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Foreword

The practice of state funding of public ngher aeducation conTInue&‘To evolve.
It would be surprising }f IT werevofﬁerwlse, glven the political, eéonomlc,
soclial, and ﬁémographlc changes going on around It. Thls document reporfs on a
two-day dlééusslon of the practice and Its context. The framework for the
discussion was provided by some of the fashionable toplcs of the day such as
qual ity, IncenTIvés, and management flexibiilty, and by some old favorites,
costinguand formﬁla fun:: ', that take on new |ight as conditions change. The
intent of the decussloﬁ was tn nssess The_nafdfe of recent changes in practice

and process, to review the findings and thinking stemming from current research

~ projects on the issues In juestion, to provide practitioners and theorists a

chance to compare notes, a3 to set out an agenda for further study and

.research.

. The ldea fo: rhe conference orlginated in the context of a project at the

National Center for Higher Education Manager.ent Systems (NCHEMS) called
"retrenchment and reallocation." fhls sroject, which is funded‘by the Natlonal
Institute of Education (NIE), buas bee under way for several years. It has had
as its focus several (more or i{sss Technlcal) issues related to formula funding .
and costing. In parficular, new fofmula épproaches for responding to
enrokiment change, marginal-costir, Techniques,‘and aspects of sTaTisflcél cost
esTimalen have been investigatza. A general framework plece on state funding
of public higher education has also tuen devéloped as part of the project.
Within this confexf,_if v.as apprépriafe.to br}ng together a group of

knowledgeable people to discuss projerf-relafed Issues from a variety of .

- per . Hecflves, but espeC|aIIy those «i practitioners from both the state and .

institutional leveis. Such a discussion would help to focus the conTInued



o

development of the project, and 11 would also constitute a forum for the

exchange of ldeas which ltself was a project objective.

in planning for the discussion, or working conference, |T soon became evident
that an opportunity existed to bring several research fhreads together. The
Soufhern.RegIonaf Educatlon Board was Jusf‘concludlng a descrlpflve'sfudy of
managemenf:flexlblllfy at puplic colleges and universities. A project on
quallfy—relafed Issues, .sponsored by the Fund for the Improvement of
Postsecondary Educaflon (FIPSE), was being conducfed by the VanderbIIT
Education Policy Center, and another FiPSE-sponsored project, on incentives In
state fundfng'mechanlsms, was belng conducted jointly by the National
Assoclation of Colleée and University Busliness Offlcers and the Education
Commlsslon of the States. The interrelationships became obvlous in early

plannlng sessions, and the conference agenda was recast 1O hlghllghf these

themes along ‘with those more dlrecfly related to the NCHEMS research and.

o

development ef fort.

in selecting participants for the conterence, an attempt was made to achieve
some balance befween‘s{afe-level and institutional represenfaflves,;and between
practitioners and researchers. A reasonable distribution by reglon of the
‘counfry-was also an'objecflve. As the Ist of parflcioanfs shows, these ends

“were achleved for the most part given the limitations of the funding and the

intent fo keep the group small in order to facillitate discussion.:

The conference dnd not include formal presenfaflons. Moderafors and specifjc
Topncs were assigned for each of seven discusslon sessions over The fwo—day

perlod. The Toplcs and moderators were as follows: priorlfles_and

relationships (Dennls Jones) i fundnng for qualnfy (John Foiger); incentives in:

the budget (Richard Allen); managemenf flexnbnllfy,(James Mingie); costs in

vi '. | é}



highor cducation (J. Michool Muilon); tunding formulos (William Fickons); and

research agenda (Paul Brinkman).

In the commentary that fbllows, an artempt has been made both to capture the
glst of each of the sessions and te Include a falr amount of detall whore
approprlate. Varlious practices and developments are noted, as are frends that
seem to bé developling., ''Occaslonally a particular developmenf wlii be ascribed
to a particular state, but much more weight has beén given to the appralsal
side, to what the particlpants thought was worThlbelng concerned about or worth
dolng, in terms of elither Iimpierentation or research. Most of the participants
responded In erTIng.To a set bf questions as prepafaflon for the €onference.
Those responses are Integrated at appropriate points In the commentary on the

N

sessions. Obviousliy, some bias will be present in any summary of the sort

<

intended here, however good one's intentions. The author apoiogizes for any

"= —misinterpretations that may be present. -

Thanks are due to the moderators |isted above, and to those who heiped in
planning the confgrence-—R{chard Ailen, John Folger, J. Michaei*Mul len,. Gordon
Van de Water, and Dennis Jones. Special thanks go fto Paula Dressier who
handled the logistics for the conference and who typed These proceedings.
NCHEMS hosted the conference, NIE provided most of the funding, and FIPSE

helped defray some of the travel expenses.

‘Paul Brinkman
NCHEMS
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Discussion Summarios

I Brolorlidos and Roelationshlps

FParticular funding mochanlsms, strategios, and taclics diffor from state 1o
state, partiy due to historical accldunT, and partiy due to underiying
difforoncos in tho fundamental context wlrhln which statoergovernments and
pubiic Institutions of higher oducation interact. The conference began with a
discussion of TwollmporTanT features of that context: state priorities for
higher education, and the basic rojationship between state govarament and .
publically supported colJegoé and unlverél+les, Specific Issues addressed by
the participants included the following: current state prlorITIes; changesvln
the retationship between the state and I+ts InsTITu+Ions, fhe problem of

congruence of behavioral expectations, changes in the means for ensuring

accounfablllfy, and the {mportance of frust in the state-institutional

--relationship: -

In a rational world, state government might be expected to have a set of
eprIcIT goals and prlorl*les for public higher education. The dlscusslon
around the Issue revealed that states vary considerabiy in the extent Tt which
such goals and priorities are made expllch: Their primary mode of expression
‘is’offén in The budget that is passed. While a few participants aréued THaT
whaT the budget reflects is no more than a temporary consensus among confendlng
parties, raTher Than the Influence of fong~term goals, most: parTIcnpanTs were,
in fact, able to indicate ope or %ore general goalis or prlorITies, such as
"aécess", that had played a role in the development of higher educafion in
their respective STaTés; A corollary issue, the potential role of higher

education as a "check and balqnce" vis-a-vis the political forces of ‘the

moment, was also Brlefly discugsed; The state's agenda for public higher

2
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educaTjOn,~sven'if it could be spelied out precisély, might not be aii, or. even.

the most .important pérT,,of'The agendas of public institutions.

The participants were asked to indicate the sTaTe poiicy obJecfnves and
pruoruTnes that underiy the budgeT for pubiic higher education in their state.

They responded as. folliows: =

@ . Access for in-state students; efficiency and internal assessment.

° EqunTy in budget share among |nsT|TuT|ons. EquT&sis coming undér T T
pressure due to |ncreas|ngn|nferesf in industrial developmenT and

"quaIiTy, which can enhance the budget prospecfs for some |nsT|TuT|dns

. at the expense of others.

. ¢
s
R

e Maximum access, qualuTy, and programmafuc dlversnfy, but resource

shorTages are creaTlng probiems -in achuevung ‘these objectives at
. B “« . F
“ previous ievels.

<

[ Shiffihg‘from’geograph}caj access and insTiTuTiona] support to program
" quality, cheice, and consdmer financing; coordinafion with the needs of -

-

The business and- technical secfors; more direct assistance to state

»

economy. -

) Very pragmaflc philosophy: small increases, even freezes, whens Times

‘are hard fairly subsTanTlaI jncreéses when times are good.

@ Meet the continuihg costs ofvhigher educaTioﬁ and make a limited numéer
of "incremental improvements as revenues become,available.'
e Nothing consistent is djscernable other than tie equitable disTrjbuTion

of funds among institutions. =

3 -




e Access to hlghér education and reasonable freedom of chofce bé*ween
Tnstitutions and prodrams; recently, support for programs such as
engineering, business, and computer science has become an important
concern.,

e Enable each institution to carry out its mission; quality programs,

~equity of fuhding ambng instiftutions, -access for qualified individuals.

e Open access and maintenance/improvement of quality; access now being

limited to preserve qualffyjr
~ : .
e Improve quality of instruction and maintain excellence; Increased
efficlehcy, productivity, and independence from general fund support;.

restrict rate bf growth in expenditures,

The participants Iookedﬁcarefully at the arrangements in one state, Coiorado,
hwﬁere the ﬁublic institutions have recently been accorded more autonomy; they
are now ﬁére "state-related" and less "state-controlied", The pros and cons of
the arrangement were debaféd. MOST participants seemed to favor the increaséd~
insTiTufional auToﬁomy that is Thé keystone of the new reiationship. Yet there
was‘é strong ineuTo.The:effecT *haf-foo much of a _good thing was possibfe. As
one ﬁarficibanf put -it, Thé”sTaTe ought not to "take .a walk? on Blghéf
.edu@af}on. The concern over institutions becoming too aUTQnomous-waséfocused
on.The issue of TuiTioh raTes;. if the estabiishment of'Those rates becomes the
sole provfnce cf the lndividuaj iﬁsTlTuTions, Then'ihe state Iosestirech,
éonfréllover an'imporfénf'means of ensuring accéss_unless-iT provides more
student aid. Net tuition is Thevreal test with respéCT to access;vfhe state
has. the option of countering high tuition rates with lncreésed sTudeéT

financial aid as a means of maintaining a particular level of access. Even:if

>




the state were willing to grant fnsfiiuffons that degree of freedom in raising
their own‘resources, other pfoblems reméip. The parTjoipanTs'noTed that
competition among the institutions in a state mighT be exacerbated. The
prestigious insTiTuTiops could charge a much higher tuition rate than the less
prestigious institutions, and still maintain enrollmenTs., In short, the

__concern was;Thai;the;nichWWouldsgei;rjphecqwand“thempoon~pooce;r_insihe,iace_ot___
little or no centralized oonfpol over TUifion rates. Another way of putfing it

is Thaflfhe programs~The customers (students) thought were pesf wouldrsucceed,

and the ones They dldn'T I|ke woulo fall. lT enTai]s a belief that the

students know what is good for Them, and ThaT The markeT i's a more effecTnve
& —

: reguIaTor Than are state offncnals.

;AnoTher sort of problem that may arise Whep higher educaT[on insTiTuTiops have
sTaTe-reIaTed'sTaTus, as opposed for insTance,'%o sTaTe-agenoy siatus, is a
breakdown in The congruence of’ expecTaTuons between the state and its
institutions. For example, a knnd of poInTucaI model (in The sense of a set of
behaviors and expectations) is predomlnanT in mosT sTaTes.‘_When times are good

‘fnnancially, everyone shares in the abundanf resources. When times aFe bad,
everyone gets their fair share of the smaller pie. If The educaTnonaI
|nsT|TuT|ons are operaTnng instead with a kind of markeT or profIT model., .Tﬁe

- prospecTs are good for a ctash-of expecTaTnons. For example, suppose a sTaTe

finds itself with boTh a revenue shorTfaII and a public unlversiTy sysTem that ]

has snzable flnanCIaI reseryes. Either The sTaTe's expecTaTnon of sharing The
burden of hard times wlllisuffer? or the InsTnTuTnon s expecTaTnon ofubelng“
able fo pﬁofif from prudent management will suffer--depending on‘WheTheE the

state decides to lay claim to the institutional reserves.



Sustained movemenT anng‘The cortinuum from state-agency to sTaTe?reIaTed
status for public colleges and_universiTies'wi]I require considerable
confidence in higher education on the part of state government. State confrol
over higher education will always be present, ir only in IimiTedAform, no
matter what the formal status of the relationship., So long ac insTdeTional
behavior is within the boundaries of reasonableness, as def ined by government
of ficials and perhaps the public at large, rather loose forms of'conTroI are
possible. Under locse forms of control, accounTabiIiTydwiII still be an

. issue=--and mey éven;be given added emphasis because of the push for
 _ouaiiTyF-boT‘iT will tend toward performance reviews, post-audit reviews; and

ouTComes.analysis,“rafher‘fhan regulations and pre-expenditure controls.
1. FEundj

Maintaining or; perhaps, recapTurlng g.~ .ty in education has been much on.Tnev
mind of the Amerlcan public. While the public has been parTucuIarIy concerned
about the situation in prjmary and secondary schools (K-12), there have been
‘issues, such as decIining SAT scores, open admissions policjee,.and coIIege
graduates who lack baeic skills, Thar’have generaTed concern about higher
education as Weli. The conference parTICIpanTs deaIT with a varleTy of . issues
reIaTed to quallfn, buT concenTraTed their attention on four areas: The degree
'of concern abouT quallTy in higher education; The interaction between the
'concern abouT quaIiTy aT The K=12 level and concern at the coIIeglaTe IeveI,
the prospecTs for increased accounTabIIITy (perhaps even a backlash) TnaT mlghf
accompany ‘increased attention on, and funding for, qdalify; and the k}nd,of |

‘.budgeT'provisions that are likely to enhance quality.



In mosfméf.fhe states represented at Thg éonference; interest in?Tﬁe‘Qualny of
‘higher edUcaTiqn was sdbsfénfial,uénd often growing. In a.fey statess-The
interest was narrow, focusing on parfféular programs.sqch as engineering and
teacher training. Thé reasons for interest in ﬁualify were varied, but chief
among them were the percefved connection between quality and economic
development, the national reports on education, and‘The~efi0ﬁ¢s~o$—b+he_pibbonm
: cdmmiffees and higher education boards. Surprisingly IiTTle‘of.The concern .
about quality was thought to have béen generaféd-by the higher educafidh
communi+y itself. The following.coﬁmenfs illustrate tnat despife‘a general-
increase in the concern over quajiTy, There_ﬁemains‘é considerable range in Thé

awareness and response of state leaders:

e There has been a growing concern abouT'quali%Y_. . « but it has not
been translated info significant funding increases beyond establishing
a Speciél fund for repruifing faculty and.providing a modest number of

'merTT—based state scholarships.

e To date ihére has been no practical interest by state political leaders
« . . the governor has made a number of statements tut has made no

specific proposals. ,The interest is general, not specific.

‘e Interest in quality is fairly strong and growing . . . friggered in
- part by economic devélopmenT and a need to find new jUsTiffcaTion for

“budget increases given stable or declining enrol’iments.

e Concern over access still eclipses the debate over quality, excepi fbr
' engineering andfcohpdfer science where concern for The state's ability.

to offer quéIiTy progréhs:is substantial.

e
\I




e The political leadership is individual ly very concerned -about quality,
always has been, and takes pride in Thaf concern, bu* they have no
clear idea what quality is. Public discussion of quality Is inhibited

by political sensitivity fo geographical and union inferests.

. "Concern about quallTy is falrly hlgh probably due tc national even’s

and reports.
e Not as much concern as In K-ﬁz, except for teacher education programs.
. ‘ s
e Quality is a major‘concern, due in part to the budgetary concerns

: exbressed by higher education and national events and reporting.

‘@ Very high level of inTeresT in quality, fosvered inﬁparT by a hlgh\
level of public discussion.
e . State leaders' inferest in quailTy is high, encouraged by a strong
- N e , ‘ v \
" &tand on the part of regents, commissioners for higher education, and \
some Institutional presidents.

e Quallity of education Is a major priorlfylfor this administration. The

&

emphasis on elementary and secondary education ls beginning to have an

ef fect on higher educafioh,

Conslderable uncerTalnTy was expressed aboeT wheTher the quallTy issue in K- 12
would spiII over |nTo hlgher education. A’concrete problem in ThIS context ls
' whaT to do about remedlal educaflon. States are following differen’
paTTerns--some are lncorporaTlng remedlal work ThroughouT thelr. higher
:educaflon sysTems, some are reIegaTing it to community coIIeges, some are
Imposing output conTroIs on secondary educaT:on (in The form of compeTency

examlnaflons), and some’ sTaTes have not-yet declded exactly what To do. There

-~

1
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was less uncertainty among the parficipanfs,'alfhough still not ‘total
agreement, that K-12 and higher education are in a trade-of ‘situation when it’
.comes To state fund,Ag. There is some concepTuaI ‘support for this phenomenon
in that it follows from a political model (the "fair shares" notion

essenTnalIy) of The 1unding process. Some empirical sTudnes at the national

and state level also supporT the trade-of f concept. Most of The d|scussanTs
were not opT|m|sTa< about higher education's currenT chances to secure a bigger
share of state funding, compared to K=12 education, in view of the [atter's
superior poInTncaI base. It was even suggesfed that hlgher educaflon might

have to "pay" for quality enhancement in the primary and secQgpary schools.
e ] T ANS : .

~There is a good - chance, it was ‘agreed, that the increase in concern aboJf
..qu|ITy in hlgher education will brlng quh nT an |ncrease in accounTabnllTy.

" Increased fundnng directed toward improvemenT in quality is being sought, and
:.obfalned In a number of sTaTes. Several parTncnpanTs expressed concern abouT
-'da possible backlash if it is pcrcelved TraT the fundnng has. | ittle impact.
Implicit in this concern, perhaps, was the suggestion ThaT the rheTorlc on
-qualnTy had best be kept under controi. A reIaTed maTTer ThuT also has The
poTenTlaI for generaTTng poIiTncaI conTroversy is the possnblllly of havnng to

’ choose beTween qualnTy and access. CIearly, access is already*comwﬁg-dndep_—“____

' pressure in ‘some sTaTes. Some state governmenTs are Ilkely To want fo

"download" as one parTlclpanr puT it, Thns Type of rough decnsnon to the

hlgher educaflon communnTy ITseIf.

'ParflcnpanTs were asked "What sort of budgeT-provisions are |lkely fo enhance

v quality?" A summary selecTnon of Their commenTs follows:

19



e Removal of disincentives in ﬁolicies and budgetary arrangements.

e Focus on prOgrammafic issues; program review leads to budget issues;
then a flexibie budgetary process is needed to respond to these budget

issues.

e Develop operaticnal définitions (measures) of quality; must transiate
~public refations slogahs_fo programmaf{c basis: either the stare or the
institutions may provide the definitions as long as triey are acceptabie

to both.

¢ A sTricT‘(énd most difficult) connection to performance; accountability

‘related to performance not process.

‘e -Value added provisions.

‘e Adecuate funding‘of;pasic mission plus targéted funding.

o Allow insfifdtions,TO»ggppjgmenffgﬂpporf_of their programs without risk'

of‘iosing sTaTe’suéporT:_

. T

e Competitive bonUseS; salary suppiements via endowed facuITy;pqsiTidns.

I11. locentives In the Budget
Al fuqding méchan isms confain‘bofh epriciT and implgqu'InCenTIVes; No
matter what the fdndihg pFocédure'(énd the poiicies wiThfn which [T is
?mbedded)J ipsfifuTiOns wiJL_fjndIThaT some behavior s rewarded and some | s
"nQT-—relaTiQQ, of coﬁréé; +§-éh.pnsfifufion'$ parTicufar goals and objectfves.
The parTicipanTs'focused.on how jnceﬁfives rela+e Tc~sTaTe;policies, oh the

exftent to which explicit incentives should be buiit into the funding mechanism,
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and on alternative means for accompllshing'sTaTe-objechves. The system of

incentives currently being used in Tennessee was reviewed in some detail.

One way of envisioning the relationship between state priorities and incentives
for insfiTuTional behavior is a rationalist scenario in which, one, the state

government has a cIear sense of what iTs‘prioriTies are, and, Two, v

dellberaTer and purposefuily buiflds fthem into the- funding mechanlsm. Two sets
of quesT|ons maghr be asked about this scenarlo. First, does it describe-

reality? |Is Thls how Thlngs Typlcally happen? I's there any evidence.of a

RN

trend toward this type of - approach? Second, would this approach be desirable? -

_Are There any disadvantages for hlgher educaTlon, or for The public good?

As the parflcapanfs had noTed in an earller session, onIy a few states have «
weII deflned and arTlcuIaTed goals and objectives for’ pUblIC higher education. .
Mosf'stales have lmpInch prlOFITIGS and general goals. The prlorllnes appear’
To evolve out of the funding situation as much as they shape it. Furthermore, “-
the rationalist approach assumes that the tink, or means—end reIaTlonshlp,
between a goal and the mechanisms. fo achieve it is always sgfficlenlly wel |l
undersTood to make the system work. [If this were generally true government

intervention typical ly w0uld be more effecllve than it actual ly is. The

-

~ difficulty of |mpIemenT|ng ObJeCTIVGS in complex, Ioosely coupled organizations

“shuld not be underestimated. There is also an asSumpT:on presenT ThaT the
incehtjves contained ln the funding mechanism will somehow be obvious at the,
start. Yemoexperlence has shown time and -again ThaT states can be somewhat. -
surprised by whaT Transplres, and ThaT h|ndsughT reveals much Thal perhaps

could have been, but vas not, seen at The beginning. How many Ieg:slalors, for
example, foresaw that enFol\menT driven funding formulas Wthh were designed to

.accommodate growth actually pggmgied growlh? Flnally, as one parT|C|panT
AN .




noted, even in hindsight it is often difficult Tovunravel the compi'ex
«p interactions among incentives. = {

4

While the rational model in its pure form may be unrealistic, the participants
did spend considerable time in reviewing examples of insTénces in which state

priorities for higher education are being deliberately worked toward (and

~achieved in some instances) through funding incentives. Many of the incentives
.reIaTe to the goal of confrelling enrol Iment grewfh, or shifting the
composition of enrollménf, or changing the dieTribquon of enroliment within a
sfafe.- States are also using rwnding incentives Tocenhance performance .levels,
raise admissions ETandards, and achieve eevings and redirection of resources
(for example, by allowing institutions to roll over funds from one wear'To The
negf). The parfieipahfs wijwldirecr experfence fn implementing such ineenfives.
emphasized that ThefreIaTionships'involved are general ly more -complicated than
they appear to be at firsT glaﬁce; and‘ThaT states 'should emeark on epriCiT ’
incentive programs only if They are wllling To "work at IT"——parTicuIarIy in

u

areas where measuremenT is lnherenTIy difficuIT

Given Thef a state's funding mechanism will ofmneceesify conTain.seme
.incenTives; iT'does not foljow necessarily that a\sTaTe should wfew the fundjng'
_ﬂﬁ_émgéhﬁniSm*as,avprimarymvehjclewfonwdirecTing;insTjTuTionaI~behavion.. The
parTic:panTs came up WITh a number of potential problems in dependlng too

heavily on flnancial incenTives.

e ExpllciT incentives can be difflCulT To work with in a poIITicaI sysTem
that Typically depends on a cerTain amouht of- vagueness for reaching e T
agreemenT and accepTance. ,

o ’ v .

~® Incentives do not always send clear signals.

’ 11 " : . 'r.l - v'




[S

e Incentives can increase costs as well as benefits; not enough attention

~

- =

may be paid to the cost of bringing about certain behaviors or levels

of performance.
e It is difficult to reach consensus on the best approach.

_ e_Extensive use_of_incentives may entail some loss of institutional

autonomy, and further increase centralization of authority.

. e The same incentive will affect different insTiTuTiQns differently,

making implementation more cohpiicafed.
e It may be complicated to provide incentives fairly.

® , There is a'danger that institutions will overreact fo the incentives,
“and there may be unanticipated side effects (these poTenTié] problems

. tend to worsen as the.implementation of the incentives becomes more

mechanistic). .

©

: ' ok
e 'Any positive effects could be diluted if fthe incentives were fo be

accompanied by cumbersome monitoring and regulations.

.

e lIncentives are often rather blunt instruments to achieve a particular

':m~ goal or objecTiQé. N | P I
Despite these ﬁfoblgms, several of Tﬁe parTicibanTs saW THe use of explicit
incentives as an obporfunlfy to enéourage béTTér management and better

performénce, assuming that the objectives éah be reasonably vel | spec{fied. As

a means of imprbving peﬁformaqce, iT was argued, fhe use of incentives would

of.ten be preferéble-fo the use qf‘regulafions. Tﬁe iatter have not been
particularly effective thus far. Standards, such as those for competency -

12
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examinafions,'bffen must be set too low to be of much value if they are to be -
acceptable politically. |In any case, there was general agreemenf among the
participants regarding Therhigh utility of at least removing disincentives with

respect to state priorities.

IV. Management Flexibility

The degree of autonomy that might properly be granted to public cblléges and
universities, a question of long-standing .across the counTky,lwas addressed in
fairly general terms in The_opeﬁing session of the conference. In this
-subsequent session, the focus on institutional auTonomy was narrowed to that of
management flexibilif; in relafién }o institutional budgets. The isSueé that

'rgceived the most attention in the discussion were as fol lows: in general.
terms, the proper disfr;bufion between the state and the institutions of Thé
vresbonsibilify for managing institutional budgets; variaTidns in state control

over posiTionS; Thg ef fects -of greater management flexibility on governiﬁg

boards; leadership and flexibility; frickle-down effeéfs; and possible

resistance to greater flexibilify on the part of some institutional managers.

Management flexibility with respect to the budget can be thought of in two

senses: one, developmenTaI‘flexibilify, re]aTing_To how the budget is

origina[ly buiIT,'ahd, Two,'prOCeduraI fléxipilify, Eelafing to how money-is-
spent. Much of the discussion Oncwhaf the basic s¥afe-insfi¢ufion reIaTionshipb
should be had.to do with procedural flexibilify;- On this matter, there was
.general ggreeﬁenf among The:parfiqipanfs that the primary s%afe role‘shduld be
to establish clear guidel ines ‘for accountability, and that the accountability
should be implemented in a post-audit rather than a pre-expend[fgre mapner?

The manageménT of the budget should 'be left to the institutions. Some of their

" individual comments to that effect are‘as fol lows:"
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“

'Y The_sTaTe should perform or be provided with an audit sufficienT to
ensure honesTy, conformance wnTh fIdUCIary responsnblllfles, and a

proper observance of publlc policy. 0Therwnse al |l management authority

should reside in the institutions.

s |f meragemenf is defined as the day-to-day operations once the overall

budget has been determined, management--including most personnel’

decisions—fshould‘resf exolusively with the institutions.
e Once the budget is enacfeq, institutions should be free to manage the
. funds as they see fff, consistent with proper fiscal and management

2

practices.:

e Managing. a budget is totally an institutional responsibility; the only

.legitimate state role is post-audit.

< @ -Institutions should have operational bﬁfonomy and reasonable budget

flexibility, with fiduciary and performance accountability.

- Two parTicipanTs, afTer afflrmlng the general tenor of the above remarks, added
that budgeT policy should not be estabiished in response to indnvndual

siTuaTnons of mlsmanagemenT oTherwnse The conTroIs and procedures ThaT are

instituted will punish both good and bad managers.

1
]

‘ With respecf.fo oné particular issue in budget %eqageﬁeof, position-control, a
wide range of sTa%e—insTfTuTion reIaT{onships hao been experienced by the
‘parTicipaﬁTs. One state was. described as havnng a flxaflon on %

.‘posiTjon—confkoI.l In another state, the coordlnaTing board neiTher knows nor.
cares how many higher education employees There are; in yet anofher case; the

- - ‘ ' Lo X
state exercises control indirectly by setting guide]}nes for salaries as a

3
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percénfhof total éxpendifures. What effects havé aécompanied these alfelnafivé

¥t 3

approaches?‘ One state has found +haT rigorous posifioh control does not

necessarily transiate .into saving money-—if instituitons may'bonfnagf for

~—

services, and so on. States with little posiTion~¢anrbl have variously
experienced "position creep", "position ga[Jhb", shortages of support monies

because of high salaries, and a concentration of monies in the wrong place (in

new faculty) when times get tough.

When a state decides to maké a muéh greater degfee of management flexibility = .«

. . .
available to its instifutions than they have been accustomed to, responses are

likely to vary considerably among Institutions and elements™ thereof . éomg .i o
institutions wirljmake the most of the opportunity. Ofﬁérsuwill feaéf‘mére R i?“‘;
conservaT|ver Much depends on‘fhe governinglgoa(ds and Tﬁéfr willingness Tdv“
accepT greater responsiblllfy. _Fgf bdar&s that may have viewed Thef; pEeVidds}{
role as being essenT|aI|y honoraryband pro forma rather Than |

managemenf—orienfed the .additional burden can be subsTanTiaI. This is :

especially true if the ncw flexibillfy'exfends into the budget debelopmen+ area |

. . R |

: : A : . , X

(for example, setting fTuition rates). _ ' L :
: A i C L
| _ ' ‘ .
Similarly, institutional leadership in the top administrative positions is 11
crucial for capitalizing on budget management flexibility. They have the = \

»responsibilify for overcoming a hatural inef%ia to do business as usual. In - !
the latter regard, several parficipanfs commenfed on the resistance to
-increased budget f|eXIbI|ITy that may come from mlddle managers. These

managers Tend To be reIaTiVer bureaucraflc, and are I|kely to be comfortable

.

with established prOcedures and wufh esTabllshed relaflonshlps between

themselves and Thelr counTerparTs in sTaTe agencies. From their perspecflve, \

- then, a seT of sTaTe-IeveI, pre—expendifure conTroIs may noT appear to -be
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particularly burdensome. It was noted, however, that.from virfually any
yiewpoinT in an institution, whether it be that of @dministration or of
faculty, procedural controls are easier to take in an era of.growth than in

B

no;growTh or declining situations.

There wastsome discussion of whether a new found managemenf flexibility might
tend to stop at the top. level of |nsT|TuTTonaI administration. fhe exper ience
of one state ThaT had recenTIy experlenced a great Increase in flexibility
suggests ThaT there is a Trickle-down effec+ over Tlme. In oTher words, across
ysuccessnve budget cycles, managemenT flexibility is being exercised at

. wsuccessively Iower admnn:sTraT:ve levels. ThIS exper ience was said To reercT

—the- effecTs ot_boTh.admlnlsfraflve policy and a Iearnlng-curve phenomenon.

©

. Two of the participants reporTed Thaf in their states,. Minnesota and Ken+ucky,
fundamen%al changes occurred durlng 1983 "in the degree of managemenT
ffexibilify afforded publlc hlgher education. In both instances, The degree of
flex{bilify was greaTIy enhanced. SmaII incremental changes toward grea+er
flex1b|I|Ty were reporTed for Maryland and V|rg|n|a, and perhaps for UTah (in
terms of IeglsIaTive inTenT), while a sllghT shlfT toward Iess flexibility was

reported for Texas.."\

.In a sumnative comment near the end of the discussion, I+ was noted that the
‘ parTncnpanTs had been viewing management erxnanITy Iargely as a way of
-lmprov1ng bureaucraTuc funcTuonlng. in so doing, the lmplscuT assumption
seemed to be that IHSTITUTIOH ~vide benefits would - Ilkely accrue from increased
erxanIITy. Yet, It was polnTed out, facuITy are not cenTraIIy involved in
The bureaucraTuc processes’ in quesTuon. Thus, the degree cf'managemenf
erxnbuInTy probably has I|TTIe effect on Teachlng and research, the basic

. q
"~ . higher-education acTiviTies. It was,suggesTed that The essential sumllarufy in
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the ﬁanner in which those activities are carried out in both public and private
universlties—-the latter enjoying a minimum of outside interference on their

management practices--provided evidence substantiating that conclusion.

V. n Hig

At first gfance, fhe reIaTionsHip between state funding of publiclhigher
edqcafion and the cost of.providing Thaf-educéfron ié fair[y obv%ous. A
particular-level of service costs a given amount. The state deéides what
_portion of the cost iTzwiII subsidize, and Th; rest is paid ;6r by sTﬁdenTs and
thelr families, by gifTs; grants, and contracts frombvarious Sburceé; and so
on. While that straightforward view bears some semb | ance of the fruth, it
hides several complexiTjeé that stem from the nature of costs in higher |
education, In one form{or.anofher, Thesé'complexifies were the sub}ecf 6f,Thet
.discussioa during. this session. Specifiqally, the discusgionvfocused.on three
topics: the problems inherent inlbasing Thi#jon rates on the costs of
insfrucffon; the nature éf costs and famificafidné thereof for using cosfing as
"a'manageménf tool; and Tﬁexrole of marginal costing in The-fuhd}ng of public

‘higher education.

'There appears to be 5 growing_irend.fb link fuition raTes'aT public
insTiTuTiéns.To the cost Qf provldiﬁg instructional services. Typically, the

“ revenue to be obtained froﬁ tuition payments is established:-by taking a
percentage of instructioral costs. .The'TuiTjon rate is then simply a function
6f fuition revenue.required‘and estimated enrol iment. In some stafeé, the cost
of instruction by level, or by program, or a combination of Thg TWo, is uséd és
the basis for charg{ng so-éélled differential tuition rates. What can be sald

about this practice?
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To:soﬁe participants, the pracTice seemed arbitrary at least in execution. On
occasion, fuition revenue appears 1o be no more than a device fo cover revedue.
shortfalls from other sources,Awhich usual ly means ThaT‘The sTudenT share will
‘increase when the economy‘is poor. Other participants argued rhaf educaTionaI
services ought to be viewed as any ofher "good" for which the users must bear
+he cost. The state deTermunes whaT the service is worth to it and
appropriates funds accordingly. The remalnder-(minus.conTribquons from other
sources5 is left to the sTudenT who also makes a determination of QorTh and
then buys services accordingiy} Provisions may be made, of course, To assist
flnancially those students who cannot afford to pay for the services. In
general, the argumenT went, this process is not any more arbiTrary than the

establishment of prices in oTher secTors of The economy.

One rejoinder was to emphasiie>The Fsoaness" and comprexiTies of cost data
when those data are employed in deTermlnlng t+uiftion rates. A student normally
uses not one, but many, servuces over a period of time. The "cost of service"
logic seems To enTa|I deTermining +he‘cosT'or each and- every service, and in
each insTance a decusion must be made abouT the proper uniT of analysis: for
example, aII educaTnonaI and general funcTuons, instruction only, insfruction
by department or program, the full cost of a course, the -direct cost of a
course, efc, But is There a sound, philosophical basis on which these

) decisions can be made? FurThermore, is it not true That aIIocaTIng indirectT
costs as well as costs associated quh Jointly produced activities is

difficult, messy, and always somewhat arbifrary?

In The end, fhere was I|TTIe agreemenT as To the uITumaTe reasonableness of -

basing tuition on costs. The. discussion also |ncluded commenTary on oTher

considerations. relating to the establishment of fuition rates. Market and
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soclal considerations (abiiity to pay in particuiar) were the prime topics. It
was nbfed, for instance, that at one point the tuition rate for non-resident
medical students in a parTicuIar éTaTe“was set so high (on The.basis of costs)
Théf no such students enrol led. Oﬁ the other hand,uin another state TufTioﬁ |
rates are deTérm1ned as a percentage of per capita income (with some variation
fn the percentage by‘fype of insTiTqTion), a strategy which raises inTeresTing
questions about fhe level of inSTiTu%ional fuhding during periods of economic

stagnation.

The nature of costs in higher education was discussed briefly. The lack of
standard costs was seen by some parflcipanfs as undercuTTing the value of cost -

data for manaQemenT purposes; without standards, how can it be determined

'WheTher a cost Is appropriate or not? Others suggested that so-cal ied

constructed costs might be a solution, although it was unciear how éuch'dafa
Would solve the qﬁesTion of approﬁriafenéss unless they uITimaTgly_yere based‘
on standard costs or, equivalently, standard ﬁroducfion'relaTionships.
Similarly,‘ébmparsfive costs can be a surrogate for standard cosTs'only if one

is wiliing to accept the behavior of some parTiCﬁIar group of cost centers

(institutions, colleges, departments; and so on) as normative. Of course,

constructed costs and comparative costs may be useful in other wéys than yngf

: determining the appropriafenesé.of historical or projected costs; for instance,

as proxies for resource utiiization data of various kinds.

When -asked about the role of cosffng in the budget process in their states, the

' barTicipanTs' responses .ranged from "virtually none" (California; Colorado) to -

ﬁcenfrél" (Minnesota, Vfrginia) with a rather even distribution beTWéen those

efoemeg. Some states seem To be ge+Ting less interested in éosTing

(Tennessee, Kentucky), while others are getting more interested (Utah). Some
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of the raporTed uses for costing in the budgeT process-for tunding public .
'hlgher education included the following: calibrating formulas, provldbpg a"
starting poipT for budge+ analysls, providing-a'basis for setting tuition
rates, providing a basls for makipg equity adjosTmenTs among institutions or

re-evaluating formulas, and providing direct input into the budget estimation

process.

As with other aspects of costing, the participants found much fo disagree about
with respect to the roIe that marginal costs mighT play ln the state fund{ng
process. DlrecT application in a funding formula of empirically derlved
marglnal costs, for example, did not seem proper to some participants, yeTfThe
direct application of marginal cost princlples are evident in some formulas
'(Indlana, for example, or the Callfornia approach 1o fundnng communnTy coIIege
:disTrchs). The concept or prlnciple involved, ThaT the next unnT of output
(activity, serVice, eTc.) may cost more or less than the IasT-one has
apparently found some acceptance. On occas[on; this possiblIiTy is lndirecfly
acknow ledged by a state that eIecTs to discount a formula in times of growth
(l.e., approprlafe_less.fhan the formula_indicafesj, or To“neduce funds on,
someThihg other than an average'CosT basis for insfiTuTions with oeclining

enrol Iments.

The point around which there was some agreement is that marginal costing in:The
sehse of recognnznng ThaT uan costs are non-llﬁear does have appIncaaniTy for
state fundlng of hlgher educaTnon. At the same Time, marglnal costing in the

.cIasslc sense of empirical, economeTrlc studies was ThoughT to be someThlng for

: vresearrhers to .engage in whlch ‘may or may not have utility for some fuTure_ﬁ

budgeting. process. of . course, as severaI parTncnpanTs noted, the.real value of
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any kind of cost data Is difficult fo Judge apart from specific Issues,

questions, and political slituations.

The participants thought It would be useful |f more could be learned about.the

following cost-rel ated Iésues:
o,hThe rglaflonshlp beTween-ngand and cost
® -The cosfnof qua{lfy
e How to adjpsf:for quall%y WHéﬁ comparing costs
e How to determine sTandardMor normative or tfrue costs

e The relationship between enroliment size and unit costs; economies of

scale at all levels (e;g;, programs, Institutions)
e Minimum efficient institutional size

e The behavior oflmarglnal costs, the relationship of fixed and variable

costs, average and marginal costs

o The approbrlate'IeveIS'of'deTéil for cost aﬁalysis when conduéfed_af

national, sTaTé, Institutional, and depérfmenfal units of analysis

o Why costs among comparabfe Institutions, departments, etc., can be so

i v~differenf
© Ways of reIaTing costs to policy objectives

e Why The,éonfribufion of capital and technological investment to lowered.

costs Is as |imited as It seems.to be. =
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Vi. Funding Formulas

-

The widespread use of formulas for funding higher education, is now In Its
fourth decade. AbouT half of the states meke'use of formuias In some explicit
fashlon, and most of the others probably have some formuia-iike elements
somewhere in the budgeT process.. Formulas caughT on in the post WWil era in
higher education primarily as a means of dealing with the problem of equITabIe
quTribuTion of state monles‘acrose burgeoning‘eysfeme of institutions, rapid
eerollmenflgrow+5, and a.desire~To build more objéc%ivify into the budgeting

process.. The comments made during the conference regarding formulas suggesf.
. - .. /

-
'

- that the basic moTIves for. formulas are still operative, although modified
somewhaT to reflecf the changnng environmenf within which higher educaTIon.
operaTes. The primary issues that were consndered by the parTnpranTs includee
fhe.fellowing- what formuias ought fo be abie to accompllsh if they are to be
'Ieglflmafe and adequaTe devlces for The budgeflng process; ways in whlch
lformulas can be ‘harmful ; recent |mprovemenTs in formuias or. in their use; oTher_

changes, present and fuTure, in formulas.

Several di@ensions need to be examinee in evaluaTing”The role of a‘fofmulavin a
parTiculer'budgeTing process. Legitimacy is one issue. One participant set
out The'followﬁng criteria to esTabILsh.fhe'legiTImacy of a formuia: tThe
formula ﬁusf appear to be reasonable, if muef deal adequaTer wah differences
among insTiTUTfons in‘ro%e and scope, end i% must provide for an equiTabIe

: disfribu+ion of funds across”insfifufioﬁs;‘ Another dimensienfls the extent to
thch‘e_fdrmula is_acTuaIIy.funded;_ There was ' some disaé;eemenf'among }he
pérTicipehTs as'TQ whefemeanfng-couldibevqnawh.from a siTuaTien in which a

' thmeié vias perennially>underfunded (ije., the actual epbropriafione were less’

than the figures indicated by the formuia). Some afgued that it refiected on
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'The'leglllmecy of the formula Itself, whlle others sald that the formula mlght

stlll be sound, but slimply overmatched agalnst envlronmental condltlons euch as
a revenue shortfall or some sort of pollfical downdraff. As one parficlpant
noted, the technlcal loglc of a formula ouéhl not to be confused wlth Its
pollllcal loglc. There‘was agreemenl wlth dhe notion that one must look at
more Than “the formula to tell how Thnngs are golng In a parllcular state. In
all sTaTes, parl of the budgeT Is funded outslde of the formula. For example;
while Texas Is regarded as a formula sTaTe, fully one bllllon dollars of state
supporf for hlgher education’ lnsTlTuTlons Is not lncluded In The formul a.
Approprlallons for agrlculTural stations and exlenslon‘servlces are_Typlcal of

the sort of Thing that may be funded on.an_incremental basls.

When asked aboul ways in whlch formulas could be. h Ipful in the budgetlng

process, the parlncnpanfs responded as follows

-

e Help ensure eqully-lh the distribution of available funds among systems

and Institutions.

° Promote'regularlly In the budget process; allow for routine

calculations in ereas"where agreemenl Is slrong.
° Depollllclze some decielons; save legislative Time.
° Idenllly needsT
° ObJechyely demonsfrale underfundlng.
- e Put preseUre.on state olficlals fTo honor past commitments.
5 Help ldenllfy policy varlables; force some rlgor regardlng sTaTe

: fundlng pOlle, reflect sTaTe pollcy.
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e . Serve as a public relations tool.

Funding formulas can also be harmful in the.budgeting process. According fo

the participants, formulas are Iikely to be Harmful 1f they:
e remain unchanged or unexamined for a long time ) ‘ _ ‘

e are seen as a prescription for the way money should be spent

e are used for budget control (i.,e., become prescriptive on expenditures)
e reinforce conservative tendencies that occur during retrenchment

. bfihg about a leveling or homogenization among a state's institutions

s

e . are total ly enrol iment driven

e become a lever for outside control over the Institutions

o,

e embody lnappropriaﬁe incentives

r

‘'@ restrict .innovation

© slow response time to changing circumstances,

. : 2 :
Given the rather considerable potential :to-be helpful or harmful to the

"budgefing process,_if is not surprising that efforts to lmproVe formulas are
ongoing in many states. One par*icfpanf reported on a sufvéy of»18 states in
which none wefe givlng‘up their formulas; but virtually all were attempting to
make some improvememts. The efforts range from miﬁor tinkering to radical
rgvisfon;' Two of the states represented at the conferenée, Ken#uckyiaﬁd
Minnesota, clear]y fall in the latter category. in Kentucky, the new formula

moves away -from a focus on”lncremenfal budgeting to a focus on differential o

N
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funding, that Is, the new approach is much mor?'EognlzanT of dlf%erences in
Institutional mission and responsibilities. IH:MIHHESOTE, the shift is away
from a comb;naflon of Incremenfallsm plus sTudenT-facﬁlTy ratios to an
average—cogfufyndlng method featuring twelve categories (by level and
costliness) Elus a bufferlng mech;nlsm (the Fnrollmenf muIT[pIIer is lagged two'
years). |In both Insfances,.if Wés noted, the governing boards and
admln[sfraflons of the respective InsTITuflons have beeh-given very extensive
manaéemenf flexibllity==and the tough deqlslon-making responslbififles that go

i

with the increased flexibility.

Some of the other improvements, or at least éhanges, in formulas menTIoned‘by

participants include the following:
e Adapting to changing circumstances such as enrol Iment shifts.

e Adapting to changing sTaTe3prioriTies such "as an increased interest In-

quality. . ' . - ®

e Adapting to'changes in-‘standards for funding levels as In the case

v
-

where the value of a parTicuIar fundihg'facfbr (for instance, average
faculty salary) is pegged to the behavior of a set -of comparison

insTiTquons.

. . ‘ vOON
e Closer approximation fto general cos{i;\

e Further equalization among'lnsfifuflons§\

e Adding a factor, to the formula such_as'recogﬁiging’fhe level of

separately budgeted research being conducted on\a\campus.
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‘e Adding complexity (for example, further disaggregating a discipline

cost matrix).

e Including another area of activlty such as campus sequrity In fThe

formula.
e Updating rates in‘accord wlth inflation,
® Adding speciallzed formulas.

e Buffering of small instltutions from enrol Iment fluctuatlions and

changes in the formula. ,
. a8

A related area of change has to do wlth formula use policies, rather than with
formulas themselves. Some states have had to contend with conflicting

-

formulas, or with a formula that has IlTTIe backlng from the parties lnvolved.
Thus lmprovemenTs in some states are a matter of brlnglng people Togefher to
establish a sfngle, acceptable formula., Several parTlclpanTs stressed the

importance of the way in which formulas are actual ly used.

I+ was briefly noted ThaThaIf.of these changes; whether major ogﬂmlnor, usual ly
are'accompanled by conelderable.scrufjny on the part of institutional analysts.
‘They wanT.To know-whaf the effects of'eaca change wllltbe on their respective:
insTlfuTions. I+ was suggesfed by one participant that Institutions be

appraised of alilfhe prospective changes at Onée,.because changes are often put

together as a set contalning various trade-of fs.

ln looking to the fuTure, the participants saw few clear trends Thaf could be

expected to appear “in all of the sTaTes that are currenle using formuias. |
Clearly, adapTaTlons -of ‘one klnd or ‘another will have to be made to compensaTe
'fpr changes in enrol[menf, prices, and sTaTe_revenues. in many instances,
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these changes wlll be on the order of minor adjustments or add-ons to the
formula, since formulas, despite all the changes noted above, are essentlally
conservatlve., A number of participaniz saw increascd use of "speciallzed"
formulas, or Taﬁgefed dol lars, added onto The.general formula (that Is, tho
formula,_or the part thereof, that funds the core elements of an Institution's

operations).

There was also some agreement that formulas were likely to become more coﬁplex.
The adlelonaIkéompIex[Ty wbuldylikely consist of special formulas; formul as
that include multiple funding factors, that is, separate approaches to each of "
several areas (for example, Instruction, plant maintenance, and so on), greater
dlfférenTIaT}opbby discipline and/or level of Instruction, and additional types

of cost data (for example; constructed costs).

At the same Tlme, it was thought that gfeafer simplicity was in the -offing for
some states, at least Iq those Insfances Qhere there was a desire to enhance
the management fliexibility of the institutions. With Thg%qalm in mind, fairly
simple formulas mighT‘be,suffIcienT--assuming'}haT somelof Tﬁe complexity in
current formulas Is the result of the sfafe's inferest iﬁ malnTaiﬁTng a high
-Ievel of budget contrdl. Per haps the most certaln thing one might say about
the future Is that states are likely fo remain pragmatic and_lndeiduaIlsTic in
their approach to the use of formulas, as They‘weave together véfious technical

and political considerations.

The conc.luding Session of the conference was devoted primarily to developing a
list of funding issues that needed fprfher investigation and analysis. The

‘session %égan with a sketch 6f.where two pertinent FIPSE projects, one on
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quallty and one on Incentlves, woere headed In the near term. |t was roported
that the two projects were to be merged, and that by carly 1984 fhoy would
yleld a catalog of qual Ity-related ?mlflaflvos that have been fakon In varlous
states. The document wlll also contaln an assessment of the ef fuctivoness of
+he Initlatlves, }he names of contact persons, and a conceptual framework.

wlthin which to think about the varlous changes, and strategles that are

uncovered. Varlous other means for the dlsseminatlon, of project flndings are

Yy

also belng consldered.
The dlscussion of poeslble items for a research agenda ranged widely,
~reflecting the background and Interests of the parflclpanfs.\gThe tnlflel.focus :

was on costlng, followed by a Iong serles of IssueS'and,problems that seemed to

cal | fdr some sort of evaluatlve research.

With respect to costlng, interest was agaln expresseo\Tn~fhe~developmenf of

Isfand rd costs, partlcularly as they would relate to comparative costs amang
~discilpl Ines and deparfmenfs./'lf was 5uggesfed that useful progress in costing
studjes would more Iikely occur at the departmental or discipllnary level than
at the insf:fuflonal level, given the dnfflculfy of knowing what is acfually
90| g on in terms of costs at large, complex instltutions. |t was fhoughf that

/

among professional schools, law schools probably of fered fhe besf opporfunify

for good costing work. Denfal ~schools and basic science mediclne also seemed

fo offer some possibllifies, but cllnlcal medlcine was judged to be’ too complex

to sfudy profitably.

The discussion of areas’or issues that needed evaluative investigation began

Wifh managemenf flexibility. vEfforfs thus far were characferizeo'as being
g

mosfly descrlpflve analyses of current pracflce, W|fh little affbnfion'being

| 4
paid to the effects of changes in tlexlbllnfy. Slmllarly, it w?s noted that
o - 28
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analysts hove looked at and categorlzed varlous sorts of budget forms and
budget proceséas; but have not done enough fo assess the Jmpllcatlons of the
ditteroncos found=-for Insiance, as they might relate to the bottum Ilne for

' state support, or the bottom Ilne In terms of what happens to the Insfrucfloﬁal

process.

The effects of retrenchment, of as one particlpant put it, the effects of ;he
real locatlon that go on under the cloak of refrenchment, were seen as another
Important aréa for research. Speclflc:lssues mentloned In thls context

{ncluded the folloWlng: state-level reactions to reTrenchmenT; the effects of
the decllne In real‘faculfy salarles; the effects of retrenchment on renewal of
academic Taleﬁf; the extent and Impact of the shlft of funds on the campus
between faculty salarles and other Tyhes of expenditures; and the financlal

impact of early retlrement.

Besides the evaluatlve research, the parTipranTs dlscﬁssed several fopics
whereln.fhe required research and investigation would be more’forward looking.
The Toplés receiving the most attentlon were the followlng: Ilikely trends in
sféfe expendlfurég for healfﬁ care, welfare, penslons,'and so on--ref lecting
‘The obvious fact that higher educéflon must -compete for sfafezgupporf wltha
"host of other important causes; ways of Investing money in eduéaflonlfhaf yleid
a hfgh réfurn for the state in terms of economic development; ﬂnd strategies

'Ifor capital formation in the pubiic sector.

>Thé implications of pofeﬁfial changes in accounting précflces were also seen as
worthy topics for fnvesflgaflon. Changes now being considerédlln fund
aCCoﬁnTlng procedures, possible recognlflan of AepreclaTPon, and .a gfowlng
interest in the way uncompensafed absences are recorded ln flnancual

>

sTaTemenTs, all have thé potential to change fundamenfally the way in which
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higher education institutions record their financial operations and;Their 

financial condifion. More Than just record keeping is at stake. For instance,

by formally acknowledglng the deprecuaflon ‘of its physical asseTs in higher~

education, a state might fnnd itself in a deficit: snTuaTion at odds with its

- constitution. A number of other issues were ‘touched on. They appqar in the

Iiéf of potential research topics shown in the appendix.

i

{y‘
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Appendix
.Research on the Financing of Public ngher Education: Some Potential Topics
n preparation for the session, participants were asked fto indicate the

“inance-related issues that ought to be invésTIgaTed over the next several

rears. They responded aé fol lows:

e Value-added Incentives.

. The best funding methods to promote innovation and responslvenéss to

¢hange In the larger society.

o Ways In which system organization cqh inhibit or facilitate Thg

'accomplIshmenf{df“pubfic policy goals in highef education.
e ‘The discretion Qiyen campuses..in the use of non-state funds.

® Incentives and incentive funding at both the Individual level and the

institutional level,
® Incentives for increasing institutional flexibility.

° Ways'ThéT‘funding policies can reinforce the revival of hlgheﬁl
_ education and undermine the conservative tendencies that are so strong

during a period of retrenchment.
e Funding quality and the assurance of quality.
‘e. Use of outcome measures in posT—perforﬁénce révlew.

e Enrollment policies.

e Effects of enrol Iment changes.
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Funding formulas in an environment of declining enrolIments,

~ Average versus maréinal costs, efc., and applications in budget

formulas.

The use of costing concepts .in the funding process.

How the state shouId”prbv1de“fof“fufure*ob1ﬂgaffons—(deferred e

maintenance, equipment replacement, retirement, etc.).

Depreciation of the educafional"ihfrasfrucfure and how it should be

built info budgets.
Long-term po]icy lmplicaTionsjof'shorf-rUn financial decisions.

Problems of closiﬁg underutilized facillties, e.g., alternative uses of

facilifties, methods of estimating savings.

Ways .in which the state could help institutions improve their personnel

sysTéms:

Optimum length of Thé budget CyCIe»for'differenT kinds of expendiTUreS;

Methods of analyzing, informing, and supporting a state's macfp

decisions about the size of higher education funding and the methods of

deliverihg dte

The priority givenvhigher‘educafion by the sTaTes--parTiculérly during
economic downturns.

o N

Comparative state support of higher .education.
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Comparative higher education finance (with strict qualiTy'conTrol on

-

‘input data)l.
Renewed efforts at developing better information exchange piocedures.

New approaches to depicfinglfhe needs of higher education.

flexibility.

The budgéffng'processes of campus and mul ti-campus systems and how

these pchesses interface with the related state processes.

.Mixed models df'public_funding, private funding, and tuition funding,-

and their impact on both the publ ic and privafe'sechrs.
Increasing role of non-governmental dollars in public higher education.
Effects of revenue changes.

State revenue projections as they bear on.hﬁghér educafidﬁ\

- institutions,
Effects (positive and negative) of long=-term refrenchménf.

s.]nSTiTuTTonal‘and state-level approaches for effectively managing the )

- conflict and fturmoll associated with refrenchment.
“How financial édvéfsify can be turned to our - advantage.

Impact of mid-year budget adjustments.
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. ® The extent fo which higher education is.able to compete with the
private sector for professional talent, both at the enTry'IeQeI and in

mid~-career.

e Effects of student assistance on attenda: ce patterns; the point of

diminishing refurns in terms of accussu and choice.

e Relationships among tuition and fees, student aid, and

_ access/parTfCTpaTion in higher educaTiqn;afi
e Tuition pricing elasticities.
e Usé?bfvolfferenfial fuition rates.

o Reassessment of state planning activities.
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