sf1ed with a minimum total expend1ture of state funds

to achieve cost savings that result part]y from lower unit costs in surviving

nrograms. TO maintain access travel grants must be given to students living

near the closed programs to allow them to attend elsewhere: The optimizatien

model .incorporates this tradeoff between institutional cost savings and
expenditures for travel grants.

Description of the Model

The optimization model is designed to search out the consequences of

alternative closings of campuses until it finds a case where the state's

higher-education costs are minimized subject to constraints: For each

*The research underlying this paper is part of an ongoing project on statewide
higher education planning supported by the University of Minnesota administration
and_the Minnesota Higher Education Coordinating Board. We wish to thank David

J. Berg, Director. Management Planning_and Information. Services, for his en-=
éédfadéhént Bai1e] J P1err0 and William C. we11er of the Manaqément In-

pianning. We are gkate ul to Colleen T. Davidson and Jean L. Twite for

helping to prepare this paper.
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hypothetical closing of a campus, the model’'s search examines the costs
of travel grants necessary to induce students to make the choices leading
to the alternative enrollment levels: The model's computer proqgrams are

designed so that the search leading to the constrained minimization of

cost can be performed in a finite number of steps at reasonable cost:

~ The state's total higher-education costs, consisting of the sum of
per student costs times enrollments in all institutions plus the costs of

travel grants to students, constitute the model's “objective function,

The constraints include per student costs in each institution,* equations
representing students' enrollment demand behavior; and requirements for
minimum levels of combined tot3al enrollments in those institutions remain-

ing oven. Each constraint i§ important. If there were no constraint on
per student costs, the optimization model would seek solutions where class

sizes and faculty/student ratios increase indefinitely. The per student
institutional cost constraint thus enables the policymaker to establish
minimum standards of quality and ensure that the model's solutions are
realistic. Similarly, the constraint on total enrollments avoids solutions
that lower costs at the expense of reducing access below desired levels:
The constraint of enrollment demand behavior requires taking into account

the costs of indueing students to alter their institutional choices.

In most States 1ittle attempt has been made to reallocate enrollments

among existing institutions or to close any of these institutions. The

nature of institutional costs are both administrative and academic; and some
vary with the level of enrollments and some do not. When enrollments increase,
costs that increase do so at somewhat decreasing rates. But per student

total costs decrease more rapidly because the larger enrollments are spread
over those "fixed" costs that do not vary with enrollments. This environment

was favorable to states as enrollments secularly increased during the postwar
period. The situation will be reversed during the 1980s and states will

therefore face higher per student costs in their colleaes and universities.

advantage of the ecoicniies that would result from their students enrolling
at the other campuses.

Given these higher costs; it is appealing to close some campuses and take

~ However, as already noted, these potential economies tend to be offset
by costs of travel grants to increase enrollments at the campuses that remain
open. For example, if a campus were closed those students 1iving nearby
would race higher travel costs and often additional 1iving expensec if they

were to attend a more distant campus. An appropriate reguirement is that

*The constraint on institutional per student costs consists of separate

constraints on class sizes, workloads, faculty/student ratios in individual
programs of surviving institutions; and faculty salaries: Policymakers can

separately specify each of these components of costs:
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must equal total enrollments before the cTos1nq, a]thouqh other requ1red

levels of enrollments can be specified. The tradeoff between costs of

travel grants and economies 1in institutional costs is central to the
optimization model . :

_The mode] is desfaned to. récaicuiaté”jrﬁstaté’s combined total costs

assumptions about campus c]os1ngs as po]1cymakers spec1fy These ean

include all possible or any rumber of specifi=2d combinations of institutions

remaining open and all possible or any specified number of enrollments in
open institutions. * By recalculating costs, the model's proqram continues
to search for a solution where total costs decrease, i.e., where economies

from larger envoliments in surviving institutions offset costs of travel
grants more than the previous solution, until there are.no solutions With

lower costs. f£side from calculating the "optimum" elosings that minimize

a state's total costs, the model can be used to calculate a state's total

costs for as mariy part1cular campus closings as the policymaker wishes to
spec1fy

Because the opt1m1zat1en model systematically explores the tradeoff

of economies from larger institutions against the tost of orants to students

when campuses are closed, relationships between institutional costs and

enrollments, and between enrollments and grants, must be incorporated into
the model. The model itself must be designed $o that it can economically
perform a 1arge number of calcu]at1ons _ The follow1nq br1ef]y descr1bes

Ihstitatiahai Costs

Because we are concerned with the economies that can be realized from

larger institutions, the cost relationships in the optimization model must
show how per. student costs vary w1th the 1eve1 of enrollments. These cost

of the var1ab1es that determine costs. We used empirically determ1ned rela-
t1onsh1ps in the case application presented here: For example; the following
figure shows how administrative costs per student in Minnesota community
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co]]eges vary with enrollments levels.* e analyzed the reasons for such

relat1onsh1ps by rocusing on the individual components of costs and

building up costs from them. In regard to administrative rosts we found

that some components cf cost such as senior staff vary little with

enroliments while other components such as middle level staff and data
process1nq fapab1]1cy vary ]ess than prop 3rt1on1]]v to enrol]ménts Note

of total enrollments shar1ng f1xed r630urces.

e found that institutions tend to maintain core faculty specializations
at low levels of enrollments. Thus when enrollments increase from low
levels there are some €economies froin sproeding the increased enrol 1ments
over coré fécU]ty Thét iﬁ thé Hiring of additihna1 Facu]ty iS 1éSS than
pronounced than in the case of adm1n1strat1ve costg The relationships
showing how facu]ty size ~aries with enrollmentis are also used to determine

how many faculty in closed institutions are reassigned tu surviving
institutions.**

- Whether historical or planned cost relctionships are used in the model,
it 1S designed to permit an_economical evaluation cf_ the consec_~nces of
alternative_posited cost relationships; the sensitivity of results can be
readily evaluated. Such differences could result from alternative policies

as well as from errors. Ffor example, there may be alternative proposals for

the absorption of faculiy of a closed institution at expanded campuses. One

issue we exp]ored results from our ohservation that one relativaly nesw
campus with very high costs has a number of disciplinary departments with
manv recent Ph.D.'s f-om top schools. The same d1sc1p]1nary departments
in dlder institutions hu.ve manyv faculty without Ph.D.'s or faculty trained
in other fields: The optimization model can readily incorporate the costs
of adding specifiec faculty from.an institution to be closed tc particular
departments of a surviving institution:

We had antiéibatéd that the cost analysis would be very expensive, but

actual expense has turned out to be modest.

*THese data underlie the regression analysis for this component of insti-
tutional costs.

reass1qnments. these must be determined by a separate ana]vs1s of

particular academic programs and facuity capabilities.



Wé need to be abie to pieaict how many of an institution's students

world attend each surv1v1nq institution and how many would not attend at

ati; if an 1rst1tut1on 1s c]osed urtner, we musn pr\d1ct the enro]]ment

p°c1r1ed total level of enrcllments at open institutions after a calapus
is closed. These predictions «re Sased on estimated enrollment demand
equations in wiich at*endénceé at e€ach institution is a functisn of numbers

of eligibie high school graduates, socioeconomic variablies, and distance

from the student's home *to ecch inst.tution.* These d15tances translate

into equivalent doilar costs faced by students because travel takes time
and requires cash outlays ** Distance also affects the choice whether to

live at home and commute or to live on campus.

When a campus closes, we interpret its distance from a stident's home
as increasing to a point 'here no one ittends. The estimated effects of
distance to each remainin. institution are used to predict the resulting

i -reases in their envoiluents: Ordinarily these increases do not sum to

Tormer levels of enrollments at the closed institution because of the

higher costs faced by students living near the closed institution. However,

enro11ments can be 1ncreased by g1v1ng travel grants to students, and the

,,,,,

demand equatnons The estimated effects of distar .2, comb1ned with the
estimated cash and dollar equivalent time costs ¢ travel; constitute the

basis for determining the sizes of the grants: Unfortunate]y, it is

impossible to 1denexfy these particular students whose attendance at a more
distant institutinn is contingent on receiving a grant; it is necessary to
give grants to all students in defined categories (e.qg., l1iving near an
instituticsi tc be clo- ed) 1nc1ud1nq those whose attendance choices are not
influenced by tﬁe grant. Trave] grants can be restricted to use at one

A consicerable amount of research on enrollment demand behavior has

alrcady been performed, and our estirmates of demand functions for the

*The actual equations and calculations are available to the reader on request.

**The early cost-benefit analysis of the supersonic transport included
empirical studies of the value of travel time. A Study of the value of
travel time jn automobiles is provided by Maslove (1972). Hoenack and Weiler
{1975) as well as the present study use Maslove's estimates, labor market
data, and computerized stidies of travel time between different locations

to estimate cash equivalent values of students' commuting times.



opt1m|zat1on model are a stra1qhtforward extension of existing work.*
One prob]em we did encounter is that from th> pers W((t1VP of students

Tiving in an area of a campus, one alternative camp.s is geographically
directly beyond another alternative campus, su that the distances

faced by these students to the two a]ternat1ves are h1qh]y corre]ated

V1rg1n*”, In Such cases it was neressary to estimate equations for

alternative geographical areas over which the correlation was smaller.

~ An unusual data base in our ctate permilted us to use data for

individual students in our equations; most other < ites would need to use

data aggregated for individuals up to the individuai high school level.
The Optimization Model

The optimization model has non-linear equations for enrollments and
costs, and, therefbre' we could not use readily available and economical
Tinear programming” optimization techniques. We found that non-1linear
optimization programs are available; but are very costly to use without

careful modification. In order tc be generally applicable to a wide
variety of optimization problems, available proqrams canniot take miny of the
computational shortcuts that,wou]d lower our computation costs_because thesc

would prevent other uses of the program. As a result, each solution of
the ‘model could cost ﬂs much as a pro“1b1t1ve $1000. A graduate student
""" spent several months modifying an available program*

with ccmputat1ona1 shortcuts useful to us. The model can now be solved

for less than twenty dollars and we expect the solution cost to decrease

further as we gain experience.:

An Appiication of tiie OptimizatiOh Mode

the enrollment and cost effects on all 1nst1tut1ens in a state that result

from closing any one campus: The model also searches out alternative campuses

that could be closed by rapidly recalculating the enrollment and cost effects.

However, these merits of the model present certain difficulties in

illustrating its usefulness. A very large number of separate tables would
be required to compare the enrollment and cost effects of repeated

*Summaries of research on enrollment demand behavior are provided in
dJackson and Weathersby (1975) arnd Radner and Miller (1¢75), Similar

geographical analyses of enrollment demand behavior are provided by
Hoenack and Weiler (1975), Orvis (1975), and Wilson (1976).

**The "SYMQUAD" program is described in Cohen and Stein (1978)
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alternative closings of campuses until an optimum is reached: Therefore,

we have selected a comparison of two particular alternative campus
c]os1ngs in order to show how the model deals with the tradeoff between
economies of size and student grants in just two tables.

Policymakers in Minnesota are already concerned about the possibility
of excess higher-education capacity in the area of northeastern Minnesota
known as the Iron Range. The institutions we selected for possible

closing are H1bb1ng Community College and Mesabi Community College locatad,

respectiveiy, in the cities of Hibbing and Virginia. These two campuaes
are relatively close to each other, and, as we shall sce, if one is
closed many of its enrollments and faculty would be absorbed by the other.
Thus we may think of the closing of one as a part1a] consolidation with
the other. ,

A11 of the institutions that would receive students from closirg one

of these two institutions are shown on the map and include a community

college in International Falls (Rainy River Community College), the state
university system campus at Bemidji, and the University of Minnesota campus

ét”Dq]uth., The severa] vocat1ona] techn1ca] 1nst1tutes 1n th1s req1on

req1on after closing H1bb1ng or V1rg1n1a a resu]t unimportant in applying

the model but helpful in 1]1ustrat1nq it. We subsequently refer to each

campus by the name of the city in which it is located.

The presentation is in three parts. We first consider the effects
on enrollments at other campuses that result from closing the campus at

Hibbing o Virginia. These effects are presented under the alternative
assumptions that there are not student grants to maintain access after
closing a campus and then that such grants are provided. Subsequently

considered are the costs c¢f the increased enrollments at the campuses

rema1n1nq open. Finally, we summarize the results and consider the other

issues that must be dealt with before a policy recommendation can be made.
Changes in Enrollments at Campuses That Remain Open

Tab]e ] presents the est1mated chanqes in enrollments at other

Area" at the institutions located in the cities indicated in the columns.

The optimization model is designed to calculate alternative definitions
of areas served by institutions. An arc must be about 30 miles at its
farthest point to encompass the homes of most of these institutions' students:
Because Hibbing and Virginia are only about 20 miles apart, mileage arcs
of fmore than ten miles about these cities would intersect each other. ,
Similarly,; thirty mile arcs wou]d,1ntersect,the,c0mparable arcs for Grand

Rapids and [ly. We therefore defined each institution's service a::a as
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[, Headcount farollnent” Before Closing Hlsbing or Virginda

ESTIATES” EVRLLRBNS GF HIBBING A VIRCTA AREA RESTENTS CAISED B COSLN
UIBBING OR VIRGINIA (HESABT) COMAMITY COLLEGE WITH R WITKOUT TRAVEL GRANS

(Mesabl) Comunity (ollege
A, llibbing Area Residents

B, Virglnia Area Resldents

LI, £stInated Headcount Envolluents €tex Closing ibbing

A, ithout Travel Crants

I,

1}

Hibbing Area Residents

Total
Change (Fron No Closing)
Virginia Area Residents
Total =~
Change (from N6 Cloaing)

Total Change

B Witk Travel Craits

L

Iltbbing Area Residents

Total o ,
Change (from Closing - No Travel Grants)
Virginia Area Residents

Total \
Change (froa Closing - No Travel Grants)

Total Chaoge - Both Areas (Fron Clostng - No Travel

Orait - 11 dhove)

Total Change - Both Areas {fron Ho Closing - I above)

THLE )

————toeattons-of Reglonal Bighr Fducation Institutions

Grand
Rapids

{tasea}—Hibbing  (Vesabi)

Ely

Wiidili (ecall-

Lion)

Bemtdfl  Duluth

fit'] falls
(Ralry
River)

Total

1§

]

5
0

1

65

589

In
il

256
1§
8%
B
165

06
7

5

)

ib

50

5
18

i

5
5

113

2
2

1

85

519
-10)
b5
103
W
0

b5

203

o
N

U



o TRBLET

. ESTIMATEA ENKOLTHENTS OF NICBING AND VIRGINIA AREA RRSIDENTS CAUSED BY CLOSING
HIBBING O VIRGINIA (MESABT) COMMUNITY COLLEGE WITH OR WITHOUT TRAVEL CRANTS
(cont{nued)

o onsof Reforal b Blcatlon It ttfons

Gl

rand o Int'] Falls
Hdg. Vtglala (Verni)- (Ralny
] Hibbing (fesabl) - How) —festdt-—Buburk —Hver) Total
+ (1. Estinated Headcount Enrollment After Closing Virginia
Comnunity College
A, Hithout Travel Crants
L. Hibblng Ares hesldents L _ |
Total Yoo 0 19 59 1§ ] Il
Change {from Yo Closlng) 13 6f -100 6 4 10 ) 0
1. Virglna Area Restdents |
ool D
Change (fron ¥o Closing) b0 81 -l I 3 ) 10 -98
. Total ﬁhan‘ge 5) mo-m m 3 ) 3 -9§
B, With Travel Crants
1. Hibblig Afe Resideits |
foal om0y Ny
Change (From Closing - No Travel Grants) 0 0 0 0 0 0 0 0
. Vrplnla Area Kesidents B o ) B - N - B
foal oo 0 lol i1 ] )
Change (from Closing - No Travel Grants) -2 156 0 -10 -1 -15 -5 9%
1. Total Change - Both Areas (fron Closlny - to Trave] N N ) - _ - _ -
Grants - | above) -1 156 0 -10 -] -15 - 98
i Totil Eﬁéhga - Bath Ateas (fron No ﬁioaiﬂg -1l g 92 s 176 0 i8 %. 0

Do st verits G e eotifates eaiot be calculated analytically because the estinates are ratlos of regresalon coefflctents, - However, ,vﬂi'rt’l:m-
Iy all the coefficients used are of the eapected slgn and statlitically slginficant at cie O lewel, and most are statlstically signiflcant at
the 99% level. o

Dio some cases sums are one scudent less thai adicated hecaite of rounding.

45&mwmmmwmwmmwmmmmm&M@MM@MMMnmnmmmmmmwmumm@mmmmmy



These areas are shown on the map W1th the excepf1on of vo- tech
institutes, the institutions shown in the rows represent virtually
all of the alternative attendance choices of students currently
attend1ng the community colleges at Hibbing and Virginia. In the

case_illustrated here; the constraints for required levels of

enrollments from each area after a community college campus 1§

closed are defined in terms of enrollments at other community

colleges or four-year institutions. It is possible; however, to
allow specified portions of enrollments in vo-tech institutions to
satisfy these constraints.

~ The estimated changes in enrollments are presented in two separate
sets of columns that correspond to crucially different conditions.

Under one of the cond1t1ons,,1nst1tut1ons are closed with no policy

to influence the attendance choices of students living near closed

1nst1tut1ons., Thus, in these columns theré are substantial decreases

in estimated total enrollments. For example, if Hibbing is closed; we

can see from the far right of the first row under IIA] that a total of

579 students from this area would attend other remaining institutions.

However, the far right of the next row shows tt t there would be a net
decrease of 283 enrollments of students from the H1bb1nq area. This

would be a 26 percent decrease from the Hibbing area's original total

enrollment of 732. If Virginia were closed; the rows under IIIA2 show

that a total of 767 students would attend other 1nsc1tut1ons, a decrease
of 98 students from the Virginia area's original total of 865. This is

a smaller numerical and percentage (11 percent) decrease than in the cace
of closing Hibbing.

Those students from the Virginia area currently attending Hibbing

would ba forced to make alternative attendance choices if Hibbing were

closed. The resulting levels and changes in enrollments aré shown in the
two rows under IIA2. The rows under IIIAl show the analogous estimated
changes in enrollments from the Hibbing area if Virginia were closed. In
neither of these cases do total estimated enrol lments decrease. (See far
right of the respective rows.) The plausibility of this result can be
seen from the fact that these students originally selected an institution
more distant than their closest alternative; this alternative, which is

of approximately equal quality, remains available.

Rows 1IA3 and IIIA3 show the combined changes in enrcllments from
the two areas if Hibbing or Virginia is closed, respectivel s. The combined

enrollments in these rows will be useful below when we compare enro]}menﬁ

changes with those _occurring under a po]1cy of travel grants to influence
the enrollment choices of those living near closed institutions:




Estimated enrollment changes under a po]1cy of travel grants to

maintain total enrollments from the area of a closed institution are
presented in the rows under IIB and IIIB. The rows under 1IB1-3 and
ITIB1-3 are analogous to those under I1A1-3 and ITIA1-3. Under the
policy; everyone from the Hibbing area is aiven a grant to attend
Virqihié if Hibbihg is closed. Similarly, everyone from the Virainia
area is given a grant to attend Hibbing if Virginia is closed. The

size of this grant is solved from the enrollment demand equations as

‘that amount at which total enrollments from the area of the closed

1nst1tut10n wou]d rema1n the ‘same as. before the 1nst1tut1on 15 closed

in the,H1bb1ng area to attend V1rg1n1a 1f,H1bb1ng closed and $253 for each
student in the Virginia area to attend Hibbing if Viraginia is closed:

Thie per student costs of these grants will form an important part of

the cost-benefit calculation of whether and which institution to close.

As a result of the grants, the total in the far right of the first row

under I1B1 equals the total in the far right of row IA. Similarly, the
total in the far r1qht of the f1rst row under 11182 equels the total
in the far r1qht of row IB.* Note in the other cntries of the row that

enrollments in othéer 1nst1tut1ons than that for which the arant is given
decrease as a result of the grants.

Recall that it is impossible to identify those who would not attend

a crimanity college or four year institution: For this reason; travel

grants must be given (v 211 those students from an area attending such an
institution, even when the1r attendance choice w1thout the grant wou]d
have sat1sf1ed the enrollment constraint. Thus if H1bb1ng were closed,
grants would have to be given to a total of 606 {see the column for
Virginia under TIB1) students attending Virginia from the Hibbing area,
even though 258 (ééiumh for Virginia under 11A1) would attend Virginia

without this grant and 135 (the sum of the negative figures in the second

row of I1IB1) of these students would, without the grant, attend institutions

sat1<fy1nq thc enro]]ment constra1nt In fact on]y 203 out of the 606

Thus, the cost per add1t1ona] enrolument representing access is in th1o
case approximately Thhéﬁ timés thé Uhit COSt Of thé qranf Ih thé case
of closing Virginia, on

‘?éef'r‘a'u‘sF« ants are given only to those 1iving in the area of a clo:.d

tgmparjng”t o rows under [1A2 with those under 1167 and II1A] W1th tir -
under TIIBT.
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(co]umn for H1bb1ng under IIIBZ) |he cost per add1t1ona1 enrol 1ment
represpnt1nq access wuuid thus be more than Tour times the unit cost

of the grant.

It should be noted that there are many other possibilitiss than that
considered here for enrol lment constraints, any of which could be calculated

by the opt1m1zat1on model. For example, some pc:centace of additional

enrollments in vo-tech institutes could be counted towards satisfying

the enrollment constraints.
Changes in Costs at Campuses That Remain Op:

Table 2 presents estimates of the chanqes in costs at campuses that
remain open. Panel I shows ex1st1nq costs for the 1979-80 academic year:

Paneis II and IIl show costs in the cases of closing Hibbing without travel
grants and with travel grants, recpect1ve1y Panels IV and V analogously

show costs when Virginia {Mesabi) is closed without travel grants and with
grants. There are five separate presentations of costs. Each cost analysis
takes separate account uf faculty costs and support costs. Both categories
of costs are functions of enrollments. As explained earlier, while faculty
and administrative support increas:z with enrellments; increased enrollments
are spread over core faculty sizes and fixed quantitites of administrative
support. which produces diminishing par student costs: These costs diminish
rapidly as enrollments increase from relatively low levels, but they dimi-
nish more slowly as enrollments increase from higher ]eve]s Full year
equivalent enrollments are used in the cost anaiysis of Table 2. These
figures are substantially different from most of the headcount figures of
Table 1 cecause the community colleges in the analysis have large part-tinie
enrollments.

. The most important cost anlayses are those of an expanded Virginia if
nibbing is closed (the column for Virginia in panels II and III) and of an
expanded Hibbing if Virginia is closed (the column for Hibbing in panels

IV and V). However; if either institution were closed without grants for
f‘rggents in its area to atterd the other institution, there would be large

expansions at Grand Rapids if Hibbing closed and at E]y and Internaticnal
Falls if Vir-inia closed.

_The differences in costs under alternative policies and the breakdowns
of the differences attributable to differences in faculty and support costs
can be readily determined by comparing the totals. for example, if -
Hibbing were closed total institutional costs would decrease from $33,584,940
to 332,846,309 without grants and to $33,061,115 with grants. The
difference in costs of $523,825 with arants is of particular interest.

Because total enrollments remain constant (comparc the total for envollments
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in 1 and III) this difference is attributat » to more efficient scales
of meratmn of those institutions rpmmmrm "pérl B\/ bré&kinr; dr\)wn
the difference into that attributable to faculty, $13,403,370 minus
$13,215,684 = $187,686, and that contributed by adm1n|strat1ve support,
$20,181,571 minus 519 845 432 = $336,139, we can see that administrative
support savings make,up,most (64 . 2,percent),of the difference. By
referring to the cost fiqures for individual institutions, we can
determine the individual institutional sources of cost <aV1nqs In this
case {(with grants) the major source of savings is the expanded campus

in Virginia: Similarly, if Virginia is Piosed most cost savings

would result from an expanded campus in H1bb1nq, and most of these

savings derive from support cost. It should be kept in mind that the

costs of travel grants must be weighed against these cost savings. For .
example, the total institutional cost savings froin closing Hibbing of $523,825
would_be offset by $243,612 for travel grants for a net annual cost savings

of $280, ?]3 If Virginia were c]osed th@ 1nst1tut1ora1 cost sax1rq9

a net annua] savings of $89 744

That mnost cost §avings derive from sconoilies in administrative suvport
is a desirable outcome. Many faculty are tenured, and faculty can he
expacted to form streng pressuré groups _against campus closings.* . We can
see in Table 2 that total faculty of 614 after closing Hibbing (with
travel grants) and of 622.5 after closing Virginia (with grants) are losses
of 5.6 and 1.1 FTE faculty positions, respectively: Thus, 20.7 or 68.3
percent of H1bb1nq s tenured and non-tenured faculty and ?/ 5 or 96 percent

of Virginia's could be retained at other institutions after closure with

travel grants. Under the assumption that expanded faculties would come from
closed institutions, the dollar costs of incremental faculty a-e calculated
on the basis of average salaries at closed institutions. THESe new total
costs of faculty are additional faculty added at their old a:erage (Hibbing
or Virdihié) Sélériés to the original total faculty ountlay at each insti-

Conclusions

 The estimated institutional cost savings of $523.,825 from closind
H1bb1nq and of $198.2°1 f-rm closing Virginia compare favorably with the
respec:’ 5402 times 606 students = 5243612 for atten-
dance ac :.rginia if tiooing is closed and $253 times 429 students =
$168;537 for attending Hibbing i¥ Virginia is closed.

*W1‘ﬁ”n the Minnesota Community Colleqes academ1c positions cirrying
rights similar to tenure are referred to as "unlimited emp1(yment

os1t1ons " The contracts .or these pos1t1ons do conta1n r0v1¢1®n%
P
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A number of factors have not been taken into account, however, in

this case application of the optimization model. One important issue is
that enrollments will decline substantially over the 1980s. If an

institution were closed now. for exaiple,; there would be grant costs

and institutional cost savings in each future year; these costs and

sav1nqs shouit be determined for each year and discounted to the present.

The undiscounted cost savings for individual years in the 1980s differ

from these in Table 2 because of influence that tend to offset each

other. Although unit cost savings from consolidation are larger when

base enrollments are smaller and travel grant costs are also smaller,

there also is a smaller number of additional enrollments by which the unit

cost savings are multiplied, 0rd1nar11y, cost savings increase somewhat
as enrollments decline but in this particular case the cost savings in each

year of the 19805 are not substantially different from those shown in
Table 2 for 1979:

The results suggest that closing Hibbing would achieve larger cost

savings than closing Virginia, even though the cost of grants would be

h1ghgr if Hibbing were closed., This result derives from the greater

institutional cost economies from expanding Virginia. It should be kept
in mind, however, that thé optimization model calcilates results for all
poss1b1e c]OSihgs a closing of one of a given two = ;titutions may fail

to produce lower cost savings than the closing of a third institution.

(Th1s is, however, not the case in the present calculation.)

The optimization model does not deal with another important issue,

the one-time costs of closing a campus and ‘transferring faculty to other

institutions. These costs and any offsetting benefits from alternative
uses of physical facilities must be analyzed separately. The optimization
model identifies those cases where these costs and benefits should be

intensively evaluated. Other relevant costs are the losses of business

sales and personal income in the area of a closed institution. It is easy

to exaggerate the costs related to a closed institution's physical

facilities; the facilities themselves represent a sunk cost. Only the

benefits from alternative uses of them and the cortwnU1nq costs of maintain-

ing them should enter the cost-benefit calculation. However, any.

expansion of facilities at the institutions with the largest enrollment
expansions are newly incurred costs and should be taken into account.
There would probab]y be no_such costs in the case presented here; the FYE

enrol lient declines since 1979 of approximately 30 parcent fo: Virginia

and 40 percent for Hibbing plus further declines over the next coup]e of

years before a closing would offset at least two-thirds of the increases

dur to consolidation. The data on various types of space at these

institutions and at other community colleges in the state having comparab]e

enrollments indicate that the remaining students could be readily S
accommodated with ex1st1ng space during the temporary period before further

enrollment decl .nes bring total enrollments below the former peak at the
campus remaining open:
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of tosts ‘and enroliment behavior that are SubJECt to samp]1ng and
est1mat1on error as we]] as errors resulting from analysts' incorrect
judgmehts _For example, the reqUired gizes of grants vary w1th the

and with judgments made about sizes of car pools and costs of running

buses between towns. We deal with this problem by re-running the model
under a wide variety of different assumptions.

The results of the optimization model can be readily interpréted and

are intuitively plausible. Perhaps the model's most important use is
its application to all pessible campus e€losings in a state: The results
could be explained to and unders:ood by a state's higher-education community:

Only a minority of institutions would have disadvantageous costs and

enrollment demands that would make them cand1dates for closing. Thus,

if it were wid.1y believed that the model's results would influence public

policy, most institutions, which have favorable costs and enrollment demands,
would have little 1ncent1Je to oppuse campus closings. Depending on their
potentials for expansion after other campuses are closéd, many may favor

closings. Note also that all institutions would have incentives to
attempt to lower their costs and raise their enrollment demands; such

incentives would be desirablc overall: In regard to those institutions

that might close; grants would create greatly diminished incentives for

nearby students and families to oppose closing. Similarly, most faculty

in closed institutions would be transferred to other institutions and

would therefore hHVe 1ess 1rcent1ve to. be 1n oppos1tioh /e conclude

encourades self- 1nterest°d act1ons that enhance the achiavement of

statewide objectives.
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In Postsecondarv Fducation

Although experience differs from state to state, there is considerable

grumbling and gnashing of teeth currently over the prospect and fact of increased

institutional competition in postsecondary education. Competition for traditional
college age students has increased markedly over the last decade. And, competition
for non-traditional students, particu1ér1y for émDTOyéd adult students seeking

to attend courses in 1ocat10ns away from university campuses appears to prOV1de

considerable potential for conflict between institutions in an era of limited
or declining resources.

Whether the grumbling and teeth gnashing escalates into fear, loathing and
open warfare between institutions appears to depend on a number of factors
including (a) the extent to which state higher-education governance procedures
encourage, discourage, or ignere increased competition, (b) institutional

proclivities to cooperate, coordinate; coopt; compete; mutually adjust, or to use
other strateg1es in maraging increased compet1t1on (c) institutional traditions,

(d) the experiences and inclinations of various postsecondary education policy
makers, (eg state funding procedure, for postsecondary education, (f) state
policies toward private higher education, and others.

~ Given these Uhdérstahdihqs we may pOhdgr over the attitudes o? ih;ﬁtﬂtibhéi

1nst1tut10ns In fact; it would probab]y be relevant to expand our focus to

inquire about attitudes toward increased competition in the public sector in

general, but this task is beyond the scope of this pape-.

Control as a Response to Fear and Loathing

In the past in many states, Oregon included, competition in postsecondary

education has been reqarded dublous]y at best. Compet1t1on has been interpreted

as duplication of services and. conseguently, as a misuse of public resources.
The notion has also persisted that increased competition in education would reduce

for Public Administration in San Francisco, ”Apr]l 15, 1980 as _part of a pane]
entitled "Public Service Education: Are We Meeting the Nééds of the In-Service
Student?", chaired by Thomas dJ; Williams, Southwest Texas State University. Also,

acknow1edgement in part for the title must be given to Dr: H.L. Thompson:

Appreciation is given to Bryan T. Downes, Wallace School, University of Oregon
and William Zumeta, Graduate School of Management, UCLA for their comments on

eari/@r drafts of this paper.
N
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accommodat1ng student preferences In add1t1on compet1t1on between public

and private institutions has been frowned upon ‘as unfair to private insti-

tutions. Also; in an era of growth, the need for competition did rnot sesm

compelling. After all, there were plenty of students and enough opportunities
for growth for everyone.

The 1og1c suppqrt1ng these assum:t1ens appears to be challengeable on

several grounds. If one subscribes ta the economic theory of competition,

and we assume that most Americans; at heart, believe in at least a few of the

tenets upon which the mixed carilalist economy of most of the western world is

based; then one might expect t-at ircreased competition would result in
market segmentation and adjustment or the part of competitors rather than
prolonged duplication of services. C(ne might expect that competition would;
therefore; result in a broader range of educational cptions for student

consumers. One m1ght also expect some new courses and programs offered
under competition to be of "lower" quality in the traditional sense (e.g.

as measured by the quality and amount of work required to earn three units

of credits), while some options would be of the same or of "higher" quality

than existing courses and cirograms. In addition, it might be expected that
the quality of services offered would be ref]ected in differential prices
charged to students, with pr1ce/qua]1ty tradeoffs becocming clearer to student

consumers over time. F]wa]ly, supply and demand would b2 expected to assume

some degree of equ11|br1um in the market over time. These effects might be

anticipated for koth on-campus and off-campus educational programs. However,

one should not expect; nor do we find, general acceptance of market principles

among public administrators in general, and especially among those in post-

secondary education.

To illustrate this point we may review recent exper1ence in Oreqon where
the Un1vers1ty of Oregon attempted to offer a public affairs master's degree
program in Salem; the_state capital; located approximately 70 miles to the north

of the Un1vers1ty of Oregen campus in Eugene. The program to be offered was the

same master's degree in public affairs offered on-campus, to be taught by

regular university faculty and adjunct faculty hired specifically for the program.

On-campus curricula, degree reguirements, admission cr1ter1a, advising and

other adm1n1strat1ve procedures were to be employed in the off-campus program.

Most importantly, the program was to be offered on a nearly Se1f- support basis,
with student tuitjon providing support for faculty salaries,; release time for
requiar facu]ty teaching off-campus, and for compensation to the on-campus

program for support resources employ2d. The program was not intended to
generate additional state-aid producing FTE (full time student enrollments)
for the University.

~ Testing the water with an initial proposal to offer the prograi produced
considerable opposition to implementation on the part of a number of public and

private higher education institutions despite the fact that, at the time, only
one private institution offered even a marginally cemparab]e (generic

adm1n1stration--pub]1c and private sector emphasis) master's degree program in
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the capitai Oppo¢1t1on was based on the perception that greater need for

examination of the impact of the proposed program on other institutions was

needed; a point to which the University yielded in delaying program

implementation. Opposition from a number of quarters,,1nc1ud1ng other.

public institutions and the private institution based in the capital also

rested upon the traditional arguments of duplication of services, and fears

that increased competition would work t: the detriment of both the private
institution in guestion and the student population to be served.

While this reaction can be interpreted understandably as a st:ategic

competitive response, it was not wholly viewed in this 1ight by state-level
and institutional decisionmakers. _Rather, there is evidence that, faced with
this and other instarces of comhet1t1on Oregon psstsecondary educat1on
decisionmakers have preferred to employ greater government regulatory control
over {a) market entry by regional area, ?b) the extent of instituticnal, and

particuiarly public versus private; institutional competition and (c) other

aspects of relations between institutions. This approach has been considered

while, at the same time, the spectre of increased competition from institutions

located outside the state became more visible.

~ In order to establish that demand ex.sted the Un1yers1ty of Oregon con-
ducted & market study of government employees in the Salem area and found

ronsiderable unmet demand for courses and a graduate degree program in public

affairs (Jones 1980). Although the University sought only twenty

students to beq1n its degree program, over eighty individuals expressed

strong interest in applying for and attending courses. Based upon the

survey response; it was estimated that the market for graduate public

affairs instruction in the Salem area exceeded 1600 persons out of a
population of approximately 18,000 state and local government and
not-for-profit organization employees In addition; the study found

the Salem market to be segmented in terms of the (*) educational
aspirations of prospective students; (h) professional roles, occupations,
and employers of prospective students, (c) types of programs desired, and
{d) willingness and ability to pay for graduate education.

 Based upon these findings. the University has propossd to offer classes on
a pilot basis in order to bettc Assess demand, the impact of its program on
other institutions, and other fa- ors so as to determine whethe: a comprehensive

program as or1q1na]13 pioposed shou]d be provnded We may note in passing that
this strategy permits assessment of political feasibility at reduced risk.



While this seems like a reasonable market strateqy, the extent of demand for
a comprehensive program delivered on-site appears to warrant rapid implementation.

However,; the prevailing_climate of opposition to institutional competitien in
the state capital and elsewhere in Oregon, supported to some extent by fears

aver the 1mpaet of competition on private and smaller public higner education

institutions; is likely to cause unnecessary delay and perhaps even to prohibit

entirely the provision of additional public affairs educational opportunities
to government employees in Salem and to Oregon citizens in genera]

and that 1ncreased access to off- campus educational programs offered by pub]1c

institutions, altheough delayed; will be provided eventually. However, increased

governmernt recu]atory influence over off-campus postsecondary education program

development may also result as a response to increased competition.

The results of increased requlatory preserce may be ant1c1pated based upon
the experience of other states: (a) more staff and more resources would be
employed at the state level for planning, budget monitoring, program review and
Other regulatory activitias; (b) more staff and other resources would be employed
in educational institutions to. respond to increased state-level keqU]atory

control and control staffs; (c) more public money would be expendel in requ]at10n

and control and less in teaching students, conducting research, and engaging in

public service activities.

~ In the past, Oregonians have beer  rtunate in not having to bear the _
costs of a high Statéﬂév@ régulatory,postgge in postsecondary education. By

through 1ow”key conference and coopera'16ﬁ methods rather than through reliance

on state-level intervention: A high degree of state-level regulation would thus

represent a relatively significant change in the status-quo for Oregon.

In order to ga1h further 1ns qht 1nto the c1rcumstarre 1n Oreqon and in

compet1t1on in p0stsecondary education. Further we may ponder over the 1mp]1—
cations of this inquiry for {(a) state and 1nst1tut1onal roles and spheres of
authority in planning and adJud1cat1on of conflicis between institutions; and

(b) fear and loathing over competition in postsecondary education.

Appiicability of the Regulatory Model to Postsecondary Education

Some notable efforts have been made recently to analyze the applicability

of regulatory models to higher education: Research in this area has concluded

that state level Dostseconoary educat1on coord1nat1nq aqenc1es 1n many states

of economic regulation of the private sector by government. Among these

s
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functions are (i) control over new entry into the "“industry" (11; influence
over the mix and distribution of servieces provided, (111) contro] DVer new
service offerings by existing institutions, (iv) control aver implementation
ot technological change; (v) influence over how "inputs" and teahn010q1~s
are used to produce "outputs", (vi) effective control over priceés charged to

consumers and c]asses of consumers, (vii) control over the assumptions that

help determine the size of the ”1noustry“ and (viii) other limitations
(including "outlawing" of competition). (ThompSOh and 7umeta 1580): As noted
by Cheit and others {1975, pp. 30-4. 60); "Observers of higher education in
the U.S. have seen a kind of Park1nson s Law phenomenon at work as requlatory

agency staff constantly generate requests for new information, which

institutions must "staff up" to digest...the more requ]atorv staff the niore
requests for information grow (lhompson and Zumeta 1980).°

The real and opportunity costs of postsecondary education egu]at1on appear
to be considerable. Whether the degree of regulation practiced in many states is
appropriate in terms of its net effects {(net benefits Jess costs) may be questioned.
Careful scrutiny in this regard would appear to be especially appropriate for

states where a heavy regulatorv commitment does not yvet exist, in Oregon for
example.

Arguments for government intervention throuqh requ]at1on in _postsecondary
education have included the need to (a) prevent service duplication; as noted
earlier, (b) exercise quality control over deqree programs; curricula and
advert]s1nq provided by institutions; {(c¢) contiol capital planning; construction

and institutional siting decisions, (d) establish and maintain state and
institutional master plans and planning processes, ie) adjudicate disputes
between segments and institutions, (f) influence resource allocation decision-

making, (g) influence employment practices, hiring decisions (e.q., affirmative

action) and the provision of special services to selected c]1ente]e qroups.

These arguments have supported the creation of both economic requlation of
the types previously cited, and social requ]at1@n e.q., to assure affirmative
action in admissions and_e=ployment, provision of serv1cés to handicapped
Students,; etc. The prob]cms addressed by social requ]wtlon are real, and in
this area regu]at1on appears to be highly justifiable in its app]1<ar1on to
educat1on as it is to other industries and sectors of the eronomy The tvpes
of requlation under question in this paper fall within the cateqory of
economic rather than social regulation.
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In the field of industrial o ganization and in economic regulatory theory,

gconommic regu]at1on has traditionally been justified for industries facing

declining marginal (marg1na1 average) cost schedules. Dec]1n1ng marginal costs
have been v1ewed to _argue for monopo]1st1c prov1s1on of serv1ces to take

th1nP1ng has influenced public utility regu]at1on for example Hhere 1ndustr1es

face 1nchas1ng marginal costs, the traditional argument has been for provision

of services by competirg firms, emp10y1ng competition to encourage prcvision

of services and commodities in different price/quality mixes to meet consumer
demand. The traditional argument holds that monopoly permits the monopolistic
organ1zat10n to take maximum advantage of scale economies. Economic regulation
in this circumstance is supposed to prevent such likely abuses as monopol1st1c
(unreasonably highj pricing policies; quality degradation, nonresponsiveness

to consumers, etc.

Applying the conventional wisdom of industrial organization theory to the
issue of regulation of postsecondary education we are 1ed to 1nquire into

Thompson and Zumeta frame the critical issue as follows:

"If the product1on behavior of higher-education institutions is
characterized by decreasing marg1na1 costs...it is appropriate that
the supply of educational services be. organ1zed along monopoly lines.

if production behaV1er :is characterized by increasing marginal cosfs

educational services. (ougnt to be) organized along competitive lines

{1980)."
It may be observed that the r§§p1ts of analysis on = 5 issue are not
entirely clear Determining the nature of cost functions - tricky and fraught

faced in ecoromic analysis (tirelessly and somewhat defens e]y cited by

With assumpt1on>, data inconsistencies and all of the prob ms customarily
non-economic oriented social scientists). Nevertheless, bciieving that
economists also may have their day in court, the resu]ts of economic analysis

of postsecondary education are assumed here to merit some review.

With regard to the role of government in attempting to control the behavior

of goverriment agencies, postsecondary-education institutions in this case,

Bfétéh and Wintrobe note that 'The sponsor (the,government monopsonist present
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up to the point at which marginal benefits,..are equal to marginal costs
(Breton and Wintrobe 1975, pp. 95-101)." Applying this netion; the

circumstances of decreasing marginal costs would appear to arque for government
regulation to_control market entry and to determine how, where and what
services should be provided by whom so that monopolistic institutions or
cartels of institutions could satisfactorily accommodaté students at tie least

cost to the public fisc. Government requlators would enhanze economic
efficiency in postsecondary education by encouraging monopolists to take
advantage of economies of scale in meeting student demand:. However; where ,
increasing marginai costs exist; no such encouragemnt of monopoly by government
is desired:. Postsecondary-education institutions wouid be encouraged by

government to compete, thus increasing the Tikelihood that adcitional educational
services would be offered, and driving the price for services downward to the

benefit of student consumers. In addition, absence of the need for government
intervention would eventually reduce the coSt of government requlation borne by

taxpayers. Regulatory expenditures incurred by government under this latter
circumstance would not incraase institutional acrommadation of student demand.
Regulatory expenditures would, in fact, be almost entirely wasted. The two
regulatory models which represent these views may be characterized as the

central planning and control model versus the competitive incentive nodel.

Research on preduction and cost functions tends to support the proposition

that under conditions of rising enroliments, postsecondary-education institutions
face decreasing marginal cost schedules; whereas under stable or declining
enrollments,; institutions face increasing marginal costs {Carlson 1972; Radner

and Miller 1970, pp:. 326-34; Adams and Hankins 1977; Hoenack 1971, pp. 302-11;

and Thompson and Zumeta 1980). Using a linear programming approach; Carlson
found that attempting to hold type and mix of program, level and mix of students,
public or. private institutional status and other variables constant; institutions
show increasing total costs and decreasing average costs as student enrollments

increase (Carlson 1972). Radner and Miller (1970) throuah regression analysis,

employed increases as enrollment increases; but ét a decreésmqréte o
Employing enrollment as a proxy for StUdéhﬁﬂd?ﬁ&hdi bo?hrsﬁudies 1nd1§at¢ that
decreasing cost functions are produced as enrollments increase. Thompson and
Zumeta (1980) also have found that; holding service levels constant; institutional

costs decrease as enrollment increases.

~ With regard to conditions producing 1'ncreasin?1‘nstitutional marginal
cost schedules, Hoenack (1971), Radner and Miller (1970); Kohn, Manski, and
Mundel {1975), Thompson arnd Zuméﬁ§7(1979)5 and Bishop (1977) have substantiated



These f1nd1nqs are 1nterpreted to exp]a1n student enrollment increases in the period
1960 to 1975 to result not merely from a demographic bulge but also from an

expansion of services provided by institutions. Relating this conclusion to
circumstances of declining enrollment, Thompson and Zumeta (1979) examined the
experiences of the California State Un1vers1ty and Colleges, and the California
COmmun1tv Colleges. They found that as service levels were reduced 1n the early
1970s due to budget restricticns, student enrollments decreased and "average
marginal" institutional costs per student increased: In order toe gain new enroll-
ments after services had been cut,; new services had to be added. To quote

(Thompson and 7 meta 1980) "...where students' demand schedules are held constant,
enrollment can ily be 1ncreased by reducing the cost or increasing the benefit
to the student of enrolling in colleqe. Here, the law of diminishing returns
should apply...an _institution's marginal cost increases as enrollment increases.
Thié proposition fO]]bWS from thé ObéékVétiOh thét Uhdék thé quéh COhdjtiOhS,

or degree programs; better training, more st1mu]at1ng interactioen in the classroom
or class laboratory,; smaller class size...or better counseling to assist the
student in matching his our her interests to the offerings of the institution:

These additional services cost money, and other things equal, it can be concluded
that an 1nst1tut1on can increase enrollment only at an increased cost per
student.” This finding is consistent with Bishop's (1977) findings specific to
higher education and the hypotheses of Shoup (1969); Breton and Wintrobe (1975

pp. 197-8), Niskanen {1971); and others with regard te the cost funccivis :
exhibited by government aqencies:

A somewnat simplified explanation of the cost phenomenon identified is
that eéconomies of scale are experienced by institutions as they build to
accommodate increasing numbers of Students, but once student enrollments

desire to cut back their programs, numbers of faculty and other services

commensurate with enrollment losses. Such behavior can be clearly under-

stood to produce increasing average costs per student and, on the basis of
the f1nd1ngs cited above, increasing marginal costs as Well

We understand the concept of marginal cost to mean the cost to the

institution for enrolling the next student beyond its current level of
enrolIment. And, we understand that even where overall student enrollments
are declining, co<ts may be specified for enro]]1ng one more student at the
margin just as is the case where enrollnients are increasing. An explanation
for the ihtkéaSThg marginal costs phenomenon_is Simply that where overall
enrollments are declining; the costs of enrolling one more student at the
margin increases rather than decreases due; at least in part, to the
necessity for providing additional services in order to attract the additional

student. Whether this particular explanation of the increasing cost under
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dec11n1ng enrollment argument can serve as the primary explanatory variable
is not clear. It is more clear, however, that empirical studies tend to

find cost functions which support the hypothet1ca1 relationships between
enroliment demand and marginal costs advanced here.

Student Demand as Critical Variable

~ The most important element in cos*t and production function determination
thus appears to be the nature of student enrollment deiand: whether it is
increasing, stable or declining. Enrollment foreeasts for the 19885, 1ike
all forecasts, are subject to some degree of uncertainty; and this uncezta1nty
is especially_high with regard to off- campus enrollments: While it is

highly probably that aggregate enrollments in the traditional college age

cohort will decline, this does not necessarily hold equally for all states,

nor for all types of institutions, all co]]eges and universities, or all

programs. If we are to learn from experiences in a nuiber of states; off=
campus enrollment Tevels will depend considerably upon the incentives built
into state funding formulas for postsecondary-education institutions. It

remains to be determined in Oregon, as in many states, how 1nst1tut10nsrw111
be compensated for student enrollments earned in off-campus settings. Other

things being equal, which they seldom are, it seems reasonable to assume

that aggregate postsecondary-edubat1on enrollments (on and off-campus) in the

1980s will stabilize or perhaps decline slightly. Enrollment Tevels for many
c011eges and un1vers1f1es are 11ke1y to dec]1ne, un]ess 1nsL1tut1ons exhibit

find1ngs reviewed here on cost and enr0]1ment re]at1onsh1ps are tha; where
total postsecondary-education enroliments are stable or deciining (a) a high

state regulatory posture is inappropriate and, (b) centralized 01ann1ng,

str1cter accountability and control measures, and attempts to eliminate

"wasteful duplication" are not valid objectives for postsecondary-education
governance. Under the comprehensive planning model, where enrollments are
stable or declining, the costs of duplication of services ave the regulatory
costs 0* atz‘c*rp 'mq to avrrﬁ duphcamon ”’e problem with corpetition in

A counter- awaument may still be made that there is need for some type

of government regulation, if not economic regulation, to reduce the 1ikelihood

of nasty public d1spubes between postsecondary-education institutions, to require
some planning of services to be provided by institutions, to,preventﬁthe
formation of cartels and to maintain reasonable gquality stahdardé. This
assumes, of course, that institutions cannot by themselves achieve an

acceptable Tevel of control over inappropriate compbtithé behavior such as

false or misleading advertising or mail_order degree sales. It is difficult

to understand, for example, how the public interest will be served if mail

erder 1nst1tut10ns are permitted dr facto to sell degrees without requiring
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student coursework, institutional residency, etc.. Proponents of the
compet1t1ve model m1ght argue that 1nst.tut1ons that se11 deqrees be

prove to be of no value over time (and also acknowiedging the w1sdom of

cayeat,ggpton) The oppos1te view would hold that goverrment has the

ob11gat1on of assur1ng minimum pvogram quality standards for degree-oriented

The argument appears persuasive in several areas, e.g., fraudulent
advertising and sale of academic degrees, that there i$ an appropriate
role to be played by government regulators. This role is, however,
significantly less prominent and less costly than the comprehensive planning

orientaticn evidenced by postsecondary-education re%tlatory agencies in many

states. Thompson and Zumeta (1979) note ":..competitive supply would be
appropriate only if, 1in addition to short.,.and long rur increasing
or constant costs, three additional cond1t1ons could be met. These are:
a. the services prov1ded could be satisfactorily evaluated by usSers;

b. public subsidy mechanisms could be designed {to) compensate for

discrepancies between private and public benefits of the service;

t. the public interest wou]d not be damaged by the failure of one or

. a few service- prov1der<

We may observe that a Judqment ds to whether the publiz interest would
be "damaged" by finaneial failure and termination of & college or
university might be expected to be rendered by a nostsecondary-edication

regulatory agency. However; it can alse be argued that interaction among

legislators, governors and other political participants could render this

determination and implement it through budget subsidies as part of the

norma] p01lt1fu1 and budqetary process without assistance from a large

Another seemingly relevant question is what should we do if we assume

i lower-key regulatory posture and enrollment patterns change? What .would

be the appropriate regulatory response to another period of increasiiig
enrolIment demand and 1ikely decreasing marginal institutional costs as might
occur in the 1996s? Experience with a high regulatory posture in many.

states in the late 196Gs and 197Cs has taught us much about the berefits and

costs of postsecondary-education regu]at1on Indeed; in this light the

comprehensive style of planning evidenced in a successinon of master plans for

higher and postsecondary education in California and in gther states appears

to be ent1re1y w0rth 1ts costs Under d°c1|n1ng enr011ments 1t seems equa|1v

costs and benef1ts of a lower-key regulatory posture
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Conclusions

Arguments for economic-type regu]at1on of market entry, pr1ct), program

quality and requirements for comprehensive planning appear to be fa~ less

compelling in postsecondary education in the 1980 s than in previous decades:

Justification for regulation of this type appears to be particularly
unwarranted dimis g a _period of resource starcity 1n educat1on where the ,

or to11ege This is assuming that aad1ng one state-level analyst requ1res

adding one and probably more than one administrative staff person at the

institutional level to respond to state information requests:

It seems likely over the next decade in Oregon as in other states, that
budget and management ‘analysts in the Governor's Exccutive Office and in the

Legislative Fiscal Bffice will be combing postsecondary-education budgets to
find ways to cut; trim and squeeze resources. At the same time, both in

Oregon and nat1ona11y, other analysts will be looking for ways to trim

budgets in other areas of govehnment including regulatory agency budgets.

The squeeze on regulatory agencies is 1ikely to occur for a number of

reasons, including public and pr1vate sector pressure to reduce the burden

of regulatory administrative and compliance costs, and belief that much
regulatory control is economically inefficient. The likelihood of these

occurrences provides additional reason to quest1on the utility of a high and

costly regulatory posture in postsecondary education:

THe perspectives rendered above have been considered; in part; to address

the quest1on whether institutions are meeting the educational "needs" or

serv1ce preferences of 1n serv1ce students * The answer 1s probab]y that

geog"aph1ca1 reg1o The extent to which these preferences will be met

depends to a great extent upon the incentives wh1ch are prov1ded to 1nst1tut1ons
to meet these needs. Perhaps an even more realistic V1ew in a circumstance of

fiscal stress in the public sector is to speak less of positive incentives;

but rather of the absence of reQUIatory and other disincentives to offer

programs to satisfy consumer demand in competition with other institutions:

The argument for Compet1t1ve prov1s1on of educational services is pertiaps
most persuasive from the point of view of the consumer--e.g., the in-service
working professional desiring to increase his/her competence; to gain greater
career mobility; and to achieve greater personal satisfaction: We might add

*iNeeds” is a confusing word in this context because it is difficult to define

as sHCh Perhaps educat1ona1 serV1ce preferewces is a better term by



st this cabedory ‘ncludes a. h1gh proporL10n of professwona] women. _In some
cases; as in the Orcgon example cited earlier, the choice currently afforded
students in some geographicai areas may be somewhat narrow. Under the

competitive model, institutions would fice incentives to increase the range

of services ava11ab1e and consequant choice of working professional students.
Instituticns would profit finaricially from meeting new demands and would
perhaps alsc be advantaged by increased prestige; visibility, and in other
ways And in terms of grassroots po]1t1ca1 appea] we may note that arguments

reduced government regulation:

While there may be considerable fear over the prospect of increased

competition in pustsecondary education, especially in off-campus settings,
we would hope,that loathing may be avoided. One approach to the avoidance
of the type of fear and loathing which produces conflict is to depend upon
state governments or their designates to regulate and adjud1cate disputes

between institutions. A second method would be for institutioral part1c1pdnts

to acknowledge the benefits as well as costs. including the anxieties; product@d

by competition and to depend more or each other to set the boundaries of ethical
competitive behoior.
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Introduction

The Office of Management and Budget's Circular A-21 has produced

a furor among college and university administrators durina the months
s1nce 1ts pub]1cat1on 1n March ]979 Co]]ege and un1vers1ty ,

1nst1tut1ons not to ment1on the h1gh cost of 1mp1ementat1on and
maintenance of the necessary account1nq and reporting procedures: The

potentiel loss of substantial dollars in indirect cost recovery as a
result of noncompliance has prompted some institutions to respond quickly
and dramatically, changing their entire financial aind accounting systems
in response to A=21, Other institutions with 18ss totdl dgllars at _stake;
1ike Arizona State University; have exerted a great deal of effort in
study of the cost-effectiveness of comp11ance Vs noncomp11ance, resulting
in major shifts in property accounting procedures:

While the focus of much of the A-21 compliance activity has been on

the time and effort repcrting requirements, the procedures that A-21

details for property accounting are no less demanding. Study revealed

that comparative data on property systems of colleges and universities and

the impact of the new Circular A=21 requirements on these systems did not
exist. Thus,; an irstitution could not measure objectively its response

to Cirecular A-21 in this area. The purpose of this paper is to describe

the findings of a national survey of institutions conducted by the Arizona
State University Property Development Team to fill this comparative information

void.

des1gned to prov1de broad national information on the state of z—L] ;omp]iahce
efforts. as well as aid the administrator in comparing”his/hér institution's
compliance efforts with those of other institutions. Comparisons drawn
bétWééh several data faCtOks in this survey SHOU]d aSsist thb adm1n1Strator

chnngeg that may be called for in further 1nst1tut1ona] comp]1ance efforts.

A-21 Backgiouid and Provisions

A-21 was 1 “lished in en atmosphere of conflict between federal

auditors and hioher-education institutions: Throughout the 70s; higher-
education institucions were the targets of severe, and often arbitrary;,
fpderdl audit criticism. Often the press was no less critica:, painting a

grim pictiure of int tentional misuse of public funds on the part of the



higher-education community. Agains:i this ten bachrOUnd A=21 arrf\;J

dramatically. In December of 1979, Max B:iiley,

Association of Co]]eqe and Un1/ers1 ty Busines: Officer's ’NACUBO) Council
on Governmental Relations (COGR) (1979, op. 21-2), expressed cautious
optimism that, by at least providing th “lished A-21 quidelines and a
fairly substantial adjustment period, tre [:deral qovernment was attempting

tc deal more straightforwardly with higher education in terms of research
accountability:. VYet; A-21, with its time and effert repor ting requirements

and other demanding provisions, has raised its own storm oF contiroversy.

A-21 applies many requirements that have been established in other
areas of federal research,; such as defense dev=lopment contracts; to the
higher-education domain. At the heart of the /-Zi property accounting

requirements is the pre mise that institutions receiving federal research

dollars must contro] their property. While this may sound easy, it is,

in fact;, a complex ard potentially costly demand. A-21 dictates nuch of

this control process through the following provisions.
1. The instituiion's equipment must be uniquely identified--i.e
tagged.

2. The institition must conduct physical inventories at least
bi-annually: A listing of department eguipment sent to

the departmeﬁc chairperson for verification will not suffice.
As stated in A-21, this inventory is to insure "that the
assets exist and,are usable, used and needed." Inventory
records must cdpture this usage information.

Further, the inventory must serve to verify the exact
location of the item: !eocation information is 1ﬁbm\at1ve

in properly d1str1but1ng equipment costs to one of the

fundamental cost groupings.

While thece iriventory demands are heavy, A-21 does provide
for some relief by allowing jnstitutions the use of a sound
statistical sampling method to be used in the inventory proce.-
in place of a complete inventory of all equipment. The results
of this sample are then to be generalized for all equipment
and indirect cost recovery would be on this basis:

3. The institution must maintain np-to-date space utilization

information. Allocation of equipment costs to a particular
functional cost grouping is to be made cn the bas1s of the
functional use of space and is, thus. dependent upon this space
utilization information.

4. The institution must allocate space into one of the functional
cost groupings on the bhasis of square footage:
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6. The property accounting system must account for funding
sources so that the cost ¢f property acauired with federal

monies can be deleted from the other costs in each of the
furictional cost groupings.

While higher education institutions have concenirated efforts

in the past few months on meeting these requirements of A-21, the results
of this survey indicate that they may well have overlooked the more
dynamic aspect of the A-21 provisions. A-2] allows several alternative
property accounting procedures not previously available to higher-

education institutions. These procedures provide an opportunity for
institutions to claim a significantly larger amount of indirect costs
immediately. These provisions center around three main alternative
procedures:

1. Institutions may elect to utilize a component depreciation method,
depreciating individual items on the basis of useful life. This
allows the institution to recover the cost of particularly
consumable items at a much faster rate than that under the use
allowance procedure for moveable, fixed; or building eauipment
components. If an institution chooses to use the component
depreciation method; A=21 req. ‘es that it do so for all of
the institution's equipment anc that the property accounting

system include the useful life figures of each component for

computation,

2. The institution can reclassify fixed building service equipmen

out of the building account and into the equipment account. This
allows the institution to charge this large and expensive group
of equipment at 6-2/3 percent if the use allowance procedure is
used. or on the basis of the useful life if the institution is
using the component depreciation method for the rest of its

equipment account:

3. The institution mav revise its definition of capital equipment,
raising the doliar level to 5500 per unit. This should result

in a significant reduction in the number of items_conitrolled, with
i concomitant reduction in paperwork and personnel in the property
control function. Further, by adopting the higher 1imi. . the

institution can cldaim the entire acquisition cost of below limit

items of a capital nature durinag the year of acquisition.

In contemplating these and other enhancements to its property = _
accounting system, the Arizona State University Property Control Development
Team was interested in knowing how other institutions were respon’ nag

to the provisions of A-21.
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Description of the Surviy

A two- -page survey instrument wi:s developed to gather information on

chree parameters of property accounting and Circular A-21 compliance:
1. Organization and structure of the property ontrol department
or section.

. Characteristics of thé property master file.
3. Characteristics of the property contiol systeis.

Inciuded in these three areas were guestions deating directly with A-21

3:0v.>:uus and requ1renertx Surn as: ‘the fr (uﬂnfv of on-=site 1nventory,

Questions asied concérning the organization and structure of ths
property control! section 1”ri’ch’ded: the organizational line of control
directing the property control department or section; and the number of
full-time employees:

Questions dealing with the characteristics of the property master file
included: tlie approximate rumber of items controlled, and the dollar value
of items controlled. Included in this seéction are A-21 relevant questions
concerning the Cépjta]1zat1on level,; and whether or net split funding
sources and cundition codes are kéGOkdéd on the property master file

Questions designed to obtain information on the characteristics of

the property control system in:zluded: 1if the institution plans to begin
utilizing a component deprecidtion method, how often on-site physical
inventories have been conducted, if the institution has used a statistical
sampling procedure in physical inventorying, what aliocation base is used
for cost recovery, and if the institution has reclassified the buildina
account to identify bui]dihq service eqguipment.

The survey was sent to the one hundred colleaes and universities
leading in federal sponsored obligations in fiscal year 1978 as compiled
by the National Science Foundation (NSF) and published in the March 17, 1980

issue of the Chronicle for Hiagher Education. The listing ranged from Johns

Hopkins .iniversity with S212.866,000 to SUNY, Stony Brook with $17,173,000.
The response rate was 737 with ThFEF of the institutions unable to ccmplete.
the questionnaire because of tne incompiete status of their propeity control

systems at this time.
Survev Resilts

___Organization and Structure of the Property Control Department or
Section. Respornse to those qieéstions dea11nq with the orqanization and

structure of the property control department or section is interesting
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in several resptcts For over sixty*four percent of the institutiens

or the contro]]er It one. way this 11nd1nq i not surpr1s1nq Current

accounting theory would maintain that a funci”on such as property control

should be close to the finarcial and business officer charged with the

responsibility of safeguarding the institution's assets and maintaining

subsidiary capital fund records. Yet, many higher-education administrators

believe that financial and business officers are unfamiliar with; and at
times, unrasponsive to, the requirements imposéd by various sponsoring
governmentdal agencies. For this reason, some institutions have organized
departiments separate from the business offiecer or contrcller.

The results of this ‘survey do not lend support to this position.

vompar1sons between survey questions relative to A-21 compliance and the

organ1zat1ona1 11nes of author1ty of properuy aCCOLnt1nq funct1ons

provisions.. The one except1on i n the area of comp]1ance N]th A-21 cost
allocation basis. A-21 requires nat property cost be allocated to one

of the functional cost qroup1ngs .n the basis of souare footage. Seventy

percent of those institutions wit: organizationa™ “ine: of property conirol

directl to a finarcial or business officer cor  .d with the provision as
compare- to forty-six percent of those insti+ S with property accounting
reportira to some other administrative officc. Jn this point, property

control givisions reporting to a financial or business off1cer actua]]y have

of a f1nanc1a1 or bus1n535 officer was not detr1menta1 to compliance with

major A-21 provisions and may, 1n fact, enhance such compliance.

In the area of staff size, almost one half (forty-eight percent) of the

institutions responding to the survey maintain a property _ontrol staff
of three or less. This finding is surprising when considered in terms of
the increasing operational complexity imposed by A-21.

For further clarification of the relation between operational
c0mp1ex1ty and staff size, a comparison was made between the size of the

property master file (a measure of the relative work load in property

control) and staffing size. Of those institutions with 50,000 or more

records on the property master file, ~vonty-ceven percent operate with
staffs of three or less. FEither these staffs are efficient, or they are
involved in fewer areas of responsibility than the staffs of other property
control divisions,

To test this conc]us1on comparxsons were made betwecn those institutions

with 56:608 or more items on the master file and ﬁtaffg of three or ]ess

with number of areas of work responsibility. These areas include: tagging,



disposal and reclamation, risk managenent, space utilization, inventory
and stores, and on-site inventory. Ana]ys1s showed that there is no
s1q.ifitéht relat1onsh1p Thus, the point that these staffs are efficient

Characteristics of the Master E le Responses to the survey quest1on5
relating to the characteristics of the propevty master file provide an

indication of the nature of the workload in property control and the level

of detail maintained in the master file. Fifty-nine percent of the
respuiiderits maintain a master file conta1n1rg 50,000 or more records,
ana f}ftj?;tht,pertent,r?pQrted that the ve lue of the items 1isted

sceads $50 miilion. This finding indicates tnét most institutions have a

%1zab]@ investment in property resulting in & larae population of items
to control on the master file.

A-21 allows institutions to capitalize property at a cost of 5500

Prigy to the implementation of the new A-21 qu,du11nes, contract agenc1es 7
specified a varicty of cdpitalization levels, m.3t of which were below $500.
Because of tne increasing operational complexily that /- 21 imposes and the
large master files that institutions surveyed have to controi, it would
seem logical tha’ m~ny institutions would adopt the S$500 capitalization
level:. 1instead; the cata indicates that only twenty-eight percent of the

respondents have adopted this level of capitalization. Sixty-three pértéht

responded that they capitalize at a value less than 5300:

A second comparison was made to determine if this relationship chanqed

for those institutions with large property masier files. Only twenty-eigh
porcent of the institutions with files listing 50,000 or more items capitaiize
2t the higher level. This tends to substantiate the conclusion ti:at there

is no significant relationship between size of the master f11e and capital-
jzation level

One major requirement of A-21 is that federal funds be elininated from

the use allowance and/or depreciation base: To comply with the requirement
institutiore must record split funding sources in the property master file:

Seven*yzaiie percent of the institutions surveved responded that they do so.

Tnis s an indication that most institutions ii th :amp]e are complying

withhat lec.e one of the major provisions of A-21.

To further test the level of comp]1ance With A-21 prov’ 10ns, .
institutions surveyed were asked to indicate whether or not cond1t1on and

use codes are algo cantured in the master f1]e While this r.ov1s1®n is a

relatively minor requirement of A-21, compiiance with this minor provision

by an institution would tend to 1nd1cate that more significant requirements
of A=21 dre also being met. Forty-seven percent of the respondents indicated
that they are rect 'ing condition and use codes in the master file. This is
a relatively high :.sponse rate for this level of detail and would tend to
support the above supposition that most. institutions are probably meeting
the more important aspects of A-21 requirements for document on the pronerty

master file.

143

}'F-A |
<
S




) Characteristics of the Property Control System. Tne guestions
1nvo7v1ng the charactaristics of the propert4 control system were designed
te provide information on the degree of compiiance with key A-21 provisions
and to determ1ne whether or not institutions are tak1nq advantage of

In the first questlon,,tﬁ" respondents were asked to indicate the

fredlency of the institution's on-site physical “nventory. A-21 requires
that a1l records on the master file be supported Sy a physical inventory
count at least once every two years.. Th1s,may W 1 be the most demanding
of the A-21 property accounting reguirements. The size of the master file,
coupled with the nature of the collegial orqan1za ion, operate to make

a university-wide invertory of property a najor urdertak1nq The survey

data, however, indi:ates that seventy-six percent of the respondents have

conducted ori- s1te physical inventory counts during th= last two years:

~ The Va]1d1ty of this datz is questicnable because of the incongruence
0f this response with garlier observationc from the s.rvey data. For
example; forty- e1ght percent of the institutions repor:ad property contro]
s=affs of three or 1ess: Seventy-seven percent of those respondents also
reported large proper ' master files. It seems 1mprobab]e that a small

staff with a 1arge master tile would be able to meet the inventory requ1rement

easily. To test this further, ‘a comparison was made to determine the

number of institutions with Targe iiaster files and small staffs reporting

that they had conducted on-site inventory counts. This resulted in eighty-

seven percent of the institutions in tnis cateqory respording that they had

conducted physical inventories at least evéry two years. As it has already
heen noted that few institutions réportéd that they have used a statistical
samplinc method in inventerying, 1t must be. corncluded that what the insti=

tutions were reporting as on-site physical inventory counts was actually the

procedure of spnd1ng property Tists to the department heads for verification.
I this conclusion is correct, it must be noted that these inctitutions are

not in compliance with A-21 and may meet some severe criticism in upcoming
audits.

Respordents were also asked to identify the basis utilized in allocation

of indirect costs to the. funct}dnal cost groupings. 1his is a major

_:quirement of A-21. Allocation must be on the hasis of square footage of

space occupied by function. Sixty-six percent of the respondents indicited

that they were complying with this provision: however; as noted earlier,
d cross ompar1son 7nd1cetnq that this ppncentaqn is twenty percent lewar
for institutions wits property controi reporting to someone other than a

financial cor business officer.

A-21 has two provisions which enable institutions to increase their
indirect cost vecovery through adOpt1on of certain rnew procedures. The
most siqnificant is the acceptarce of component depreciation as a basis «f



compensation. In general, depreciation will result in 2 higher cost
recovery on prooerty than will the use allowance. Of the institutions
responding to tne survey, only thirty pércent indicated that they plan

to depreciate in this manner within the next two years. This is a low

rate considering the potential fer increasing the indirect cost recovery.

A cross cemparison was performed to determine if the top twenty institutions

in federal sponsored obligations were plannina to adopt deprec1at1on o
Again,; the rate was very low, only thirty-eight percent. It is 1nterestinq

to note, at th1s po1nt that four of the ]ead1nq f1ve 1nst1tut1ong in

The secand prov1s1on i A-21_which allows an institation to increase
ingirect coSt recovery s the reclassification of fixed building service

equipment from. the building account into the equipment account. In this

manner. these items are subject to a 6-2/3 percent use allowance as opposed

to a two percent allowance under the building account. Seventy percent of
the respondents indicated that they had not reclassified this type of

property to maximize the indirec : ﬁt recovery. . This F1nd1nq, in conjunct1on
with the depreciation finding, a.ﬁ srini to indicate that the institutions
sur veyed are only, at this po1nt hcéihed with complying with the

provisions of A-21 and not expioi’ 1nq the provisienal opportunities presented
by the regulation.

linf  cations for the 80s

[f A-21 is to have a dramatic impact on the property accc.ating procedures
of higher-education institutions, the brunt of that impact will not be in
the 80s. The results o .his survey demenstrate that a large majority of
institutions ere alveady in compliance with the major requirements of A-21
relative to propérty account1ng This surprising result is the result of
one of the following:

1. A-21 requirements are,; simply an embodiment of existing practices
already prevalent in institutions of higher education; or

2 Modifications in property accounting systems have already
occurred between the pub]1cat10n of the circular and the point
of this survey in April and May of 1980, or

3. Thé,SUFVéy instrument is ihva]id and has either not tapped the
real indicators of A-21 compliance problems or wWas not résponded
to seriously.
The second is the most reasonable conclusion: Correspondence received
a1onq with the quest1onna1res,fas well as the h1qh rate of refurn, 1nd1cates
thaf the survey was taken §er1ous1y and ThaT most of thp que§t1ons were valid.
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indicating a large number of recent shifts and changes. Ln additior is the
number of "stragglers," three institutions responding that their property
accounting systems aré currently in such a state a changé dug to A-2
compljance efforts that they were unable to complete the queStionhaire

at this time:

These points all support the conclusion that A-21 has been taken

seriously by higher-education institutions. Institutions responded quickly
to the new guidelines and have, with the help of COGR seminars, made
adjustments based on a common .perception of the meaning of the provisions.
The true test of these ccmpliance efforts and the sincerity of federal .
agency impl =ntation shotld come within the next year as the auditors beain
to issue theiv findings:

If A-21 is to have an impact in the 80s; it will be in those procedures

that are considered allowables, but not requ1rements——1 e., component
depreciation, reclassification of fixed building service equipment, and the
$500 capitalization level. This survey has indicated that institutions.

have not taken advantdge of the higher capitalization limit. While A-21
allows the higher level, State statute and regulation may prohibit it; thus
the institution may find itself in a cateh-22 of attempting to control large
numba2rs of items and meet the reporting requirements of A-21; often with
small staffs. This condition may preclude the 1mp]ementap1on of depreciation

methods because of the sheer logistics involved in handling such larage
numbers of low dollar value items on such a system.

_Another major allowable is the reclassification of fixed building  _
service equipment into the equipment account. Only twenty*ﬁiné percent of
the respondent institutions have taken advantaqe of this provision. One
possible explanation for this low number is that A-2] requires high standards
of documentation in this reciassification process:. Most institutions are

not equ1ppnd to provide this expertise and would have to re]y on professional
apprzisors to provide the necessary data. This reguires a si gn1¢*cht 1Fﬁ°d1?tv
outlay of both money and administrative time ard effert. White 6 the jong-run
the option mav prove cost-effective, ins +ut1ons (auqht in a curront t.l.o
money market may have been forced to delay implemeritation of this option.

The most s1qn1f1Canf a1lowab]e 15 component dpprocwaf1on Yet onTv

to make the sh1ft to this method w1th1n the next two years Th1s may u.so

be the result of deferred implementation because of tight budgets. Another
possible explanation is that college and university financial officers have
an almost natural predeliction against depreciation accounting. Generally
accepted accounting principles exclude higher-education institutions from
dépréciat1on accountinq ThU§ if a CO]]éoE OT uniVéréity now décidés tO
financial and acc0untwnq system would need to be estab]1s1td. This woulg
complicate the procedures already in pltace and wouid require the commitment

of significant immediate resource= to develop:
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Conclusien

. During the decade of the 80s, highe-edu~ation research institutions
will face mary significant challenges which threaten the basic natuve of
American higher education: ©ne of these challenges will come from the
provisions of A-21. This study has shown that the majority of institutions

-heavily involved in research have responded to meet ihe property accounting

provisions of A-Z1; however, these institutions have not moved to maximize
their inidrect cost recovery by taking advantage of the dynamic allowable
provisions of the circular.
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Respondent Institutions

Auburn University

Baylor College of Medicine
California Institute of Technology
farnegie-Mellon University

CUNY; Mount Sinai School
of Medicine

Colorado State University

Cclﬂmbja”uh1VérSity; Main
Divisicn

Cornell University

Duke University

Florida State Univérsity
Georgetown University

Gee  Institute of
Technology

Howard L :iversity
Indiana University; Bloomington

Towa State University of
Science & Technology

Johns Hopkins University
Louisiana State University
Michigan State University

~ Mississippi State University
New Me.ico State University

liort. rarolina State University,
Raleigh

Oklahoma State University
Oregon State University
Pennsylvanin State University
Princeton University

Purdue University

Rutgers, The State University
SUNY; Stony Brook

Temple ‘Yniversity

Texas A&M

University of Alabama,
Birmingham

Universitv of Alsaka, Fairbanks

imiversity of Arizona

Liiuersity of Califonria, Berkeley

University of California, Irvine

University of California, San Biego

University of Cincinnati
University of Colorado
University of Connecticut
University of Florida
University of Georgia
University of Hawaii, Manoa
University of I11inois, Urbana

University of Iowa

1481ﬁ, ;



sriversity of Kansas Virginia Poly. Institute & State

S University
Triversity of Kentucky S )

S o ashington State University

sniversity of Maryland Baltimore - , - ]

Professional Schools Washington University
‘niversity of Massachusetts, Amherst  West Virginia University
tniversity ot Miami Woods Hole Oceanographic Institute
Uni.. ~ity of Michigan Yale University
University of Minnesota

Univ ity of Missouri, Columbia

University of North Carolina,
Cnapel Hi111

University of New Mexico
Uiiiversity of Pennsyivania

Univers v of Pittsburgh

Unive-si-  of Rochester

University of South Carolina
University of Tennessee, Knoxville
University of Texas; Austif

Univert - of Texas Health Science
Cente. Dallas

University of Utah
Uriiversity of Washington
University of Wisconsin, Madison

Janderbilt bniversity
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Results of Survey Questions

1. Organization and Structure of the Property Control Department or
Section:
a. Line of administrative authority of property crontrai:

Controller

417,
Purchasing 17
Biisiness Officer 27,
Research Officer. £
Physical Facilities B
Other g¢

b. Nuiber of full-time staff in property conirol.

1-3 el
4-6 BTy
7-16 1%
10 or more 16%
Missing values 1%

c¢. Number of areas of re oJnsibility:
1 46%
2 o5¢
3 v
4 9%
5 .5
5 2%

2. Characteristics of the P-operty Master File:

a. Number of items:
Less than 10,000 6%
10,000 to 29,999 21%
30.000 to 49,999 13%
Over 50.000 59%
Missing value %

b. Total Dollar Value:
Les>s than 10 million 1
10 to 29 million 114
30 to 49 million 272
Over 50 million 58%
Missing value %




c. Dollar capitalization point:

dnder %100 19%
$160 - 5299 44
5300 - $499 9%
Over $500 289,

d. Record split finding Sources iii rhe Yaster file:

Yes 7%
No 39%

¢: Record condition codes in the Master ile:

iy

as 47%
e . 51%
Missing value 20

3. Characteristics of the Property Crntrol System:

a. Depreciation withi~ next tjo years:

Yes 30%
No , 6597
MiSSihq value 1%

b. Conducted an on-site physical inventory:

Annual 499
2 years 277
5 years 6%
Other 9,

c. Allocation basis:

Square footage 667
Salary 107
Other 23%
Missing value 1%
d. Reclassification of fixed building service equipment:
vas 299
Moo ; 70%
Missing value . e
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Informatior Systems for State-Level Decisions and the Budget:
or
Califor . Gets Its Just DSIRts

We all know that information is not free or even inexpensive. This is a

cautionary tale of information systems design and deve1opm%nt and wasted
resources -- the stc-y of the University of California's Data System of
Instructional Resources (DSIR). It has been said that _good Judgment comes
from expar1ence,,exper1ence from bad Judgment The DSIR story is a tale of
bad judgment == told here by one of its part1c1pants, a state-level bureaucrat
whose Judgment Was at least as bad as anyone else's: Hopefully, everyone

concerned learned a lesson from this experience and, perhaps, ot2rs may Tearn
from our example:

The University began to develop DSIR about ten years ago in response to
state-level demands for more information aboit costs; facu]ty workload, and

space utilization, The system was put into. operat1on in 1972 and includes
class enroliment (department, class type, class level, enroliment; etc.);

instructional staff (department; rank; salary account, courses caught, class

contact hours: etc.) and facilities (room type, location, utilization, etc.)

data. (lass and instructional staff data are collected from carzuses at the
department level.

DSIR has continued to have a number of Gperational prob(eMJ In the first
place, it has always produced biased inaccurate reports. How cou]d”jt”-rﬂ B
otherwise? The peaple who collect the data do not use the system and have no

interest in the infermation. If the data requested are not easily available;

if they are in the wrong format or are aggregated accordinc to definitions

idiosyncratic to the department; it is unlikely that the time will be taken to

collect; reformat, or reaggregate them. Some departments turn in what they
have and ignore the rest, others make estimates, and still sthers make up
numbers to satisfy what no doubt appears to be an arb1trar5 ienorting require-

ment. Second, DSIR is cost]y to operate and use and i1s hiqghly inflexible;
Third, its existence has created political problems for the University -- the

University must constantly envoce between providing inaccurate and often

irrelevant information to state-level authorities and creating the impression

that it has something to hide: Given the diffusion of authority within the

University's central administration, not to mention the difficulty of getting

anyth1ng useful out of DSIR, the typical response to state-level data requests

is to delay in providing the data, which also creates a bad 1mpress1on However,
this paper is not concerned with DSIR'S operational problems nor_even the
political problems they caused University aaministrators. If all the operational
problems were solved, we would still have wasted millions of dollars: DSIR

was designed to serve state-level interests that were wrong-headed to begin with.



It has been observed that a key source of failure of information systems
is that thev trv to increase the quantity and quality of information available

to the decisionmaker on the asgumpt1on that more informaticn leads to better

decisions. However, the real problem is seldom lack of data, but a lack of
understand1ng of how to process data into information that can be used for
decisionmaking (Gorry and Morton 1971, pp. 55-70). The iioral of the DSIR ste v i
that state-level demands for the kind of data this system was designed to supply
are explained by a fundamental misunderstanding of the structure and functioning of
the higher-education industry, . :udent demand; and the production and cost behavior

of jnstitutions.

La11forn1a < Postsecondary Educat1on Comm1ss1on has adopted what 15 a

f]nanc1ng matters the appropr1ate goal i§ to insure that state funds are
allocated and employed in a manner which will prov1de for the optimum_ utiliza-
tion of all postsecondary-education resources in the state. This implies that

the University of California is part of a larger statewide system of post-

secondary education which includes not only the California State Universit:

and Colleges system, ‘but the 104 community colleges, the 254 indeperdent
J1leges and universities; arid the over 3000 independent non-degree-granting
institutions as w 11. Moreovér; it should bé recognized that this 19rqer,,
system of postsecondary educaticn is generally characterized by cons . !erable
competition--competition for students, both price and product eompef1t1on

and thereby,; for dollars. In this ]arger system state funding 1s assigned a

special role as an instrument or lever by which the optimum utilization of

resources in *the state is to be achieved. This implies that the proper

nuestion to ask when considering alternative funding procedures is: hich set

of financing arrangements will result in the best match between in« Jitutional
and student behavior and the public interest? To answer this quéstion the

samé kind of ihfékmatibh is réquiréd as would be réquiréd to régulaté and manage

However, the management of a complex, competitive market 5 a task whick

state-ievel fiscal authorities are un11ke]y to be Drepared to handle; either

by experience or inclination. Nothing in the pro :ssional carezsr of a state-
level biudget analyst could te expected to provide him with the skills,
Understandifng, or concepts required to carry out this task. {(See ﬁ;pend1x)
Gkéaték ké]iéhce upon market mechans1ms requ1res cons1derab]° understand1nq of

schedules,; tuitions policies; and direct student aid programs ; hard work

exp1a1n1ng the estimates which result from this understanding (e%t1mates which

even then are unlikely to be prec1se); and an attention to values which is
contrary to the budgeteer's view of himself as a technician. Therefore; it is
hardly surprising that individuals who are comfortable with and satisfied by
standard bludget planning and control practices are unenthusiastic about
decentralized; markft-oriented mechanisms. They are likely to reject them out
of hand 13 apen-end=d and uncontrollable (Cothran forthcoming).



Because DSIR was designed to satisfy certain state-level requests (pri-
marily from the State Department of Finance), a word ought to be said about
budgeteers--about how they behave and how they think:. This may seem =
extraneous to my story, but I think it goes a long way toward explaining both
why budgeteers wanted what they wanted and why what they wanted was not what
the state needed.

Some Thoughts on Budgets and Budgeteers*

. Budgeting is the key process by which action is rationalized in
pureaucratic organizations: . Whereever we tind bureaucrats, we also find

budgeteers. Wiladvsky (1975) observes that there are constrairts in budgeting
that lead to reqular patterns of behavior. :

Administrative agencies act as advocates of increased expenditure,
and centra?l control organs [the budgeteers] function as guardians

of the treasury. Each expects the other to do its job; agencies

can advocate; knowing that the center cav impose limits, and the
center can exert control knowing that agyeacies will push expenditures
as hard as they can. Thus rcles serve as calculating mechanisms.

The interaction between spending and cuilina roles makes up the
component elements of budgeting systems.

and approval and emphasizes the making of decisions about the allocation of
financial resources; which depends upon calculating which alternstives to
consider and which to chioose:

~ However, it is axiomatic that rational action reguires processes for both
rational calculation and effective control (Dahl and Lindblom 1953). Freqguently

practices; budgeteers spend far more time executing the budget through the admin-
istration of expenditure cc~trols than they do in building it -- or they treat this

fact as an aberration frowm . e sound practice of public administratioen: This view

problem of insuring that subordinates act according to the preferences of their
superiors. The problem of controlling the behavior of the burea. ¢ Lhe same
as that of any manager where the Subordinates' interests are ru i/ 2 same as
the superior's (Breton and Wintrobe 1975).

‘Here, the problem of conirol may be seen as an example of tne more general

*See Thompson and Zumei. ; fortacoming.



Budget execution is irimarily corcerned with the administra®inn of twe
kinds of expenditure cont 0l allotments and fund reports: Aliotments are
used to regulate the tim” | o, expenditures during the year. Fund reports

show what expenditures have be=n made and how ticy compare with what should

have been made. Auditing. the last phase of bucget execution, is carries

out to insure that the reports are accurate. In addition; buddgeteers oversee
the operation of extensive,; administrative expenditure contro]s The immediate
purpose of these controls is to insure that expenditures are made only in the
amount and for the purposes specified in the budg. = t. Their ultimate

function is to prevent the bureau from distorting - concealing information

which would increase the bargaining power of the bureau vis a vis the

organizaticnally superior unit.

Recén 1y, Niskanen (1@71), Breton and Nintrobe (1975), and Thompson (1973) havc

choice- theoret1c,,ut111ty max1mwz1nq, mar«et or1ented as>umpt1or< of WTCYJPCO”0m1"S
in which the ouant1ty of services prov1ded and the price are simultuneously determined
by the supply o7 and the demand for the service. Miskar ni's view 5f burraucratic

supply throws considerabie 1ight upon the control furcticn perforicd by the
budgeteer--its abuse as well as its uses.

According the Niskanen the characteristic relationship between noininally
superior and sutsedirate units in a. hureaicratic organizatien is that of a
bilateral monopely:. The bureau "sells" i*s services to the government sponsor,

and the government sponsor "buys" the service on]y from the bureau. In this

market; some output or quantity of services is exchanged for a budqe* rather

than a per-unit price. However, both the demand behavior of tihe 'buyer’ and

the supply behavior of the ”se11er are assumed to be conventional. That i5:

the quantity of the service demanded by tht governmerital sponsor will vary
directly with its priceé. Furthermore; the “buyer" is assuied to be interested

in maximizing net benefit, in terms of its own preferences, or its' consumer's
surplus; while the "seller" is assumed to be corcerned with maximizing its budget:

Given these assumptions; two cases can be specified in which "output" and
price are determinate. Where the "buyer" can exercise full nionpsony powers,
marginal cost will be equated with marq1na1 berefits. This curresponds to

the perfectly hierarchical case in which the preferences of the nominal sunérior

are exactly met by the nominal subordinate. Alternatively, if tne bureau_can.
fully exploit its monopoly position_ to maximize revenue, the zquilibritm level
of output_will be where the marginal benefiz resulting from the provision of
additional quantities of the service will be zero. The equilibrium budget vil]

be equal to the entire area under .ue demand schedule. DBreton and Wintrobe (1975)

observe that in this model the d1ffererce between the budget that the bureau

su:cceeds in obtaining and the sponsor's net-benefif maximizing budoet represents
the degree of control-loss in the organization. In this second case. the nominal
hierarchical relationships is turned on its head.

However: without some additional understanding of .ne circumstances

affecting the relationship between the government sponsor, we are still some

distance from being able to say what the level of outpu: of the bureau or

1 1.
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the price of the service wilil be. What we have said is that the budget will

be that which would be achieved under perfect hierarchical control or under

compiete loss of control--or scmewhere in between. This is the indeterminancy

problem of bilateral monopoly. It is tautological to say that the actual outcome
in terms of both price and output will be determined by the relative bargaining
power of the governmental sponsor vis a vis the bureau. However; in this case,

power is understood in terms of information: Where the buyer in the bilateral
monopoly relationship knows the seller's true cost schedule and the seller is

ignorant of the buyer's true demand schedule, then the buyer can exploit the

full benef1t of 1ts monopson1>t pos1t1on, and vxce ver5a That 13 to say that

and quality of informa+® 1on available to each Furthermore, the fundamental
item of information required by the sponsoring government in order to obtain
its preferred budget has to do with the bureau's true cost or supply schedule:

As Breton and Wintrobe (1975) have observed anti-distortion or control devices
are available to the bureau's governmertal sponsor--at a cost. These are the

expenditure and administrative controls executed by the budgeteers. According
to Breton and Wintrobe (1975):

Controls have many uses, including that of serving t. control costs
and a:s_a _deterrent against the distortion of information:. Their value
to po11t1c1ans in all uses; however,; is simply the reduction in the
excess budget of bu-eeis which their use makes possible ...

The sponsor will incure control expenses up to the point at which marginal
benefite [in terms of excess budget avoided]... are equal to marginal
costs.

It s -t be stressed, however, that wheh these rdﬁiroi costs (the costs of

pa1d vor the bureau's services are cons1derab y h1mﬂer than they wou]d have beer

if the same quantity of services had been supplied 4t the bureau's true supply

cost. Or, for the same amount of money, *he bureau could have supp.wed more
services. But neither of these attractive options "3 a real choice given monopo]y
supply on the part of the bureau. Rather; these costs must be born, regrettable
though this may be in ordéer to avoid an even more unsatisfactory outcome.

This model also tells us that where the strucdtre of the market is different
from the bilateral monopoly relationship characteristic of bureaucratic

organizations, the costs of control may be unnecessarily high. Indeed, where

the service is provided by many compet1nq bureaus or firms, price search permits
the monopsonist ©o know the industry's true marginal cost schedule and, while
the information has limited pract1ca] value; to know by inspection the marginal

cost schedules of the market's individual f1rms The mciopsonist facing
competitive supply, in this case the governmental SpOMsor; n easily obtain
the information needed to maximize its consumer's surplus: in such a relation-

ship the +'nds of expenditure controls we are talking about here are a dead-weight
los : If tney are applied to only a few of the suppliers of the service,




Lroduction will be shifted to the ma~ginally less efficient suppliers, and the
buyer in the relationship will pruchase fewer services at a hiagher pev-unit

price--depending upon the ;lopes of the cost and demand schedules. here

the controls are equally applied, tne buyer in the relationship will likely
purchase even less at an even higher price.

Unfortunately, the implications of the distinction between moriopoly and

competitive supply are not immediately obvious to the budgeteer, who has
internalized a role as well as certain prescriptive rules and stancards.
Competitive supply may produce contradictions and problem: which lie outside
his or her experience and he or she may perceive that the costs of control

are prohibitive and the rigidity of certain control rulss and standards are
inappropriate. He or she mey even adcpt a mere realistic approach to the

situation and the problem it raises. But the mere fact that rules are

successfully challenged, and shown to be arbitrary and unriecessarily rigid
does rot necessarily mean they will be changed. AS Michael Crozier (1964) observed:
Centralization and impersonal rules are both ways to escape from
otherwise necessary adjustments .,: When one rule prevents adequate
dealing with a case, its failure will not generate pressure to
abandon the rule, but, ¢n the contrary, will engender pressure to
make it more complete, more precise and more binding.

It is my experience that budgeteers more often than not show the same kind
of reverence toward "good budaet procedures" that accountants give to "standard
accounting practires.' Acce. © freguently cling to these practices even
when it 1s appavent tha®t thr - o 20 provide information which is useful for
management decisionmakinc. oo ot think it is iacicental at all to observe
that most budgeteers are sctountanis by training.) "Good budget procedures”
are valued because they have the weight and authority of training, habit; and
tradition behind them, not because they necessarily provide adequate solucions
to the problems they are intended to Solve.

The point I am trving to make is that expenditre controls perform an
important function in the typical relationship between sponsor and bureau.

They provide information which is critical to the bgrgaining power of the

sponsor; théreby permitting the behavior of the nominally subordinate bureau
to be brought under control and the preferences of the sponsor to be met.

Standards and rules also $érvé to avoid inconsistency in the deaiings between

the budgeteer and the bureau and to stabilize expectations on both sides about

the ground rules for bargaining and the 1ikely outcomes of the bargaining process
as to avoid the costs of uncertainty to both sides (Bréton and Wintrobe 1975). In

certain clearly specifiable circumstances, however, expenditure controls serve no
re-7 purpose.
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Scme Historical Backarounn

- DSIR was designed_to supply state-level authoritios (the State | Department
of Finarce (DOF), the Oftfice of the Legi-lative Analyst (‘IA); Assembly and
Senate Tinagnce committees; and the Coord n2ting Council for Higher Education

(CCHE) with information *hat was supposed 1o aid them in reviewing the

Yniversity's budqet Spcu1f1ca11y, the purpose of NSIR was L0 aid state- leve]
authorities, particularly in the Department o: Fisance. in rcélating the
provision of resocurces systematically to the actual distribution of activities
and costs within the University.

[ Have suqqested that the budgeteer's response tn the peruept1on that
>Omof11nq is not right is likely to be a demand for “mure and better ,
information about costs and, therefore, tighter expenditure controls. This is

precisely what happened. The interesting qguestion is: what was the source of
the Fee.1u that something was not rig ¢, what was the problem that 'nore

and better' information was supposed to solve? In order to answer this question,
it is necessary to say something about the budget relationship in the years
beforé 1970.

The key to this ralationship was constituticnal autonomy wiaich Earl Cheit (1975)

Dean of the Schooi of Business Administration at UC berPe1ey, has quite rightly

called "the most sophisticated .egislative procedure in democratic government,
the self denying ordinance, by which States created and funded co]]eqes but
[retained] only 1imited powers of review or control.” [ur years resource
allocation to the University was governed by a Fe:,s1mp1e formulae and rules;
expenditure and adininistration controls were practically nonexistent; and,

although the University was required to show that it had met certain fiduciary

and procedural standards in its handling of funds and accounts, auditing was
carried out by 1ndependent CPA firms hired by the University Pegents. The

University budget review assignment in the State Department of F1Pance wWas

generally reqarded as one of the softest, a good place to retire 'burned=-out"
budget examiners.

~ 0On the operating side, the budget formulae were esvema]1 simple; based
iniciaily upon a simp]e student-feculty ratie and later a we1qhted one

Given the University's administrative indepen” ce from State controls, tﬁis
mecnanism was, in practice; simply the provision of a per-unit subsidy.

That is: each time the Uh1vers1ty envolled a student, the State paid the price.

Fuwthermore the Un\/ers1ty Was rqulrec to adn1t a]] P11g1b1e iindergraduate

This mecnanism provided the University with considerable incentive to
respond to student demand and to operate eff1c‘enrl/, and permitted the
University to take advantage of demeqraph1c changes to expand at an almost
unheard-of rate. 1In addition; the prices paid by the State after 1960 were

consistent with Master Plan objertives calling “5- an increase in the output

of Ph-":'s and a reduction in lower division ern Tlpentc at th miversity
and the State Colleges, as they were then calle:




 capital budgets were subjected to <~ at tighter control through the
employment of a fairly compreiensive sysvun of space use standards. These
standards were generally recogniz~d as arbitrery and as occésiona11y promoting

over utilization of other inputs into the University's production process (N¥.thematica
1970). However, to the extent that their purpose was to avoidthepW0rstkgndtofmat1ca
imbalance in the use of resources; these standards evidently worked fairly

well. This judgment is based upon three observations. First, buildings are

flexible: 1In most cases they can be used for many purposes for which they

were not designed or intended. Second, institutional growth was rapid and

stable. By stable; I mean that students were taking the same kind and mix of

courses in the same campus settings at roughly the same times during the day

regardless of the rate or level of enrollment growth. Even if a facility were
overbuilt, enrollment would soon catch up with its capacity. If the application
of the standards somehow resulted in underbuilding, this fact would easily be
apparent to_all concerned. Third, fixed plant represents & small component

of the total cost of institutional operations: This fact is oftern obscured by

the size of individual expenditure items, but it appears that fixed plant

represents about ten to fifteen percent of total operating costs.

The situation started to change during the last years of the 1960's.
Because budceting is fundamentally a political process, many people have seen
the changes i the University State-fiscal relationship as the result of an

alliance between conservatives and liberals and a rcaction to the student _
unrest at Berkelev and elsewhere. The conservatives "turned the fiscal screws"
in order to influence University administrators "to whip the students into
line." The liberals tended to see the student unrest as a symptom of the
University's "failure to pay proper attention to the needs of students;"
particularly undergreduates. While the liberals were more concerned about.
earrots than sticks'. they went along with the conservatives' funding policy.

1 do rot wish to gainsay tine importance of Ronald Reagan's drive "to clean

up the mess at Berkeiey." but [ would argue that, although it played a major
part in holding State appropriations to the University at the same level four

two vears (it should be noted here that State funding of the State Culleges
wis © silarly constrained) and may have served to legitimate the_invasion

of the University by DOF auditors in 1972 and 1973, it had very 1ittle to do
With the content of the budgetina practices which were proposed or the information
requested of the University. :

By 1970 most States were beginning to see problems in the existing budget
and control mechanisms as they were applied to highur aducation Generally:
they were the same problems from state to state and for the most part the

same solutions were proposed. In the first place demographic_changes made it

more difficult to maintain high growth rates in enrollment. This_meant that

in some cases. where only a few years before the problem 5 simply to keep.
up with -tudent demand, many institutions were faced with excess capacity at

the same time that other institutions. because they were better located, move
responsive to student preferences, or more flexible in reaching out for non-

traditiona! students, continued to grow: In turn, this ineant that whan the
hidgeteer applied his ratios and standards to a aroup of institutions such as
tne Upiversity of €alifornia or the State tolleqes: he or she could conclude
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winonnnnfactars cor-Studedt services and facilities were being provided: £
thee S o Touiy dugiooanpuses cculd vse the same standards to make pon Tul
RISTRS acullj; nore classrooms; or whatever. li the second ul ~e

R faking place in *he composition of the studentry meant ENIO!j““ﬂl
hecoming progressively more difficuit. From the budgeteer's
¢ oeCiive tae conseaudence of this was a cimulative discrepancy in. the budae.
S it T oEntod g€ it wés not obvious that the new students being
co o o omeomust opart older ard parttime Stwdébts) or the new methods ot
‘ cnegtiments (eredit by exam1nat1on independent study, etc.) required
cort as tradi ional students in tradifiﬁﬁd1 classre s, Ivrtné
e 1T anpeared that universities were training too mativ Ph.0.'s and,
worsened, graduat vt few of those enrolled. Thicse wi atll
v a1t was beliovedg they ~~uld not be har fed within the
noohe peiar Tag o budget +35m meta 14530).
Sy many contiraed to pelieve that the bniversity was indiftferent
53 nJerrdcu(t@C and overi y concerned /1(1 researeh ard
ii~r. The Irbons1sfﬂﬂuy between nominal State-level interests
SN o i Terenc s owas ind cated by the ir 31 allucation of
P Wit the University as weil as the Un (tyosystem of drcentives
. ©or duoulty porfornance. Finally. ser . .. carcern was expressed
' arive and alsewhire that the University was beirg given préfereriial
budaet vis e vis the State Colleges. The Tast two p bhlem:
Ot new:; Bt as other budget "1q and planninc problems .wre
w00 s ore viven increasing attantion.
cpen s wads dsually followed By the prescrintion of either of two
et o) «dies: aqro er reliance upon mariet mechanisms ¢ more
o e 4 contre.
o swanooo veliance ppon market mechanisms (Thompfon and Fiske
RN I censed the 1neff1c1eHCﬂ5 in t.2 use of pr11c subsidies undor
i jechanisms.  They claimed that if institutions were unresr~ 4iv
ot .. ~ecchnologically backward, and,1neff1c1ent,,the fau!t lay witn the
.o ing resources in higher education. .e ctaim was made that insti-
“ o e ameesnonsive because the marxet mechanisms which regulate supply and
o ey tors o the economy are suppressed in the highék education

revody s adherents te this point of view proposes to bring ~ompetition
‘ cooien lnuUEt?y While the specitic content ot their proposals
Laeoteoplen, they usually included full cost tuition, combined with

S 1uarah,eed loans (student vouchers or entjtlemenps) to.
f «institutiordl suppoi S0 that student dissatisfaction
Sive 0 1T pressure to bear on institiitions {Breton and Wintrobe
1

ERIC

Aruitoxt provided by Eic:



ite incr-ased interest inoart. in <o
I
L

Uesoi & C3
ar~ student entitlement planc; a mejor charnge o thic Fi-d vzt url® dy.
t rot o ti

T
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net reduction of public support for postseconcary =ducation. es the burcer .°

3
their familien.  Tndecdy
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1“”3 ely destroy postsecondary education ir “aliforniz. *he argurent o=
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of areater ~zliance upon divect student =id meehanisns "'id Ctnar o ne
and

benefits accuring frem pestsecondary education 2+ 4 Junciion of the 1o
compositicn of student enrollments, deqree and Sheiiiicate completionz, e
This assuinptic: denies the importance of the social, cuitural and recroati
ben=fits ihe presence of a colled: or dniversity campus confers upc: a
~community. T se benefits might very easily jusi. iy ¢ subiic preverence as to
where and hcw it buvs educational cervices:

S
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Furthermore, the public or spillover bernefit that <f(‘H@§ from the <tudent's
D .
S

decision to enroll in; persist in, and compiete 4n educarisz ~ pregram i
eont1nqent upon 1hcréé§1nd the 1ikelihood that he or <hi wil) Lhorehy be a

more effective mesber of the democratic polity, a mo @ dudisiors censumer,

2 more productive worker. etc. If this Tikelihend © o ne reslized. at a
minimum, the student must 18arn §Ométhihq Link g fupdirg wirectlv to the
student's decision to enroli in an institution wav influence the institution

to behave 1n certain ways Which ave in the bes* Tnterests of neirher the student
nor the public. Supeh a mechanism may influence the institution Lo misinform
student ~r reduce the effort expectsd of them. Tt s ¢ 4~ that cne wav to
reduce the cost fo Lne student of enro].1uq 13 Ly redacing the demands inade

upon him. dhen this outcome is achieaved throucti greéater ef“ort on the nart of
the fecoi v, for exemple, there is no confiict bétween student and pubiiz
interc_ oo, The < .idont is Patter off and the public is no worse eff. However
when this o..come results from reduced expectati-ns af sindent achievement; 1
conflict bet.cen studsnt and public intarests is clear.

~In the thiv! ntace. .doption of a voucher or studert entitlemont systs
wou: comnlicate the task of State-level f7scal planning and control pers
The +iscal uncertaintyv and dislocation of tme treasition périod as both o ts
and institutions aujust  te the changed fi dncing mechanisms could, pe
pe rediced Lo manageabi. propo-~tions by pha<ing impiement ticn over a period o
se :ral years. But eve if the major discontinuitiss of impl ientation were

avcided; siuch a svstem vould gic budget ai- Ty is s,

‘ne fourth place, s lvocates of kucrei,and entitlement plans underestimate

the a_ . ee of competition which presently exists in the hi her education “market-
place . Moreover, they fail to recognize the dagiree to wh K the erefits of
v o plans, where State aid gor = directly to the student. cas boe b ‘ned via

a mixed system of direct instituticual subsidies and supplenor ary stucont aid.
However. l1ess drast’ narlet -orienterd alternatives were qive; [ittle 11 any
sericus . .iration a. that time;

Instcad; state-1-vel authorities almost instinctively cpled for the
alternative of greatrr centralized dive. ion and control.  The fact that iic
proposad solution had “1mbst nothing 15 do with the ¢isanosed proliler was
overigorod or ignored Hor were the in. lications of the University - igal
status nonestly faced. SBudqget techniques wviers undergoing comprehens ve reform,
In California. we were making the transition from a Tine-item; obic -7

expenditiire budge* to an activity- orienfe\. eruml ance budaet . itore 1;7h677
doubt 1n my mind that state-level authori xe‘ “im; ssumed Bhe what was good
for tha General Services Dopartment wss qoed Toe Lo WMivercits 0 California.
i T
N
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It should be noted - at most budget aralysts would be surprisad by nmy

a]]eqat.on that serforma: budq9t1ng implicd o cater - =ritralizec direcion and
ccitrol. ¢ Allen Schic (1764 pp. 97-106) has observed:

One i adiate aim of performance i dgeting was to divest central

au. orities of first instance cont -0l over 'nputs: sucr ¢ personnel;

cjpplies and equipmerit. As entire rarge of deperimentai actions

would be f-eed of prior central scrutiny. CZontre’ authorities woilid
1ntervene on}¥ in special circumstarces--when the-e was an over
expenaiture of funds, 3 fiscal emercency, evidence of misuse of
spending authcrity=-=tut day-to-dday spending decisions would be

made by the departments without central_clzevance. In place of
input controls, centréi suthorities weuld control cutputs--the

work and activities of de,artments:

Performance budgeting was seen zc 2 means of decentralizing contro!
“icticiis; reducing the surveil: ~ce of central control agenices over depart-
-ental operation~, and promoting manager1a1 discretion within a departirent
aqaacy: Cf cowose; budgetzers wonld not have abandoned existing control:
svec alle cants: mandated savitgs; pc-itions, fund transferc,_requisitions,

cre ocveve s unlels sacisfactor: alternalives were available. Performance.
“ing aid not wholly free <eope  aents of roatral surveilance, but shifteo

v

_ {t... of attention fror pre—vontro1 to po.. <o .rcl end narrowed the

atrention of the budqete““ﬂ to exalination of "variar~es! from the budget
Ap,'ﬂeht;

One of the key purposes of perrormance )udqct neg. is the identitication
tha

of repe.itiv activities,; the de.ermination of their lewer cost, &nd

- T

enforce.=: of these noti:ns througt the budget:. This means thai consicers lc

effort is .cvoted to icentifying standard costs nd ncrms: The budeeteers
then use - €%e standards to project spend1nq le, :is and to oversec ﬁqenﬁy

parforman.  (Shick 1%o-,. 1In Caiifornia, depar ments and agencies rust report
coeir expencitures and PC"“m“1TShmDﬂtSigga terlv:  The Department of Tinance Audits
thesr renorts to determ1ne chether cr not actual expenditures ~nad perforoanco are

it vi.ia,.-c wWith the budget estimates. Again, according to S(|1ck (1¢

The examination of v z1ances replaces the blaniet .. atiny of PvéV/
spending action, wil selective inspection of exceptions and deviat s,
Obviously variance cc Lrols cannot be exercis t urlass an accur:te

and current reporting nrocedure is in use.

TWchally, vai nces ave money ace & ameticallys included
asjency's budget base. Var .es which cost nione, . ,*vaatu” ihioa o othey
e Pxp(no1turp proposal anr< mast he Jugt1f1ed aecordine.y oo oince o
in futurc imdg.ts. This point is made quite expl” by g
th "overne ‘o Surve v on Efficiency and Cost @ontr.

voney sav A through fmnrr e - ffectivenes i he
state treatury. Monevs 1c : o oapts e i IR R
den't sucecead must pe T T Coap aihe L :
-l(:l‘w
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me.. -y saved through impreved effiziency is sprbﬁ v something not
specifically aDF”ﬁved by .he Legisiature, the [depa-* nen*“ is

potentially in v’ latic.: of the Legislative Intent se-iion ¢ the

Budget Act :Shick .971).

I belisye *hat. for the most part; the shift from pre-con:rol to post-
control v - in -he direction of greater decentralization and greater operatior-’
flexihili v for department and agency level admin :trators. However; the
lec: s of the Uriversity of ba‘1fornia had previousiy exempted it
a:l rels. Buu, unde - a pe- e budget system, development of
a sat.. wotory rep rting system miah, have pe: tted tre employment of
extensive ’“St-(OerO] via successive budgets.

Lats: in 1967, he CCHE adopted a series of recoir- dations_ direc 7 ng the
University and the ate Colleges to prepare a schedui: for implement. . the
State = new budgetine ysi-n. Further,; the CCHE recommer -~ -hat the University:

. cevelop operctional ~~finitions of its functionzi aims and of
criteria relating to the .Jrriculum students, metnods of instiuction

! facu]ty by which effi-ient budyctary practices could be designated
er o astructional purposes:

design and implement a pregram budset -ad cost acer  tirg system

“zvelon a system of feculty and sta®f time report: g for the
o osonaeie allocation of payrold costs to proarams or Jrnie\,;",
CrEtited by ths werk perform. : 'Co  Jinating Council for Higher Evuc: - &

The ™iiver oty initi=ted the develupment of DSIR ~hortly therea” cv. A
tr same e it was rec. nized that t° usefulness =f “he reperting and

inrormation system under development would be extremeiy ~“mited if the
information it produced could nt be velated to decisionniiing by mears of

st wind . eory of the ecucational proceass. Cor: _guently, conciderable
time an- t we. . spent by the University and the CCHE to develop cost anc
buc ie1s which would correctly refiect iineé needs of a complex research
(n ystem. These efforts served as the bagis of many of the more

ce p~ ved h'gher education management information systems, 1rLIUdin

t i1 center Tor Higher Education Manag-ment S; - ~m’'s (NEHEMS) Resource
Re. ts Prediction Model (RRPM): These r .dels; however; were neve: fully
sati. . ..rv to tne University or the CCHE ;nfortanate]y,,thls ¢ ssatisiaction

with the planni j and budgeting iiodels be1nr e ~loped did not sto; DSIR.

Thr hin' vater wark of the State's atiempt to bring the University :under a
Crsti 0 pertormt budgef controls was reached 1n 1973. aiter DSIR wWis

FnevEn . o wien o O formellv romnitted 1 oelf to un1t—_t “
nd” cha mivorsity {(Dep o - of Finances; CSUC: C: C™ gy and £ o i€
' ed *  then civrent Nool nproach to o ploant oo 0d ‘dqean* -
S ~5  iur reporting to e eV o :char " ST
= Cluse, . s it hepper the 0F he Ty e 7 : - . had
af ¢ mor than it could chew an. the i e ‘unding was never
it intu cacice.  Instead, the DOv v . & Gaew . the vse oo
a simple siudent-facuity ratio. The pr... 5 ro e Dy aeor-or “jorn i oprogran”
- - LN
wr LU
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and students were solved by the simple exp-dient of not permitting students
enrolled in innovative programs to be counted for budge: purposes. The

capital outlay problem was solved by the decision not to build any more
buildings. In ef<e~* the [77, with the implicit aareement of tke University,

raised the “stecc .. -ite" from a preciction to a gl

But wh; did tii= BOF back-o7f from its commitment to A uni--cest apr-oeach
to formula budgeting? The answer is a bit complex: In = . first place; the
theoretical model upon which the budget Méﬂén was based was false. This meant
that if the budget moael were to be use’ to rzet the DOF's needs, it would
Have been necessary to force the Un’versity to be inefficient. Since the DOF
¢did not have the authority_to force the University to conform to the model,
it was ¥ no use to the DOF and i* had the unfortunate drawback eof committing
the State to a number of things whicn were i the interest of neither the
public nc  the control agency: Cr~ equently th= conmitment was droupped:

, Yio- i rtant issue is the wrongness of the theoret®cal model upon which
the wudaot  ydel was based. Reading through the series of reports and the
correspondence of the various committees concerned wi~h the development cf an
activity-oriented budgcc model; nne is struck by the consansus view that
students through their program preferinces determine resourc requirements
(Coordinating Council for Higher Education 1967; Departmer’ »f Finance,

CSUC, UC. CCHE, and the OLA 1973; I=partment of Finance 1%/4; and

;
Mathemaiiéé 1970) This noti-1 that resour s are the dlredent varia )
and student deman :he indep=ident variable runs through the “iterature like

a “ruth handed ~ 7o heaven. HF-oving accepted this notion, tne cuio- of
L= varicus repo s ..oowed considerubie 50phiati ation and zenzitivity fo the
p'ﬁﬁi"é of applying standard cost concepts to comp1ex organizations Tike tha
| ‘versity of Californic It was recoonized *"~t student demand was act
terribly stable and wos beoominag rnom re ad that r@]a*l\m 1acrow Frines
yerec constar Vv changing.  Furthoeroo: oo aler of Joint supply was noted.
Ho. 'ver, there wis no rLCOthtior . SoUC b odemand varies from instituiion

to instication nd, thersfar~ that it 1¢ anironriato that each institutior

operate at a 1. ferent scals, utuh i different mix of programe, employing

different comi inations ~f inpuvs: This wac s, because the initial assuwpticn
435 Wrong ov, .- -€a§t PomDWQtn, The acrned choiee  stui~nts maka are

¢euerm1ned N the services pro,1dw‘ bv LHP ‘astitution; a furotien of ﬁnsti
tutiondl Y‘ES(,U(‘C"G. That is, the chinices mddg by ftgﬂl.;v”ts ar- 75j|171",:f;an§.;m<,]1/
determined b the supnly of services provided by the il;fithiﬂn ared Tt

desiand schedu-us of studénté tor services

Jiewsd fr-  the stoadnrint of ~he LOF tho advartage of the Ludder model

W2 ﬁhat iowas uprosen o previ o3 stab e Basis Tor analysis of variarcos
f( Lulget o However cad1se the theory behd o tog model wes
. x*i v 'ned out 1at student behavior wou d have to be con-
rolle tho estiates, otnerwise fhe actual relationship frtween
inputs an . G loe S Toane )a}lly ¢iffer T oom the budgeted vl Cdonship.
If, for exarnie, s..dep o o 1 “honere ar low therz. theoreso 1 ko
kbd1rer* 1 there. Undes &such A i ARG peeirdanT Ate dscinnes R
sutnort coefiicient  than others, thee 2 b anfipitis : ,
a di crep o7 hetweo o the price that oast i u i
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of programs: ot
infrequently it leads to maximum enrollment quotas. 1In such a system student
preferences -0 not determing resource requiremencs; instead. they are
subordinates to the budget formula.

typically this leads to controls on the number of "high co.t

Furthermore, to provide the order and stabi®  * that is one of the main
advantages of such a system, it is necessary for tie central control agency
to specify how when, and where Taputs can be _mD]oye( and even how much the
institutiop ca: pav for them. In practice, this is acconplished by setting
minimur otilization standards soimewhere near the errollment=input raticn, i.e.;

minimum <lass +ize; minimum faculty warkloads; mirir.m uSe ind occ 2ancy
standards, etc. The institution, course; i esponds by t eatlnq many of thei
as maximum standards, so théj are Tixed. In such z syscem; the institution
canngt save money where it s less effectively b°1\q emp]oypd to spend it when
and whz~e it night bette- be emnloyed; savinas rc.ert to the State. Otherwise
the prog. am could get “c = 7 contral.” All kinds of unapproved activities
might ~ake place!

Rowever, where the Univer s1ty was corcovnad e T0. had neither the
avthority ror the means to control student behav® or to specify hovt inputs
woulr “e used cnce money had been alloce.el to rhe L. sersities. _This meant

that .nat the UOF had done ir endorsin- -he use of unit-costs i funding was

to - dorse the use of a set of prices for dv1verswty enrollments which weie
consistent with neither State priorities ror toe budazteers' interest 1
contrelling the size ef the Univérsity's,budqe _ s soon as rhese facts
genera’lv known; the commitment made earlier w:s rut ooide as 2 embarra:

to all concerned.

Some Enpiricail Support for My Arqument

Because what the state 2 -d wos *oo whal the state needed, [ woula

cor e that the public ave bees vorse off if DSIR had not turned ou.
a t uf a fiasco, if it hb‘, kol the w. it uas supposed to, and if
University funding had be n fuiiv integratec .to the State's performance
budgeting system. So far. . , this ara. ient h&s rested upon a theoretical
foundation which many might questicn unless @y nappen to be pred sposed to
prefer Lompet1t1ve markets. The question which must zome to ‘nid is what er

or not there is any ciipiiical basis for my arqument.

The anzwer to this juestion ougnt to .ome from a comparison of fnc

University; which b successfully avo, dec nost=controls with the Str

University and Ca1 -ges ~vs' a; {as it is 10w called) which has no 77@
perhaps t wotld 01 to briefly explain State fundir- nf the St te
Uniiérsiwy and Colieg Tirst; the numper of faculty positivis funded s

determined oy ¢ plyinc facuity product1v1*y standards for each level and
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mode of inzt wcotion te a proj pote T dist ot oo ot TSN T st i)

students by level and mude of iu- ucticn. oo -ou uCbivaty Lo x
ratios are based upor. histor cal experience. Sec. @, 07 im nupuol )
coefficients are applied and farulfv and staff sais. ¢~ -~ set in confornienis

with a rather rigid schadule.

I have guggested and Professor William Simpsc: vt the Department of
“conomics at California State Un1ver°1tv Les Angcles has observeu that under
Jch a system as this there 75 a stron. t@ndenr/ tor incfficiency to 7 cad to

-dditional support and for increased eiviciencv to lead .0 lesser suppurt..
Consequen-ly, efficiency is unlikely to be pursue” with vigor: According to
Professor _impson (197z, pp. 285-92):

Do h19he” cost per student in one vear or st one institution adds
weight to the contention that _the bud eted amount should be accordirgly
nigher in the tudget year or for that i >t tution ... it is preseit

also ... ir tne form of the weight so ofte. attached s experienc~d cost.

The practices which have been noted circumscribe the v ge of

sulty positions that wili not lead to the loss of positions the
nex: tine arc_nd in the budget process. »  a consequence, such
inertia against change as m-v already exist is reinferced, and a
department tends to limit its .« dlemic p ~v .ing_ to the safe and
known area of adding c:zditional courses or sections whenever

roliment would justify another faculty pasitien:

7 caurse, t - failing of performance and the post-controls which
accompany it "5 generzll - recognized; -egretably, say its proporents; a few
butterflies must be <icrifichd o stogc thr elephants.

The tricky rrest '6h is ~hat does this mean in terms of the Stote
Un1verswf/ and Cuileges' re-ative periormance? Unfortinateély it is very
Hfficult to ev([uéEé the performance of large complex systems such as the
Sfdte University and Co]THQeS or the Un1v“rs1ty of California:. The evidenc?

dvailahle may be interpreted as suppor (nn my argument; but it is not
OvErWn imind.

Par;aps the most sopisticated anaiysis of 'wLer—Sc‘Tora] cost of

production behavior -anducted to date is Daryl Carlson'. 1972) application of
,umnu‘at1ona] algr ;ﬂﬁm criginated by Farrell{i957) for i-dasurina prodi. ive
ef! iency to 1n:7t .u ions of hiaher education. The alqorithm uses a lin®i
oroqgrainieeg methodr!orv tg find institutinns that 1ie on the f‘fwcwency
fronuier. Institutions within various categorics {[public universities, private

liberal arts colleges, etc.) are differentiated according to 1niu14,(n‘ her

of senioir facdlty, SGudvE lUOLuqe 3110"’Lcd to various functions, etc. J s
stude~t enrollment mix ‘number ~r full-time underngradutes, gra-uate students,

"h:) and inssitur mal characteristizs {quality re¢.ina, number of degree -

.fanflwq 1101dgfwgr Lh Tates: £ e, Piontie‘ relationships among thése
variables cre deriver Ilusfratwn,wyh" highest Tevel of outputs (1.e., .
enrollurt Tavels) r a giver =~ t of inputs and ins: ‘utional characteristicg
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Marcinil relationships are develope ‘1 the variables for the frointier
institutions: In aidition; least-cost method of achievina qive

enroliiment and 1nst1tuf1ond] characteristics are presented. Car son found
that when California State Univers® ‘s, Co]]cq9° dnd Campuses wersd compdreéd
with institutions having s.ailar characte|1sf1cs and enrolling 8 similar

mix of students, their operations vere characterized by consistently higher

input t :se and therefore higher cost (State of California 1967). Replicatiri

this = ys1s so as to compare Un1vers1ty of “alifornia campuses with institutions
ha v1nn s milar characteristics, producing comparab]e outputs and enrolling a

s. ilar mix of students, the rssults were almost reversed. Their operations

wer éharacfh”"ed by con51§t~r@1y lower input use and lower cost. Furthermcre,
only owig of « - nineteen State fns versity campuses were found to lie on the
prodiction ront1er for their qroup, while si«< of the e ~ht University campuses
viere (Thompson, Carter; Fiske; and Pillsbury 1974). More conventionai st-tistical

cost_analyses, amp]oy1nq standard reores¢1on techniques. produced similar
recults (Thorpson 1973 and Williams, Huckfeldt, Orwiq, Thompson, and Hing 1976).

However | jt should be noted that there are severe ecovumetric problems
which might u|e 1t one from readily applying this pethow :ogy to institutioris
of higher rducat1on It is my opinion that Carlson has., for the most part,
managed successfully to overcome them, but it is jmportant to remeémber that
there is a very la~qe jump from the geometry ¢ input/output relationshipe to
unbiased estimates of productive éfficiéhr/ The interpretacion of ‘hese
results, therefore, are wide open to questicns: Per'a1u1y they are ne
sufficient or proper basis upon which to base state policy. Tr= same point

may be mede with regard to standard cost 'liimaf1nq procedurzs. Heroic,
not to sey rajve, assumptions must be me  in their app11bat1on ana in* -
pretation.

_ These prablems are encounteréd n the evaluation. ¢ the € ficiency -
nerformance ¢f any firm in any 1ﬁdL<fry In the priveic sector, e fand.
tnerefore. to fecus ocar attention :pon signalc of eucce%s or faiture such as
<ales; profite, rates of return on investment; or m ri- . nrce; (ol'egec
and Universitic: do not make profits. Rate ¢f veturn o< .nvestme.t s 2%
directly applicabie to the UPPFOimaHbP of 1nd1v1dua] institutions. “ow ver,
the State'  commitment to increased access implies that market snar. mey be.
i.e., an Jicient Tustitution owqht to be able to attract roughly the same
proporticn of the nniential student population over a period of years ¢« its
competition . other thinns beinqg equal. Here the two most important "cther
things" are *he maracinal or increments! per-student subsidies and the fu: e
charge *: <d hy the s ndert. I7 an 1nsf1t;fwnn wuffered relative changes
in ﬂ1the of these ar»uJ,rtheoffbf ccursc. it coald not compete en the s

ba.is as r-fore and. despite its “CfTC]tﬂC’ conid rot be expected 1o+ rtain
its skart 2T the market.

Here we have d rough meacure of the State University and Cn] pe !
eff1c1ency God nharural exrer.aen ,M]brfptrmlt wvalnat1on vis & /’3 the
/nwver:‘iy. Hgh sclool gradvate  iiaible to atted e liiver <1tv of
Ca.ifaornia 2e also eligib-» to avten the 2t 2 Un1vv}:€+y ana Col'eqes:  hoy
reprecen®; tnerefos the “drectly con. 3w wrioe of of anc CSJL‘f

[
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student market. During the ten years between 1966 and 1977, the m s
student subsidy from the state was rouanlv equal or §1iaht - f3upra- (Csue
1575, o. 7 and Thompson, (arter. Fiske, dnd Pillshurv 15*%,, ard tu on at UE
increzsed at least as fasi as CSUC tuition. The que-ticn is fairly ~ur: did £sic
manace to maintain 1ts relative market share? According te tne bec  eyvi ‘encr
avai able, it did not.

In 1977, 59:6. o the nigh school acraduates elinibls = - P th
ar ESHE cheoos nq to attend one of the four-vear - .5lic cren . L Lected
in 1978, the projorticn was only 33.3° (CCro 1987, 0. .=., p. i-10. 2. 5-2 and
Fuller 1375).

Obviously, if it is trge that £5UC Wil ore o dnetTicier and this
conclusion should not be taken as ;roven; there be o er @xn’éhéfﬁdné
nanothe rigidity and inflexibilizy of the budge sanisa and state-level
‘:. sihen an owua5'£é736h‘§ Sé{?Ormdhéé 1S suD-pdr, +e typi- v look
manaiement for the explanz“ion. However, thi explanation Jd tey

eculity of even the most cacuai observer of tne California | .tsec dar
o SCERE.  ThE contiil admin tratioe ctaff of fhe State bniversi and
Sies are Q@narallf recognized to be amonz tne best in the United Sta-c.c.
9C's perforrance wes sub-par: it Jas nu, )ecan the aﬂm1n|<f rators cannot
12, ~ut because the budget mecharism did not per .t them to.

~

Why is 1 that administrative budget co-trols are <Such a common frature,
Tly arclied o most state aqgencices, whén they nave so many
i

nearly univarsa

drawhdcrsy Tng answér is that is most cases they are justified and rocnsscary.
ThE relltionsnin hetween mos®t dgencies and bureaus and the state adminicration.
zspecial v the Denactment of firnance; i< “ha- of monapolicr and monopscrist:

[T the Stats did not ex ~21se rigid contiui, the moncpoly nower of the ~cency
could easil, resul® + Lie qgereraticn of larqe factor end pr o*ery surplu-=s

Tor the asger~yv, 4 . the complete loss of the public consumer's surplus.

certan amount of peratisnal inefficienc. is i stified in order to avaid this

i
yutcore ind the 1oss of ail agt benefit from thé orogram. Whérs the <=2md
Tatioranir o ngids LEtwmze tos State ad some oortios T ooostaccondar., ol..ntinng
o Jeterinary Wec: 1 Proar: at G favis: A nopol and the State:’
ve and bodaet contrale aoo Fy] i

mosame 1ol addnastrar

17 Tt Ty ocompetitive

cver, postseconda voed  Tian 2
ensace in price croduct cears . Tarsenideely,
vsary . burt where s erict they *ond 0 redice the
the whnle avsin e SPEINIR: ' marde o
udaet of & SEamAE 5 Funi e o0
~ pkOﬁiifes,:Jc* nooy
car. Lhe ot e ot ity fhre
. o reredsed arcens snmewtara
-7 ar e



A Si- “ified Approach to State Funding of Highe» Educa” o

Professo- irkhuad and Mine (1971) have observed tnat: "A  an =dminis-
trative matt ~enter cannot be expected to respond to anj bi. *z most ~ross of
regional ¢ Gargantua by definition is insensitive." Mc- rangiel
approach: - avel p -nning and budgeting recognize this fa. 7 nropose
some kin : ' formula as a solution. The cri ical distinc 1 between
centrali itralizing apprcaches to formulz hbudgeting is the
former g y attention te the eosts of activities and the la ropermits
relativel, “tention to goals and objectives: I would propo: i formuia
(DDFO“Ph to Uuuye ng npizher education in California; but T would arg fnat

is i3 . easible anc desirable to give far greater weight to outputs tho s
presently the case.

First, howe: -. oné should réconinize that a public institution provides

mar_ - public servi.c. which do not vary with - sorollinznt  Sirce it iy
difficult to identify many of these services. G2t alon: fire the bﬂ“ﬁf“‘f
they provide, I wcild argue th»‘,il’ the abc:nce of hare ev ance 53 0o Lo

kind, amount, and 1nc1denre of these benefits) it makes nse tec uﬂa e

each publi~ in - "i* “ion a budget case roughly equal to the currei: levei of
State support . 4 . increase that base ach year to reflect changes in prices

and wages. This is - common budgeting practice and it secem: app.” oriate to
apr’y it to hiqgher education.
Beyond fhe tase: 1 woul' suggest that fo  each additional scuudent en: . lied

e institut o srfwxﬂ carn i om “1e State a ixed stipend or per-unit subsidy.
obiousty, = zhe nst.tution s enrollment dreored; the base should be reduced
- cordingly. . .cthermore, I would suggest the  all institutions should earn

th ¢ qn2 ner-unit subsldy,(or be paid 1 : same orice'. If it were deemed
d-sirable to increase participatiun in higher educa*.sn on the part of <ome

group in the popu:ubAJf o to increase or reddc oliient in nonie prorocam
or course of s*udv. the subsidy should be adjusted accordingily  Howr.ov, I
would stress t 11 institutions should be paid at the same rate.

Such a fundin: mechanism could easily be exitended to include the Stata's

indenendent colieg. and univorsities. There is nut reason rot to do so.

The cost to the State of adding a student would oe the seme vnqard]esc of where
the student decided to enroll. The student woulc be free "0 choose the insti-

tution and p..grem nc ¢ fully meeting his or her unique sev of nraie ences and

interests: This does not mean tha' the distinction between nv ate uiy pubiic

inctitutions would be erased; Under “he sutline here, privatr iist. uticns

would receive no such guarantee, publ - institutions wouid . muzvznieed Lheis
support base, but in retur» the State .ould retain the anthoricy *- « "an’ish
i uniform tuition policy ard the put!. - institution would be obiijaces o
admit all those who applied. Thiz . ° jat“on should, whereever possible, b

applied ta i:r4ividual programs anc courses as well o to the finstitution as a
whole: | am inclined to agree witi Charistopher Jenc. [1977) that:
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A public school is ¢ e that is open to any student who wants to
attend. A1l other schools, regawd1ess ef formal cor trol or

financiug. are to some degree 'private’.

The ecenomic distinction between 0ub]1c and private institutions under

such a financing mechanism as the one proposed hee would be that in the

pub]w“ sector supply would be equated with student demand by varying the

servires provided per-student with the nominal price to the student fixad

and in the private sector the educational service would be fixed and "“gp]y

would be equated with demand by meens of conventional price mechanisms:

Unfortunately; it is not possible to permit free access to all courses
and programs. Fxternal constraints often make it necessary tc ration enroll-

ment places. For .ample, State Medical Board requirements spe: ‘. that each
time a student is PnrO]Ted in a medical school a large fixed exu ~diture will

be incurred. Since this amount is very high; as long as medical students

are charoid " same nominal pr1fe a5 other studmnts,rqtudent foand will

continue 1o - .cvin the institution's or the State's capacity v .esire to
respond: iiis meoas that unless licensing boards can be pers. xd to charige
their rule  laces in medical schools must be rationed. Or: suld apply
Jencks' def . .ition of a public ins*itution and deduce that ths ippropriate
response to ¢t prcblem or rationing medical schoo? spaces w - 4 be to charge
medice  schoc! «@ ants the market clearing price: That is oo likely to Fappen
in the near 7 ... Therefore, some other apprnach to rat®~.:ng spaces in
medical schor:s .5t bé found and standard budget conirol v: ‘ices apriied to
determine med ~éa schocl budhets. The same conclusion will noia whereever
cxtensive mar o. “lure 15 1 B!y to be present.

Why do I pr - ,r:F © . ..n? The answer is simple. I nave assumed
that the proper ¢ " "7e 07 chLr financirg policy 15 to ins.ro tha,,vne

optimal use of al rie state's posfsecondar) education recources is obtaineéd.
This means that the state should intervene n ine higher education market so

as to insure that each institution operates where the total benefits produced
by enroiling the ]ast student (marginal berefits) are equal to the costs nf
errclling him or heor (marqifal costs). Further, this rule is concerne” ith
societal costs, defined ¢ 4€ sum of public and private costs, ratier than
external uanef1ts or pub11 costs alcne. Tuz plan proposed here guarantees
triis objective 11 be net. The p..nt is on»;ou as far as pubhlic instizutions
are conce 7ied. Fs long as ar=ificicl constraints do not exclude them,; students

Wil continuc bo,onro|1 in institutiors and prcarams unt 1 the last student
entering 1@ institutior or program is practically indifferent as to whether

he rr shs enrolls or fiot. That is to say, the iiet private benefi- of enr<iling
's e to vie marginal student. Therefore, marginal private cos. will equal
maraina: privete benefit. GSec ond, ass uniing the state establishes a per- student
5vire or subsidy which is consistent with maximizing net pu.iic. ben9f1t the
szime conclusion holds -- marginal pubTic benefit equais marginal guniic cost.
Summ.nq seneits and costs, it 1s obvious that margiral scecial “enefit will

cuudl narcinal social cost anross public instituticns and programs:

1
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The same conclus '~ noplds for private institutiens as well; but tfic
mechanism is somewhat d1fferent If the cost of atcommOdafihd an additioral
subsidy, someone would have to make up the difference In mnst cases,,that
someone would be the student or his family, However. as long as the student
is free to chonse. he or she will not choose "0 pay a higher price to attend
a private institution unless he or she thinks the benefits of attending that

institution outweigh the additional cost, On the other hand; as long as the

institution is free to choose, it will hot admit the add1tlonal student unless
it is thereby made better off or at least no worse off. Thus, il the student
chooses to attend a private institution and is accepted. ¥ o - i7irg
c-itérion is met.

In hu*]1n1ng this p]an one further point must de. A requirement for
efficient operation under such a mechanism i< that the institution must bear

the cost of all the inputs empioyed in proyiding educational services.

Othrrwise there is no incertive to economize. This means that the revenue

an institution earns should bear the burden of support for all the resources
Used to earn it. Th1s,11,1udeg,bu11d1ng? and equipment as well as faru]ty

and staff.. There is simply no justification “or a Séparaté funding i schanisi
for capital outlay: However. if we stopped providing funds to build DUj]dinUﬁ;
leaving construction to be paid for out of carvent revenue, % wo. J be
neceqcary to make a-rangements for pubiic lnst1tut1ong te bo cow oney 0 add

teo t' iy physical -apacity. This is not a maj » problem, In Califormiz such

a m ianism already exists to provide long- t@rm low-interest loans to private
instituticong for capit-1 gutlay purposes.

Several uncoi,,incing ubjiéections to such @ pian cen be raised. To those
wha might argue that such a plan would unduiy favor new institutions or chéap.
low quality institutiens; it shoald be emphasized t“au ‘. we should not be
particularly concerned atout bene®i®s to institutions: «-: ~ our concern is

with benefits tn students and sociez’ at large: insti tuf.\,; are only a moans

of satis’ying these concerns; (b) cider institutions have th> advantages of an
existing plant, endowment, staff, ard repdtation--these too significant
advantigss; and (c) low- qua]1ty institutions would rot tie Tavered by sucii @
program, nieéss cualit; is <omehow indepen-ent of studri’ benefits and costs,
in which case I would a:k what is meant by quality. [If thc answer is given in
terms of student performance, I agrze. GBeyond thct 2qgreement ] am ot

how to respond. This i< a problem under any studert-drives finane o

i has nc easy sclution, Perhaps, some expectatio: of stindardize St

performance could be estﬂh115heﬂ which would have *: be met beiore the
institution would be el:yic & to edrr sprgTment i onue Troon the statz.
Finally, tne objectinn might be raised tha*t <iv: a progrem wWoilld be
1nequitab’= in that it would transfer funds from vhe averdge taxpayer to the
"well-to-cdo ' student: This is a valid observatien. Hew~ver. :uch a progranm

would ia no way increase the inequities of the presert patftern of sfate éuh-
sidy for h1qhdr education, and, ir fact, miaht reduce them somewhct, as t!
pattern of income d1stw ' ition in Vallforn1a s independent colleges and
universities better reflects the. of the popu1at.1n,ow C=lifornia as a whole,
than does the in.ome distribution &t @ithér of Lhe two nublic sedments
(Fuiler 19753,
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What Kind of Information Would Be Needed Under This Plan

A decentralized, market-oriented funding nlan si . as_the one outlinca
here is simple enough in ccncept, Under such plan. the prices paid by the
state for institutionally generated outcomes (per-student subsidies) provide
the key informatica needed for rational choice on the part of the stitutional
administrator. They alsy provide a framework in which education.: 3iccount-
ability can be made unambiguous. Furthermore; in determining the additional
information required for making the system work to the limit~ of ..uman and
orqanizational capacity, there is an extensive body of theory in the 11 ~3-ure
or: industrial organization and the theory of the firm to quide us.

Decentralization does not mean that state-level authorities would get
~ut of the business of collecting fnfermation or monitoring institutione!
parformance. At the very least; administrative controls woull he necessary
in certain areas: enroliment accounting; curriculum contruls, etc. It viould
he neither cheap nor easy to verify that the public was gnttinyg wnat 7t was
raying fur: Furthermore: in addition to knowinc now many students we. e

anrolled. we should want to know something abou~ the characteristics of this.

~ho have enrollod--their ages; field of study, ianily incore, where Lhey
come Trcw, etc. Cnroliment information is necessary if we are to make
sa-oned choices about fncroesing or reducing subsidies for enrolling students
from specific wroups or in specific fields.
- [ would alsc argue that the state has an obligation to seek to imporve the
effectiveness of che market through the collection and distribution of certain
kinds of information--infermation *o student consumers to promote the
sffectiveness of student demand and information to institutions to increase
the efficiency with whi hey respocc o student demand, It ought to make an
sffart to provide students with information about the performance of dear e cr
certificate v nners from specific programs; time-tc-degree attrition and so
forth. This inforpiation = essential to students and potential students i€
they are to make rational choices about enrolling in specif ¢ programs and
rific institutions. This information may also be emp oyed by institutions
ac a source of information about their competition. Sucn information we :ld
be extremely helpful for making decisions about adding faculty or facilities.
course locations, and adding or dropping degree or certificate programs. Even
if the usefulness of such forma*tion cannot be questioned, the logic of making
its colleciion and déstribition a state respensibility might be. However. I
wotld observe that the stale has assumed the responsibiiity for protecting
consumers against misinformation and misrepresentaticn: It makes sense to me
Liat this responsibility should be extended to encempass higher education.

Moreover, it appears that it would be cheaper to have this infornation ceniratly
collected and distributed.

| ~ould go on, bt there is no poini in doing so. This ist of infarmation
naeds is intended to .- iilustrative rath. ' than comnrehensive. The point ds

that hat we need 13 very different from what we have asked for in the past.
The prohiem is o make this point understocd and to act upon it. Information



systems can be designed and implemented in such a way as to improve the
consequences of public undertakings-=but only if we know what kind of

decisjons are to be facilitated or influenced by the provision of information
and who is going to make them,

S
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Appendix*

- jeed; when budget analysts try to practice price search, their

ve 0 xnnat1gn§ are often down right siily, or at least they would be if

th . 2o not frequently adopted. A casc in point is the California

. Hive Ana]yst‘s consistent m1sunderstand1ng of the relationship between
St ‘le \f nst1tut1ona1 ope rat1ons enro]]ment and cost. <1nee ‘the sca]e

¢ “S denable 5 nlyt1ca] attention nas been given to the 1dent1f1Cat1on of the

opt —a scale ~f institutional operations. The approach usually taken can

be :7ven down *t3 the following steps:

', adentificetion and measurement of the "output"
of each program of expenditure;

(27 determnation of the cost matterns associated
with the generition of each output; and

{3) soe i ication of the optimal scaie of
Jprrooivns.

Qutput m.a-urement s & critical problem, By far the most common
measure of the yastructiona: output of a coilege or university is the
number of students enrolled per relevant time period. 1t is simple and
easy to obtain, buf in commen with many simple, easily obtainable measures,

this measure is often unsatisfactory:

The est1mat1on of the re]at1onsh1p hetween the number of students and

in enrollment and other variables included in the ana]ysis and a residual
pertion which is unexplained;:

Typically, the soecification employed looks like:

C=a+ 8285+ B,;S? (1.1)
where

C = tota] cost

S = enroliment

*See Thompson and Zumeta 1980.
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 When linear regression analysis is employed to estimate this relationship;
one of two general functiens will be estimated. They are seer in (a).

i 7 TCi (820)

|

-

/////,,,———- TC; (R330)
|
|
|
l
|
%
1

TC: corresponds to the conventional expectation of a "u"-shaped average cost
cubve and increasing marginal cost in the relevant range. If this represented
the true relationship between cost and enrollment levels, then 5, would be

the optimal size for an institution (minimum average cost) and expansion
should be concentrated in the smallest institution. TC, implies that there

is no optimum size institution and that neither average or marginal costs
ever rise no matter how large institutions grow: If this function represents

the true relationship between cost and enrollment; then all expansion should
be concentrated in the largest institution. Most studies which have dealt
solely with institutional expenditures and enrollment, howev'r; have found

a somewhat simpler cost function to fit the data better than a gquadratic
function; that is:

C=a" 8BS (1.2)

[ '\)



This corresponds to the function plotted in (b).

TC AC MO
/TC
7
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Total Cest Average and Marginal Cost

_(b)

Aga1n this tel1s us that there is no optimal sized institution, but

it does not tell us we should favor larger over smaller institutions in our
expans1on plans. Once a g1ven number of institutions exist, the smallest
is no more or less expensive than the largest in terms of the additional

students i1t might accommriate;

However, that is 1ot the Legislative Analyst's intérprétation _Looking

the deS1rab111ty of increasing the size of the small campuses for more effective

use of the teaching salary doilar expenditures (Office of the Legislative “nalyst
196U) ', Even 1f th1s sper1f1cat1on proper1y stated the re1at1onsh1p between

to dea1 with s1m11taneous equat1ons bias (Ze11ner, kmeta,; and Dreze 1966) B

would argue that this flaw is serious--so serious, in fact, that th2 typical cost

ana]ys1s produces a view of institutional cost and product1on behavior which

is almost the opposite of the truth. The kind of regression analysis we have
described so far, ordinarily least squares (OLS), is appropriate only where

all but one var1ab1e, the dependent variable, is pre-determined. This condition

is not met for cost functions in a system . where inputs and outputs are simultaneously
determined. THis problem is illustrated in (c).

1%
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TR,TC & th TC.,

~In_this illustration; TC; , 5 , represent the true cost curves of
institutions 1 through 4; and TR*End revenue schedule they all face. If

gach minimizes cost each would operate at the intersection of TC and TR.

If rot, each would operate below and to the left of the intersection. In
either case, OLS cross=sectional analysis of the cost functions would

produce the linear total-cost function identified above, despite the fact
that this function bears no relationship to the true relationship between

cost and size:

It is difficult to see how anyone could accept the standard view of the

relationship between cost and institutional size. It is simply not realistic
to believe that the most efficient way to provide educational services is to

locate one huge institution in the center of a state, for instance, in Fresno,
California, perhaps. Common sense tells us that although such an institution
might achieve impressive "economies of scale," a far smaller number of students
would be enrolled than is presently the case. The problem with this approach

is that it ignores costs as well as benefits to students. This is a major

error in a system which is responsive to student choices and preferences.

It is my considered opinion that reality is very much 1ike the situation
shown in (c). That is: a college's enroliment level, total revenues or
budget; and programmatic offerings will be simultaneously determined by the
demand for its services, its revenue schedule; and by its cost schedule:
Furthermore, at any point in time the college's cost schedule is fixed by
the perference of actual or potential students. Therefore, given that the
college's level of operations is determined by supply and demand and that

the supply schedule is fixed, demand for the college's services, its revenue

schedule, may be said to determine its level of operations.
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It s fa1r1y common know]edge that institutional revenue schedules do,

in fact; look like the one shown in (c), Wrat do institution’s cost schedu]es

look 11kﬂ7 I would argue that it is reasovnable to assume that other things

being equal, an institution increases enrollment by prov1d1ng services which
increase the benefit or reduce the ~ost to the student of enrclling in a
program of course; That_is: an institutton may increase enroliments by

offering more course titles; or degree or certificate programs which interest
students, better training, more st1mu]at1ng instruction in the classroom and

class 1aboratory, smaller ciass size, more locations and times at which courses
and degree programs are offered, better counselling t3 3ssist the student in

matching his talents and interests to the institution't offerings; etc

These th1nqs cost noney and, beyand some point; I would conc]ude that a

college or_univer sity could increase enroliment only at an increased cost per

Student. furthermore,; many kinds of instiiutions face substantial fixed costs.

Therefore; where enro]]ments are the output we are concerned with and the

relevant cost faced by the institution is the cost of enrolling additicnal
students; we can posit cost curves which exhibit the properties usually assumed

by economists: total cost is a cubic finction of enrollment; average total cos*;
average variable cost, and marginal c:st are all second degree curves which
first decline and then increase as output is increased:

If this view is correct; we may conclude from the fact that all iastitutions

fac1ng the same revenue do not operate at the same enrollment level, that most
institutions face 1ncreas1nq marginal costs (or choose not to maximize revenue):

Furthermore, there is an optimal output level foi each institution; but, this
point will vary greatly from institution to institution depend1ng upon the size

of the potential student population, the location of the institution; the other
activities performed by the 1nst1tut1on, etc:

} However pricr to this step there is the assumption that the problem of

optimum input and output combinations has been solved. Some explanation of

what we mean by this would seem in order. A supply curve of somé kind of.

enrollments has been proposed. In breaking the institution’s supply problem

down to constituent enrollment generating processes, a whole set of such supply

curves can be assumed. But for the sake of Simplicity, assume an institution
~which supplies undergraduate enrollménts and graduate enrollments: The
" undergraduate revenuezenrollment function is:

Re = 3N, 5 0 < N, (1.3)
The graduate revenue-enrollment function is:

Rg = 3Ny + 0 <N, (1.4)
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The undergraduate minimum total cost function is:
_ o . .9 . . . .
TC, = CN, + dNJ 5 0< N (1.5)

Ce ee ' - g

and the graduate minimum %otal cost function is:
— - - - - 2

TE = :
ey = CgNy ¥ gl

NS, O < N
g g g Ot

g (1.6)
Further, this institution faces a budget constraint represented by:

- RS TC. . (1 7)

Re + Rg 2 TCo + TC (1.7)
~ The output problem of this institution is to find the enrollment level in
the two fields which miximizes revenue, R. + R, subject to the budget con-
straint. This problem is best solved by the Ldgrangian mult:plier method,
which translates a constrained maximization problem into an unconstrained
maximization problem by formulating the function:

; TR . P a2
Z aéNé + agNg - X[aéNé + agNg - (céNé + déNé

N T P
e N +d N 1.8
gy * IgNg) (:8)
The derivates uf this fuiction with respect to N_ and N_ are evaluated, and
the quality of the two derivates is solved by thé combiflation of N, and
N : This yields the following budget-maximizing combination of Né arid Ng:
a_e_ - a.c d

- B9 9T g e Oy (1.9)
e 2a.d.- * a.d. Ng (1.9)
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and for the special case in which éé =
- c. - C d
N =9 €& ¢ 89‘ N

, (1.10)
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At this combination of N_ and N_, the ratio of the marginal increase in
revenue over the marginal inc?ease ifl total costs for a small increase in
N, is equal to the marginal increase in revenue over the marginal increase
18 total costs for a small increase in N-. This conclusion_can be generalized
to the supply of énrollments_in any numbé&r of levels or fields. For a college
supplying N enrollment in n levels and fields; the necessary condition for
the revenue-maximizing combination of enrollments is therefore:

i /My (1.11)

jRB 1 . 1oy

T



Return1ng to the two level institutions we should stress that the
revenue-maximizing combination of N_ and N. is likely to b. different and,
if different, .ore efficient than 1? gach gnro]]ménf gene-ating process were
independent and supplying enrollments to_the state. Perhaps this point can
best be illustrated by a numerical example shewing a constrained maximization
pro>tem:

In figure (d), Supply_ represents the undergraduate enrollment supply
curve; Supply., the qraduate enrollment supply curve; and 2, a per-student
grant. Here, the undergraduate and graduate enrollment qen%ratihg process
are 1ndependent and produce enrollments of 25 and 100 respectively, at an
average total cost of 31,000. Of course, average cost and average revenue
are equal. 7

.

However, were tiey part of the same institution, a per-student grant
of $1,000 would eventuate in anrollments of 97 and 53 Average total cost
would sti1l equal $1,000; but the averagé cost per graduate enrollmant would
be $1,320, while average cost per undergraduate enrollment would be,only
$825., A]tekhat1Vé]y, iT our objective were a combined enrollment of 125
as chove, the institution producing both kinds of enrollments could achieve
that goal at a per-student grant of approximately $640, with average total

cost per graduate enrollment of $957 und undergraduate, $445. These computa-
tions are illustrated in Figures (e) and (f).

ih thé first o¢ théSé TC, through TC,, represent total cost combinations
1]ment which can be obtained at $20,000 inter-
va]s from $20; 066 to 514 p00:. At each TC a determine-e number of enroliments

of each type would be supp11ed by summing equ~1 combinations TC_, we r-n

produce the production possibilities frontier :hown in Figure (fJ,; at ¢

comb1ned tota] cost of g]GO OOO The po1nt 0 th1s curve tdnqenL to a l1ne
(the .. ce 11ne) represents the opt1ma] enrolment combination for the
Y‘éVéhUé:maXimTZﬁhg institution. In this casé, there would be an infinite
niumber of possibie parallel price lines and a number of ion-intersscting.
production possibilities frontiers, one at each combined total cost level.
The solution at each per-student Subs1d) Tevel is the point of tangency
between the two lines:

If this view is correct, the consequences of changing the price paid for

enroiiing students or of changes in relative prices -- both in terms of
the level of enrollments and averaqe cost in various progranis -- should be
obvious. However, budgeteers with their attention focused scuarely on
average costs are unlikely to appreciate these consequences. Here an examp]e
is in order.

Prior to the publication of the California and Western Conference Cost

and Statistical Study, usually referred to as the '"Califoriia Big-Ten Study,"
the State allocated resocurces to the University of California on the basis of
an unwe1qhted student-faculty ratio; salary and support dollars were linked
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in justifying State edication and general support for the Unmiversity. Tne

"California Big-Ten Study" feund that the actual pattern of costs inconsistent

With the rescurce allocation pattern In fact, major research institutions

appeared on the average to spend about three and a half times as much money
providing educational services tc advarced graduate students as to lower
division students--fresnmen and sophomores. Therefore, it was recommended
(Office of the Legislative Analyst 1960) that State resource alloncation to the

University of California be weighted fo reflect "the actual distribution of

students and the actual pattern of costs related to their education.”

Consequently. throughout much of the 1960's, state funding of tha

University of California was determined by the followina formula:
 1.0LD¥1.5UDF2.506+ 3.5 A0 -
FTE Faculty = : = (1.12)
28

where

Lo = number of FTE lower divisicn students
UD = number of FTE upper division students

number of FTE master's and ist year Ph.D: students

0G
AD

i

number of FTE 2nd year plus Ph.D. studants

As David Breneman has noted:
Thie weights were designed to account for the grea*er input of faculty

time required by doctoral students as compared with lower division

students. However, the weights also established exchange rziios or
internal prices for different level students; while it took 28 lcwer
division ctudents to "earn" a faculty position, only 8 advanced
doctoral students were thus "worth" 3.5 times as much as lower division.
The drive on the part of the University of Cilifornia campuses to

expand graduate enrollment must be attributaole, in part, to a rational

response to these internal value signals (Breneman 1971).

Braneman's point 15, since the university was more or less free to employ

state ‘uands as it saw fi* once those funds were assigined to the university, the

weights were simply prices, They told the university that the state was
willing to pay three and one-half times as much for enrolling a doctoral
candidate as for enrolling a freshman. He further suggests that this change
in price and. -herefore, the change in the university's revenue schedule
influenced (permitted?) the university to enroll more graduate students. If

Breneman is right, and everything I have said is consistent with his argument,
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we would expect to find; using roughly similar cost accnunting un1nc1ples to
those used in the “California Big-Ten Study," not ornly o change in university
outputs, but a change in the pattern uf per- student "cost" as well. We would
gxpéct to find that if the "cost" ratig was 3.5 to 1 when the state wac paying
the university the same price for éhkh]]ing graduate students as tor

enrolling freshmen and sophomores, the “cost" ratio would be higher after

the state started paying a higher price for graduate students and a lower

price for lower division students. That is precisely what we do find. A
ser1es of ”cost” studies conducted dur1ng the late 1960°s at the Un1vers1ty

average cost per FTE student varied fromrtne 1@west,stﬁdenﬁ,level,towths,ﬂ, o
hiaghest by factors tu between 6 and 12 (Bell 1972; CCHE 1974; and Thompson 1973):

The point is that the average cost of enrolling a given number of students

is not fixed or certain under every circumstance. Where irstitutions have
the flexibility to manage resources and where they are conceirnad about
revenue; aveirage costs will be determined not only be what it costs to ,
perform certain activities; but by the price the institutions are paid and
student preferences or ~:mand. The institutions can be exrected; and I think
ought,; to respond to t  incentives implieit in the revenu: schedule.

The important qusst1on i3 whether or not the prices established by the

state fund1ng mecnan1sm are rons1stent w1th pub11c preferences and needs

all kinds of students ) lnat s, each tims the un1vers1ty adds a student it

gets the same amount of money regardless of the kind or level of the student
--and it it is believed that the public berefits of enrolling all kinds

students are equal; the pattarn of average custs within the university c.2s

not matter; the cost to the state i the same reqard1ess If the institutions
are enro111n9 ‘00 many or toc few of some kinds of students, if it is believed
that the public benefits of enr01.1nq one kind of student is greater or 1E5s
than the others, the proper policy is easy to deduce--increase or decrease
the price paid for them. This is not an arbitrary mechanism.

Hewever; in this case the effects of reduc1ng the price paid to the

university For enroll“ng undergraduates and increasing Lne price paid for

enrolllngigtaduate students do not seem to have been what the Legislative
Analyst had in mind. The three pages preceeding the recommencation that
funding pe weiglited by level of student were devoted to criticizing the

university's emphasis on research and graduate educ.tion
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Indexing Tuition to Cost of Education:
Implications for State Policy

For a variety of reasons,; state policies used to set tuition* levels at bublié
righer education institutions are chang1ng The traditioral "incremc.tal pricing”

method of determining tuition and fees is being reconsidered in favor of specific

pricing ‘ormu.aq,fespec1a1ly an index to the cost of education. The attraction of

th1s approach ar1fes from a number of causes 1nc1ud1ng the upward pressure on tui-

~ The demographic outlook for higher education is irrefutable. The size of the
e toral college-age cohort is growing swaller. Nationally, the number of high
schi. . graduates is expected to decline by 18 percent by 1986 and 26 percent by 1991

(Wéstern Interstate Commission. for H1gher Educat1on 1979). Although a number of

ments for h1gher education: The re]at1onsh1p of enrollment to tuition income is

a positive one, and 1t71s apparent that in order to maintain current levels of

tuition income in a period of declining enrollments, student charges will have to

increase. Further, at the same time enrollments decline, institutional costs will

not. Costs for higher education institutions will rise not only due to inflation,
increased maintenance, or higher energy prices, but also from the diseconomy of

scale--a decreasing student population with r sing fixed costs will result in.
increasing costs per student. Consequently, dét]ining enrollments and increasing

6hang1na fiscal conditions within the states and the U.S. as 31 whole will also

tend to increase tuition levels. The vulnerability of tuition to pressures of the

economy is illustrated by three factors. First, public h1gher education is highly
dependent upon state appropriations. In fiscal year 1977, tuition and fees accounted
for only 16 percent of the educational and general revenues of public colleges and

*For the purpese of this paper tuition will be considered tc be the basic compre-

hensive student charge used, along with state appropriations and other unrestricted

institutional receipts, to fund activities relating to student instruction. These

activities could include instruction, academic support, administration, student

serv1ce, and p]ant operat10n These charges may or may not be known as tu1t1on and,

not included:
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universities; 59 percent of these revenues came from state and Tocal appropriations:

Second, higher education appropriations are a major component of total state appro-
priations, second only to elementary and secondary education in most states. Thus,
citbacks in state appropriations, even if distributed evenly_among all state recipi-
ents, will have a sizable impact on higher education: Finally, tuition is usually
viewed as the balance between operating budget requirements and state or local
appropriations. As a result, when state or local government revenues are restricted,

states will seek increased revenues from other sources, including tuition and fees
for higher education.
‘Although both changing demographics and fiscal constraints point toward higher

tiition, the latter is more ominous. The fact that higher education must now face

a shrinking college-age cohort has been long anticipated and well-decumented.

Dismal fiscal conditions, in contrast, are more recent and more unexpected. Further-
more, it is the fiscal constraints that will be the more decisive in pushing up
tuition. A research study by Rusk and Leslie (Rusk and Leslie 1978) describes

this tendency. In a study of facters affecting tuition they found:

Tuition prices and price increases tend clearly to be higher

where the state effort is insufficient to the financial obligations
of the institutions. Indeed, of the manipulable variables studied,
adjusting state appropriaticns seems to be the major way to affect
tuition levels. State policymakers should be aware of this fact
not only for the value of achieving desired outcomes, but also for

the knowledge that appropriations shortfalls will raise tuition
prices just as surely as if the prices had been raisaéd by the
legislators themselves (p:. 544).

~ This pattern has become evident in the current recessionary period when tempo-
rary revenue shortfalls in several states have resulted in mid-year tuition increases
to recover lost revenues.

In addition; recent surveys of American public opinion have revealed surprisingly

strong sentiments to curtail public higher education budgets before other public ser-

vices. (See table 1, which shows the results of the survey by the Advisory Commission
on Intergovernmental Relations.)
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’ Table 1 <~—1
Supposing the Budgets of Yuur State and Local Governments Have to.be Curtailed;
wWhich One of These Parts of 'he Budget ¥ould You Limit Most Severely?
L Nosth- o
U:S. MNortheast Central  South West
Piblic Safety (fire, police, criminal justice) 2% 13 2% 3% ag
Public Schools (kindergarten - 12th grade) 3 4 2 3 2
Tax-Supported Colieges and Universities 23 24 21 19 32
. Aid to the Needy 8 3 Q 11 6
Streets and Highways 1 15 10 7 16
Parks and Recreation 40 36 44 15 31
Don't Know 2 7 11 12 9
Total* 993 1003 993 100% 100%
*percentages may not sum to 1003 due to rounding:
Source: Advisory Comiission on Intergovernmental Relations |
- Opposed to these forces; however, are others that work to keep tuition
levels as low as possible: Included among these are historical commitments to iow
student charges, the political sensitivity of elected officals, and a recognition

of the social benefits of higher education: In the absence of an explicit affirma-
tion of these considerations, however; tuition setting is Tlikely to be viewed purely

as a fiscal matter--and thus clearly vulnerable to the demographie and fiscal pres-
sures just discussed. - ?

/

In October 1980 the authors surveyed the state higher education executive

officers (SHEEO) in each state to ascertain the policy (if any) currently being
used to determine tuition levels. Table 2 presents a summary of the survey
results.

ndix includes more information about the survey; including a tabulation of

*The appen
state responses.



Tabie 2
State Policies for Determining Tuition Levels

No established policy: 30 states

Established pol1cy with specific formula:

Indexed to: Highar_educatior price index: 1 state
€ost of instruction: 1 state. (nonres1dent tuition only)*
Cost of education 14 states (nonresident tuiticn only in 2 states)

Chargzs at comparable institutions: 1 state

*In Montana nonresident tuition is set with referenice to the cost of 1nstruct1on In Massachusetts

and New Hampshire nonresident tuition_is_indexed to the cost of education: There is no established

policy for detfrn1n1ng resident toition in these states.
— — -

Th1rLy of the states do not have an established policy for determining tuition.

In most of these states tuition is determined in an ad hoc manner that might best
be described as incremental pricing. By incremental pricing; we mean that current

tuition levels are adjusted upward in 1ight of inflation; traditional practices,
enrollment changes, state appropriations; and whatever other factors are deemed
relevant by the decision makers.

to determine tuition. In these states, there is a wk1tteh and ‘ormally approved

statement of the factors to be considered in determining tuition levels, but no

specific formula is used.

Seventeen states have established policies that index tuition to a spec1f1c

measure Kentucky indexes tu1t1on to charges at comparab]e 1nst1tut1ons 1nother

In Montana nonresident tu1t10h is referenced to cost of instruction. (Cost of
instruction _is defined as instruction and academic support costs; it is distinguished

from cost of education, wh1chr1nc]udes these costs plus institutional suppcrt, stu-
dent services; plant and other "educational" costs:)

The fourteen states that index tuition to the cost of education represent an

increase since 1976, when the Washington State Council for Postsecondary Education

identified six states that used this method (Council for Postsecondary Education
January 1976). The six states identified in that study were Colorado, Florida,
Kansas, New Hampshire (nonresident tdition only), Oregon,; and Wisconsin: To these
are now added the states of Arizona; Maine, New Jersey, Ohio, Oklahoma, Virainia, and

Washington. In addition, the state of Massachusetts determ1nes nonresident tuition

by 'ndexing it to educational costs although the state has no established policy

for setting resident student charges.
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The survey also asked the SHEEOs if their state was considering a change in

the current policy and if so what was being considered as an alternative policy.
These results are shown in table 3: Most states are not now considering a change
ir their tuition setting process: Of the 12 states that are considering a change,

indexing tuition to educaticnal costs was listed by five states as the alternative
policy under consideration.

Table 3
Is your state considering a change in the policy or procedures used to determine tuition:
Yes: 12 states No: 38 states
What is being considered as an alternative policy or procedure?
Indexed to cost of education: 5 (Georgia, Massachusetts (resi-

dent tuition), Minnesota,
Mississippi; Missoari)
Indexed to charges at comparable institutions: 1 (Montana)
Many alternatives are being considered at this time: 6 (Colorado, Idaho, Kentucky,
Texas; West Virginia; Hawaii)

The survey results outlined in the previous section indicated that,

increasingly; states are adopting indexing to cost of education as an established

policy for determining tuition. Several explanations for this trend are possible.

Most obvious is the fact that relating tuition to educational costs rational-

izeés tuition policy. In states that do not have established policies for determin-
ing tuition there is Tittle justification for why student charges are what they
are. A state's adoption of an indexing policy and; even more importantly, the
specification of the percentages to be used provides an explicit declaration of

what portion of educational costs the student is expected to assume.
~ Expressing tuition as a share of educational costs also creates a tighter
link between tuition and overall state support. The policy is likely to be
legislatively determined; and the tuition received is likely to be considered
<tate income rather than institutional income. The concepts involved in the use
of a formila to determine tuition are consistent with those used in formula
budgeting to establish state appropriations in many states. Indeed, most states
that index tuition to education costs also use formula budgeting.
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Index1ng insures that a fixed portior of cost increases will be covered from
student sources:. This appeals to a number of constituencies: Legislators may like
the fact that a formula for setting tuition passes along a specified portion of
annual cost increases to the student. The attraction for educators is that increasas
in tuition revenue are gradual and planned rather than sudden and in rec, inse to
short-term revenue shortfalls. In times of increasing fiscal constraints on state
government, indexing also may be viewed as a method of "shielding" tuition from
increases as state support slows. In inflationary times; indexing may appeal to
students and parents as well: As Carol Van Alstyne (Van Alstvre 1977) has pointed

out:

Relating tuition to costs could in effect put a ce111nq on the
share that students and their families are expected to bear because,
in inflationary times, tuition stares of costs have often increased
nore than proportionately as other sources of support have lagged
{p. 76).

Considerations in Establishing Indexing Formulas

Index1na tuition to the cost of education is a straightforward, technically

object1ve process: The cost of education is determined according to set accounting

practices; and the student is charged a set percentage of this cost. Developing
the po]1cy,fhowever, requ1res mak1ng a number of SubJect1ve dee1s1ons The fo]]owi

initiate an indexing system.

 What elements snould be included in the computat1on of the cost of education
or instruction? Cost of instruction computations usua]]y include on- campus instruc-

tion, plus a percentage of academic support costs. Cost of education is a broader

term that also includes all or major portions of student service expenditures,

institutional support; and plant maintenance expenses. Expenditures for cap1ta1

improvements, research, public service, off-campus instruction and auxiliary
enterprises are usually excluded from both definitions. Most states that use the
indexing method relate tuition to the cost of education with the justification
that the additional costs do support instruction and, indeed,; that the education
being "purchased" includes these costs.

Should costs be determined at all institutions? In other words; are cost

studies necessary at all institutions? The answer to this question is probably

not. Abdve all cost determ1nat1ons should be pars1mon1ous Sma]]er co]]eges

studies. As a result, a fairly common practice is to require major un1vers1t1es
to complete the cost studies and tuition at smaller institutions is then scaled
to some percentage of the resulting university tuition. Some states may want to
avoid cost. stud1es a]together and use_some measu. -, quch as aﬂthekized bﬂdget
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, A related question is, should the cost of education be computed by student
level? Because of the difficulty of ailocating costs by level most states seem
to have decided not to compute the cost differences by levels.

- Whet percentage of costs should be passed on to students in the form of
tuition? In 1973 the Carnegie Commission for Higher tducation recommended that

tuition be increased to equal one- third of educational costs {Carnegie Commission

for Higher Education 1973, p. 10). In that same year; the Committee for Economic
Cevelopment (Committee for Economic Development 1973; p. 69) reconmended *that ore-
half of educational costs be passed on to students. For the most part, it appears

that these recommendat1ons have had 11tt]e nat1ona1 effect There 1° no ev1dence

students: A recent study by the Western Interstate Commission for H1gher Fdicationr
(WICHE 1980) revealed that "tuition in the four western states with established

indexing policies ranges from 20 to 2% percent of costs for resident undergraduate°ii

{p. 10). The Washington State Council for Postsecondary Education (Washington State
Council for Postsecondary Education May 1976), when establisning the indexing policy
currently ised in that state, wrote that, "in no case have we found a definitive;
uniformly accepted philosophic basis indicating the proport1on of total costs

which shadld be borne by the student or the taxpayer" {p. 40). Even where attempts
are made to base charges on such principles; technical problems complicate the
effort; as MacDonald points out:

The rationale for tuition charges at a public institution is often
based on the argument that individuals should pay for the portion of the

benefits that accrue to each personally; while the public should pay for
that portion which contributes to the social penefit of all. However,
the art of defining, measur g, and allocating these benefits is not
very advanced; given the complex natiure of the products of educational

endeavor, it is unlikely to ever be very precise (MacDonald 1977, p. 3).

Additionally, all involved in the process should recogn1ze that a]though the

use of an index relating tuition to a percentage of costs produces a uniform; and

presumab]y reasonable, standard for annual or biennial tuition increases, those

ifcreases are likely to be reviewed and challenged by affected parties each year:

States (Florida and Washington, for example) have sometimes lowered the dollar

amount of tiition increases even when they were generated by use of an educational
cost index: In Washington,; the. furmila specifies that students be charged 25 per-

cent of educational costs, but in the last legislative session. tuition was estab-

lished at a dollar figure that amounted to 18 percent of calculated costs.

~ Should theApercentagesAchargedgvarygby,student level? ATthéugh -ondicting
costs studies to yield data by student level is a technical problem, differentiating

the actual percentages to be charged by level is a philosophical one: In Higher
Education: Who Pays? Who Benefits? Who Should Pay?, the Carnegie Commission
{Carnegie Commission 1973) recommended that "tuition should be more nearly pro-
portional to costs; rather than regressive as aga1nst studentc at the lower levels"
(p. 12). The Commission thus urged that graduate students be charged the same per-

centage of costs as undergraduates: But because oraduate instructicnal costs are




gréater, they recommended that the amount of tuition graduate students pay stiould
be higner. _This seems to be a position nost policy makers embrace, but one which,
as noted before, 15 difficult to implenient because of the d1ff1cu1ty in separating
ﬁhdékgkadﬂaté édbcétibhé]tbSt@ fkom graduaté cosus ~ Instead; come states havﬁ

graduate students at a specified; higher rate: Co]orado for examp]e, sets

graduate tuition at 105 percent of undergraduate charges,; and in Washington
graduate students are charged 115 percent of undergraduate tuition: The intent

of the Carnegie Commission's recommendation is fol!owed in cuch cases even if the
recommended preccess is not.

 The practice of charging different percentages of costs to upper and lower
division undergraduates is uncommon. The pressure to reduce the percentage
charged to lower division students could increase, however; as institutions adopt ,

policies to encourage adult participation and to increase the access of economically

disadvantaged groups becaus2 these groups are especially responsive to educational

charges. Available evidence suggests that costs per student; by level: do not
differ significantly across jnstitutional typas (Johnson 1979) Therefora, a
uniform percentage of costs applied to different levels of unoe"oraduate 1nstrur-
tion would result in lower tuition for lower division students at both four-vear
and community colleges.

Should the percentage charged vary by student res 1dency? Based on current
practice, the answer to this question is clearly yes. In almost all states,
whether indexing is used crnot; nonresident students have traditionally been

charged approximately 100 percent of the cost of education:. Although this practice
seens well entrenched, a period of increased rompetition for students m1ght bring
about some changes in this policy. Institutions, especially those experiencing
enrollment. 10sses; may be inclined to lower this percentage in order to attract
additional ovt-nf-state students. Clearly there is conflict between the desire

to charge nonresidents the full cost of educationand the desire to maintain

current enrollment levels and diversity in the Student bady.

Shouldfthefggrceﬂiagegcharged vary by type of institution? Although pér- stu=
dent costs by tevel of instruction do not differ significantly acruss institutional

types (e.g., two-year, four- year,,un1verswty) there is a difference in the educa-

ticnal product béing purchased. Thus, equity may not be served bycharginga uniierm
pe. .antage across all institutional types. Additionally, as certein institutions

lose en ollments; officials may try to distribute students tn those institutions
by lowering tuition. Although previous ittempts. +0 redistribute students through
such adjustments have been notorieusly unsuccessfii, [olitical pressures might well
lead some states to try this approach again in the future.




Implications

Rdoption of an indexing sy:tem for setting tuition implies that certain

nrinciples wiil be better served through such a policy. Clearly, state policy

gozls chnild be the starting point for determining the proportions to be used
in an indexing approach. Student access; support tor graduate education, and
diversity of st Jleat bodies are all affected by tuition levels; and indexing

tuition to educational costs can be one way in which state financial policy is

made explicit: The percenteges chosen should reflect consideration of funda-
mental policy, 18sucs. such as the relative benefits of higher education to both
society and the individual as well as the relative costs; including foregone
persona’ income. Currant practice, however; rarely matches the ideal. In most
states, the percentage of costs chcsen is more likely to be a product of historical
patterns; interstate comparisons, or current charges rather than of elear policy
decisions. '

~ Aduotion of a policy that sets tuiticn by use of an index involves implica-
tions fur a number of different constituencies with respect to planning, budgeting
and stucent enrollment:

, State sudgeting: As total enrollments stabilize while costs continue to

ificréase, Will state appropriations wake up the difference between tuition
income and the requested budget? Or; will there be continued pressures to
increase overall revenues from tuition? As we noted; the use of a constant
percentage index to set tuition will assure that annual increases in tuition
will not be arbitrary:. However; the same pressures that would drive up

tuition charges in the absence of a formula, could also work to change
the formula to yieid more revenue. An indexing arrangement could be )
undone by price increases that are unacceptable to students and politicans.

We have already seen several states adopt tuition increases lower than those
generated by indexing formulas.

the notion that tuition revenues are state funds--either general revenues or
offsets to appropriations. The practical effect of this view is a reduction
in institutional autonomy: Indexing tends to curtail institutional control
over the amount of money generated from tuition and also to decrease budgetary

flexibility in the use of these revenues at the campus level.

Institutional Autonomy. It appears that using an i1 ax reinforces

Cost Containment. Will higher educatisn institutions be able to contain
their real dollar expenditures in light of declining enrollments in order to
stablize their per student costs? "Elementary and secondary schools have
been unable to do this; higher education, with its high fixed costs; will
probably ot be able to either. Higher per student costs in an indexing
arrangement will obviously result in increasing student charges._ If students
are sufficiently sensitive to price; these higher charges may put pressure on
administrators to contain costs. Cost containment, however, will require pro-
grammatic and staffing cutbacks as well and these have not been easy to achieve
in the past.
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rollment: It is possible that if tuition is indexed to
costs that are rapidly increasing, the resulting tuition increases may con-
tribute to enrollment declines.

~ Cost Study Reguirements. If states require extensive documentation,

determine per student instructional or educational costs.  As part of this
process; they may be called upon to justify or explain differences among
institutions: This would serve to politicize the process rather than to

rationalize it

Cost Behavior. Regardless of the procedures used, budget officials
shou]d be cogn1zant of the fact that “the behav1or of costs usua]]y resu]ts

tuition as a percentage of educatjonal costs. Becausé costs are essent1a]]y
a function of the dollars available to an iastitution in any given year,.

and because annual changes in educational costs tend to result from marginal

additions, tuition changes generated by formula-driven computations turn out
in the end to be incremental too.

, Equity. If costing is to be used as a basis for setting tuition rates,
how is equity for Students at different institutians to be achieved? To

set tuition at 25 percent of costs at one class of institutions and 20 per-
cent of costs at another class for the purpese of creating price differences

is to treat one group of students unequally based on their enrollment prefer-

ences. Policy makers should address these questions openly in enacting such
policiss.

Access. These considerations also bear heavily on issues relating to
access for the econonically disadvantaged; adult students, and tnose
traditional students whose attendance patterns are influenced mors by price
than by curr1cu]a or se]eet1v1ty Unless f1nanc1a] a1d is adJUSLEd

caMpuses wh1chm1ght 1mpede efforts by those schools to increase the1r enro]i-
ment of minorities, adults and other affected classes:

To summarize, the use of a tuition index should be tied to a firm educational
nd social policy. The simplicity of using a tuition formula is illusory, because
t encompasses a Wide range of issues and principles. State policy makers need to
iove beyond the view of tuition setting as only a fiscal matter to address some of
hese issues: If a tuition index results from a careful discussion of its broad

mplications for finance and access, then it can become a highly appropr1ate vehicle

‘or implementing state policy:




References

Advisory Commission on Intergovernmental Relations. Changing Public Attitudes
on_Governments and Taxes. Washington, D.C.: Adv1sory Commission on
Intergovernmental Relations, 1980.

Carnegie Commission on Hiaher Education: Higher Education: Who Pays? lho
Benefits? Who Should Pay? New York: McGraw-Hill, T373. o

Committee for Economic Development. The Management and Financing of Colleges.
New York: Committee for Economic Developasient; 1973.

Counc1] far Postsecondary Education, State of Washington. Cost of Instruction
rt in Response to Senate Resolution 1975-131: T
Olympia, Washington: Washington State touncil for Postsecondary Education,
January, 1976.

Policy Recommendations: A System of Establishing Tuition and Fees
as a Progprtibh of Educat10ha1 Costs , O]ympia Washington: Washington

Johnson, Jane L: "An Analysis of the Re]at10nsh1p Between Instrictional Costs and

Differential Tuition Levels." Journal of Higher Educat1on 50 {May/dJune 1979):
280-288.

MacDonald; Douglas S. Alternative Tuition Systems. Washinaton, D.C.: American
Association for Higher Education, 1977.

Rusk, James J. and tes11e, tarry L. "The Setting of Tuition in Public Higher
Education:" &« of Higher Education 49 {November/December 1978): 531-547.

Van Alstyne, Carol. “Rationales for Setting Tuition Levels at Public Institutions."

Fducational Record 58 (Winter 1977): 66-82:

Westevn Interstate Commission for digher Education. High School Graduates:
Projections for the Fifty States. Boulder, Colorado: Western Interstate
Commission for Higher Education, 1979.

Tuition and Fees in Public Higher Education in the West. Boulde

ColoradoT Western Interstate Commission for Higher tducation, 1980.

207



APPENDIX

209 214
A




State Policies for Determining Tuition

- T T T Established - T Tt e o T
Policy for - .
o Determining Cons idering
State Tuition Levels? If Yes; [t is a Change? If Yes, to What?

Alabama No - No --

Alaska No -- No -

Arizona Yes Indexed to cost No --

of education

Arkansas No -- No --

California No - No -

Colorado Yes Indexed to.cost Yes Many alternatives are beina

of education considered at this time; .
especially a voucher system.

Connecticut No -- No .-

Delaware No -- No -

Florida Yes Indeved to cost: No .

of education
Georgia No - Yes Indexed to cost of education
: or instruction:

Hawai i No - Yes Many alternatives are beina
considered at this time,
especially_ indexed to
cost of instraction:

1daho No -- Yes Many alternatives are being
considered at this time;

111ino0ts Yes Indexed to higher  No --

education price
index

Indiana Ko -- Ko --

lowa Yes Specified 5 No --
: considerations

Karsas Yes Indexed to_cost No --

of education

Kentucky Yes Indexed to charges  VYes Many 31ternatives are being

at comparable considered at this time.
institutions

touisiana No -z No -

Maine Yes Indexed to cost No --

of education
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Established
Policy for

o _Determining . = sidering o
State Tuition Levels? If Yes, It Is Change? If Yes; to What?
Maryiand No -- No --
Massachusetts . o S
Resident No o - . Yes Indexed to cost of education.
Nonresident Yes Indexed to cost NG --
of education
Michigan No - No =
Minnesota No .- Yes Indexed to cost of education:
Mississippi No -- Yes fndexed to cost of education.
Missours No - Yes Indexed to cost of education.>
Montana .
Resident No - : - Pideved th chirgec At comparable
Nonres ident Yes Referenced to cost ' Indexed to charges at comparable
AR L T b institutions.
of instruction :
Nebraska No -- No --
Nevada No -- No .-
New Hampshire
Resident __ No_ et No --
Nonresident Yes Indexed to.cost
of education
New Jersey Yes Indexed to cost No --
of education
New Mexico No -- No --
New York No - No -
North Carolina No -- No -
North Dakota No = to --
Ohio Yes Iridexed to cost No --
of education
Oklahoma Yes Indexed to cost No --
of education
Oregon Yes Indexed to cost No --
of education
Pennsylvania No -z No -
Rhode 1s1and Yes Specified No -
considerations :
South Carolina No -- No --
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EstabTished ottt T
Policy for
o Determining Considering o
State Tuition Levels? If Yes; It Is -2 Change? __If Yes, to What?
South Dakota No -- No --
Tennessee No = No o=
Texds No - Yes Many alternatives are beina
considered at this time.
Utah Yes Specified . Mo ==
: considerations

Vermont No == No ::
Virginia Yes Indexed to cost No --

of education
Washington Yes Iridexed to cost No =

of education
West Virginia No -- Yes Many alternatives are being

considered at this time.

Wisconsin Yes Indexed to cost No --

of education
Wyoming No -- No -

"This policy was established in 1975 but has riot always been followed. Tuition and fee levels
in Florida have remained the same for the past few years.

which specifies considerations to be made in adjustment of tuition:

3In Missouri the taition levels are established by the governing boards. The coordinating board,
through the appropriation process, is encouranging tuition be indexed to cost of education:

%1n Onio the tuition levels are established by the governing boards. In the appropriations
process; however; a_tuition figure indexed to educational costs is calculated and is generally



Questionnaire
STATE POLICIES FOR DETERMINING TUITION

1f,_however; there are swgnwfwcart po]1cy differences within the state (e g ; a oniversity system and a state
college systém), please complete additional forms as required.
Please use thie following definitions when completing this form

TUITION: the basic comprehensive student charge used, along with state appropriations and Other

unrestricted institutional receipts, to fund activities relating to student imstruction.

These activities could. anlude Lnstructton, academzc support, adnzntetrattan, student services,
ard plant operation. THet ; ot_be kvpwrn as tuition and, in some states,

may be general fund revenues, Other designations might include eiﬁcgﬁeqnql,féelﬁkncedéntal fee,
regiztration fee;, or instructional fee: Required fees assessed for specific purposes (e.g.,
health, athletics, bond retirement) are not ineluded.

ESTABLISHED POLICY: either formally approved or a traditional practice such that the effeect ie the same:

1f you have any questions; please contact Dennis Viehland or Norman Kaufman at (303) 497-0223 or 0221.

State Institutions included: A1l public four-year institutions
¥ _—_— Other — —
1. Does your State have an established po]icy for determwnwng tuition levels?
Yes: Forma]]y approved Traditional practice (Please answer 2a)

No (P]ease answer 2b)
2a. If YES, is it:

Incexed to:

— Consumer prwce inidex .

Other method; please describe:

Higher education pr1ce index

Cost of instruction_ (1nstruct)ona1 . —
and academic support costs)

Cost of education (1nstruct1ona]

costs plus administration;. stadent
serv1ces, plant and other "educa-

2b. If NO. can your state's procedures be described as "ad hoc;" that is; no specific formula is used as

described in 2a. Rather, charges are adjusted each year after considering a number of factors such

as state appropr*atwons enrolIment changes, etc.
Yes No, please describe briefly:

3a: Is your state ¢ ons1der1ng a change in the policy or procedures currently used to determine tu1t1on

Yes No

3b. If YES, what is beihggeehsidered as an alternative policy or procedare:
”””””” Other method, please describe:

Higher education price index

Cost of instruction
- Cost of education ) 7 N
Charges at comparable institutions Many alternatives are being considered at this time,

Person completing this que5t1onnq1re and order form for Tuition and Fees in Public H1gher Fducation 1n the West:

Practices, Trends, Policy Considerations.

— Position:

Nare :
Agency:
Address:

Phore: -

) (Street/P.U. Box, C1ty, State, Zip Code]
LS
‘ THARK YOU! 2?[5:3
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The state role in h1gher education has changed considerably during the

last 15 years: from passive provider to concerned underwriter. Similarly,
the role of the program review process has also changed in response to a
numbe[,of,developments increased financial and political pressures for

the efficient use of resources, the proliferation of degree programs at_

all levels, the CHahgihg job market for degree-holders, and most recently,
the enrol]ment crisis. Although other purposes are attr1buted to the review

process (e. g.. to eliminate unnecessary program duplication, to assure

quality), the term "accountability" not only best describes its rationale
but also subsumes the other purposes attributed to it (Barak and Berdahl 1978):

 Writing in 1971, Lee and Bowen identified two "distinct but interrelated"
goa]s of the state program review process (1) an assessment of the appropi

and (2) an assessment of the read1ness of a campus to mount new degree proqrams,

given existing resources. Four years Tlater, however, they identified a broader

scope for the review process: Whereas in 1971 concern centered on proposed

programs, by 1975 the focus had expanded to 1nc1ude existing programs as

well (Lee and Bowen 1975).

~ Traumatic and often unahticipatéa changés in funding, enrollments,
clientele, and the employment prospects of college graduates during the -

past 15 years have imposed demands for educational and fiscal accountability

on the heretofore highly autonomous academy. Howard Bowen observes that the

accountability movement reflects "in part a failure of confidence in many

of our institutions and in part frustration over rapidly rising costs" (1974,

p. xi). Retrenchment, accountab111ty s companion during the past decade,
is generally viewed as a threat to institutional quality: College administrators
believe that Stébi1iZ]ng or declining enrollments and funding, whiich may lead

to reductions in faculty; course offerings, and services (e,g); library and
laboratory purzhases) have a detrimental impact on quality (Glenny et.al. 1976).

But as Barak and Berdahl note, in spite of diminished resources; few institutions

have "seriously reordered priorities or undertaken any kind of extensive program
y

evaluation" (1978, pp. 2-3); the most frequent responise to retrenchment pressure

has been to make across-the-board cuts (Barak and Berdahl 1978; Bowen and
Glenny 1976).

Ironieally; program expansion may be another institutional response to
retrenchment: the establishment of new degree programs that cater to the

credentialing and training reeds of an increasingly professionalized work

force. Nathan Glazer observes that "science and higher education have become

indispensable to the dignity of these (professional) occupations which deal
with social tasks (e.g., allied health; education)" (Glazer 1974, p. 346).
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Because of their special responsibility to develop human resources which
seryice pubiic needs, pub11c institutions have been very active i this area
(callan 1978). These new programs can be promoted to state cucrdinating
agencies_on the grounde that they make use of existing facilities and
personnel and require 1.5 new institutional resources: Their purpoese from
the standpoint of the institution, is to increase enroliments and, tiiciefore;

funding (i.e., tuition and operating subsidy) without directly increasing
actual operating costs. Faced with requests for support of these new;
profe§S1ona]1y70rJented,programs (many of them at the graduate Tevel) and
 uncertain about the viability of many existing programs, the states--through
their higher-education coordinating agencies_{Barak and Berdahl 1978), their
budget office {Petersen,; Erwin and Wilson 1977), and their_legislative
committees (Berdahl 1977)——have undertaken the task of evaluating academic

programs, a responsibility that was previously almost exclusively reserved
to the academic community {Folger 1977, p. viii):

crisis” (Finn 1078) ~In the 1960s, rapid expans1onrcreatedf@rqblems as
institutions competed with one another for the "always insufficient"
numbers of young PhDs to fill newly funded faculty positions. In the 1970s,
the "New Depression" (Cheit 1971),s1gna1ed slower growth and growing
financial pressures. And in the 1980s, the end of the postwar baby boom
marks the beginning of an ehr611meht crisis as the sizé of traditional-aged

The demographic details are rather clear: By 1990, the traditional

college-aged cohort will have declined from a late 1970s peak of nearly 18
mil1ion persons to rough]y 14 million--the same level as in 1970; the drop
is particularly steep in the first half of the current decade as the
estimated size of the age-cohort will be 2 million persons smaller in 1985
than it was in 1980 (Centra 1980). The racial and ethnic composition of
the age-cohort will also shift during this perioc a$ the numbers decline

occurs mainly among whites: The numbzr of minorities remains relatively

constant, but the proporticn of minorities increases from 14:.2 to 19.3 percent
of the cohort (Breneman and Nelson 1980).

 The proportion of high school graduates attending college is also
dec11n1ng ~ NIE_has reported two d1scouraq1nq trends wh1ch w111 further
going on to college has 1eve1ed off and is notc i1ke1y to incréase and the
proportion of male high school graduates going on to college will dacls ne,
continuing the trend of the last de..de (Abramowitz and Rosenfield 1978).
Taken together, the demographic and matriculation data lead to grim conclusions
about decreased enrollments--and point to finarcial problems for institutions
and to intense competition for students.




Regulating Competition

Discussions about regulation generally elicit ctrong dafensivie »eanonses
from the academic community. Yet what is curious about the accideniic
community's outery against regulation is its focus: 7Tne literature is
dominated by references to and discussions of the regulation of institutinnai

processes: that is; of workplace and social behaviors on such issues as

employment practices, health and safety, and institutional responsibility

to clients. Very Tittle is said about economic==as opposed to social=-reg-
ulation: that is, regu]at1on of the marketplace as opposed to recaulation of
the workplace.

Thbmpso and Zumeta (1986) identif y eight requlatory functions performed

by state coordinating beards: (1) control over the entry of new institutions

into the market; (2) influence over the mix and distribution of courses and

degree programs; (3) control over new programs offered by existing institutions;
(4? control over the implementation of changes; (5) influence over the use

of inputs and technologies to produce outputs; (6) effective control cver
prices (tuition and té]étéd,costs):”(7) control over the assumptions that
determine the size of the ihdUSthy {(i.e. e11q1b111ty and financira); and

(8) control over competition in the marketp]aee During the 1960s, the
coordinating and governing boards focused their activities on proposa]s for

new programs in response to the seemingly insatiable demand for services.
More recent]y, however 1n the face of reduced qrowth rates ano the need for

the marketp]ace ie., manaq1nq exfst1nq as we]] as néw programs {Lee and

Bowen 1975). Because of their regulatory activities, serious competition .
within sectors and among institutions in the same geographical area has qewera]ny
been avoided:. Discussing the competitive tensions which exist within sectors

and among institutions, Millard suggests that whatever the alleged detrimental

impact of retrenchment and statewide coordination, few states and few

institutions wouid really prefer, or could afford, to tough it out in an
utiregulated higher-education marketplace:

While these tensions increase the difficulties in statewide coordination
and planning,_they also increase_its importance. In spite of what has
been a faderal thrust toward a "free market" concept--based in part

on the assumption that the structure of higher and postsecondary education

should be determined primarily by the students and where they take their

money--few if any states are willing to go back to an institutional

laissez faire. Because of restricted funds and the need for ma1nta1n1nq
1nst1tut onal d1ver51ty to meet a var1ety of student needs such 3

Millard 19765 p. 57).

Yet what worked in the past may not be successful in the future. The
enrollment crisis promises to incite competition across sectors “and among

institutions--and particularly among public institutions, if state funding
formulas continue to foucs on FTE enrollments and are not sensitive to the



demographic changes that will affect higher education over the next ten
years:
Too, this suggests that despite the concernis expressed about quality--and

Tet there be no doubt that thece are real concerns--the program review
process is really propelled by regulatory issues and financial concerns.

Considerable evidence supports this conclusion: Of the major issues mentioned

in the annual reports of state higher-education agencies, appropriations and

comprehensive plznning top the 1ist, while quality-related issues are cited

only about a third as often (Millard 1976). Barak and Berdahl's 1978 survev
of stat~ program review practices 8150 indicates that economic issues have
priority over academic issues in the review process: Program quality ranks
fifth, after four cost and productivity measures; as a criterion in the

review nrocess of the individual states:

Not surprisingly; institutional Teaders have resisted the efforts of

coordinating and governing doards to use productivity measures in the
review process. The experierce in Florida, in which the Regents sought to
use market and productivity measures as initial measures of program quality
and met strong caimpus resistance (described by Barak and Berdahi 1978)
suggests that institutional leaders find it hard to adapt to changing
demand cycles and unchanging funding formulas: They seek increased funding
durirg periods of high demand for educational services but have difficulty
responding to the financial consequences of diminished -demand and reduced
growth (Cartter anc Solmon 1976; Breneman and Nelson 19803 Finn 1478).

In gereral, the states appear willing to leave academic management and quality
questions to the individual institutions, provided the institutions operate

within the economic confines and contexts established by the states.

Future Prospects
~The 1980s will be marked by intense institutional competition for
increasingly scarce resources: students, state subsidy dollars and federal
institutional support (Breneman and Nelson 1980), Program review is a
fact of life for many public and Some private institutions. The enroliment
crisis has already pegun to affect some institutions, while others are
acting to minimize its impacts:

~_ State planners and institutional representatives will invariably view
these issues from different perspectives. For state officials, the major
1ssues will focus ci concerns for efficiency; equality,; and quality: efficient

use of resources, equality of educational opportunity, and quality of

educational programs (Green, in press). Because they have a more global,
system-wide perspective, state officials will view program review and the
enrollment crisis as issues which involve internal tradeoffs, changing patterns

of resource allocaticn, and perhaps some good old fashioned political
compromising (see Callan 1980), VYet, what the state planners see globally



from afar, institu*ions experience "up close and p- sonal". Conditicned
to a crisis mentality by the chano1nq finarcial environment of the past
decade, budget cuts resulting from prograin discontinuance and enrnlliment
declines are riot perceived to invoive a sys*-matic or system-wide
reallocation of institutional resources but rather are perceived to pose

a severe threat te program and institutional gualit:.

education m?rketp1ace and certain a: pects in1nst1tut1ona1 compet1r1ow

Yet regardless of state efforts to coordinate program offerings and reduce
competition dcross Séctors and among institutions, the enrollment crisis
will incité competition a5 institutions seek to hold their own in the midst
of a changing--and threatening--environmént for higher education.
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