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EXECUTIVE SUMMARY

Higher education is embroiled in a cost controversy that has
eroded public confidence and taxpayers' financial support.
Indeed, in many states the situation appears to have reached
the level of crisis, with the new conditions negatively influ-
encing the quality of academic life for faculty and students
(Slaughter 1993a) and eroding opportunities for postsecond-
ary education (Associated Press 1993). Prices, Productivity
and Investment critically examines the cost controversy in
higher education in an effort to build a better understanding
of the types of financial strategies institutions and govern-
ments can use to help resolve the crisis in college costs.

Why Are College Costs Controversial?
The controversy over college costs first surfaced in the mid-
1980s after a half decade of rising tuitions. The U.S. Congress
mandated Secretary of Education William Bennett to conduct
a study of college costs, focusing on why costs were increasing
and how the federal government could maintain access and
possibly mitigate future cost increases. The intent of Congress
had been to focus on why the prices students paid were rising,
but Secretary Bennett responded to the mandate by initiating
studies that examined the growth in educational expenditures
as an explanation for rising prices. Senior officials in the U.S.
Department of Education also argued that student financial
aid did not influence access or expenditures (Bennett 198(
1987; Finn 1988a, 1988b). National associations responded
to these claims by arguing that increases in tuition could be
attributed to reductions in federal grants and state appropri-
ations (Association of Governing Boards 1986; Council for
Advancement 1987). During the past decade, the controversy
over college costs has continuedand tuitions have con-
tinued to rise faster than inflation. In the face of mounting
pricesand frequent articles in the popular press that claim
(or imply) prices are increasing because of wastetaxpayers
in many states have backed off their historic commitment
to fund public higher education. Consequently, state subsidies
to public higher education are actually declining (Hines
1993), at a time when enrollments are expected to be rising
again (Gerald and Hussar 1990).

Did Federal Policies Contribute to the Controversy?
During the late 1970s and early 1980s, total federal expen-
ditures for student grants declined, while the use of loans
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expanded and the participation of minorities in higher edu-
cation also declined. Senior officials in the Department of
Education, however, adopted the philosophy that students
did not respond to prices, and contractors with the Depart-
ment who examined the causes of the decline in minority
enrollments focused on deficiencies in the academic prep-
aration of minority students but did not examine the possible
influence of reductions in federal grants on minority enroll-
ments (Pelavin and Kane 1988). Thus, the Department and
its contractors ignored the fact that federal policies might have
contributed to the decline in the participation rates of minor-
ities, just as they had ignored the fact that these policies might
have influenced rising tuitions.

Recent studies of the effects of federal student aid programs
have documented that the shift from grants to loans in the
1980s directly influenced the downturn in the access of minor-
ities to higher education and indirectly influenced the rate
of growth in tuition, especially in private colleges. The reduc-
tion in grants influenced low-income and minority students
to attend less expensive institutions or to delay their enroll-
ment, although the increased emphasis on loans helped some
middle-income students to attend, mitigating the effects'of
the shifts in federal student aid policy on total enrollments
and disguising the negative effects of reductions in grants.
Many private institutions used their own sources of revenue
to substitute for the loss of federal grants. Thus, the changes
in federal policy influenced the overall pattern of enrollment
redistribution and indirectly influenced price increases in
private colleges.

By the late 1980s, the erosion in federal grants and minor-
ities' participation rates had apparently halted, but federal
reports continued to claim institutions were responsible for
rising costs and the controversy over college costs had spread
to states.

Did State Policies Contribute to the Controversy?
During the early 1980s, the burden for financing public higher
education shifted from states to students and their families
(Kramer 1993a). An examination of the controversy acknowl-
edged that institutions responded to reductions in state fund-
ing by raising tuition but claimed that increases in tuition
did not influence enrollment (State Higher Education 1988).
Periodic reductions in state support for higher education-
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both for institutions and student grant programscontinued
through the 1980s. In the early 1990s, as total state support
for higher education actually declined (Hines 1993), many
public institutions were confronted with budget cuts. These
reductions in state support were apparently influenced only
by growing claims that institutions are excessive and wasteful.

This shift in the pattern of public finance of higher edu-
cation has markedly influenced the controversy over costs.
First, the decline in state support has influenced tuitions in
the public sector to rise. Second, when most states cut appro-
priations to grant programs, they cut institutional appropri-
ations, influencing a simultaneous increase in tuitions and
decrease in grants. Third, research indicates that these changes
contributed to the decline in the participation rates of minor-
ities in the early 1980s (St. John 1991d, 1993b). Further, it
appears that access is also being eroded by the financial crisis
of the early 1990s.

Did Institutional Policies Contribute to the Controversy?
Throughout this period, national associations have focused
on how to tell their story about tuition increases. Their reports
encouraged institutions to point out how state and federal
policies influenced increases in tuition and the improvements
in quality they were making in the services they provide to
undergraduates (Association of Governing Boards 1986; Coun-
cil for Advancement 1987; National Institute 1987). Most asso-
ciations and many institutional officials dismissed the claim
that inefficiencies contributed to rising tuitions.

Wby have prices increased?The research on college
costs has identified three reasons for increases in tuition dur-
ing the past 14 years. First, federal student aid policies have
influenced many private colleges to raise tuition to generate
more revenue for grants (Hauptman 1990a, 1990b). Second,
states have shifted a larger share of the burden for financing
public colleges and universities to students and their families,
which has influenced public tuitions to rise (Kramer 1993a).
Third, an incremental increase in educational expenditures
also contributed to rising costs (Getz and Siegfried 1991).

The increases in expenditures had three primary causes.
First, instructional expenditures increased in the early 1980s
as a result of increases in faculty salaries, an adjustment for
the late 1970s, when faculty salaries lagged behind inflation.
In the past decade. instructional expenditures grew about
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as fast as inflation. Second, administrative expenditures in-
creased faster than inflation throughout the 1980s and early
1990s because of growth in administrative salaries, increases
in the numbers of administrators, and increases in their pro-
fessionalization. Some of these changes have helped to gener-
ate other revenues and thus keep tuition lower than it might
have been without institutions' recent changes in their aca-
demic and enrollment management strategies. Other aspects
of the growth in administration, however, apparently caused
prices (tuitions and other student charges) to increase. Third,
higher education has absorbed new technologies, such as
computers and telecommunications, without reducing its
production costs.

Has bigber education's productivity changed? The
basic production functions influencing instructional costs
student/faculty ratios, average class sizes, and so forth
changed very little during the past decades. While attempts
to measure productivity in higher education historically have
been fraught with problems in measurement, however, it is
also evident that faculty and administrators have few incen-
tives to adopt more productive behavior. Faculty are rewarded
for their productivity in research rather than in teaching. And
administrators are rewarded based on their portfolios--the
nunmet of programs and staff they managerather than for
their efficiency. Thus, the instructional product!vity of colleges
and universities has gradually eroded during the second half
of the 20th century, and this gradual change influenced
increases in tuition. It is therefore crucial that the internal
incentive structure within colleges and universities be con-
sidered when strategies aimed at improving productivity are
devised.

Is bigber education a good investment? Higher edu-
cation is a good investment for students, and the financial
returns on an individual's investment are substantial. Further,
if tax revenue is considered as a return on government invest-
ment, then it appears that federal student aid has a substantial
return to the federal governmentmore than four dollars
for every dollar spent (St. John and Masten 1990). And it
appears that state expenditures on higher education bring
a substantial return in tax revenues in states that have pro-
gressive tax systems (Bluestone 1993; Girling, Goldman, and
Keith 1993) and a positive return in states with regressive
tax systems (Creech, Carpenter, and Davis 1994). Tax revenue



returns by themselves, however, provide a poor basis for argu-
ing that more should be spent (Kramer 1993a), especially
if the historic problems with productivity continue to be ignored.

Can the Negative Effects of Price increases be Reduced?
Throughout the past decade, this question, which Congress
raised when it mandated that the Secretary of Education con-
duct a study of college costs, has largely gone unaddressed.
Research on the effects of recent changes in financial strategy
in higher education provides some insight, however. Middle-
income students responded positively to the increased
emphasis on loans in the 1980s, while loans per se had little
influence on low-income and minority enrollments. Low-
income students were negatively influenced by tuition charges
and positively influenced by grants. When tuitions increased
and grants declined in the early 1980s, minority participation
rates also declined, especially for African-Americans. There-
fore, emphasizing loans could be more cost-effective to the
federal government than placing a heavy emphasis on grants,
if the negative effects of loans are minimized for low-income
students. Thus, the federal government should make a more
consistent and concerted effort to monitor the effects of its
policy changes on access than it has since the mid-1970s.

It is possible that the high-tuition, high-grant strategy would
maintain the enrollment of low-income students if states used
the strategy. Unfortunately, states cut grants as well as insti-
tutional appropriations when they are confronted with tax
revenue shortfalls. Thus, a more concerted effort to increase
grants when institutional appropriations are cut could help
maintain access if the burden for financing public institutions
continues to shift toward students. Evidence also exists, how-
ever, that high tuition in public institutions can increase the
time it takes for students to complete their degrees, which
means that a high-tuition, high-aid strategy could marginally
reduce productivity.

Further, institutions should explicitly consider the effects
of price increases when they set their tuition and grant pol-
icies each year. During the past 15 years, private colleges and
universities used the reallocation of some tuition revenues
to student grants as a means of maintaining enrollments. The
number of institutions could he limited that can adopt high-
tuition, high-aid strategies without eroding total enrollments
and degree attainment, and institutions should therefore rou-
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tinely assess the effects of their pricing decisions on enroll-
ment and degree completion.

Can Productivity Be Improved?
The cost controversy has cast a shadow of blame and doubt
over higher education. Colleges and universities were criti -.
cized for being greedy and unproductive, when their pro-
ductivity has changed relatively little over time. Higher edu-
cation, unlike private industry, has historically absorbed new
technologies without improving productivity. A substantial
turnover in faculty should occur during the next ten years
as massive numbers of faculty hired in the 1960s and early
1970s retire. This turnover and the new technologies available
in theory create opportunities for improving productivity.

Successful efforts to improve productivity in higher edu-
cation, however, should consider the internal incentive struc-
ture in the academic community. Recent efforts to centralize
academic strategy have not increased the incentives for faculty
to experiment with new approaches to instructional produc-
tivity. Increased decentralization of financial strategy might
be necessary to create incentives for more faculty to exper-
iment with approaches to instruction that improve educational
outcomes (meaningful gains in productivity) as a means of
improving the affordability of college. Colleges and univer-
sities should consider pay incentives for improvements in
instructional productivity. In this environment, faculty, stu-
dents, and taxpayers can benefit from these gains in produc-
tivity. If the incentive structure can be appropriately modified,
then it is possible that a new form of professional respon-
sibility could emerge.

Questions related to the causes and consequences of rising
administrative costs merit closer examination within colleges
and universities and within government agencies. Recent
studies paint two types of pictures: one of administrative
excesses contributing to rising tuitions, the other of increasing
professionalization in administrative Prices helping higher
education to avert the financial disast, that was predicted
for the 1980s. Both accounts probably contain some truth
and fiction, and questions related to administrative produc-
tivity and efficiency should therefore he more thoughtfully
and thoroughly examined.

States and the federal government can facilitate movement
toward a new incentive structure. They can support and con-
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duct institutional peer cost studies, encourage experiments
aimed at reducing instructional and administrative costs, and
openly assess the effects of their financing strategies on
institutions.

Can Returns on Higher Education Be Improved?
A central issue facing the academic community is whether
the returns on investment can be improved. In other words,
having good returns might no longer be sufficient rationale
for justifying public support, given that a shrinking percentage
of the population can afford the full direct costs of higher
education. Further, the fact that students have high returns
might not help institutions in marketing when students are
confronted by high levels of personal debt. Therefore, states
and the federal government are confronted by questions about
how to optimize the strategies they use to finance higher edu-
cation. And institutions are confronted by very basic questions
about whether they can improve returns through improve.
ments in productivity. These questions merit the attention
of the academic and policy communities.

Prices, Productivity, and Investment
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FOREWORD

How much it costs to attend a higher education institution
directly affects the type of people it serves, the quality of edu-
cation it provides, and how well it can achieve its mission.
The pricing of education is a result of five interrelated areas:
a consideration of costs relative to the people being served,
a philosophical approach to costs as related to the costs of
other "peer" institutions, the culture of the institution con-
cerning the use of available resources, actual costs, and the
consequences of decisions made in other parts of the system.
Every individual concerned with higher education in general
or with a particular institution can influence pricing decisions
or the responses to pricing decisions.

The first two aspects of pricing can be seen in how aca-
demic leaders interpret the educational mission of institutions
and consequently the institutions that they see as their pri-
mary competitors. If the mission is to serve the economically
disadvantaged, then it is likely that everything possible will
be done to maintain low tuition. If the approach, however,
is to see the institution within a certain tuition stratum, as
represented by institutions that are also attractive tt, their stu-
dent applicants or institutions that they.would like to be com-
pared to, the pricing strategy will be highly influenced by the
other institutions' tuition. The problem with these two
approaches to pricing is that neither is based on real costs
or real educational outcomes. And because they lack reality,
the possibility exists that income will not be high enough
to meet expenses or that tuition costs will appear to be unre-
lated to educational results.

The third influence on pricing is the institution's culture-
the values represented in the system of allocating resources.
While a few exceptions exist, most units in a higher education
institution measure their success by being able to spend all,

if not most, of their budgets, based on a combination of the
quest for excellence and fear of losing finite and scarce
resources. Underlying this reasoning, justified by the quest
for quality, are three other bask beliefs. Resources are per-
ceived as finite and prestige is therefore measured by how
much money is allocated to a unit. Accompanying the belief
of finite resources is a belief that resources, represented by
an annual budget, are scarce and limited and that it is there-
fore better to spend them all now because the future might
not be as generous. The win-lose belief is reflected in the atti-
tude that if the budget is not fully depleted, the balance will

Prices, Productivity, and Investment xiii



go to someone else, who will then have more money than
youthey win, you lose. Thus, it is seen as a sign of good
management to spend all the money in the budget to ensure
maximum resources for a unit.

The result of decisions based on the quest for excellence
and the philosophy of scarcity is that budgets and spending
are so inflated that it becomes difficult to determine the actual
or minimal costs an institution needs to meet to achieve the
overall educational mission and, therefore, at what level edu-
cation should be priced. The movement toward quality man-
agement and the practice of L'enchmarking, that is, comparing
the outcomes to costs of other institutions, offer some hope.
By comparing other institutions' outcomes and expenses, it
is possible to identify exemplary institutions that seem to have
a more effective outcomes-to-expenses ratio that can be stud-
ied and, where appropriate, imitated.

The fifth condition affecting pricing is the most important
the resulting consequences of decisions made in other parts
of the system. A conspicuous example is the federal govern-
ment's decisions affecting student financial aid and their
results on the pricing of independent higher education. Dur-
ing the 1980s, federal funding for student aid decreased per
recipient, was based more on need, and moved to stronger
reliance on loans. As a consequence, private or independent
institutions had to provide more student aid to have a socioec-
onomically balanced student body, greatly increasing
expenses and causing tuition to rise. A second example of
the consequences on costs of decisions in other parts of the
system is the lack of incentives normally provided for a unit
to stay within its budget. Decisions to take back all unspent
money or reduce future budgets based on the logic that a
budget underspent is a sign of an inflated budget establishes
an incentive to spend funds regardless of need.

Decisions affecting pricing, productivity, and investment
in higher education will he even more critical in the future.
Edward P. St. John, professor of educational leadership at the
University of New Orleans, addresses the issues related to
these decisions in depth in this ASHE-ERIC Higher Education
Report. He first reviews the implications of financing strategies
from federal and state perspectives, then turns to institutional
strategies and the complex issue of productivity. Building his
conclusions on four theories that influence financial strate-
gieshuman capital theory, revenue theory, political Mere-
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mentalism, and critical theorySt. John proposes a number
of financial strategies that should be considered in future pric-
ing decisions.

The cost and pricing of higher education are the results
of the collective actions and decisions of almost everyone
who participates in higher education. All need to become
aware of the consequences of their actions on prices and
accept responsibility for the results. This report will help to
understand how our actions influence pricing and provide
ways to live more consciously of these consequences.

Jonathan D. Fife
Series Editor, Professor, and
Director, ERIC Clearinghouse on Higher Education

Prices, Productivity, and Investment
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INTRODUCTION

During the past decade, the higher education community has
been embroiled in a controversy over college costs. Each year
when higher tuitions are announced, the popular press crit-
icizes the apparent excessiveness of higher education. College
and university administrators in turn justify the price increases
on grounds of improved quality, cuts in state support, cuts
in federal student grants, and increases in the costs of tech-
nology. This annual public trial is an event in which higher
education generally has not fared well. The widespread per-
ception, communicated routinely in the popular press and
on radio talk shows, is that colleges and universities are ex-
cessive, wasteful, poorly managed, and of poor quality.

Lurking beneath the surface of this popular criticism of
higher education is a complex set of financial issues that
should be of concern toand the subject of debate within
the entire higher education community. The fact is that. higher
education in the United States is in financial troubleand
is headed for even more serious problems. While the emer-
gence of strategic planning and management (Chaffee 1985,
1989; Keller 1983; Norris and Poulton 1987) and of enroll-
ment management (Hossler 1984, 1987; Hossler, Bean, and
Associates 1990) in the 1980s helped academe avert the pre-
dicted decline in enrollments, these developments also un-
leashed a set of fundamental changes in financing strategy
that have become serious problems for the entire higher edu-
cation community. The controversy over costs has made the
public less willing to dedicate tax dollars to support colleges
and universities and students and their families less willing
to pay the full costs of attending college. Given that these
deeper issues have gone unaddressed, the controversy over
costs is reaching crisis proportions.

Understanding the Cost Controversy
The controversy over college costs is only the tip of a complex
set of financial problems facing the higher education com-
munity. The controversy centered initially around rising tui-
tion. Congress mandated in the Education Amendments of
1985 that the secretary of education conduct a study of college
costs, focusing on discovering the causes of rising prices and
ways that states and the federal government could minimize
the impact of rising prices on lower and middle-income fam-
ilies. If the language of the legislation had been interpreted
from a "liberal" perspective, it automatically would have been

This annual
public trial is
an event in
which higher
education
generally has
not fared well
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assumed that federal financial support could constrain future
increases in price.

A liberal interpretation of congressional intent was incon-
sistent with the beliefs of the Reagan administration, however,
especially the intellectual leaders of the U.S. Department of
Education, Secretary William Bennett and Assistant Secretary
Chester Finn. The administration had been proposing annual
cuts to federal grant programs and increases in loans, based
on a belief that the financing of higher education was an indi-
vidual rather than a public responsibility. Bennett claimed
that colleges and universities had raised their prices to in-
crease their revenue from federal student aid programs (1986),
while Finn charged that colleges and universities were ex-
cessive and wasteful (1988a). These claims ignited a con-
troversy that has had far-reaching implications.

The higher education community immediately responded
by making counterclaims of its own. Independent colleges
and universities claimed prices had risen because of cuts in
federal student aid (National Institute 1987), public colleges
claimed the price increases were attributable to cuts in state
subsidies (Eiser 1988), and trustee organizations focused. on
methods of selling price increases to the public (Council for
Advancement 1987). The popular press also carried these
counterclaims, but although articulate spokespeople led the
defense, their message did not sell well with the popular press
(see, e.g., Putka 1987).

The popular belief contributed to the problem confronting
the academic community:

The escalation in college costs is occurring because it enables
the people u.ho run colleges to extract profits from an osten-
sibly nonprofit system and redistribute them as the.1, wish.
. . Washington's shift to "need-based" programs in the late
1970s effectively allowed higher educators to tap federal

funds simply by raising their fees (Brimelow 1987, p. 148).

The older beliefs about the economic and human value of
higher education were no longer commonly held (Simsek
and Heydinger 1992).

Comments about a recent report by the American Council
on Education that describes colleges' and universities' efforts
to adjust to the more stressful conditions of the early 1990s
illustrate how pervasive this critical attitude toward higher
education has become.
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Universities expanded for a long time, and it hard to break
the habit. But governance changes and reorganizations
won't help much if schools can't face squarely that their
operations cost more than they can currently afford
(Washington Post 1994).

These comments, in a newspaper often characterized as being
part of the liberal press, illustrate quite clearly that institu-
tional "excesses" are now generally thought to he the primary
cause of the financial problems facing higher education.

Other more complex issues linger beneath the surface of
the controversy about costs. Regardless of the politicalor
ideologicalspin put on the developments in higher edu-
cation finance, an apparent financial restructuring' occurred
in the 1980s. Further, that financial restructuring has influ-
enced an increase in the percentage of costs paid for by stu-
dents and their families (Kramer 1993a). The federal govern-
ment reduced its funding of need-based grants (Lewis 1989),
private colleges used a portion of its gains in tuition revenues
to increase grants (Hauptman 1990a, 1990b), and the percen-
tage of educational and related costs in public colleges and
universities that states subsidized through direct appropri-
ations declined (St. John 1992a). Whether a causal link existed
between changes in federal student aid policy and state-level
financial restructuring was seldom examined. The neocon-
servatives used escalated prices as evidence to support their
arguments about institutional excessiveness (e.g., Finn 1988a),
while national associations argued that increases in tuition
were caused by changes in federal policy (e.g., Council for
Advancement 1987; National Institute 1987). The fact that
higher education was in the middle of a financial restructuring
was often overlooked.

This process of financial restructuringbasic changes in
the way colleges and universities are financedhas continued
into the 1990s, accompanied by the increased regularity of
state budget rescissions (Hines 1993) and resulting reductions
in student enrollments (see, e.g., Associated Press 1993).
These financial cutbacks, largely unanticipated by financial

1. "Financial restntcturing here refers to the basic changes in the structure
of higher education finance. "Restructuring" has been more frequently used
to refer to basic changes in curricula and academic organization, a process
referred to here as "academic restructuring."

Prices, Pnxiiiclivity, and investment 3



analysts in colleges and universities, were experienced as
retrenchmentthe systematic process of reducing operating
expenses and faculty and staff positions. Some critical theorists
have begun to examine the issues of class embedded in these
battles over retrenchment (Gumport 1993; Rhoades 1993;
Slaughter 1993a, 1993b), but the link between retrenchment
and longer-term financial restructuring has been less fre-
quently examined.

In the midst of this complexity, the role of financial strat-
egythe actual financial choices government agencies and
institutions of higher education made during financial re-
structuringhas received very little attention. While some
speculated that changes in prices did not influence enrollment
(see, e.g., Hansen 1983; State Higher Education 1988), it
appears that financial restructuring did affect the distribution
of enrollments (Pascarella, Smart, and Smylie 1992)sug-
gesting that a link existed between financial decisions and
enrollments and that the link was clouded over by changing
political ideologies.

The Influence of Political Ideologies
The election of Ronald Reagan in 1980 signaled more than
a shift back to a Republican presidency after four years of
Democratic leadership. It also signaled the end of 15 years
of building and refining Great Society programs, including
the Higher Education Act of 1965's Title IV (student aid) pro-
grams. The beginning of the Reagan administration symbol-
ized the end of widely held beliefs that the federal govern-
ment had an important role to play in promoting equal
educational opportunity.

With the breakdown in the liberal progressive consensus
that public investment in higher education promoted social
and economic progress (Simsek and Heydinger 1992)and
in bipartisan congressional support for federal student aid
programsattention t') the role of political belief systems,
or ideologies, has become much more crucial to building an
understanding of the consequences of choices about financial
strategy in higher education. When a community operates
within a widely held political belief system, it tends not to
examine its embedded (ideological) claims, but rather to use
available evidence to support its political agendas (Argyris,
Putnam, and Smith 1985; Habermas 1984, 1987; Lindblom
and Cohen 1979). When neoconservatives began to take a
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critical look at student aid programs in the early 1980s, they
began to seriously question progressive liberal claims about
equal opportunity and social progress. They also introduced
a new set of beliefsthat federal programs (and by extension
higher education) contained waste, fraud, and abusethat
they never seriously questioned.

These new beliefs, which rapidly became pervasive in the
federal policy arena, profoundly influenced the emergence
of the controversy over college costs. To untangle the per-
vasive influence that ideologies have on policy, it is necessary
to identify and assess the claims made within these belief sys-
tems. In higher education, the claims of five ideologies are
pertinent (see table 1).

The original conservative argument was that, because the
benefits of investment in higher education accrued primarily
to individuals, its costs should be subsidized by students and
their families, rather than government. Before World War II,
states subsidized postsecondary education by maintaining
low tuition (institutional subsidies) at public institutions. But
the federal government had played a more modest role, aimed
primarily at specially directed programs that were in the fed-
eral interest, a strategy consistent with conventional conser-
vative tenets. Stated in the extreme, conservatives believed:

Public expenditures on higher education can be justified
as a means of training youngsters for citizenship and for
community leadership . . but] restricting the subsidy to
schooling obtained-in a state school cannot be justified on
any grounds. Any subsidy should be granted to individuals
to be spent at institutions of their own choosing, providing
only that the schooling is of a kind that is desired to be sub-
sidized (Friedman 1962, p. 99).

In other words, extreme conservatives argued that government
should not play a role in directly subsidizing institutions.
Rather, these subsidies should be portable, enabling students
to choose their own education.

At the time this argument was made, the pattern of state
investmentsubsidizing tuition through direct institutional
appropriationswas well established. This argument would
seem to have been a basis for arguing against expanding a
federal role in subsidizing higher education institutions, a
subject of political debate at the time.
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TABLE 1

A FRAMEWORK FOR CRITICALLY EXAMINING
IDEOLOGICAL CLAIMS

Ideology Claim
Conservative Returns from the public investment

accrue primarily to individuals
Liberal Economic development and inter-

generational equity provide bases
for public investment

Neoconservative Student aid has no influence on
access
Institutions raise tuition to increase
revenue from federal aid programs
Institutions raise tuition to maximize
revenue (greed)

Addressed in:*
"Federal," "State"

"Federal," "State"

"Federal," "State,"
"Institutional"

"State,"
"Institutional"

"State,"
"Institutional"

Institutions raise tuition because "State,"
they are unproductive "Institutional"
Poor academic achievement explains "Federal"
lower participation by African-
Americans

Neoliberal Institutions replace the loss of fed-
eral student aid dollars with their
own aid dollars, which influence
tuition increases
Reductions in state subsidies to "State"
institutions fuel tuition increases
Tax revenue returns provide a basis "State,"
for public investment "Institutional"

Neo-Marxist Low - income and minority students "Federal," "State"
are negatively influenced by the
entire cost controversy
Programs serving middle-class majors "State"
are more adversely influenced by
budget rescissions than programs
serving elite professions

"State,"

"Institutional"

"Federal," "State," and "Institutional" refer to the next three sections, titled,
respectively, "Federal Financing Strategies," "State Financing Strategies," and
"Institutional Financing Strategies."

The liberal argument about expanding the federal role in
education was based on the idea that the federal government
could erpand, indeed "equalize," educational opportunity:
Human capital theory provided a logical basis for this argu-
ment. A relationship existed between educational costs and
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the opportunity to attend, with federal loans (at the time,
National Defense Education Loans were generally available)
reducing the costs for individuals and expanding opportunity
(Becker 1964). Between the middle 1960s and the late 1970s,
the federal role in supporting student aid expanded rapidly.
The liberal argument was essentially that this "intergenera-
tional transfer" (with funds following students) could improve
"intergenerational equity" (Kramer 1993a, p. 20). Assessing
the social benefits of this investment, however, became a com-
plicated issue, at least if the human capital paradigm were
maintained:

For some kinds of investigations in human capital theory,
it is important to distinguish returns (attributed) to the skills
acquired through higher educationthat is, the actual
increment in productivityfrom returns (attributed toJ
a degree or other credential . . . The greater income of
someone with an educational credential is clearly a, private
benefit (Kramer 1993a, p. 13).

This line of reasoning provides two bases on which to judge
the benefits of the public investment in educationgrowth
in the gross national product and improvements in cross-
generational equity, both of which were identified in the
original statement of human capital theory (Becker 1964).

This line of reasoning, which proponents of increased govern-
ment support frequently used (Slaughter 1991), was applied
to both the state investment in tuition subsidies (through
direct appropriations) and to the federal investment in student
aid. Unfortunately, when policy studies adhered to these
tenets, the benefits of the taxpayers' investment were difficult
to estimate (Kramer 1993a). And this difficulty with measuring
the benefits of the public investment has made government
expenditures more difficult to defend in the face of federal
and state efforts to reduce taxes and public expenditures.

For the neoconservatives, those who argued for returning
to a prior state of society when tax dollars were not used so
extensively to support social programs aimed at promoting
equity (Habermas 1992; St. John and Elliott 1994), the liberal
constraints on the means that could appropriately be used
to assess the effects of government investment were not
treated as valid. And the arguments developed by neocon-
servatives in the 1980s created particularly difficult obstacles
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for those who held liberal tenets. Five of these arguments are
summarized in the following paragraphs.

First, neoconservatives argued that student aid was not
effective in promoting access. The foundations for this argu-
ment were laid in a study comparing participation rates for
students in the high school classes of 1972 and 1980 as a
means of assessing the effects of increased expenditures on
federal Title IV programs (Hansen 1983). But the programs
did little or nothing to promote their most important goal- -
increased access . . . [and] it appears therefore that this set
of redistributive programs produced little or no effect at a con-
siderable cost and may well have contributed to the slowing
of economic growth in recent years" (Hansen 1983, pp. 95,
96). Despite other evidence that studeLic aid had a positive
effect on access (e.g., Manski and Wise 1983), this argument
received much attention in the U.S. Department of Education.

Second, neoconservatives claimed that institutions raised
their tuition to attract more federal student aid. Bennett,
secretary of education at the time, was the proponent of this
argument. The essence of his argument was that increasing
student aid does not help needy Students cope with college
costs, because the main effect of aid is simply to cause schools
to raise their prices (Bennett 1986). This claim extended
beyond the conclusion that student aid is not effective in
promoting access by adding the claim that its main effect was
to raise prices.

Third, neoconservatives claimed that colleges and univer-
sities raised their prices out of greed. "Some of our colleges
and universities charge what the market will bear.. . . And
lately they have found that it will bear quite a lot, indeed"
(WJ. Bennett, quoted in H. Anderson 1987, p. 66; see also
Bennett 1987). Bruce Carnes, deputy under secretary of edu-
cation, agreed: "The governing principle of colleges today
is to raise as much money as they can, and to spend as much
money as they can" (quoted in Putka 1987, p. 27). This line
of argument, loosely based on Bowen's revenue theory
(1980), provided a logical basis for linking arguments about
student aid to criticisms about the intent of college and uni-
versity administrators and the lack of productivity by faculty.
While Bowen had argued that, in quest of excellence, prestige,
and influence, virtually no limit exists on the amount of
money o 'leges and universities could spend (1980), Bennett
and other neoconservatives reinterpreted this claim to argue
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that the motive for generating revenue was greed rather than
excellence.

Fourth, neoconservatives argued that colleges were wasteful
and unproductive, another reason for raising prices. Chester
Finn, assistant secretary for research and improvement and
the most articulate spokesperson for this neoconservative
position, argued: "Our institutions aren't nearly so efficient
or productive as they should beand are getting less so"
(1988b, p. 36). Finn was particularly effective at amassing evi-
dence in support of the administration's arguments that a
decline in productivityby administrators and facultywas
the primary reason for rising tuition charges (Finn 1988a, 1988b).

Fifth, after the Reagan administration was confronted with
a downturn in participation rates of minorities, it argued that
the poor academic preparation of minorities was the primary
cause of this development--the logical extension of the other
claims about higher education finance. If student aid were
ineffective in promoting equal access, then cuts in student
grants could not be the cause of the downturn in participation
rates of minorities. This argument was advanced by the admin-
istration's contractors, policy research firms that used studies
to support the administration's positions. A study conducted
for the Department of Education's Office of Planning, Budget,
and Evaluation was one of the first to make the claim:

A primary reason that relatively fewer lower-achieving
blacks enroll in college is that relatively fewer lower-
achieving students in high school go on to college, and black
high school students have, on average, lower achievement
than white students (Chaikind ca. 1987, p. 2).

These arguments were exceedingly difficult for. liberals in
the higher education community to contend with, given their
belief that the benefits of the public investment accrued
through gains in national productivity and in intergenerational
equity. Three counterarguments, emerging partially in re-
sponse to neoconservative claims, provide a basis for an emer-
gent neoliberal ideology. Neoliberalism is characterized here
as an emerging ideology aimed at rebuilding taxpayers' invest-
ment. It is, in a sense, a reconstructed set of liberal beliefs
aimed at regaining lost ground.

First, neoliberals argued that institutions have replaced losses
in federal grants with their own grant allocations, a devel-
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opment that has fueled price increases. This argument, made
in expert congressional testimony (Green 1987) and literature
produced by national associations (Hauptman and Hartle
1987; National Institute 1987), appears in one sense to be the
opposite of Bennett's claim that-student aid fueled price
increases. Nevertheless, it raised the possibility that the indi-
rect effect of reductions in federal grants was to fuel price
increases. And the surface indicators, rising tuition and de-
clining federal grants in the 1980s (Hauptman and Hartle 1987;
Lewis 1989), seemed to support this contention. To determine
whether these developments were coincidental or causal,
however, analysts had to look beneath descriptive trends.

Second, neoliberals, particularly in associations of public
colleges and universities, claimed that reductions in state sup-
port had fueled the escalation in prices (Atwell and Hauptman
1986; Eiser 1988). The wavering of state support for public
higher education is now well documented (see, e.g., Asso-
ciated Press 1993; Hines 1988, 1993), but the implications
of this shift in the structure of higher education finance merit
fuller exploration (e.g., Hauptman 1993; Hauptman and Roose
1993; Kramer 1993b).

Third, it has recently been argued that substantial tax
revenue accrues from the government's investment in higher
education. While from a traditional liberal perspective this
approach essentially falls into the "trap of double counting,"
at least when gains in productivity are considered as a mea-
sure of benefit (Kramer 1993a), it does provide a better basis
for contending with neoconservative claims than the more
traditional measures of impact. Those who advocate this
approach construct a cost/benefit ratio of tax expenditures
on the cost side and tax revenue returns attributable to this
expenditure on the benefit side (Levin 1983). The approach
has been used to assess both state and federal investments
(Bluestone 1993; Girling, Goldman, and Keith 1993; St. John
and Masten 1990).

With the swings in traditional political belief systems, it is
possible to overlook the poor and minority populations, the
"historically disadvantaged" who were the original target for
federal student aid. Neo-Marxist political philosophy provides
another basis for:assessing the effects of federal, state, and
institutional decisions about financing higher education. Marx-
ism essentially argues that as a result of the class dialectic,
the lower class is systematically oppressed by the upper class.
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The dialectic provides a basis for examining how changes in
policy differentially influence different groups. It emphasizes
how the political economy the interests of corporations and
the wealthyinfluences the distribution and redistribution
of resources and the consequences of these processes. The
recent literature on higher education provides two sets of neo-
Marxist claims that merit consideration in the debates over
higher education finance.

First, it has been argued that cuts in federal grant programs
had negatively affected participation rates of African-
Americans and Hispanics (Wilson 1986), an argument that
holds embedded neo-Marxist tenets. This argument was made
in an effort to raise public awareness of the potential negative
effects of cuts in student aid. The initial studies on the decline
in minority participation rates sponsored by the Reagan
administration (Chaikind ca. 1987; Pelavin and Kane 1988,
1990) and associations of state higher education executives
(Mingle 1987) deemphasized the link between minority
enrollment and financing strategies and instead focused on
academic preparation. Other recent research, however, has
established a link between changes in policies about aid and
participation of minorities (Mortensen 1987; St. John 1991(1;
St. John and Noell 1989). Thus, in retrospect, the initial studies
diverted attention from considering the impact of changes in
student aid policy and thus may have been purposeful deceptions.

Second, it has been argued that majors serving middle-class
students are victims of retrenchment, another argument based
on neo-Marxist tenets. Recent critical studies of retrenchment
in higher education have documented that when institutions
find it necessary to cut faculty positions, majors that serve
middle-class students (and especially major programs that
serve mostly females, like nursing and education) are more
likely to he cut than majors that serve elite professions (Gum-
port 1993; Slaughter 1993a, 1993b). Further, it appears that
the reasons "middle-class majors'. are the hardest hit during
retrenchment are that programs that serve elite professions
(engineering, computer science, business) have close ties
to powerful constituencies in the local economies where col-
leges and universities are located (Slaughter 1993a, 1993b);
and that such programs are generally more closely aligned
with institutions' strategic aims (St. John 1993a), a condition
influenced by the power of departments that attract large
amounts of external funds (Pfeffer and Moore 1980).

The wavering
of state
support for
public higher
education is
now well
documented
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A Critical Review
This study undertakes a critical review of recent developments
in financial strategy in higher education. It examines research
on higher education finance to assess the validity of the ideo-
logical claims summarized in table 1 about higher education
finance and to construct an alternative way of thinking about
the evolution and development of financial strategy in higher
education. The study has two aims: to assess the effects of
changes in federal, state, and institutional financing strategies
of the past 15 years as a means of gaining insight into our cur-
rent predicament; and to assess the likely effects of alternative
financial strategies, focusing on steps that faculty, adminis-
trators, and public officials can take in their efforts to deal with
the crisis in college costs. The next three sections critically
examine recent trends and research on the roles of the federal
government, state governments, and institutional adminis-
trators, respectively, in higher education finance and then
reflect on whether the research supports related ideological
claims. The last two sections reexamine the theories com-
monly used in the study of higher education finance, recon-
struct a framework that can be used in analyses of financial
strategies, and then use the reconstructed framework to assess
strategies for reducing costs of production and making college
more affordable.
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FEDERAL FINANCING STRATEGIES

The federal government's primary role in the financing of
higher education is to promote equity through generally avail-
able, need-based financial aid programs, authorized under
Title IV of the Higher Education Act (HEA), as amended. Title
IV programs were reorganized in 1972 to meet three goals
(Gladieux and Wolanin 1976; National Commission on the
Financing 1973): access (the opportunity to attend), choice
of school (the opportunity to attend the school students are
qualified to attend), and persistence (the opportunity to con-
tinue enrollment in the school of choice to the extent of inter-
est and ability rather than of money). These three behaviors
deciding to attend college (or other postsecondary school-
ing), choosing a college or university, and persistingin com-
bination are characterized as "student choice behavior." This
section critically examines the effects on student choice be-
havior of recent changes in federal policy regarding student
aid. First, it examines research on the federal role in subsi-
dizing college prices, focusing on the direct effects of student
aid on student enrollment behavior. Second, it reviews the
emerging federal role in promoting productivity in higher
education, including evidence related to the quality of the
delivery of student aid and recent federal efforts to promote
institutional productivity. Third, it discusses the federal role
in subsidizing students through federal student aid programs,
viewing it as an investment. And, finally, it considers the impli-
cations of this review in relation to recent ideological claims.

The Federal Role in Pricing
Loans and other forms of student aid reduce an individual's
direct costs of attending school (Becker 1964). Accordingly,
federal stmlent aid programs can be viewed as a price subsidy
that promotes the attainment of higher education. This dis-
cussion considers both the recent changes in federal student
aid programs and the evolving impact of those programs.

The evolving federal role
Table 2 reviews trends in the amounts of funds available
through all federal programs between FY 1971 and FY 1990.
First, based on an examination of only Title IV programs (part
I of the table), it appears that the growth in student aid has
been constant and substantial. Total aid available through Title
IV programs increased throughout the period. In FY 1971,
funding for Title IV loans was substantially higher than for
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TABLE 2

TRENDS IN FINANCIAL AID AWARDED THROUGH FEDERAL
PROGRAMS, FYs 1971, 1976, 1981, 1986, 1990 (Millions of

STUDENT AID
1990 Dollars)

70-71 75.76 80.81 85-86 89.90

Amount Amount % Change Amount % Change Amount % Change Amount % Change

I. Generally Available Student Aid (HEA, Title lV)
Grants

Pell $ 0 $2,301 NA 13.755 63 $4,469 19 $ 5,116 14

SEOG 458 494 8 579 17 514 -11 478 -7

SSIG 0 48 NA 114 138 95 -17 77 -19

Subtotal $458 82,843 521 $4,448 56 $5,078 14 8 5,671 12

Work
$780 $725 -7 $1,039 43 $822 .-21 $712 -13

Loans
Perkins $ 825 $1,130 37 $ 1,090 -3 $ 881 -19 $ 968 10

ICI. 0 0 NA 0 NA 0 NA 6 NA

Guaranteed 3,482 3,113 -11 9,757 213 11,073 13 13,038 18

Subtotal $4,307 $4,243 -1 810,847 156 $11,954 10 $14,012 17

II. Specially Directed Student Aid (Other Legislation)
Grants

Social Security $1,712 $ 2,686 57 $2,962 10 $ 0 -100 $ 0 NA

Veteran 3,846 10,270 167 2.697 -74 1.082 -60 848 -22

Military 221 238 8 316 33 429 36 391 -9

Other 55 155 182 192 24 84 -56 118 40

Subtotal $5,834 $13,349 129 $6,167 -54 $1,595 -74 $1,357 -15

Loans
Other $144 $111 -23 $98 -12 $467 377 1381 -18

III. Total Federal Student Aid
Available Funds

Grants 6,292 $16,192 157 $10,615 -34 $ 6,673 -37 $ 7,028 5

Work 780 725 -7 1,039 43 822 -21 712 -13

Loans 4,451 4,354 -2 10,945 151 12421 13 14,393 16

Subtotal $11,523 $21,271 85 $22,599 6 $19,916 -12 $22,133 11

Composition of Funds
Grants 55% 76% 47% 34% 32%

Work 7% 3% 5% 4% 3%

Loans 39% 20% 48% 62% 65%

Source: Calculated from College Board 1992.
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grants, but by FY 1976, the amount of grant aid awarded had
increased substantially while the loan aid had decreased
slightly. Both grant and loan dollars awarded increased in the
late 1970s, although loans grew more rapidly. In the 1980s,
Title IV grant and loan programs increased at more moderate
rates. Title IV aid grew modestly, despite moderate budget
deficits.

When, however, these trends are examined from the per-
spective of specially directed programs (part II of the table),
most of which existed before HEA, a different story emerges.
Funding for specially directed programs increased substan-
tially in the early 1970swhen funding for Title IV grant pro-
grams also expandedthen declined substantially in sub-
sequent years. When specially directed programs are also
considered, it is apparent that the modest growth in Title IV
programs during the 1980s was more than offset by reductions
in these specially directed programs.

Finally, when these trends are examined from the perspec-
tive of total funds made available to students through federal
student aid programs (part III of the table), a more complete
view of changes in federal student aid programs emerges. The
total amount of student aid available increased in the early
1970s but remained stable thereafter. Moreover, the total
amount of grant aid dropped substantially between FY 1976
and FY 1990, while the total amount of loan aid increased sub-
stantially. It should also be noted, however, that grant dollars
increased slightly in the late 1980s, the result of a 10 percent
increase in Pell grants.

The effects on student choke behavior
The research assessing the effects of federal student aid is
examined from three vantages: trends in participation rates
in relation to recent trends in funding for Title IV programs;
the link between student aid and student enrollments; and
enrollments of minority students.

Participation rates. One indicator commonly used as a mea-
sure of the effectiveness of Title IV programs is participation
rates by ethnic groups. Rends in participation by race/ethnic
group (see table 3) clearly indicate that participation rates
for African-Americans declined beginning in the late 1970s
through 1983 and rose after that. Participation rates for His-
panics declined in the middle 1980s, then climbed until 1989.
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TABLE 3

TRENDS IN THE PERCENTAGE OF HIGH SCHOOL
GRADUATES ENROLLED IN COLLEGE, BY RACE/

ETHNIC GROUP (1974-1990)

African-
Year White American Hispanic Other
1974 48.7 40.5 53.1 69.3
1975 49.1 44.5 52.7 67.7
1976 50.3 45.3 53.6 57.3
1977 50.1 46.8 48.8 61.1

1978 50.4 47.5 46.1 56.4
1979 50.1 45.2 46.3 60.5
1980 51.5 44.0 49.6 64.3
1981 52.4 40.3 48.7 72.7
1982 54.2 38.8 49.4 69.0
1983 55.5 38.0 46.7 60.9
1984 57.9 39.9 49.3 60.1

1985 58.6 39.5 46.1 66.2
1986 58.5 43.5 . 42.3 72.5

1987 58.8 44.2 45.0 73.4
1988 60.1 49.7 48.5 73.9
1989 61.6 48.0 52.7 72.6
1990 63.0 48.9 52.5 72.6

Note: Because of the small sample sizes for "African-American," "Hispanic,"
and "Other," three-year averages were calculated. The three-year average
for 1990 is the average percentage enrolling in college in 1989, 1990, and
1991. "Other" includes individuals who were not Hispanic, white, or African.
American. Most were Asian and some were Native Americans.

Source.- Alsalam et al. 1993. Calculated from Current Population Surveys, col-
lected by the U.S. Bureau of the Census.

In contrast, participation rates for whites increased virtually
every year throughout the entire period. What explains these
swings in the participation rates of minorities? Could it be
related to the changes in funding for federal student aid? The
answers to these questions are actually quite complex, as they
involve a judgment about causality.

Minority enrollments. After the decline in participation
rates of minority students surfaced as a policy issue in the
mid-1980s, policy analysts began to focus on the issue and
its potential causes by drawing a possible link between the
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national downturn and the drop in federal grants (see, e.g.,
Wilson 1986). States also began to investigate the causes of
the problem (Mingle 1987). In response to these concerns,
the federal government initiated a series of studies aimed at
determining the explanations for the downturn in participa-
tion by minorities.

The first national study by a Department of Education con-
tractor used a diverse array of national data bases to examine
trends in enrollments and participation rates of minorities
but ignored the influence of student aid. The use of enroll-
ment data tended to deemphasize the seriousness of the prob-
lem because minority enrollments were climbing rather than
declining as the percentage of the college-age population that
was minority was also increasing. Specifically, the use of
HEGIS (Higher Education General Information Survey) data
allowed the research to emphasize that enrollment of African-
Americans had actually increased between 1976 and 1984
(Chaikind ca. 1987). The report did not consider the effects
of changes in pricing. Rather, it focused on factors outside
the control of higher education:

To understand the differences in black and white enroll-
ment, . . . it is important to look beyond the observed enroll-
ment figures. The evidence indicates that (1) many factors
influence both black and white enrollment in institutions
of higher education; and (2) most of these factors such
as academic achievement in elementary and secondary
schools and family income, are largely beyond the control
of the colleges (Chaikind ca. 1987, pp. 1-2).

The second report, a more comprehensive study that built
on these basic principles, considered enrollments as well as
participation rates and focused on factors outside the control
of higher education (Pelavin and Kane 1988). The authors
developed a more detailed analysis of the influence of aca.
demic preparation and included information on exemplary
outreach programs aimed at improving minority students'
preparation. The report gave an overview of federal programs
but ignored the possibility that changes in federal student
aid could have influenced the participation rates of minority
students. Thus, this study, like the earlier one, focused on fac-
tors outside the control or influence of higher education insti-
tutions and agencies. Even the follow-up study ignored the
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effects of changes in prices and price subsidies (Pelavin and
Kane 1990).

Student choice behavior. While the policy analysts who
worked in the Department of Education ignored the influence
of student aid on student enrollments, other recent studies
firmly establish a link between student aid and enrollment
(see, e.g., Leslie and Brinkman 1987, 1988; McPherson and
Schapiro 1991; Paulsen 1990; St. John 1990a). Indeed, a sub-
stantial body of research indicates that student aid influences
both first-time enrollments (Jackson 1978; Manski and Wise
1983; Paulsen 1990) and persistence (Astin 1975; Leslie and
Brinkman 1988; St. John 1990b; St. John, Kirshstein, and Noell
1991; Terkla 1985). Thus, the decision to ignore the effects
of student aid on the participation rates of minorities was a
political one, influenced by the neoconservative belief that
student aid was ineffectual.

A few studies that provide insight into the ways changes
in student aid policy have combined to influence the partic-
ipation of minority students merit consideration, given the
lingering doubts about the effectiveness of student aid. First,
an assessment of how the types of student aid packages that
were being offered influenced enrollment, using the National
Longitudinal Study of the High School Class of 1980 and High
School and Beyond (the high school classes of 1980 and
1982), found that the types of aid packages offered in all three
periods were "effective" in promoting first-time enrollment
(that is, they had significant and positive coefficients) (St. John
and Noell 1989). The study helped to establish a direct link
between student aid and enrollments. Second, another study
of the influence of student aid packages on year-to-year per-
sistence by college attenders in the high school classes of
1972, 1980, and 1982 (St. John 1989) found that the types of
student aid packages students received were effective in pro-
moting persistence. Both studies used comprehensive logistic
regression models that controlled for the range of variables
in addition to those that influence first-time enrollment.

T'.2se studies not only confirmed a link between student
aid and enrollment (both first-time enrollment and persis-
tence), but also found that the effects of student aid could
change over time as a result of changes in policy. They created
a basis for assessing the effects of changes in policy, such as
the shift from grants to loans, on enrollments by students from
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different economic backgrounds. A subsequent set of studies
examined the effects of prices. One found that in the early
1980s, low-income students were responsive to the amount
of grant they received, but not to the amount of loan they
received, while middle-income students were more respon-
sive to loans than grants (St. John 1990a). Another found that
students were also responsive to prices in their decisions
regarding persistence (St. John 1990b). These studies more
clearly indicated that the amount of aid students received,
rather than the type, influenced their enrollment.

Based on these studies, an estimate of the effects of changes
in prices during the 1980s on enrollments during this period
found that the changes in federal policy during the early 1980s
improved middle-income enrollments at all types of institu-
tions, but changes in federal grant policy influenced a shift
of low-income enrollments from four-year colleges to two-
year colleges or out of the higher education system altogether
(St. John 1993b). Although these negative effects were miti-
gated somewhat by increased use of other institutional re-
sources for grants in private four-year colleges, these findings
demonstrate that changes in federal policy in the late 1970s
and early 1980s, especially the decreases in federal grant dol-
lars, influenced the decline in the participation rates of minorities.

The Federal Role in Promoting Productivity
In the middle 1980s, the U.S. Department of Education began
to examine underlying issues related to productivity in higher
education, in effect shifting the focus of the controversy about
college costs from the effects of reductions in federal student
aid to apparent inefficiencies in colleges and universities.
Those studies focused attention on historical problems with
"efficiency" in higher education and created a federal role
in promoting productivity. This attack on higher education
was consistent with the previous approach of investigating
waste in federal programs, including student aid.

In the early 1980s, the federal government focused on
waste, fraud, and abuse in the federal student aid programs.
This emphasis was consonant with the initial Reagan mandate
to reduce the costs of, and waste in, social programs. The
initial quality control studies (e.g., Advanced Technology 1983,
1987) documented the costs to the federal government and
proposed "corrective actions" for reducing this waste. A simi-
lar investigative approach was used to initiate the federal in
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quiries into ways of documenting waste and abuse in colleges
and universities, then developing plans to eliminate the waste.

The productivity of federal programs
The question of productivity in the federal student aid pro-
grams can be viewed from at least two vantages. One is tech-
nical and relates to efficiency in delivery, the other to the
effectiveness of various forms of student aid.

The first approach has been vigorously pursued in the past
15 years. During this period, the federal government has made
numerous technical improvements in the delivery of its Title
IV programs. A series of quality control studies measures the
sources and estimates the amounts of total error in the deliv-
ery of these programs (e.g., Advanced Technology 1983, 1987;
Wilson 1987). A number of technical improvements in the
delivery of student financial aid, such as the increased use
of validation of aid applications with parental and personal
tax forms, have been implemented as a result of these studies,
and such practices have generally improved the technical pro-
ficiency of the delivery of student aid. Many issues relative
to the efficiency of the delivery system remain, however, and
are periodically debated (e.g., Zook 1994b). While the aim
of the quality control studiesensuring the technical effi-
ciency of the federal student aid programsis important to
taxpayers and the academic community because it can reduce
delivery costs of programs, the more critical questions relate
to whether federal financial aid strategies are cost-efficient
in promoting students' enrollment behavior.

A second approach involves thinking more critically about
how the federal role might evolve to promote better use of
resources in financing higher education. In the 1970s, it was
widely believed that grants were the most effective federal
strategy for promoting equal opportunity (Astin 1975; National
Commission on the Financing 1973). In the early 1980s, how-
ever, as more researchers began to investigate the effects of
loans, some claimed that loans were a more cost-efficient
means of promoting access (Tierney 1980a, 1980b). The
Department of Education began to sponsor policy research
emphasizing the effectiveness of loans (see, e.g., St. John and
Noel! 1988). These early attempts to examine the effectiveness
of student loans were used to argue that loans were more
effective than grants rather than to assess when loans were
more cost-effective than grants and to design strategies that
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optimize those effects. While it is now technically possible
to craft a policy that builds on the strengths of grants and
loans, given the current state of research on the effects of stu-
dent financial aid, such an approach has not been attempted
largely because of the ideological battles that permeate stu-
dent aid policy. Nevertheless, it might be possible for the fed-
eral government to achieve more optimal returns from its own
current investment in (level of expenditures on) student aid.

Promoting institutional productivity
In the past decade, the U.S. Department of Education has
initiated a new wave of studies promoting institutional effi-
ciency. While some of these efforts have simply taken the
form of criticisms by public officials about the lack of in-
stitutional productivity, others advocate centralized cost-
management strategies (see, e.g., U.S. Dept. of Education ca.
1990). These publications by the department can be viewed
from a number of vantages.

If one accepts the tenets of the neoconservatives, the pub-
lication of Tough Choices (U.S. Dept. of Education ca. 1990)
can he viewed as a constructive step, aimed at putting new
tools in the hands of college and university administrators.
The text promotes the systematic study of college costs as a
means of achieving several goals:

There are wa gs to reduce staff, minimize the human pain
that staff reduction can involve, and improve services at
the same time. These ways can be identified through acost-
managenzent study (U.S. Dept. of Education ca. 1990, p. 4).

Thus, the booklet can he viewed as an attempt to address
explicitly problems that institutions themselves have been
unable to address.

When this document is viewed more critically, however,
it becomes evident that the department produced a document
that promotes adaptive strategic planning, an approach that
has not been widely adopted in higher education (Chaffee
1985). Indeed, the department's document proclaims the cost
management study as a comprehensive process that embraces
all aspects of institutional life:

A cost management study must not he a short-term, 'tar-
rozely focused project. Rather, it should be an exhaustive
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process of assessing the quality and cost of an institution's
support services, identifying opportunities for improvement
and enrichment. It focuses on all the functions that support
a university's teaching, research, and community service
objectives, and recommends ways in which these functions
[cant be performed better, at less cost, or both (U.S. Dept.
of Education ca. 1990, p. 4).

This passage communicates the assumptions that seem to
guide recent federal efforts to promote cost reduction in
higher education: that inefficiency is pervasive in higher edu-
cation; that exhaustive study can identify ways that services
can be improved; and that the full range of services univer-
sities provideincluding teaching, research, and community
servicecan somehow be performed more efficiently, at
reduced cost and improved quality. Implicit in these claims
is a belief that centralized strategic action can achieve two
goals that are difficult to reconcile in higher education
improving quality and reducing operating costs.

This latter claim becomes more problematic, at least from
the faculty's perspective, when the past 15 years of adminis-
trative action in higher education is considered, a period dur-
ing which emphasis on centralized strategic action has in-
creased (Chaffee 1984, 1985, 1989; Keller 1983; Norris and
Poulton 1987; Steeples 1988b). These developments, which
arise from premises similar to those evident in Tough Choices
(U.S. Dept. of Education ca. 1990), ironically might have con-
tributed more to the rise in administrative costs than any other
single factor. It thus appears that the federal government is
promoting strategies that could raise, rather than reduce,
administrative costs. Indeed, the issue of how college costs
can most effectively be dealt with is a more complex issue
than recognized in federal reports promoting cost management.

Recently, the Clinton administration's plan to require
regional accrediting associations to monitor default rates
(Leatherman 1994), which is an attempt to use regulation to
promote what is perceived to he more efficient behavior,
seems especially counterproductive for two reasons: (1)
default rates seem more related to a student's background
than to institutional practices regarding loans (Wilms, Moore,
and Bolus 1987), meaning that high default rates are influ-
enced by the increased emphasis on loans; and (2) accred-
iting associations are currently a force that inhibit, rather than

39



promote, productivity as a result of their emphasis on main-
taining high production functions (low student/faculty ratios
and class sizes). Thus, the Clinton administration's attempts
to regulate accreditation to penalize institutions with high
default rates not only perpetuate neoconservative assumptions
about higher education finance, but also could further reduce
access.

Federal Student Aid as an Investment
The return on the public's investment in student financial aid
can be thought of in at least two ways. The more common,
more frequently advocated approach is to relate gains in pro-
ductivity to the public investment in education (Kramer
1993a). An alternative is to estimate the amount of tax revenue
returns attributable to the public investment, an approach that

has only recently been used.
The links between the state of the national economy and

the public investment in education are exceedingly difficult
to determine. While the claim that public spending on higher
education might have contributed to the recession in the late
1980s (Hansen 1983) has been proven false (McPherson and
Schapiro 1991), it illustrates the difficulty economists and pol-
icy analysts have in interpreting the link between higher edu-
cation funding and the state of the economy. Clearly, the link
between economic conditions and student aid is difficult to
assess when conventional means are used (Kramer 1993a).

An alternative approach to assessing returns on the govern-
ment's investment is to assess the direct tax revenues gained
from public expenditures on higher education. Recent re-
search indicates that individual returns from higher educa-
tion are substantial (Alexander 1976; Leslie 1990; Leslie and
Brinkman 1986, 1988; Pascarella and Terenzini 1991), even
for minorities (Pascarella, Smart, and Stoecker 1989), and
further that they started to grow again in the middle 1970s
(Institute for Research 1994; O'Neill and Sepielli 1988) after
a period of decline (Freeman 1976). Further, substantial
returns accrue to both men and women for attending college
and receiving a bachelor's degree or a graduate degree
(although the returns to women do not mitigate the basic
inequities in earnings between men and women) (Leslie and
Brinkman 1986, 1988; Pascarella, Smart, and Stoecker 1989).
The decline in returns observed in prior decades (Freeman
1976) apparently has been reversed.

The links
between the
state of the
national
economy and
the public
investment in
education are
exceedingly
difficult to
determine.
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One recent study examines tax revenue returns on the fed-
eral investment in need-based financial aid programs. arguing
that the costs and benefits of vocational and postsecondary
programs can be assessed using tax revenue returns derived
from increases in educational attainment attributable to public
expenditures (Levin 1983). Based on these arguments, an-
other study assessed the influence student financial aid had
on the educational attainment of students in the high school
class of 1972, then estimated the future federal tax revenue
returns attributable to those gains and the actual costs of the
subsidies provided (St. John and Masten 1990). The study con-
cluded that the tax revenue returns to the federal government
were more than four times the costs, a ratio that does not take
into account the indirect gains, such as reduced social welfare
costs. While this line of inquiry indicates that federal returns
on its investment in student aid are substantial, the methods
of estimation used in these studies can no doubt be refined.

Assessing Ideological Claims
This review of research provides evidence relating to the five
ideological claims. First, the conservative claim was directly
relevant to the review of the federal role in student financial
aid. Consistent with the conventional conservative position,
considerable returns accrue to individual investment in
higher education, which appear to have improved in the past
two decades.

Second, the conventional liberal claims about the public
investment in higher education seem problematic when crit-
ically examined. It is difficult to prove a causal link between
spending on student aid and the state of the national econ-
omy. It could also be illogical to claim that such a criterion
should be used as a basis for public spending, as many other
factors in addition to student aid influence the state of the
economy.

Further, the argument that student aid provides intergen-
erational equity is also quite problematic. While recent
research seems to have clarified that a link exists between
prices (and price subsidies) and the opportunity of low- and
middle-income students (and prospective students) to attend
college, this general criterion provides only a limited basis
for making refined judgments about what levels or types of
spending are necessary or appropriate. When is the public
investment sufficient to achieve intergenerational equity? This
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weakness of the conventional liberal argument could be ex-
ploited, even if no lingering doubts existed about the effec-
tiveness of student aid.

Third, two of the neoconservative arguments about higher
education finance were germane to the analysis of the effects
of changes in the federal role. The neoconservative claim that
student aid has no effect on equal opportunity is the logical
basis for most of the other neoconservative criticisms about
higher education finance, but it is riot substantiated by the
evidence. Specifically, the research indicates that student aid
has a marked influence on student choice behavior.

The neoconservative claim that poor academic achievement
rather than student aid explains the decline in the participa-
tion rates of minorities also appears ill founded. The research
on th. effects of student aid demonstrates that a link exists
betweei, the types and amounts of aid minority students
received and their enrollment. Further, in the late 1980s and
early 1990s, when the federal government again placed more
emphasis on-grants for low-income students, African-American
enrollments began to climb again.

Fourth, the reconstructed neoliberal claim that tax revenue
returns provide a possible basis for making funding decisions
is at least partially supported. One study found that federal stu-
dent aid results in a substantial tax revenue return to the federal
government. Even if this phenomenon were substantiated by
subsequent studies, however, it does not necessarily provide
sufficient rationale to argue for more aid. Even though federal
student aid has only a "marginal" influence on first-time college
attendance and persistence, the gains in educational attainment
attributable to these expenditures are substantial. Indeed, the
high rate of return seems sufficient to justify the practice of
using tax revenues to support students. The argument that the
federal investment should be increased just because the return
is high has its limitations, however, It is possible, for example,
that increased federal expenditures would reduce the rate of
return unless gains in productivity occurred.

Finally, the neo-Marxist argument that minority students
were negatively influenced by cuts in federal grants was sub-
stantiated. Indeed, an apparent deception is embedded in
the Reagan administration's claim that student aid was not
effective and its subsequent denial that changes in policy
could have influenced the downturn in the participation rates
of African-Americans.
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STATE FINANCING STRATEGIES

Historically, states have funded institutions through direct
appropriations, which subsidized educational costs and kept
tuition low. If appropriations drop and educational costs
remain stable, then prices usually increase (Atwell and Haupt-
man 1986; Frances 1985; Hines 1988; Layzell and Lyddon
1990). States also support need- and merit-based grant pro-
grams, although the extent of these programs varies substan-
tially across states. And funding for institutions and grant pro-
grams is seldom coordinated in a way that would mitigate
the effects of increased tuition on public institutions (Gris-
wold and Marine In press). Unfortunately, both types of fund-
ing usually rise and fall together (Griswold and Marine In
press; Hines 1988). This section examines research on the
states' evolving role in the pricing process (institutional and
student subsidies), the states' potential role in promoting pro-
ductivity in higher education, and the viability of viewing the
states' financial role through the emerging investment lens.

Finally, it reflects on whether the research supports the var-
ious ideological claims emerging from the controversy over
college costs.

The States' Role in Pricing
Because of their role in funding institutions and students,
states' decisions directly influence both pricesespecially
the amount public institutions chargeand students' ability
to pay for college through student grant programs. State strate-
gies are seldom coordinated in a way that would maintain
access, especially at times when tax revenues are declining,
although such strategies are possible if states increase grants
when they decrease appropriations (Heam and Anderson
1989; Heam and Longanecker 1985; St. John 1991a).

Most criticism of states in the 1980s focused on the influ-
ence of decreases in appropriations on increases in prices.
For example, "cost containment alone is not the answer
because increasing costs are not the sole problem" (Eiser
1988, p. 18). Further:

The major cause for rising tuitions is shortfalls in revenues
from public sources. . . . When revenues from public
sources dwindk, tuitions are raised to make up the differ-
ence. As a result, more of the costs have been shifted to the
student and families through higher tuition (Eiser 1988,
p. 18, emphasis in original ).
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This criticism of states, one frequently made in the literature
on higher education finance in the 1980s (Hines 1988),
focuses exclusively on the link between institutional subsidies
and prices. The shift in the burden for financing public higher
education from states to students and their families, a con-
sequence of the decline in state support, was increasingly an
issue of concern to national groups examining responsibilities
for financing higher education (Hauptman 1993; Kramer
1993b).

Unfortunately, the link between shifts in state support of
institutions and their role in financing state grant programs
is seldom even acknowledged. Instead, states have generally
maintained a position that their decisions have not influenced
access. For example, according to one study of college costs:

In most states, enrollments have grown as record increases
in tuition were imposed. While the research is not definitive,
higher education does not seem to be a price-sensitive indus-
try Still, different segments of the population probably re-
spond differently and states need to become more explicit
in their desires to maintain access and improve the quality
of undergraduate and graduate programs. There are indi-
cations that participation by minorities and low-income
students [could] be adversely influenced by the perceived
cost of going to college even if net price is substantially lower
because of financial aid. On the other hand, the decline
in minority enrollment seems to track the shift in federal
aid from grants to loans, indicating that net price is very
much the issue (State Higher Education 1988, p. 7).

This statement provides an insight into the perspective of
state executive officers on the link between prices and enroll-
ments. Because enrollments climbed at a time when net
prices rose, observers assumed that students and prospective
students were not price sensitive. It also acknowledges that
the downturn in minority enrollment, a big political issue in
the 1980s (Chaikind ca. 1987; Mingle 1987; Pelavin and Kane
1988), might be linked to changes in federal grant policy;
however, it virtually ignores the possibility that this problem
could he an unintended consequence of changes in states'
financing policies. Thus, the policy literature on higher edu-
cation focuses on the link between state appropriations and
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tuition but minimizes the possibility that reductions in state
grants could also be problematic or that a simultaneous in-
crease in prices in the public sector and reduction in state
student grants could limit access. Rather, states attribute re-
sponsibility for equal opportunity to the federal government.

States and pricing
While the link between reduced state funding and rising
prices in public colleges and universities has been widely dis-

cussed in the research literature (Hauptman 1990a, 1990b;
Hauptman and Hartle 1987; Kirshstein, Tikoff, et al. 1990),

most of the literature focuses on trends in the early 1980s,
and it is important to consider whether these trends have con-
tinued. Trends in state support for grant programs also merit
explicit consideration.

Appropriations to Institutions. One observer notes:

In some states, worsening economic conditions [might]
require reduction in support of higher education, and when

that case occurs, institutions rely more on revenue from
student tuition. . . . While none of these financing devices
can substitute for a base budget, their contribution to an
institution's overall financial health can make the differ-

ence between a moderately optimistic picture and a fiscally
bleak one (Hines 1988, p. 53).

These observations seemed to foreshadow the develop-
ments during the next few years. In the early 1980s, support
had wavered in some states but overall grew marginally. In
the late 1980sand especially in the early 1990showever,
states' subsidies to public colleges and universities wavered
further. In the early 1990s, reductions were widespread:

State support for higher education in the 1993 fiscal year
showed a distinctly negative pattern for the second year in

a row. One year ago, for the first time on record, state
governments appropriated less to higher education than in
the preceding year. But in 1992, state governments had
appropriated less to higher education for FY1993 than in
either FY92 or FY91, effectively turning back thetotal
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amount appropriated nationally to the FY90 level
(Hines 1993, p. 1).

Further complicating this overall pattern is the fact that most
states have not increased their support of state grant programs
enough to mitigate the increases in tuition associated with
these reductions in institutional support. Between 1990 and
1991, 12 states reduced their support for state grant programs
(seven by 10 percent or more), five had less than 1 percent
change, and 13 increased grants by 1 to 4 percent (Davis, Nas-
telli, and Redd 1993). Thus, in more than half the states, ex-
penditures for grants did not even keep pace with inflation.
Further, most states simultaneously increase or decrease both
their institutional and student subsidies, and, given that insti-
tutions generally raise tuitions when their government sub-
sidies are reduced, the process of simultaneously reducing
institutional and student aid could contribute to problems
with enrollments.

Pricing in the public sector. The link between state appro-
priations and tuition is most easily explained in relation to
educational costs (average expenditures per student). Insti-
tutions tend to maintain their costs when appropriations drop
by increasing tuition sufficiently to mitigate the loss in appro.
priations. Most states (32 of 48 responding to one survey)
use this mechanism: "Tuition is set in the historical pattern
to generate all or most of the difference between what the
institutions believed they needed and what state governments
appropriated" (Curry 1988, p. 6). All of the other states in the
survey used some type of formula model, "an approach where
statutes, rules, or budget procedures predict or set tuition rates
or assumed revenues from tuition" (p. 6). The extent to which
the formula used in these states explicitly considers state
appropriations when setting tuition varies substantially. In
some states, the formula essentially adjusts tuition charges
to budget requirements; in others the link is not evident
(Curry 1988). Even in states where the formula would seem
to preclude institutions' raising tuition charges to adjust to
decreases in appropriations, however, the adjustments are
made when necessary. For example, in the past few years in
California, a state with a "formula" that precludes setting tui-
tion based on budget requirements, education fees were
raised substantially when state appropriations declined in the
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past few years (Griswold and Marine In press; Knutsen 1993;
Mingle 1988b; St. John 1993a).

Most recent studies of the relationship between state appro-
priations and educational expenditures focus on the early
1980s. These analyses indicate not only a transfer in respon-
sibility for financing public institutions from states to students,
but also modest growth in educational expenditures (Kirsh-
stein, Tikoff, et al. 1990; St. John 1992a). Table 4 presents an
analysis of the relationship between education and related
expenditures and revenues from state appropriations and tui-
tion. The ratio of revenue from state appropriations and tui-
tion to educational expenditures dropped by about 7 percent-
age points between 1985-86 and 1990-91, from 69.6 percent
to 62.5 percent. Further, the percentage of education expen-
ditures covered by tuition increased by about 4 percentage
points, from 23.4 percent to 26.6 percent. Thus, the trends
observed in the early 1980s continued in the late 1980s. Two
caveats must he considered, however: Appropriations dollars
were not directly replaced dollar for dollar with tuition dol-
lars; and public institutions used other revenue sources, in
addition to tuition. to support educational expenditures.
Nevertheless, there should be little doubt that public colleges
and universities do, in general, substitute for the loss of state
appropriations by raising tuition charges, even if it is not dol-
lar for dollar, and that the means states use to finance public
colleges and universities during the past decade have been
restructured.

Because states vary substantially in their governance struc-
tures (Hearn and Griswold 1994; Hines 1988; Volkwein 1987,
1989), it is natural to inquire about the influence of gover-
nance on financial strategies. It has been found that strong
centralization and coordination are not related to the quality
of a university (Volkwein 1989), although another well-
designed study found that strong state centralizationhaving
a strong coordinating hoard or a single state governing
boardincreased the probability of educational innovations
(Hearn and Griswold 1994). The juxtaposition of these find-
ings suggests that mandating educational innovations, such
as the use of student assessments, has little measurable influ-

ence on quality. Further, neither strong coordination nor cen-
tralized governing hoards were associated with innovative
financing strategies, such as creating educational savings plans
(Hearn and Griswold 1994). "Unlike educational innovations,
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TABLE 4

RECENT CHANGES IN EDUCATIONAL EXPENDITURES
AND REVENUES FOR STATE APPROPRIATIONS IN

PUBLIC INSTITUTIONS (Millions of Dollars)

1985-86 1990-91
Education and Related Expenditures $40,340 $57,390
Revenue from State Appropriations $28,071 $35,899
Tuition Revenue $9,439 $15,258
Ratio of State Appropriations to Education

Expenditures .6959 .6255
Ratio of Tuition Revenue to Education

Expenditures .2340 .2659

Note: "Education and related expenditures" is the sum of expenditures on
instruction, administration (academic support minus libraries, institutional
support, and student services), libraries, and plant operations and
maintenance.

Source: Calculated from information in Snyder 1993.

which may be seen as essentially regulatory in nature, actions
to aid in financing postsecondary attendance are unquestion-
ably redistributive in intent and thus subject to a more diffus..
set of influences" (p. 183).

More generally, periods of oscillating levels of state support
for public institutions appear related to economic conditions
(Froomkin 1990; Hauptman 1992), as state appropriations
for student aid and to institutions tend to vary according to
the availability of tax revenues (Hines 1988, 1993). Few states
even attempt to coordinate tuition and student aid (I2yzell
and Lyddon 1990). A recent examination of efforts to coor-
dinate tuition and aid strategies in five states that had at-
tempted coordination found that only one of those states, Min-
nesota, had successfully linked tuition and grants in a high-
tuition, high-aid strategy (Griswold and Marine In press). The
other states allowed tuitions to rise without adjusting student
grants. Thus, variations in state governance appear inconse-
quential in analyses of the effects of state financing strategies
on enrollment, although their relationship certainly merits
further investigation.

The effects of changes in state pricing policy
If one assumes that students do not respond to prices (State
Higher Education 1988), then it is also logical to conclude
that shifting the burden for financing public higher education
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from states to students and their families has no effect on
access. Recent empirical studies, however, indicate this
assumption is not true (McPherson and Schapiro 1991; St.
John 1991b). A review of the concluSions of recent studies
makes it possible to discern the effects of changes in prices
on student choice behavior.

First-time enrollment. One way to assess whether students'
decisions about whether to enroll in college (access) and the
types of institutions they actually attend (choice of school)
were influenced by the restructuring of state finance policy
is to examine the effect of aid on first-time enrollments. Such
generic types of enrollment decisions, characterized here as
"first-time enrollment decisions," can be influenced by
changes in prices. A series of recent studies indicates that ris-
ing prices across the board in higher education had the effect
of forcing middle- and lower-income students toward less
expensive institutions or out of higher education altogether.
One study found that changes in prices influenced low-
income students in the 1980s to enroll in less expensive col-
leges and universities (Pascarella, Smart, and Smylie 1992).
Another study of the influence of prices and price subsidies
on first-time enrollment decisions by students in the high
school class of 1982 found that low-income students were
more responsive to grants than to tuition but were not respon-
sive to,loans, while middle-income students were more
responsive to loans than to grants and more responsive to
grants than to tuition (St. John 1990a). A third study used the
delta-p statistics for tuition and price subsidies (grants and
loans) developed in the second study to estimate the effects
of actual changes in tuition and student aid in the early 1980s
on the pattern of enrollment (St. John 1993b). It concluded
that state policy changes in the early 1980sespecially the
fact that tuition increased faster in four-year collegesinflu-
enced a redistribution of low-income enrollment from public
four-year to public two-year colleges.

In combination, the findings of these studies seem to sug-
gest that continuing the current approach to financial restruc-
turing in most statesand simultaneously reducing state
appropriations to institutions and student grant programs
has had a detrimental effect on enrollments of low-income
students. In fall 1993, this problem apparently became more
visible as many states encountered just such a severe enroll.

Rising prices
forced middle-
and lower-
income
students
toward less
expensive
instilulions or
out of higher
education
altogether.
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ment decline. Twelve of 14 states responding to a survey by
the American Council on Education indicated a decline in
fall enrollments, which was "believed caused by reduced
course offerings, tuition increases, and enrollment ceilings
associated with state budget constraints and increased job
opportunities accompanying the economic recovery" (Asso-
ciated Press 1993). The largest drops recorded in the survey,
9 percent, were in the California community colleges, where
the declines were attributed to reductions in course offerings
and price increases (Freedberg 1993, p. A16).

Persistence. A series of recent national studies has examined
the influence of prices and price subsidies on persistence.2
A few merit mention, particularly those providing evidence
that recent changes in state financing strategies are decreasing
opportunities for continuous enrollment and increasing the
length of time it takes students to attain their degrees.; The
first, using the National Postsecondary Student Aid Survey of
1986-87 (NPSAS-87), separately examined the effects of prices
and price subsides on within-year persistence (the reenroll-
ment in the spring semester after being enrolled in the fall)
by traditional-age undergraduate students in public and pri-
vate four-year colleges (St. John, Oescher, and Andrieu 1992).
It found that in private colleges tuition was negatively asso-
ciated with persistence, while grants were positively associated
with persistence. In contrast, in public colleges, both tuition
and grants were negatively associated with persistence, and
tuition had a much larger negative association with persis-
tence in public colleges than in private colleges. The authors
concluded that private four-year colleges were in a more com-
petitive position than public four-year colleges.

2. An extensive body of institutional studies of persistence uses models devel
(Ted by Tinto ( 19'5. 198') and Bean ( 1980. 1982: Bean and Metzner 1985).
Both models consider the effects of academic and social integration on deci
skins affecting persistence (Cabrera et al. 1992). Most of these studies (e.g.,
Bean 1985: Pascare Ila and Terenzini 19"9, 1980, 1988, 1991) do not explicitly
consider the effects of student aid, but reviews of the literature on persistence
that dues consider the effects of student aid consistently confirm that a rela
tionship exists ( Leslie and Brinkman 1988)

3. See Cabrera. Stampen. and Hansen (1990). St. John, Kirshstein, and Noll
( 1991 I. and St. John. et al. (1994) for discussions of the relationships between
the social and academic integration concepts developed by Tinto (1975)
and Bean ( 1980) and the types of data elements available in national data
bases.
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Second, a series of recent persistence studies using NPSAS-
87 found that students enrolled in public colleges were less
likely to persist than students enrolled in private colleges. The
studies examined traditional-age undergraduates enrolled in
four-year colleges (St. John, et al. 1994), traditional-age stu-
dents enrolled in two-year colleges (St. John and Starkey
1994), non-traditional-age undergraduates enrolled in four-
year colleges (Tynes 1993), and graduate students (Andrieu
and St. John 1993). The studies consistently found that stu-
dents in public colleges and universities are less likely to per-
sist, at least when prices were considered. Further, analyses
that separately examine students enrolled in public and pri-
vate colleges suggest that differences in the set of prices stu-
dents face are a partial explanation for why public college
students persist at lower rates (Andrieu and St. John 1993; St.
John, et al. 1994; St. John, Oescher, and Andrieu 1992). While
tuition is still lower in public colleges, students who attend
public colleges are more price sensitive.

Low-income and minority enrollment. Like the national
studies on enrollment of minority students (Chaikind ca.
1987; Pelavin and Kane 1988) discussed earlier, the SHEEO
(State Higher Education Executive Officers) study on minority
enrollment considered enrollment levels as well as panic-
ipation rates and focused on academic preparation as the
primary cause of the downturn (Mingle 1987). This research,
like the other SHEEO documents discussed above. deempha-
sized the fact that changes in state policy (such as the increase
in tuition in public institutions) could he a source of the prob-
lem. Other research about higher education finance, however,
indicates that state policies as well as federal policy influenced
the decline in minority participation rates.

The recent studies of persistence using NPSAS-87 indicate
that, in the late 1980s, prices had a negative influence on per-
sistence by African-Americans. An analysis of traditional age
students in four-year colleges found that, while African-
Americans were more likely than others to persist in private
four-year colleges, they were less likely to persist in public
four-year colleges (St. John, Oescher, and Andrieu 1992). Anal
ysis of traditional college-age students enrolled in public two-
year colleges found that African-Americans were more likely
to persist. These findings further indicate that the pricing pol-
icies of states in the 1980s essentially influenced the de facto
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segregation of African-Americans in higher education by
encouraging their enrollment in two-year colleges and dis-
couraging their enrollment in public four-year colleges.

Thus, the pricing mechanisms currently being used by states
have a different effect on African-Americans and whites.
African-Americans are substantially more sensitive to tuition
charges. In particular, the annual tuition increases by public
four-year institutions have incrementally diminished post-
secondary opportunities for African-American students. These
developments appear to be a direct result of the incremental
budget process used by many states in cutting appropriations
to institutions and student grant programs when tax dollars
are short.

An alternative approach
An alternative approach to states' role in financing higher edu-
cationlinking increases in need-based student grants to
reductions in state appropriations to institutions (and tuition
increases)--has been widely advocated (Hearn and Longa-
necker 1985; McPherson and Schapiro 1991; Wallace 1992)
but not widely used. The research to date indicates that this
approach potentially can overcome the limitations of the cur-
rent practices although it might be limited in the extent to
which the high-tuition, high-aid strategy can remedy the problem.

Minnesota has experimented with the use of a high-tuition,
high-aid strategy. In the early 1980s, a number of theories
developed by scholars of higher education in Minnesota
created an environment conducive to bold new action, includ-
ing an argument that the high-tuition, high-aid strategy could
be a more equitable basis for the state's funding of higher
education (Heam and Longanecker 1985) and a logical basis
for cost-centered tuition, which had been experimented with
at the University of Minnesota (Berg and Hoenack 1987).

In 1984, the state of Minnesota adopted a financing policy
that included raising the portion of costs subsidized by tuition
revenue to one-third and increasing the level of need-based
grants to promote access. Initial evaluations of this experiment
indicated that it maintained access, improved the overall fund-
ing level for public colleges and universities, and maintained
minority enrollment (Hearn and Anderson 1989; St. John
1991a). Thus, initial indications are that the high-tuition, high-
aid strategy can overcome some of the deficiencies associated
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with the more common practice of ignoring the link between
tuition and aid.

Additionally, when the high-tuition, high-aid strategy is used
in public four-year institutions, at least some potential exists
to gain additional revenues from the Pell grant program as
tuitions rise, as the public institutions in Minnesota did when
the new tuition policy was implemented (Hearn and Ander-
son 1989). Further, an econometric analysis found that "public
four-year institutions tend to raise tuition by $450 for every
$100 increase in federal student aid" (McPherson and Schapiro
1991, p. 72), indicating that public institutions derive some
benefit from raising tuitions in the form of federal grant revenue.

The high-tuition, high-aid strategy has some possible lim-
itations, however. The strategy could be having a detrimental
effect on the academic progress of. students in state colleges
and community colleges in Minnesota (Lopez 1993), and the
provision to cover 50 percent of costs in the state grant pro-
gram could limit access in Minnesota, given the high cost of
attending (Griswold and Marine In press). Further, a recent
state evaluation found that some Pell recipients (the poorest
students) received no state grants, while some students from
families earning over $100,000 received state grants (Jackson-
Beeck et al. 1994). These recent studies suggest that, at a min-
imum, the provision to cover 50 percent of costs in the Min-
nesota grant program should be reconsidered. Perhaps grant
aid should cover 60 percent or more of costs for needy stu-
dents when the cost of attending high-cost public institutions
is being considered. A more recent analysis reveals that, with-
out the state grant program, the high-tuition strategy in Min-
nesota would be "regressive," with low-income families pay-
ing more after Pell awards and expected contributions than
middle- and upper-income students (Minnesota Higher Edu-
cation 1994). Even exemplary state programs merit periodic
reanalysis.

The States' Role in Promoting Productivity
The emerging issue of productivity in higher education pre-
sents a particularly perplexing problem for states. Rather than
focusing on productivity, states have generally focused on
promoting "quality." This mission is ambiguous, however:

There is a general confusion about the relationship between
the quality of education and its cost. This confusion is
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found u,ithin the higher education community. Because
the capacity to document quality differences has not been
developed, prestige seems to accrue N colleges and univer-
sities that charge more (State Higher Education 1988, p. 7).

A link appears to exist between high revenue and quality
ratings. One study found that the quality ranking of public
research universities was related to their level of funding
(Volkwein 1989), and another found that "institutions [that]
are relatively free of state controls are less dependent on state
appropriations and raise a larger portion of their funds from
nonstate sources" (Volkwein 1987, p. 145). More generally,
"legislative frustration over the fixed nature of higher edu-
cation costs and the failure of institutions to set priorities is
also directed at the boards" (Mingle 1988a, p. 4). This general
frustration over the role of states in promoting quality com-
plicates, and possibly even limits, the ability of states to deal
with issues of productivity. A few recent studies illustrate the
types of actions states take to promote "productivity" and the
consequences of those types of actions.

A poor record in cost management
States generally lack mechanisms for managing cost (Kramer
1993b; Mingle 1988a). The Minnesota case is one of the few
recent successful examples of a governor, a legislature, and
public systems of higher education developing a scheme for
dealing with program costs in the framework of comprehen-
sive state financing (Berg and Hoenack 1987; Hearn and An-
derson 1989). In the absence of deliberate study of produc-
tivity and cost management issues in most states, the budget
prcx-ess has become a battleground in many states for recon-
ciling the recent public concern about productivity in higher
education with historical concerns about quality and the level
of public funding.

The issue of productivity in public higher education has
emerged as a political issue in many states in the 1990s. In
California faculty workloads and growth in administrative costs
have become critical issues in the battles over the budget,
in Maine the legislature has requested cuts in administrators'
salaries, and in Louisiana the legislature enacted a law creating
a new state-level body to study means of promoting produc-
tivity (St. John I 993a ). In many states, higher education is one
of the few areas of the state budget that is not constitutionally
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protected from reductions (Hines 1988; St. John 1991a). These
developments leave public higher education in a poor posi-
tion to compete with other claimants for state tax dollars and
have probably influenced higher education's facing reductions
in state funding in the early 1990s (Hines 1993). Thus re-
trenchment, the pro cess.of making incremental cuts in uni-
versity budgets, apparently is becoming the primary mech-
anism for states to "manage" costs.

Attempts to link funding to outcomes
The fact that some states have attempted to link assessment
of student outcomes to their financing strategies (Hines 1988)
further complicates the mechanisms used to finance public
higher education. TWenty states have adopted statewide
assessment techniques for public higher education (Hearn
and Griswold 1994). While some methods of assessing stu-
dent outcomes in higher education have been proven (Jacobi,
Astir), and Ayala 1987; Pascarella and Terenzini 1991), it is
extremely difficult to link specific student outcomes to insti-
tutional goals and actions (Jacobi, Astin, and Ayala 1987),
further complicating attempts to use qua: .y assessments in
funding. Part of the problem is that it is extremely difficult
to measure the value added by college (Pascarella and Ter-
enzini 1991). It would therefore appear that the construction
of funding strategies rewarding colleges and universities for
the value they add is beyond the state of the art of educational
measurement. Another part of the problem is that no evidence
supports the contention that central control and mandated
reforms influence learning outcomes positively. Quite the
contrary, as research indicates a reverse relationship exists
between centralization and quality for state universities (Volk-
wein 1989) and that states with strong coordination and cen-
tralized governance structures are more likely to have man-
dated outcomes assessment (Hearn and Griswold 1994),
ample reason exists to he cautious about attempts to link the
results of mandated assessments to state funding strategies.

The impact of retrenchment
Because of the history of institutional autonomy (Hines 1988;
Mingle 1988a), institutions generally maintain discretion over
how expenditures are reduced when states reduce their finan
cial support. Research on the impact of retrenchment pro
cesses, although relatively recent, seems to point to some
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recurring themes. First, programs that serve the middle-class
professions are the most frequently cut when institutions
develop their retrenchment plans (Gumport 1993; Slaughter
1993a). Second, it also appears that this priority is consistent
with the priorities embedded in institutional strategic plans.
An analysis of retrenchment processes at two university cam-
puses found not only that middle-class professions were hard-
est hit by budget reductions, but also that these priorities were
consistent with the two universities planning priorities (St.
John 1993a). Further, many of the programs that were pro-
tected in the process had lower demand and higher costs than
programs that were cut.

These developments raise questions about the convergence
of institutional priorities and the broader social concerns
about access and productivity. The middle-class professions,
like education and nursing, often represent the types of
majors that offer a way out of poverty and consequently are
often in high demand. Yet when institutions are faced with
choices about what to cut, they are more likely to cut these
middle-class programs than those associated with elite pro-
fessions and high prestige (Gumport 1993; Slaughter 1993a,
1993b).4

Public Higher Education as an Investment
The literature on higher education generally makes an asso-
ciation between earnings and state support for higher edu-
cation, generally confirming the argument that education has
high individual returns. The evidence of a link between
spending on higher education and economic development,
however, has generally been more difficult to document
(Hines 1988; Kramer 1993a; Leslie and Brinkman 1988). The
difficulty researchers have with documenting the link between
state spending on higher education and its economic growth
has added to the difficulty state boards and institutions have
in making their case to state legislatures (Hines 1988).

Three recent studies have examined the link between state
support of higher education and its tax revenue returns, from

4. One alternative hypothesis is that institutions cut programs because they
have higher costs per credit hour, a possibility meriting investigation. Another
alternative is that programs serving minority students are treated as "cash
cows" (Kotler and Murphy 1981: Winston 1994) that are milked to support
"rising stars' (progranis that serve elite professions) when resources are avail
able and cut to protect these programs when resources are scarce.
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income tax and other sources, a method that has been advo-
cated by some economists (e.g., Levin 1983). A study of the
economic impact of the University of Massachusetts at Boston
estimates the income to the state from its support of the
university:

Hence, for every $1 spent by the commonwealth on UMB
students, it can expect to receive in return an added $1.57
in personal income and sales taxes. Measuring this ratio
in investment terms yields a rate of return to the state
government of 8.9 percent significantly more than the
state could earn if it were allowed to invest in long-term
US. treasury Bonds, corporate bonds, or even the typical
mutualfund(Bluestone 1993, p. 2, emphasis in the original).

A second study of the economic impact of the state's invest-
ment in the California state university system found that the
state could expect to receive about two dollars (net present
value) in state tax revenue for every dollar it spent on the sys-
tem (Girling, Goldman, and Keith 1993). And a third recent
study, which examined the direct economic impact of Texas's
appropriations to higher education by considering the effects
of state appropriations on state income (tax revenues), pay-
roll, and jobs found that "by calculating the ratio between . . .

net state income (or gross state product) and . . . appropri-
ations, the state received an additional $1.13 in economic
activity for every dollar invested in the public higher educa-
tion industry" (Creech, Carpenter, and Davis 1994, p. 134).
Additionally, substantial gains were made in state payroll and
jobs. Thus, even states with regressive tax structures apparently
receive positive returns from their spending on public higher
education.

An alternative method of assessing the economic impact
of state investments in higher education is to assess the impact
of state expenditures on productivity of the workforce, an
approach that is compatible with the more conventional con-
cepts of intergenerational equity and productivity (Becker
1964; Kramer 1993a, 1993b). One recent study examining the
influence of changes in state spending on higher education
on growth in productivity of the workforce from 1980 to 1989
(Paulsen 1994) concluded that "investment in higher edu-
cation explains a substantial portion of the variation in work-
force productivity among states" (p. 9).
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Assessing Ideological Claims
First, the liberal claims about the.value of taxpayers' invest-
ment in higher education are supported by recent research
but are more difficult to interpret and could he of little prac-
tical use in the current debates about higher education
finance. The possible exception to this conclusion is that a
recent study found a positive association between state spend-
ing on higher education and productivity of the workforce
(Paulsen 1994). Regarding the argument about cross-genera-
tional equity, the evidence is also difficult to interpret, but
the evidence presented so far reinforces the conclusion that
prices and price subsidies only marginally influence access
(Leslie and Brinkman 1988; McPherson and Schapiro 1991).

The liberal claim that economic growth should provide the
basis for public decisions to invest in education is even more
problematic for state officials. The link between general eco-
nomic measures and the taxpayers' investment in higher edu-
cation is difficult to measure. Further, because numerous fac-
tors other than higher education influence state economies,
the concept of general economic return provides a prob-
lematic basis for making decisions abourstate support for
higher education. To the extent that proponents of higher
education rely on the liberal ideology when they argue for
public support of higher education, they would appear to be
in a weak position, relative to conservative and neoconser-
vative arguments.

Second, the analysis of the impact of changes in the state
role support some of the necxonservative claims about higher
education finance but not others. Contrary to neoconservative
claims, the research clearly indicates that taxpayers' investment
in student aid does have an impact on enrollment, and it is
especially evident when the effects of the high-tuition, high-
aid strategy used in Minnesota are compared to the effects
on enrollment of the nationwide pattern of shifting the bur-
den for supporting public institutions to students and their
families. Thus, the neoconservative claim that student aid does
not influence enrollment is not supported by the research
on state finance.

The evidence on states, however, does support two of the
neoconservative claims about higher education finance. The
evidence indicates that public four-year institutions do gain
additional revenues from student aid when they raise tuition
(McPherson and Schapiro 1991). This tendency has cushioned
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the effect of higher tuition in public institutions (St. John
1993b), thus reinforcing some state officials' false belief that
students are not responsive to prices (State Higher Education
1988). Specifically, middle income students borrow more
money when tuition increases, which raises the probability
of their continued enrollment, while some low-income stu-
dents are more likely to rely on Pell grants. These develop-
ments disguise the regressive effects of price increases by the
public sector, which seems especially problematic, given the
general pattern of financial restructuring now evident in many
states. The process of financial restructuring appears to have
a detrimental effect on enrollment of low-income and minor-
ity students in public four -year institutions (Kaltenbaugh 1993;
Pascarella, Smart, and Smylie 1992; St. John 1993b).

Further, the neoconservative claim that colleges and uni-
versities are unproductive and wasteful appears especially
problematic for states. The states' record in cost management
seems poor. State agencies try to support institutional argu-
ments that quality is related to the level of public support
(Mingle 1988a; State Higher Education 1988), yet state reg-
ulations appear to impede quality and productivity (Volkwein
1987). States have not developed a viable approach to cost
management in higher education, however, which has created
tensions between legislatures and public institutions of higher
education in many states. Thus, the public sector's produc-
tivity appears to he a crucial, yet largely unfocused, issue for
states.

Third, the neoliheral claims about higher education finance
are partially supported by the analysis of state experience.
The neoliberal claim that institutions increased tuition to sub-
stitute for the loss of federal student aid revenues does not
apply to public institutionswhich should not he a surprise,
given that this claim is usually made by independent colleges
(see, e.g., Council for Advancement 1987; National Institute
1987). The other two claims advanced by those who defend
the public investment in higher education appear to be sup-
ported by available evidence, however. Clearly increases in
tuition in public institutions have been fueled by reductions
in state support, consistent with neoliheral claims, even
though public four-year institutions did gain revenue from
federal student aid programs in the process.

Additionally, the analyses of tax revenue returns on public
support of higher education provide an interesting new aspect

The public
sectoes
productivity
appears to
be a crucia4
yet largelY
unfocusc4
issue for
states.
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of the political debate about higher education finance, espe-
daily in states with progressive income tax systems. Recent
studies indicate a positive tax revenue return to states, ranging
from about 2:1 in states with progressive state tax systems
(Bluestone 1993; Girling, Goldman, and Keith 1993) to 1.13:1
in Texas, a state with a regressive tax system (Creech, Carpen-
ter, and Davis 1994).

Finally, the neo-Marxist claims about the consequences of
public financing decisions are supported by the review of
available evidence. The research on the effects of prices and
price subsidies on enrollment of low-income and minority
students is particularly troubling. The financial restructuring
of the past 15 years apparently has reduced postsecondary
opportunities for low-income and minority students. Further,
state officials seem to have nearly totally overlooked this effect

(Mingle 1987; State Higher Education 1988). Greater attention
to low-income and minority students' attendance would
appear to be a crucial issue for states. And it appears that
retrenchment in public institutionsthe midyear adjustment
to reductions in state supportcompounds this problem.
Institutions are quick to reduce support for programs that
serve middle-class professions, the fields that are most acces-
sible to many first-time college students, while maintaining
or even improving programs that serve elite professions and
corporate interests.
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INSTITUTIONAL FINANCING STRATEGIES

Colleges and universities are at the center of the storm of con-
troversy over college costs. The primary focus has been the
reasons why the prices they charge their students have risen
faster than inflation. Neoconservatives have speculated that
college costs have risen because of greed and a general lack
of productivity, while defenders of the academy have pointed
to other issues. In their defense, colleges and universities have
attempted to shift the blame to the states and the federal
government. Beneath the surface of this controversy lingers
a complex set of financial and academic issues. This section
reexamines recent studies on college prices and productivity,
emphasizing the untangling of evidence related to the seem-
ingly contradictory claims about the causes of price increases.

The Institutional Perspective
The controversy over college costs has been especially prob-
lematic for colleges and universities. In the 1980s, strategic
planning and management methodologies were widely
adopted in an effort to avoid the financial crisis that had been
predicted (Chaffee 1985, 1989; Hearn 1987). These strategies
apparently helped many small private colleges to avoid clo-
sure and develop new, more distinctive missions (Chaffee
1985; St. John 1991c). During this period, higher education

was confronted with a decline in federal and state support,
in reaction to which colleges and universities raised tuition
and made investments aimed at improving their competitive
positions. It follows that the widespread criticisms of colleges
for raising their prices could be seen as an unanticipated con-
sequence of these developments.

The criticisms caught the higher education community
unprepared. On the one hand:

Critics may he tempted to treat tuition rates as yardsticks
for measuring whether an institution is fiscally responsible
and responsive to consumer need. They could cite rising
tuition as proof of institutional inefficiency, irresponsibility;
or greed (Council for Advancement 1987, p. 1).

But on the other, increased efficiency would he hard to
realize:

Significant campus cost savings can he relatively hard to
achieve or to communicate, particularly libel, they occur
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on the academic side. To publicize freezing or trimming
of departmental budgets, for example, can prove hazardous
because of faculty sensitivities and also because the public
may perceive such cuts as a reduction in quality or scope
of academic programs (Council for Advancement 1987, p. 2).

This document concentrated on the mechanisms and strate-
gies institutions should use to communicate about rising tui-
tion: whom to contact. what to emphasize in communications
with the press, and so forth. Other documents developed by
associations during this period also focused on how institu-
tions should tell the story about price increases (e.g.. Asso-
ciation of Governing Boards 1986; National Institute 1987).

Understanding Price Changes
Two competing explanations are advanced for the incremental
growth in real prices charged by colleges and universities dur-
ing the past decade: growth in expenditures (and related de-
clines in productivity), and changes in government support,

Growth in expenditures and price increases
Trends in expenditures between 1975 and 1985 have been
analyzed extensively (Kirshstein, Tikoff, et al. 1990; O'Keefe
1987; St. John 1992a). When the analyses control for oscil-
lations in enrollment, they reveal that, in the early 1980s,
educational expenditures rose faster than inflation, both ad-
ministrative and instructional expenditures increased, and
administrative expenditures increased faster than instruc-
tional expenditures.

Trends in tuition and expenditures. From available evi-
dence, it appears these trends have continued though the late
1980s into the early 1990s. Table 5 presents indices for
changes in tuition and expenditures for the period between
academic years 1977 and 1991. Tuition charges (indexed by
the consumer price indent) increased substantially faster than
inflation in both public and private institutions between aca-
demic years 1981 and 1991. In the late 1970s, tuition actually
declined in public institutions and remained even with infla-
tion in private institutions. So do expenditures explain these
trends?

On the surface, some relationship appears to exist between
expenditures and tuition. Total expenditures per full-time
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TABLE 5

INDICES OF SELECTED EXPENDITURES PER FTE STUDENT
AND AVERAGE UNDERGRADUATE TUITION CHARGES

AT PUBLIC AND PRIVATE UNIVERSITIES (Constant Dollars):
Academic Years Ending 1977 through 1991

Academic Year

Ending

Expenditures
Thition

Charges Total Instruction

PUBLIC UNIVERSITIES

Admin-

istration

197' 105 98 99 99

1978 105 99 101 101

19'9 103 103 104 104

1980 102 102 102 99

1981 100 100 100 100

1982 104 99 99 100

1983 109 98 99 100

1984 114 101 101 103

1985 116 106 105 113

1986 123 110 108 119

1987 128 112 III 122

1988 128 115 111 124

1989 130 IF 111 126

1990 135 11' III 125

1991 136 120 113 12-

PRIVATE UNIVERSITIES

197' 100 97 9' 92

19'8 99 96 96 92

1979 99 9" 97 98

1980 99 99 98 101

1981 100 100 100 100

1982 104 100 102 99

1983 112 101 104 10'

1984 118 108 109 118

1985 123 113 112 121

1986 127 IF 116 126

198' 134 128 129 139

1988 140 129 12' 141

1989 142 131 131 143

1990 147 133 132 141

1991 153 137 138 145

,Vote: The consumer price index was used to convert tuition charges to con
scant dollars, the higher education price index to convert expenditures to
constant dollars. The analysis used the WEDS AEGIS ( Integrated Postsecond
:try Educational Data System Higher Education General Information Survey)

Source. Alsalain et at. 1993. p. 1.14.
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equivalent (I. h) student (indexed by the higher education
price index) increased at a faster rate than inflation through-
out the 1980s in both public and private institutions. In the
public sector, expenditures on instruction increased incre-
mentally during the early 1980s, then remained constant in
the late 1980s, while expenditures on administration climbed
throughout the decade. In private institutions, expenditures
on both instruction and administration increased throughout
the ten-year period. It should be noted, however, that neither
type of expenditure increased as fast as tuition during the ten
years and that administrative expenditures increased faster
than instructional expenditures.

Thus, the trends of the early 1980s, which were widely
investigated, not only continued during the next half decade,
but also seem to have accelerated. Therefore, the analyses
of the causes and consequences of increases in expenditures
in the early 1980s could be quite relevant to the more recent
period. The next subsection attempts to untangle whether
these increases in expenditures were a cause or consequence
of the increases in tuition.

The link between prices and expenditures. Considerable
attention has been given to the link between educational
expenditures and tuition charges. The Department of Edu-
cation's studies of college costs consistently focused on this
link, assuming a causal relationship. The first of these studies
focused on administrative costs (Snyder and Galambos 1988),
echoing earlier criticism of expenditures on administration
(Bassett 1983). The report documents the rise in adminis-
trative expenditures as a portion of college budgets: "Admin-
istrative costs now represent 19.2 percent of education and
general expenditure, as compared to 12.5 percent in academic
year 1949-50" (Snyder and Galambos 1988, p. 67). Based on
case studies of the University of Florida and the University
of Georgia, growth in nonteaching professionals was an appar-
ent cause for the increase in administrative expenditures. The
study considers a range of explanations for the growth in
administrative expenditures, including expansion of profes-
sional functions, such as financial aid, and the impact of reg-
ulations, but reaches no firm conclusions about the causes
of this growth. Additionally, the study makes no attempt to
examine the link between expenditures and price increases.
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Another study funded by the U.S. Department of Education
further explores the causes of growth in educational expen-
ditures and the link between educational expenditures and
tuition (Kirshstcin, Tikoff, et al. 1990). The analysis of trends
in costs considered growth in expenditures on instruction,
administration, and plant operations and found that admin-
istrative expenditures were influenced by the professional
ization of administrative services, growth in faculty salaries
and benefits contributed to the expansion in expenditures
on instruction, and expenditures for plant operations appar-
ently had not kept pace with needs. Another report examining
the link between expenditures and tuition using a regression
model reaches the following conclusion:

The results of this model suggest that in the early 1980s, tui-
tion increased not only in response to rising expenditures
but also as a means to finance higher education expen-
ditures. According to the same econometric model, in the
late 1970s tuition rose in response to budgetary pressures
but not as a means to finance additional expenditures
(Kirshstein, Sherman, et al. 1990, p. iii).

More generally, the conclusion that the increases in costs
have been the primary driver of tuition (Massy and Wilger
1992) has been widely accepted, and states have begun to
focus on ways of reducing educational costs (Knutsen 1993).
These developments seem to have fueled the financial re-
structuring of state systems of higher education. In fact, a study
of three state systems that underwent retrenchment in 1992-
93 found that concerns of state officials about administrative
costs were a major force in the state budgeting process (St.
John 1993a).

The differences between public and private colleges and
universities should not be overlooked. This federally funded
research does not distinguish between public and private col-
leges, and "given the relatively short time period covered by
the data, it generally was not possible to measure precisely
the relationships between tuition and expenditures across
sectors" (Kirshstein, Sherman, et al. 1990, p. 83). The analysis
of case studies seems to indicate that when states reduce their
institutional support, public institutions reduce their expen-
ditures, focusing first on administrative expenditures (St. John
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1992a). This finding supports a different conclusion from the
one reached by the federal study:

In this analysis, . . . whether public institutions raised their
prices slower or faster than similar institutions was inde-
pendent of expenditure trends. In contrast, there was a
simultaneous occurrence of both of these conditionsrising
openditures and rising pricesin four of the private col-
leges visited. Thus, these findings do not support the argu-
ment that excessive spending is the primary cause of tuition
increases . . . and, therefore, such an argument should be
treated with caution in the . . . policy debates about higher
education finance (St. John 1992a, p. 179).

Specifically, this finding raises an important point for public
officials to consider. It raises doubts about the claim that
expenditures cause increases in tuition. It is entirely possible
that when states severely cut state funding, prices can increase
while expenditures decrease, a development that has been
recently observed in case studies of state financing practices
(Griswold and Marine In press; St. John 1992a, 1993a). This
prospect raises serious doubts about the wisdom of using cost
management strategies as the primary means of public efforts
imed at controlling costs in higher education, because such

a strategy can result in an increased price for reduced services,
a situation already evident in many public institutions.

A recent econometric study digs beneath the surface to
examine the factors that influence changes in expenditures
per student. The study not only confirms that administrative
expenditures increased faster than academic expenditures,
but also explains more completely why expenditures per stu-
dent increased. First, the competitive nature of the higher edu-
cation market influenced prices to rise. Institutions that had
increased enrollments had lower expenditures per student,
while institutions that had declines in enrollment had in-
creased expenditures per student. Further, more than a third
of the higher education institutions in the United States had
declining enrollments, although demand did not decline over-
all. Indeed, quite the opposite was the case:

The most striking finding . . . is that one-third of the insti-
tutions suffered declines in enrollment even as overall en-
rollment grew. That so many institutions could lose enroll-
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meat gives a strong indication that market forces bear heav-
ily on institutions of higher edz,cation. When institutions
fall out of favor with customers, or when demographics shift
students elsewhere, institutions face loss in revenues. . . .

The marketplace then imposes its discipline. Institutions that
do not deliver services that a sufficient number of students
find attractive must change course or suffer decline (Getz
and Siegfried 1991, p. 390).

Second, as the overall "demand for higher education in-
creases, the derived demand for the most important input,
faculty, also increase [s], causing a rise in average faculty sala-
ries" (Getz and Siegfried 1991, p. 391). Between 1978-79 and
1987-88, faculty salaries increased by an estimated average
of 1.6 percent per year above the rate of increased prices.
Because student/faculty ratios increased slightly, however,
the gains in faculty salaries were not a major force driving up
costs or prices. The cost of faculty salaries was mitigated to
an extent by increasing class sizes and more part-time faculty.
(Getz and Siegfried 1991).

Third, consumer preferences for services like institutional
support, student services, and academic services influenced
institutions to incur extra costs, and other services, such as
fund-raising, also increased. As a result, institutions, especially
private colleges, were "supplying a demonstrably higher-
quality service at a higher cost" (Getz and Siegfried 1991,
p. 391).

Thus, the literature that assumes a link between expendi-
tures and tuition is suspectespecially if the intent is to use
the findings as a basis for public policy. A correlation appears
to exist between educational expenditures and tuition, but
not the direct causal link that the literature claims (e.g., Kirsh-
stein, Sherman, et al. 1990). Some institutions apparently
raised tuition to generate revenue for increasing expenditures,
but in other cases, particularly in the public sector, schools
increased tuition when expenditures declined. Further, expen-
ditures per student have been more likely to rise in institu-
tions that experienced declining enrollments, which was
about a third of the total number of institutions (Getz and
Siegfried 1991). And while some students were willing to pay
more for an improved quality of educational services (Evan-
gelauf 1988a, 1988h; Getz and Siegfried 1991; Kirshstein, Sher-
man, et al. 1990), the fact remains that poor students were
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not able to pay more for reduced quality in low-cost insti-
tutions (Freedberg 1993; St. John 1993a). More important,
many of the basic assumptions made by neoconservatives
about unproductive behavior in academe (e.g., Finn 1988a,
1988b) appear far too simplistic (Getz and Siegfried 1991;
St. John 1992a), which raises questions about whether the
evidence of simultaneous increases of expenditures and tui-
tion has any practical value for policy makers.

Government support and college prices
Federal student aid policy can indirectly influence changes
in prices. Indeed, recent evidence suggests that public insti-
tutions can gain revenues from federal student aid programs
when they raise tuition (Hearn and Anderson 1989; McPher-
son and Schapiro 1991). The situation is substantially different
in private institutions, however, where the cost provisions in
federal programs can limit the amount of additional revenue
that can be gained from increased tuition. In fact, in private
colleges the reverse situation has been the case: Private insti-
tutions increased their own allocations to student aid to com-
pensate for the loss of federal student aid (Council for Ad-
vancement 1987; Green 1987; National Institute 1987).

The initial research on the impact of federal student finan-
cial assistance on tuition was conducted for the National Com-
mission on Student Financial Assistance (Dickmeyer 1983).
Based on a regression analysis, the study concluded that a
weak relationship existed between federal student aid and
tuition charges in both public and private colleges but cau-
tioned against making generalizations about these relation-
ships. For example, the author observed, the association
between tuition and federal funding could be "the result of
a statistical artifact and not conscious behavior on the part
of college administrators" (Dickmeyer 1983, p. 6).

While these statements indicate that caution should be used
in interpreting the findings, the author does not explicitly con-
sider how the eligibility requirements for federal student aid
programs might limit the revenue gains associated with tuition
increases. In other words, just because the amount of revenue
from federal student aid is correlated with tuition charges,
it does not mean that institutions can gain revenue from
increasing their tuition charges. Nevertheless, the findings
of this studynot the cautionary notesseem to have influ-
enced neoconservatives.
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Two more recent econometric studies examine the rela-
tionship between government student aid and tuition charges.
One study of the relationship between pricing decisions and
student aid concludes that:

. . ( I I with regard to federal student aid, we find that,
at private four-year institutions, increases in SEOG [Sup-
plemental Educational Opportunity Grant) and Pell expen-
ditures do not cause schools to raise tuition and fees,
although increases in federal financial aid do lead to higher
tuition and fees in public four-year institutions: (2) federal
grants and contracts have important effects on tuition and
fees, institution-based financial aid, and instructional ex-
penditures throughout higher educationour results indi-
cate that cutbacks in research funding would lead to higher
tuition at private four -year institutions; lower institutional
financial aid at four-year private, and both four-year and
tuv-year public institutions,

and
lower instructional expen-

ditures for all three groups; and (3) increases in state and
local appropriations significantly increase instructional
spending in three of the institutional categories examined
(McPherson and Schapiro 1991, p. 74).

Another econometric study also suggests the reverse of
Secretary Bennett's claim, concluding that ". . . increases in

federal grants to students would decrease the rate of growth
in tuition" (Paulsen 1991, p. 355). Further, regarding the influ-
ence of state financial support, ". . . increases in state and
local government appropriations to public institutions would
decrease the rate of growth in tuition" (p. 355).

The effects of price changes
Recent analyses of students' responses to prices strongly indi-
cate that prices and price subsidies influence students' enroll-
ment behavior (St. John 1990a, 1990h: St. John and Starkey
In press). in an effort to assess the effect of actual price
changes in the early 1980s (FY1981 to FY1986), actual changes
in tuition and institutional allocations to grants and price-
response measures derived for the study of student enroll-
ment behavior in the early 1980s were used to estimate the
effects of changes in institutional pricing policy (St. John
1993h). The study found that changes in institutional aid in
private colleges apparently helped mitigate the effects of price
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increases, as did federal loan dollars. In public four-year insti-
tutions, however, the changes in both grants and tuition
would have decreased enrollment if federal loans had not
partially mitigated this force. And in public two-year institu-
tions, federal grants actually helped increase enrollments (St.
John 1993b). Apparently, available maximum Pell awards went
farther toward paying tuition at public two-year colleges. (The
reader is cautioned that these analyses were an approximation
of the effects of changes in prices and subsidies based on the
results of price-response studies [St. John 1990a, 1990b] rather
than a trend analysis of these effects [e.g., McPherson and
Schapiro 1991].) The two types of studies did, however, reach
similar conclusions.

Understanding Productivity
In criticizing colleges for raising their tuition, some observers
have raised questions about the productivity of administrators
and faculty (Finn 1988a, 1988b; losue 1988; Snyder and
Galambos 1988). The basic production ratios in higher edu-
cationstudent/faculty ratios and so onhave increased
slightly over time, but productivity is exceedingly difficult to
measure and to regulate in higher education.

Problems with measuring productivity
Research on productivity and efficiency in higher education
has been plagued by problems with the measurement of
inputs and, especially, outputs. Indeed, the word "produc-
tivity" seems to have taken a symbolic meaning in many states
that has a negative influence on the state's budget process
(Layzell and Lyddon 1990).

The major problem is that of defining and measuring the
outputs of the colleges and universities. Unfortunately, the
literature provides very little help in solving the problem. The
result is that any empirical study of higher education pro-
duction and cost behavior will be limited by the crudeness
of (be output measures used and the study will be open to
criticism on that basis (Carlson 1977, p. 7).

This problem with measurement has continued to plague
research on efficiency and productivity in higher education.
Most research has focused on expenditures per student, but
'expenditures per student provide very little indication of
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throughput. One study developed by the National Center for
Education Statistics (To 1987) in response to the congressional
mandate for a higher education cost study estimates the costs
of producing a bachelor graduate, but the estimates have been
severely criticized because of the inherent problems of mea-
surement in research on college costs.

According to To's analysis, the main factors considered to
influence the cost per degree included the composition of
students (e.g., percent of part-time students), class size, pres-
tige, and enrollment. Like so many of the earlier studies, the
reader is cautioned about problems with measurement: "The
scope of this analysis has been seriously limited by the un-
availability of data. As a consequence, assumptions were made.
These assumptions are not beyond dispute" (To 1987, p. 49).

The criticisms of lb's report hit a range of problems. After
critically examining the quality of the analysis and the mea-
surement problems, two observers suggested "juxtaposing
the cost-per-degree indicator to a cost-per-student indicator,"
which, monitored over time, "could yield interesting and
informative data about the higher education enterprise"
(Brinkman and Jones 1987, p. 71). Other commentators dealt
more explicitly with the political influences on the study
(Wagner 1987; Zemsks: 1987).

A few relatively recent studies, however, have attempted
to estimate cost functions (for instructional and educational,
and general expenditures) in higher education (e.g., Brink-
man 1981; Paulsen 1989; Tierney 1982) that shed some light
on the questions related to productivity and instructional
functions.

Interestingly, these studies generally find the cost functions,
and marginal costs of adding a new student, are lower when
cost functions are estimated at the departmental level (Tierney
1982) than at the institutional level (Brinkman 1981), possibly
because departments have excess capacity (Brinkman 1981;
Paulsen 1989). Research that examines the influence of the
number of programs and institutional size finds that both fac-
tors influence costs: For institutions of equal size, an increased
number of programs would increase costs per student
(McLaughlin et al. 1980). Further, larger departments also
mean greater research productivity (Golden and Carstensen
1992). Thus, the research strongly suggests that instructional
costs at the level of academic departments arc a vital link not
only in understanding both the determinants of instructional

These studies
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costs in larger universities, but possibly also in gains in
research productivity as well.

Instructional productivity
Many econometric studies conclude by proposing to increase
instructional productivity by increasing class sizes and stu-
dent/faculty ratios (e.g., Paulsen 1989; To 1987). This econo-
metric research raises questions about whether such eco-
nomic gains would reduce instructional effectiveness. An
extensive review of the literature on the effects of college on
students reaches two conclusions about the effects of class
size: "Class size is not a particularly important factor when
the goal of instruction is the acquisition of subject matter
knowledge and academic skill" (Pascarella and Terenzini
1991, p. 87), but a relationship could exist between class size
and higher-order thinking:

Other factors being equal, student discussion is probably
more likely in a class of 15 to 20 than in one of 250. The

. . . finding, however; further suggests that the amount of
student /faculty and student/student interchange may not
be particularly influential unless that interchange is at a
reasonably high cognitive level (p. 147).

Thus, under some conditions small classes apparently are
desirable and beneficial, but these circumstances certainly
are not universally applicable. Certainly in some circum-
stances, gains in productivity can be achieved through
smaller classes.

A crucial challenge facing efforts aimed at reducing instruc-
tional costs is to find better ways of balancing financial con-
siderations with an orientation toward improving learning
outcomes, that is, to move toward a more meaningful measure
of productivity. Along these lines, it appears that some liberal
arts colleges have been successful in building a culture that
values teaching. A study of liberal arts colleges with high
faculty morale found that:

The cultures of the colleges include a commitment to the
studentthe development of the whole personthat become
a pimt around which everythMg turns. For faculty, this cul-
tural priority makes the role of teachers and their relation-
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ships to students of unequivocally primary importance (Rice
and Austin 1988, p. 52).

This study raises an interesting question: Did a greater
emphasis on teaching in liberal arts colleges contribute to
the fact that private colleges competed better for students than
public institutions in the 1980s? Some have speculated about
how to foster a teaching culture (Shelton and DeZure 1993),
but little research has been done on the topic. It is possible
that an orientation or attitude that emphasizes students' suc-
cess, rather than weeding out the "bad" students, could
improve instructional productivity as measured by the costs
of producing a college graduate more than efforts to increase
class size (instructional productivity). A recent analysis of
strategies for improving math education observes:

Critical courses [like] algebra in high school or calculus in
college must cease working as a fine netting screening out
all but likely mathematics majors. Rather they should inspire
more students to pursue further study lam not recom-
mending that standards be lowered, but rather expectations
be raised. Expectations are sometimes pivotal, and they are
abysmally low in this country, especially for women and
minority students (Paulos 1994, pp. 33-34).

This line of argument raises the possibility that educational
attainment, even attainment in difficult subjects, can be
improved through actions that promote students' learning,
that emphasize finding better ways of engaging and challeng-
ing students. Further, informed observers speculate that learn-
ing can be enhanced and costs reduced through restructuring
the faculty role, including the better use of technology and
diverse teaching strategies (Guskin 1994). Thus, a need is
apparent to balance short-term concerns about instructional
costs with longer-term concerns about attainment. A potential
means of attaining this balance is through placing a greater
priority on the faculty's role in promoting the development
of the whole student and in creating a climate and incentive
structure that supports this prospect.

Impediments to productivity
Unfortunately, few incentives exist for institutions to pursue
productivity as a goal. Historically, quality was defined in
terms of measures that mitigated gains in productivity. For
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example, low student/faculty ratios, large numbers of library
hooks, and high percentages of faculty with doctorates have
been among the measures used in the funding of federal pro-
grams (Jacobs and Tingley 1977) and are still integral to the
criteria used for assessing institutions by accrediting associ-
ations (e.g., Southern Association 1992). Additionally, to retain
specialized program accreditation, colleges and universities
must maintain faculties of minimum sizes, low student/faculty
ratios, and competitive salaries. When these criteria are not
met, then accreditation can be lost. Deans and program chairs
frequently use these standards in their internal battles for
resources.

On a deeper level, the structure of incentives for faculty
in higher education does not promote instructional produc-
tivity. Faculty are generally rewarded for productivity in
research rather than in teaching. For both faculty and admin-
istrators, productivity in research is closely linked to prestige
(Garvin 1980). Recent conceptualizations of economic behav-
ior within organizations emphasize building an understanding
of incentives for employees and production domains (Hoenack
1983 ). In higher education, this approach means most of the
research on productivity misses a crucial aspect of economic
behavior, as gains in compensation for faculty are more
closely linked to productivity in research than in teaching.

The literature on faculty research productivity is quite
extensive. Numerous recent studies have examined the factors
that influence research productivity (e.g., Baird 1991; Black-
burn et al. 1991; Lawrence and Blackburn 1988; Royalty and
Magoon 1985; Schiele 1991). Other studies have examined
the influence of research productivity on the reputational
standing of faculty members (Davis and Astin 1987), depart-
ments (King and Wolfle 1987), and institutions (MOO. Mead,
and Bayer 1987). Recent studies have examined the influence
of writing on satisfaction among faculty (McCarthy, Meier, and
Rindera 1985), differences between the ways faculty and
administrators value research (Pellino, Blackburn, and Boberg
1984), strategies for promoting research productivity and
research enhancement (Perrucci, O'Flaherty, and Marshall
1983), and the link between compensation and research pro.
ductivity (Konrad and Pfeffer 1990): The overwhelming con
clusions from this growing body of research arc that faculty
value research and are awarded financially and personally for
their publications.
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In contrast, the literature on teaching productivity is more
sparse. Faculty's instructional innovations apparently are influ
enced by individual motivation, not monetary rewards (Davis
et al. 1982). Further, only a slight link is apparent between
research productivity and teaching. A meta-analysis of studies
that examined the effects of research productivity on teaching
concludes that research had a consistent and slight positive
effect on teaching effectiveness (Feldman 1987).

Recent studies have argued that the quality of instruction
has declined, which has been attributable to increases in "dis-
cretionary time," a phenomenon fueled by an "academic
rachet" of egalitarian appeals for equal treatment (Massy and
Zemsky 1992). A critical analysis of this phenomenon argues
that market forces have influenced the trend toward more dis
cretionary time and that institutions need to emphasize under-
graduate teaching more (Winston 1994).

Thus, the research on faculty productivity provides some
insights into the reasons for the lingering problem of aca-
demic productivity: Faculty are rewarded more for their
research than for their teaching. The internal structure of
incentives of the academy simply does not value instructional
innovation and productivity in the same way it values research
productivity and reputation. These conditions inhibit even
marginal reductions in instructional costs. Further, market
forces in the academic community fuel this problem. Clearly.
an understanding of this internal structure of incentivesand
its influence on the value system of facultyshould he inte-
gral to the envisioning of alternative strategies for reduction
of instructional costs.

An alternative approach
Despite these recurrent limitations and impediments, the
prospect of using information on productivity as a basis Of

public (and institutional) policy choices in higher education
could have merit. Despite problems with the measurement
of productivity, productive behaviors can be identified. The
problem is that faculty and administrators have few incentives
to engage in behaviors that could actually reduce unit costs.
This condition does not exist, at least to the same extent, in
private enterprise.

Although the widence on institutional efficiency is relatively
limited, we believe it is possible to identify institutions /that/
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use their resources in a relatively efficient manner to pro-
duce observable and measurable outcomes. We believe it
is possible to describe these relatively efficient institutions
by conventional economic production functions (that)
represent the efficient production possibilities, even though
most academic institutions share a value system of relative
inefficiencythat is, administrators and faculty generally
seek higher faculty salaries, lower faculty workloads, smaller
classes, and lower student/faculty ratios. From the student
or government point of view, these pressures against rel-
atively efficient resource use should raise serious questions
about the likely impact of the financial support they provide
these institutions as clients (Weathersby et al. 1977, p. 531).

An expansion on this logic argues that institutions should seek
to align their choices with student goals and reduce their costs
(Weathersby and Jacobs 1977).

This line of argument recognizes that the goals of admin-
istrators and faculty are not necessarily aligned with those of
students and taxpayers. The authors assumed, however, that
market forces will influence change, a situation that has not
evolved in the way the authors envisioned, despite a decade
of criticism. A new form of competition did emerge, however:
Proprietary schools have expanded dramatically because of
their vocational offerings. And instead of responding to
general public concerns about costs, many private colleges
developed new marketing strategies targeted at middle-
income students. They adjusted to students' goals by expand-
ing services and student aid. Most public colleges, however,
did not substantially change their marketing and pricing strate-
gies. As a consequence of these developments, access was
diminished for many low-income students.

Government, student, and public concerns about costs are
now emerging (Layzell and Lyddon 1990). Whether these con-
cerns are serious and will be sustained have yet to he deter-
mined, but available evidence suggests that public officials
are serious (Jacobson 1992). The basic problems with the
structure of incentives in the academy, which supports behav-
iors that raise costs per student rather than reduce them, must
be confronted if these basic inefficiencies are to be con-
tended with.

A recently proposed approach could help policy makers,
faculty, and administrators contend with this dilemmafo-
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curing more explicitly on using inquiry to promote gains in
productivity:

What is clear is that information on cost savings and
improvements in productivity must be based upon system-
atic analysis of activities at the institutional or departmental
level including different approaches to accountability and
incentives. T h e l i t e r a t u r e on t h e s u b j e c t is . . . meager and
provides only some general directions that might be pursued.
Moreover, no generic approach is likely to provide identical
results across different institutional settings, subjects, and
applications. This suggests a need for colleges and univer-
sities and their constituent departments to experiment with
various accountability and incentive strategies and instruc-
tional strategies, including not only instructional technol-
ogies, but also various configurations of large-group and
small-group instruction, peer tutoring cooperative learning
and other techniques (Levin 1991, p. 258).

An experimental approach to improving productivity, one
that places greater emphasis on understanding the incentives
for faculty and administrators, certainly has merit, although
few practical examples of such practices exist. Such an
approach would seem especially "productive" if it were
coupled with a strategy that emphasizes students' learning
and development of the whole student.

Higher Education as an Investment
The public's concerns about productivity in higher education
are linked to their concerns about the amount of tax dollars
used to support higher education and the costs of attending.
Therefore, the issue of return on investment is important to
colleges and universities on two levels: the return for taxpay-
ers and the return for individual consumers. Colleges and uni-
versities should consider these issues more explicitly when
they develop arguments for more government support for
operations and student aid, as well as when they assess the
effects of their efforts to market their services to students.

From the perspective of the average consumer, higher edu-
cation remains a good investment. And this benefit can be
communicated.

The popular image of the unemployed honors graduate who
returns home with a bag full of laundry and an unpaid
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loan t o reclaim his o l d room d i s s i p a t e s as . . . a chart and
. . . datanot anecdotes /are/are used] to tell the story about
the relationship between education and income (Williams
1993).

Colleges and universities cannot afford, however, to price
their services based on the individual's expected return, as
students respond to prices based on the actual prices they
pay. The percentage of the population that can afford the full
costs of the average private college is severely limited. And
while the percentage of the population that can afford the
average public tuition is substantially larger, the average stu-
dent attending a public four-year college or public two-year
college is highly price-sensitive (St. John, Oescher, and
Andrieu 1992; St. John and Starkey 1994). Unless price
increases in either sector are accompanied by increases in
need-based financial aid, then the percentage of the potential
population that can afford to attend college will shrink. Thus,
within the constraints of the current financing arrangements
for public and private higher education, the fact that higher
education has high individual returns has limited value to
institutions. The market itself constrains the extent to which
most institutions can raise prices (Garvin 1980; Getz and
Siegfried 1991). Even sustained movement toward a high-
tuition, high-aid strategy would eventually cease to draw stu-
dents when the sticker price gets too high.

The prospect that institutions can sell the government on
increasing its investments in institutional and student sub-
sidies is doubtful, however, unless their arguments are tied
to taxpayers' concerns about improving the rate of return on
the public investment. While emerging research consistently
indicates that tax revenue returns are positive (Bluestone
1993; Creech, Carpenter, and Davis 1994; Girling, Goldman,
and Keith 1993), this fact alone might not be a sufficient
basis for institutions and their representatives to argue for
increases in state subsidies and state and federal allocations
to student aid.

Assessing Ideological Claims
The conventional conservative and liberal claims about the
public investment in higher education are not germane to
the oscillations in college and university tuition during the
past 14 years. Rather, they are useful in interpreting the mean-
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ing of the underlying financial restructuring. In the early
1980s, the percentage of the total economic cost of higher
education that was home by government declined from 49
percent in 1975 to 43 percent in 1980, 36 percent in 1985,
and 34 percent in 1990. At the same time, the percentage of
the burden home by families rose from 39 percent in 1975
to 43 percent in 1980 and 49 percent in 1985 and 1990
(National Commission on Responsibilities 1993, p. 23). The
shift in the burden for financing higher educationfrom the
government to students and their familieswas consonant
with conventional conservative arguments about the eco-
nomic value of higher education, which accrue primarily to
the individual, and the belief that these costs should be borne
primarily by individuals. Further, the shift in emphasis
between grants and loans was also consonant with this argu-
ment. Whether this claim is correct or not remains subject
to debate and interpretation.

First, two of the claims made by neoconservatives pertain
directly to changes in higher education finance during the
1980s. Both of the neoconservative claims about higher edu-
cation institutions had some factual basis, but the Reagan and
Bush administrations' interpretations misrepresented the facts.
The first of these claims was that institutions raised tuition
to gain more federal student financial aid. Private colleges.
the sector of higher education with the highest tuition and
the most substantial increases, did not gain federal grant
revenue when they raised tuition. The cost provisions of fed-

eral grant programs would preclude it. Further, the tact that
federal grants were declining meant not only that there were
no more grant revenues to gain, but also that institutions were
adjusting to revenue losses. Because their prices were lower,
public colleges could theoretically gain more grant revenue
than they might otherwise if they raised tuition. Public insti-
tutions generally raised tuition to compensate for losses in
state appropriations, however, rather than to gain Pell revenue.
Because of the cuts in federal grant programs, public four-
year colleges actually lost scholarship grant revenue from
external sources in the early 1980s (St. John 1993b). And
when tuition increased incrementally in public four-year col-
leges, enrollments of low-income students declined. Thus,
the neoconservative claim that institutions raised tuition to
increase revenue from federal grants seems ill conceived and
apparently based on incomplete information.
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The neoconservative claim that colleges and universities
raised tuition because they were unproductive and wasteful
is also a misrepresentation of the facts. While colleges and
universities are not productive organizations, their produc-
tivity ratios changed very little in the 1980s. Instructional and
administrative expenditures increased incrementally in the
1980s. The growth in instructional expenditures was attrib-
utable primarily to growth in faculty salaries and benefits,
while the growth in administrative expenditures appears to
be related to incremental growth in professional nonteaching
positions. The growth in the professionalization of college
administrators, however, apparently helped many private col-
leges avert financial crises (St. John 1991c, 1992a). Neverthe-
less, the criticisms raised by the neoconservatives raised pub-
lic awareness of the longstanding unproductive economic
behavior of colleges and universities.

The average production costs in higher education are
higher than is necessary to educate postsecondary students.
They are high because of historic production functionsthe
ratios of students to faculty, class sizes, and so forththat have
been maintained despite the increased availability of new
instructional technologies (such as telecommunications, com-
puters, and television). Thus, a challenge faces colleges and
universities, one with long historical roots, to reduce produc-
tion costs to better meet taxpayers' and students' needs.
Further, the neoconservative criticisms about productivity are
only the tip of the iceberg. Higher education faces some very
basic problems regarding production costs and the related
prices. The remedies to the problems of productivity facing
the academy will necessarily involve faculty as part of the solu-
tion, however (Levin 1991), rather than the type of central
actions advocated by the neoconservatives (U.S. Dept. of Edu-
cation ca. 1990).

Second, two of the neoliberal claims about higher educa-
tion finance that emerged in response to neoconservative crit-
icisms of higher education in the 1980s are germane to the
issues of pricing and productivity. The neoliberal claim, that
institutions raised tuition to compensate for the loss of federal
grant dollars, was made primarily by private colleges and uni-
versities. This claim is supported by the evidence reviewed
here, at least for private colleges. Private colleges did raise
their internal grant allocations as a means of compensating
for losses in federal grants, which helped them mitigate the
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potential negative effects of changes in federal student aid
policy. This claim does not hold for public colleges and uni-
versities, however, where grants were not increased to adjust
to the new conditions. Additionally, the neoliberal claim that
public institutions raised tuition to compensate for losses of
state appropriations is supported by available evidence. These
developments, however, had a negative influence on enroll-
ment of low-income and minority students, as increases in
federal grants did not keep pace with increases in tuition in
public institutions.

Thus, the two forces identified by institutions as part of
their neoliberal defensethat shifts in state and federal finan-
cial strategies influenced increases in tuitionseem to have
had as much or more influence on the incremental increases
in prices than the incremental erosions of institutional pro-
ductivity identified by the neoconservatives. Further, the fact
that market forces influenced changes in expenditures (Getz
and Siegfried 1991) further reduces the legitimacy of the claim
that losses in productivity caused increases in tuition.
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UNDERSTANDING FINANCIAL STRATEGY

Before assessing alternative financial strategies, it is important
to think critically about the conceptual models used to rou-
tinely assess financial alternatives. As the preceding sections
illustrate, the conceptual bases chosen by analysts and policy
makers to make arguments for policy alternatives are influ-
enced by their political beliefs. Therefore, it is necessary to
examine critically the validity of the embedded theoretical
claims in the models typically used in analyses of financial
strategy in higher education to construct a more workable
conceptual framework for assessing future choices about
financial strategy. This section undertakes an intermediate
reconstruction of the models typically used to assess financial
strategies in higher education, first critically examining four
theories that are frequently used in analyses of financial strat-
egy in higher educationhuman capital theory, revenue the-
ory, political incrementalism, and critical theory. Then the
conclusions reached from this analysis are used to propose
a reconstructed model for assessing financial strategy.

The Limits of Extant Theories
The findings from the review can he used to examine critically
the theoretical claims embedded in the literature on higher
education finance, a necessary step in the development of
a reconstructed understanding of how we might improve the
strategies commonly used to assess financial strategies.

Human capital theory
It is important to examine critically the assumptions em-
bedded in human capital theory, precisely because human
capital theory is consistently used as a basis for policy pro-
posals. A study of testimony before Congress for reauthori-
zations of the Higher Educatic.. found that college and
university presidents frequently used arguments based on
human capital in their congressional testimony (Slaughter
1991). And a recent study of state influence on higher edu-
cation financial restructuring found that arguments based on
human capital had a great influence on the development of
state plans (St. John 1993a), a development that is entirely
consistent with theory on higher education master planning
(Halstead 1974). Further, recent research on state and federal
responsibilities in the financing of higher education holds
certain assumptions based on human capital (e.g., Kramer
1993a). Clearly, human capital theory has a substantial influ-
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ence on the formulation of policy proposals for the financing
of higher education.

Theoretical claims. Human capital theory (Becker 1964)
views decisions to invest in education as a choice with costs
and benefits, both pecuniary and nonpecuniary. For individ-
uals, the pecuniary costs include the direct costs of attending
(tuition, books, living expenses, and so on) and opportunity
costs (i.e., foregone earnings), while the primary pecuniary
benefits include gains in lifetime -arnings. Nonpecuniary
benefits include satisfaction with work and related social and
psychological benefits. For society, the pecuniary costs
include both the direct expenditures of tax dollarsthe sub-
sidies provided to institutions and, more recently, to stu-
dentsand indirect, or opportunity, costs associated with the
decreased opportunity to make other investments (for exam-
ple, in defense, police and fire protection, and so forth), while
the benefits include gains in productivity and tax revenues.
The nonpecuniary benefits to society include intergenera-
tional equity and an increased sense of democracy. Addition-
ally, subsidized loan programs could reduce an individual's
direct costs and thus increase opportunities to attend college
(Becker 1964).

This basic paradigm has been variously interpreted in the
academic and political debates over higher education finance.
Research examining the public and private costs and benefits
of direct public subsidies of higher education institutions
(Leslie and Brinkman 1988) was particularly influential in the
public choices to emphasize federal programs that subsidized
students rather than programs that subsidized institutions
(Gladieux and Wolanin 1976; National Commission on the
Financing 1973). The conventional liberal interpretation of
human capital theory has emphasized gains in productivity
as the pecuniary benefit and intergenerational equity as the
social benefit (Kramer 1993a). A recent neoliberal claim is
that tax revenues provide a possible basis for justifying federal
spending (e.g., Bluestone 1993; Creech, Carpenter, and Davis
1994; Girling, Coldman, and Keith 1993; St. John and Masten
1990). If this measure is used in estimates of costs and bene-
fits, then the broader measure of productivity of the workforce
cannot he used without double counting benefits.

Thus, a set of claims is embedded in human capital theory,
as it has evolved.
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The individual's return on investment includes gains in
lifetime earnings (a claim that is certainly supported by
the research literature).
Society's return from the public investment is gains in
the state or national product (a claim that has historically
been difficult to measure and interpret).
Society's return includes gains in tax revenues derived
from individual gains in lifetime earnings, a claim that
is considered double counting if one also considers gains
in productivity (recent research suggests this approach
has merit, although further refinements in methods used
in this kind of analysis are certainly possible).
Student aid functions as a means of reducing individual
costs for needy students (while this assumption holds
when critically examined at a general level, the net price
concept, which has been frequently used to estimate the
effects of prices, is problematic).

The theoretical assumptions embedded in human capital
theory have generally held up when examined in empirical
studies, which is one reason it has been frequently used in
planning and budgeting. Human capital theory has some limi-
tations, however, that merit consideration whcri reconstructing
the theory of higher education finance.

limitations. The strict application of human capital theory
has at least three major limitations that are evident from a
review of the controversy over higher education costs. First,
human capital theory does not explicitly address the issue
of organizational productivity in higher education. An analyst
using human capital theory might assume that market forces
would influence institutions to assume competitive behaviors.
But the history of higher education of the past several decades
indicates that the incentives in the academy, which are based
on widely held assumptions about academic excellence, do
not promote productivity. A college or university, or even an
academic program, that exhibited highly efficient and pro-
ductive behavior, such as having high student/faculty ratios
and high rates of student achievement and degree completion,
would probably run into problems with accrediting agencies
because of those ratios.

Second, the development of price-response theory, espe-
cially the concept of net price, does not adequately explain
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the enrollment behavior of students. Standardized student
price-response coefficients (SPRCs) (Jackson and Weathersby
1975; Leslie and Brinkman 1988; McPherson 1978; National
Commission on the Financing 1973) have evolved as a means
of linking enrollments and changes in prices (and subsidies).
These methods have not adequately predicted enrollments,
however. A review of the literature argues that other forces
explain why SPRCs did not adequately explain enrollment
behavior (Leslie and Brinkman 1988). Recent research indi-
cates that students respond to several types of prices and that
the way they respond to prices can be influenced by changes
in financing policy (St. John 19931); St. John and Starkey In
press). Therefore, the topic of student price response merits
critical thought and analysis.

Third, human capital theory does not adequately depict
important constraints on equity in the social system. Specif-
ically, human capital theory seems to hold that economic con-
straints are the primary inhibitor of opportunity, but minority
students appear to have less than an equal opportunity to
attend college (St. John 1991d; Tierney 1992) because of a
variety of barriers. Further, even when African-Americans attain
an education, their earnings are not always on the same level
as others with an equal level of education (Pascarella and Ter-
enzini 1991). Thus, models used to assess the effects of finan-
cial policies need to account for these other forces.

Revenue theory
Revenue theory, developed as an explanation for economic
behavior within academic organizations (Bowen 1980), is ger-
mane to the discussion of higher education finance because
it has been widely used as a basis for analyses of cost trends
in higher education (e.g., Kirshstein, Sherman, et al. 1990;
Kirshstein, Tikoff, et al. 1990), as well as for politically mo
tivated criticisms of higher education spending.

Theoretical claims. The revenue theory of higher edu4tion
costs makes the following claims:

I. The dominant goals of higher education are educati nal
excellence, prestige, and influence.

2. hi quest of excellence, prestige, and influence, there vir-
tually no limit to the amount of ?ironer an institution
could spend on seemingly fruitful educational ends.
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3. Each institution raises all the money it can.
4. Each institution spends all it raises.
5. The cumulative effect of the preceding four laws is toward

ever-increasing expenditures (Bowen 1980, pp. 19, 20).

Neoconservatives used Bowen's theory extensively as a
basis for their criticism of the higher education community's
raising its prices in the 1980s. Two basic claims are embedded
in Bowen's theory: (1) In their quest for excellence, insti-
tutions will raise all the revenue they can; and (2) institutions
will spend all they raise. According to Bowen, the pursuit of
excellence is the motive for these behaviors. Neoconserva-
tives, however, reinterpreted these claims to mean that (3)
institutions are greedy and unproductive and (4) they raised
tuition to support their spending habits. A big difference
exists, however, between claim 1 and interpretation 3 as to
institutions' motives and between claim 2 and interpretation
4 as to the connection between revenues and expenditures.
To untangle this mess, it is necessary to examine the four
claims separately.

First, substantial evidence supports the assumption (claim
1) that institutions will raise all the money they can. Clearly,
the incentive structure of administrators and faculty discussed
earlier seems to support this claim. But the tendency for pub-
lic institutions to raise their tuition to substitute for the loss
of state revenue indicates that institutions could have raised
tuition higher in the past (Garvin 1980), a situation that seems
to mitigate this claim. The fact, however, that a scheme was
developed to help guide colleges and universities in their
efforts to generate alternate revenue sources also supports
claim 1 (National Association 1988). Thus, this claim appears
generally correct, but it does not necessarily appear to be the
basis for pricing decisions.

Second, evidence also supports the assumption (claim 2)
that institutions will spend the revenue they generatein the
general pattern of trends in expenditures (Kirshstein. Tikoff,
et al. 1990) and in the various attempts to develop case stud-
ies (O'Keefe 1987; St. John 1992a). When institutions had suf-
ficient revenues, they increased spending on instruction and
administration. But vv;ien they did not have sufficient total
revenue, they constrained their expenditures, especially their
expenditures on administration (O'Keefe 1987; St. Joh')
1992a). Thus, the research supports the conclusion that a link
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exists between general revenue levels and spending patterns:
Spending is influenced by revenues.

Third, the research only partially supports the neoconser-
vative notion (interpretation 3) that institutions raised tuition
because they were unproductive and greedy. The facts are
that, historically, institutions of higher education have not
been highly productive, they have absorbed new technologies
without making gains in productivity, and the incentive struc-
ture within the academy does not support instructional pro-
ductivity. The implicit assertion that institutions are unpro-
ductive because of greed is not supported by history or recent
research. While faculty salaries gained some ground in the
early 1980s, they did little more than make up for ground lost
in the 1970s (Kirshstein, Tikoff, et al. 1990). Further, faculty
members' choice to teach frequently means that they will earn
less than they might if they used their education for other pur-
poses, as the incentive structure in the academy supports
research productivity rather than instructional productivity.
Moreover, changes in productivity in the 1980s were influ-
enced by market forces (Getz and Siegfried 1991); thus, the
assertion that greed was a motive seems ill-founded, as
though it represents a misinterpretation of revenue theory
and the facts. And incremental decreases in productivity were
but one factor influencing increases in tuition. The tact
remains, however, that neoconservatives raised the issue of
productivity and, in so doing, have influenced public attitudes,
making productivity a symbolic political issue that institutions
must reckon with if they are to avoid escalation of the prob-
lems inherent in the financial restructuring now under way
in higher education.

Finally, the neoconservative assertion (interpretation 4)
that colleges and universities raised tuitions to support their
spending habits simply is not supported by available evi-
dence. A correlation undoubtedly exists between expenditures
and trends in tuition, but on closer examination it is also evi-
dent that increases in tuition were influenced by decreases
in the federal government's support of its grant programs,
decreases in state subsidies for institutions, and perceptions
of demand from students; and that some institutions increased
tuition but reduced spending, especially institutions with con-
straints on other sources of revenue. More generally, the over-
all pattern of revenue substitution seems to mitigate the link
between any single source of revenue and spending. Thus,
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this neoconservative interpretation of revenue theory seems
to have been a deception aimed at diverting public attention
from the fact that reductions in federal spending on grant
programs had contributed to increases in tuition in the pri-
vate sector.

Limitations. The limits of revenue theory should be readily
evident from this review. First, revenue theory is a reasonably
accurate description of institutional behavior, but it is a de-
scription that can easily lead to misinterpretations. Further,
the theoretical claims embedded in revenue theory seem to
be valid when critically examined, while neoconservatives'
related interpretations do not hold up when critically examined.

Second, revenue theory does not adequately articulate the
incentive structure within the academic community. It depicts
the phenomena of raising and spending money, practices at
which faculty and administrators have proven to be quite skill-
ful, but it does not adequately explain why they are. Specif-
ically, the interests of faculty and administrators are repre-
sented by smaller classes, lower student/faculty ratios, and
more staff support. These facts are not evident from the state-
ment of revenue theory, yet these incentives help explain the
apparently unproductive behavior of the academy better than
the assertion that greed is the motive for spending. A better
understanding of these internal mechanisms is needed if pro-
ductivity is to surface as a viable issue in the academy.

Third, revenue theory ignores the fact that students and
potential students respond to prices and price subsidies. The
neoconservatives who held and reinterpreted the assumptions
of revenue theory also assumed that prices had no influence
on students' enrollment decisions, but a logical connection
indeed seems to exist between these assumptions. The
research on the influence of prices and price subsidies
strongly supports the conclusion that students do respond
to prices. Revenue theory is therefore troubling to the extent
that it is used as a basis for policy decisions because of its tacit
reinforcement of false assumptions about the relationship
between prices and expenditures.

Fourth, revenue theory does not offer a basis for making
public policy decisions about higher education finance. When
policy makers hold these assumptions, they quickly leap to
assertions that more control and regulation are needed. For
example, the Clinton administration's attempts to force ac-
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crediting agencies to monitor loan defaults (Zook 1994a) and
the Reagan and Bush administrations' attempts to regulate
defaults appear to he based on the assumption that regulation
is the best means of controlling costs.

Political incrementalism
The concept of political incrementalism emanates from the
work of Lindblom (1977) and Wildaysky (1979, 1984).
Researchers working in this tradition attempt to maintain an
objective point of view in their analyses of policy processes
but do not assume a rational basis exists for policy decisions.
This approach to policy analysis is germane to the cost con-
troversy in higher education, because it generally provides
a better explanation of the way policy decisions are made than
do rational decision models (Hearn 1993; Layzell and Lyddon
1990). For example, an examination of the reasons for the
paradox in the financing of federal Title IV programs using
a range of policy mmiels found that, while Title IV funding
has grown since its inception, these programs have lacked
the philosophical and other bases for such growth (Hearn
1993). The conclusion is that Wildaysky's arguments about
rationality with political constraints (1979) seem to explain
the paradox:

Placed within the contest of federal student aid, Wildatskys
idea of dual modes may help inform our 1,nderstr!tvh.g
of the paradox. It seems reasonable to argue that the
paradox stems from an avcessive domination of the
social interaction mode over the cognition mode ( Hearn
1993. p. 143).

Theoretical claims. Three of the theoretical claims em-
bedded in political incremental ism are germane to this critical
analysis of the theoretical bases for reconstructing higher edu-
cation financial theory: policy changes are made incremen-
tally, policy decisions are influenced by politics instead of
(or in addition to) rational analyses. and social interaction
and cognition interact in the policy process.

First, this review consistently supports the fundamental
theoretical claim of incrementalism, that policy changes are
made incrementally in reaction to conditions as they develop,
rather than as a result of systematic policy processes (Bray-
brook and Lindblom 1963; Lindblom 1977). l'he recent analy-
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ses of state budgets and budgeting processes consistently
illustrate that state budgeting decisions are based on financial
conditions that develop, rather than as a result of "master
plans" (Hearn and Griswold 1994; Hines 1988. 1993: tayzell
and Lyddon 1990). Indeed, it appears that rational analyses
are most appropriately conceived of as subordinate to. and
in support of, a budget process that establishes policy. In this
context, the incremental annual budget is appropriately
viewed as a policy document (layzell and Lyddon 1990).

Second, the political incrementalist's assumption that policy
decisions are made as part of a political process in which
rational models and analyses play a subsidiary role (Braybrook
and Lindblom 1963; Lindblom 197"; Wildaysky 1979) is par-
tially supported. Historically, these approaches to examining
the policy process have indicated that the political proceSs,
rather than rational models and analyses, has influenced pol-
icy decisions in the federal (Hearn 1993) and state (St. John
1991a) policy arenas, although rational models and analyses
have been used in the political process in some interesting
instancesfor example, the NatiOnal Commission on the
Financing of Postsecondary Education's analyses (1973),
which influenced congressional decisions not to fund the fed-
eral institutional subsidy program under Title I of the Higher
Education Act (federal subsidies to institutions), as amended
in 1972 (Gladieux and \Volanin 1976). Additionally, a partial
reconstruction of net price theory (Hearn and Longanecker
1985) apparently influenced the emergence of Minnesota's
new financing strategy in the middle 1980s (Hearn and An
derson 1989; St. John 1991a: St. John and Elliott 1994). Thus,
while federal and state policy processes are essentially po
litical, as the political incremental model claims, rational mod
els and analyses can play a useful role in this process, as
instrumental tools in the political discourse.

Third, available evidence also supports the theoretical claim
that dual modes of the policy processsocial interaction and
cognitioninteract in the policy process. The social inter
action mode has dominated over the cognition mode in the
federal student aid policy arena ( Hearn 1993). and this review
provides further insights into these dual modes of policy
deliberation and choice. In the 1980s, social interaction in
the higher education policy arena at the federal and state lev
els changed dramatically with the emergence of neoconser
vative policy makers and policy analysts. Their criticisms again
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raised questions about the productivity of colleges and uni-
versities that merit consideration. Further, while their analyses
seem to be ideologically motivated, they used new theoretical
models to develop and interpret their analytic studies. Thus,
this review illustrates that the cognition mode became a tool
of ideological interests in the politics of the policy process.

Limitations. The political incremental models hold great
value for those who aim to understand the process of policy
making in higher education (or other arenas). These models,
as they are usually formulated. however, have two major
limitations.

First, because incremental models generally attempt to
maintain objectivity, they often do not fully deal with the
influence of ideology. This study has attempted to make this
link more explicit than is usually the case in policy studies
on higher education finance. In doing so, it has become evi-
dent that ideology provides a tacit set of assumptions through
which policy analysts and policy makers mediate between
the social interaction mode and the cognition mode. The cog-
nition modethe rational analyses of policy choices (the
theoretical basis for analyses and policy proposals)is influ-
enced by ideological assumptions that are not open to public
testing. Thus, policy analysts put together analytic studies that
support the political positions of the policy makers for whom
they workstudies that rationalize ideological positions,
rather than openly examining their own ideological assump-
tions. It appears, then, that as long as policy making is gov-
erned by strategic thinkinggoal-directed planning and analy-
sis (Habermas 1984; St. John and Elliott 1994)the social
interaction mode will continue to dominate the cognition
mode and rational analysis will remain an instrument of
ideologues.

Second, while political incremental models are extremely
useful in discerning how various forces influence eventual
policy decisions, the need for analytic studies that use recon-
structed rational models continues. They are particularly valu-
able in studies of policy implementation because this per-
spective can help untangle why policies did not achieve their
intended aims. They illuminate the various forces in social
and organizational contexts that influence the local imple-
mentation of policy decisions. They generally do not, how-
ever, provide mechanisms for conducting applied policy stud-

76

9 1



ies, and the need for rational models, such as revenue theory
or human capital theory therefore continues. To be useful in
policy making, however, these models require ongoing adjust-
ment to accommodate the incremental nature of policy making.

Critical theory
Critical theory is diverse and complex. Two recent develop-
ments in the application of critical theory in the literature on
higher education policy seem germane to this study. First,
a neo-Marxist perspective has been used to examine how the
political economy and the patriarchal system influence policy
choices. This strand of research has added insights into the
consequences of financial retrenchment and restructuring in
higher education (Gumport 1993; Rhoades 1993; Slaughter
1993a, 1993b). Second, some emergent research focuses on
how the assumptions of administrators and faculty influence
organizational behavior in higher education (Tiemey 1992,
1993). This strand has great potential in untangling how the
beliefs of policy makers, administrators, and faculty influence
financial decisions in higher education.

Theoretical claims. First, several critical analyses concen-
trate on the class dialectic, which emanates from emerging
neo-Marxist thinking. Essentially, this claim is that upper
classes in society oppress the lower classes, and others lacking
political power, through political and economic processes.
For example, recent studies of retrenchment in higher edu-
cation (Gumport 1993; Rhoades 1993; Slaughter 1993a,
1993b) demonstrate that elite majors generally receive pref-
erential treatment during retrenchment. This study also treats
the issue of the decline in the participation rate of African-
Americans and other underrepresented minorities through
the lens of the class dialectic. Viewed from this vantage, it
appears that minorities were the losers in the restructuring
of federal student aid programs that took place in the late
1970s and early 1980s, and that corrections were made
through the political influence of affiliated political constit-
uencies, rather than as a result of analytic studies of the con-
sequences of federal policy decisions (see, e.g., Pelavin and
Kane 1988). Indeed, the Marxist assumption of a class dialectic
generally holds when critically examined in the modem con-
text (1-labermas 1987).

The assumption that emerges from the review of research
conducted in the second strand of critical studies ( i.e., Tierney
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1992, 1993) is that social integration is a mechanism through
which the discriminatory aspects of the class dialectic take
shape. In particular, research into and findings about admin-
istrators' assumptions about the social integration of Native
Americans (Tiemer 1992) and the social attitudes held by
students and faculty about gays and lesbians that limit the
social and academic freedom of these groups on campus are
particularly germane to the reconstruction process in policy
making for higher education. Specifically, the current study
has found that all of the major constituenciesfederal policy
makers and their contractors, state higher education executive
officers, national higher education associations, administrators
and facultyhave held theoretical and ideological assump-
tions that have gone largely untested in the analysis of higher
education policy issues. Thus, the shared beliefs of various
constituencies enable them to form communities of inquiry
with self-sealing assumptions. These belief systems seem to
preclude authentic efforts to achieve new, better-informed
understandings.

Limitations. Of course, critical theory has its limitations.
First, critical theory that explores issues related to the class
dialectic consistently finds inequities, which could mean in-
justices of some type are embedded in virtually any policy
choice. It appears that policy processes involve winners and
losers and that those with less political capital generally are
the losers. This understanding by itself, however, provides
little insight into possible remedies, a limitation that critical
theorists openly acknowledge (Slaughter 1993a).

Second, the discovery that social integration is a mechanism
through which injustices are replicated is a crucial insight, but
by itself it has limited value unless some means is available
of transforming the underlying belief systems. After 40 years
of eftbrts to desegregate educational systems in the United
States, it appears that political mechanisms have done little

to alter the replicating social integration mechanisms that fos-
ter inequity (see, e.g., Tierney 1992; Wilson 1986). Thus, it
appears that legal and regulatory mechanisms have limited
capacity to change these dysfunctional patterns. Further, some
analysts entirely ignore social policies that can remedy ineq-
uities in their analyses of inequitable situations (e.g., Chaikind

ca. 1987; l'clavin and Kane 1988). Therefore, an awareness
of the power and dysfunctionalities of the social integration
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mode of the policy process does not lead to simple solutions,
but rather shines a light on the deeper forces that require
scrutiny and action.

A Reconstruction of Theory
This critical review of extant theory leads to an intermediate
set of understandings that are, in essence, hypotheses about
policy making in higher education.

Human capital formation
Understanding 1. The economic forces embedded in
human capital formation provide a basis for the design and
assessment of financial strategies in higher education, but
this construct needs to be refined to make more explicit links
between attainment and the mechanisms that promote pro-
ductivity and affordability.

Four conclusions emerging from the critical analysis of human
capital theory appear crucial to a reconstruction of the human
capital models used to assess financial strategy in higher education.

First, the fact that students and prospective students respond
to price subsidies as well as to prices provides a basis for inte-
grating an emphasis on affordability into the methods used
to assess financial strategies. Recent research indicates that stu-
dents respond, not to a single net price, but to a set of prices
and price subsidies (Dresch 1975; St. John 1993b; St. John
and Starkey In press). Further, evidehce suggests that minority
students are more responsive than whites to prices and price
subsidies (Kaltenbaugh 1993, St. John 1991d; St. John and
Noell 1989). A differentiated prices approach was recently
proposed as an alternative to net price (St. John and Starkey
In press), based on a review of the research and theoretical
arguments developed by Dresch (1975) and Hearn and Longa-
necker (1985). The alternative approach makes certain basic
assumptions:

1. Students might respond differently to price subsidies
(grants, loans, and work) than they do to prices (tuition,
room, and board).

2. Students' response to prices might change over time as
a result of changes in financial strategies, the labor market.
and student choice.
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3. Students and potential students with different financial
means might respond to prices in different ways, depend-
ing on the combination of prices and price subsidies they
actually face.

4. Frequent research is needed on the effects of prices and
price subsidies to determine how changes in financial
policies influence the first-time enrollment and persist-
ence decisions of students.

5. The development of price-response measures must
be tailored to the context, using appropriate research
as a base.

6. The pricing process (setting tuitions and aid policies and
estimating the effects of those policies) is a recursive pro-
cess, with changes in policy influencing the ways students
respond to changes in price. Thus, the assessment of pric-
ing alternatives (changes in tuition and aid strategies) is
at best a heuristic process.

Recent research indicates that using differentiated prices
is potentially a more viable approach to the analysis of pricing
alternatives than using net prices. First, studies of the influ-
ence of prices and price subsides on persistence indicate that
students from different income levels differ in their responses
to prices (St. John 1990b; St. John and Starkey In press).
Second, simulations that used price-response measures that
differentiated for income as well as for tuition and different
types of student aid proved more accurate than those that
used single-standardized coefficients for net price (St. John
1993b). Third, a study that compared alternate ways of spec-
ifying the effects of prices--net price (tuition minus grant),
net cost (total cost minus total aid), and differentiated prices
on persistence found that the differentiated approach was
a substantially better method of predicting persistence (St.

John and Starkey In press). This research strongly supports
the viability of differentiated prices as a more workable ap-
proach for integrating price response into budget analyses.

The primary implication of differentiated prices is that this
approach provides institutions, state agencies, and the federal
government with an improved mechanism for estimating the
effects of changes in pricing and an increased capacity to pre-
dict the effects of alternative pricing policies, an approach that
considers the effects of alternative pricing policies on different
populations. Thus, policy analysts can routinely consider the
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effects of policy alternatives on low-income students and his-
torically underrepresented minorities.

Second, the opportunity for students to make free and
informed educational choices is integral to human capital for-
mation. The choices students make about their postsecondary
educationwhether to attend (access), where to apply and
attend (choice of school), and whether to reenroll (persis-
tence)are the mechanisms through which financing strate-
gies influence enrollment and educational attainment (St.
John and Elliott 1994). Thus, the concept of student choice
provides an additional basis for public policy decisions about
levels of funding, especially when balanced with the emerging
construct of return on investment.

This student-choice construct provides a mechanism for
linking analyses of the effects of pricing decisions on enroll-
ment with budgetary analyses of the viability of alternative
approaches to financing institutions and students. This broad
student-choice measure has a historical precedent. Federal
student aid programs were created to promote access, college
choice, and persistence (Gladieux and Wolanin 1976)out-
comes integral to this broader construct of student choice.
Further, when the broader construct is used, it is possible to
measure success in achieving gains or losses in student choice
in terms of gains or losses in aggregate levels of attainment
as well as in attainment by different subpopulations. If this
construct were used, national studies of enrollment and per-
sistence could actually be used to assess effects of aid pro-
grams on aggregate levels of attainment, potentially improving
the link between research on evaluation and policy deliber-
ations. Further, the student-choice construct (and gains or
losses in aggregate levels of attainment) can be used in esti-
mates of effects of pricing alternatives, especially when dif-
ferentiated price-response coefficients are used (e.g., St. John
1993b, 1994a; ltammell 1994).

Third, the process of human capital formation, and espe-
cially the fact that substantial tax returns accrue to state and
federal investments in higher education (social returns), pro-
vide a basis for assessing alternative government financing
strategies (social costs). Recent studies strongly indicate that
states (Bluestone 1993; Creech, Carpenter, and Davis 1994)
and the federal government (St. John and Masten 1990)
receive substantial tax revenue returns from government
spending on higher education. Further, the new assumption
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that students respond differently to price subsidies than they
do to tuition charges creates an opportunity to use returns
as a mechanism for assessing alternatives in pricing.

The construct of return on investment provides an alter-
native to the shorter-term measures of efficiency used by neo-
conservatives (i.e., default rates). As long as the present value
of the tax revenue returns of the public investment in higher
education is viewed as a fixed ratio, it does not provide a
viable basis for public policy, because it essentially becomes
a means of arguing for more resources. Given the new
assumptions of differentiated prices, howeverthat is, that
students respond differently to tuition from the way they do
to student aid, that students with different backgrounds might
respond differently to different types of prices and price sub-
sidies, and that the way students respond to prices can change
over time as a result of changes in finance policyit is pos-
sible to develop an approach to return on investment that is
more sensitive to changes in policy, including to genuine
gains in productivity (expenditures per unit of educational
attainment) as contrasted to mere gains in efficiency (expen-
ditures per HE), which have become a focus of federal and
state policy.

Clearly, further analyses would be needed to construct this
type of productivity measure. The use of the aggregate mea-
sures of postsecondary educational attainment, however, pro-
vides a more workable measure than costs per degree (see,
e.g.. To 1987). As discussed earlier, a long-term measure, such
as the costs of producing a degree, would need to he bal-
anced by a short-term measure, such as expenditures per stu-
dent (Brinkman and Jones 1987). A measure of productivity
that focuses on attainment, if properly constructed, could
incorporate short-term and long-term measures (e.g., credit
hours produced and degrees produced). Further, it would
shift the focus of short-term measures from enrollment to
credit or course completion, which is a more appropriate mea-
sure of productivity.

Fourth, the individual and social costs of human capital
formation can he positively influenced by improvements in
pnxluctivity. Specifically, three types of improvement in pro-
ductivity can he distinguished:

Matginal improvements in productivity. Reductions in
costs that do not substantially change educational out-
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comes (i.e., cost improvements as a result of changes in
class size, teaching loads, and so on);
Meaningful changes in productivity. Gains in the student
choice (educational attainment) side of the productivity
equation, which can be achieved through new educa-
tional practices that improve retention and learning
outcomes;
Deceptive gains in productivity. Reductions in the cost
side of the productivity equation that influence declines
in attainment, which can be caused by inappropriate
reductions in cost. (Deceptive productivity could result
in lower expenditures per student.)

Both marginal and meaningful improvements in produc-
tivity can reduce the individual and social costs of educational
attainment (improve affordability for students and taxpayers).
To build an understanding of how such improvements can
be achieved without falling into the trap of inducing false
gains in productivity, however, it is necessary to consider the
incentive structures within colleges and universities.

Economic incentives
Understanding 2. The incentive structure within nigher
education influences academic and administrative
productivity.

Given that human capital theory does not explicitly contend
with economic behavior within organizations, one obviously
must step beyond these conceptual boundaries. Based on the
review of the literature, two additional considerations related
to the internal incentive structure in higher education can
make this adjustment to the human capital construct.

First, the incentive for institutions to maximize revenues
in their pursuit of excellence needs to be taken into account
when government financial strategies are designed and
assessed. Given that the apparent validity of the basic precepts
of revenue theory held when critically examined, the pro-
pensity for institutions to maximize revenues merits routine
consideration in policy studies of public finance. This con-
struct has different interpretive meanings at the federal, state,
and institutional levels, however.

When considering federal involvement in a policy discourse
about productivity in higher education, one must also con-
sider the legitimacy of such a role. First, the federal ar.ern-
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ment's primary role in the financing of higher education is
student financial aid. Therefore, the "productivity" of federal
student aid programs, as measured by rate of return on invest-
ment (gains in student choice [units of attainment] per the
amount of revenues expended), should be the major concern
at this level. Beyond this issue, which is explored in more
depth in the next section, the federal government might not
have a legitimate direct role in the political debates over pro-
ductivity. Rather, efforts to generate information on institu-
tional "waste, fraud, and abuse" in the 1980s appear to have
been a diversion from the fact that changes in federal policy
influenced declines in minorities' participation rates during
that period.

A potential federal role exists, however, in promoting re-
search and productivity"potential" because the attempts
to prove institutions were wasteful did little to build an under-
standing about how states and institutions could improve their
productivity. To a limited extent, the federal government has
exercised this role through the Fund for the Improvement
of Postsecondary Education, which has included the improve-
ment of productivity in its annual agenda. More generally,
numerous topics related to productivity in academe merit
further investigationespecially research and development
projects aimed at building an understanding of strategies that
promote meaningful gains in productivityand could be sup-
ported by federal grants.

States have a direct stake in the policy discourse about pro-
ductivity in higher education, given their role in funding pub-
lic institutions. Therefore, the tendency for institutions to max-
imize revenues is potentially problematic for states. At a
minimum, it suggests that states might need a better basis for
establishing institutional appropriations than historical prac-
tices. Along these lines, peer cost studies, which have been
well developed (Brinkman and Teeters 1987), merit consid-
eration. The efforts to establish expenditure targets in Kansas
and Minnesota merit review by other states (St. John 1991a).
Once appropriate expenditure targets have been established,
states are faced with assessing the trade-offs between the via-
bility of institutional and student subsidies. On another level,
states should also he concerned about finding ways of fos-
tering marginal and meaningful gains in productivity.

Second, better mechanisms are needed to deal with the
incentive structures of faculty and administrators in the dis-
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tribution and redistribution of resources. Neither human capi-
tal theory nor the revenue theory considered how the incen-
tive structures of administrators and faculty influence eco-
nomic behavior within colleges and universities. The
incentives for both faculty and administrators are directly
related to their own self and professional interests, influencing
the incremental growth in expenditures. Given the current
status of public discoritent with what is perceived to be exces-
sive expenditures in higher education, it could become IT ore
difficult to ignore issues related to productivity, the historic
practice. Three generic forces can mitigate these tendencies.

One possibility is that market forces will influence gains
in productivity. Over the long term, real (inflation-adjusted)
tuition charges, like other revenue sources, have. oscillated.
Theoretically, market forces--the underlying forces of supply
and demandcan influence self-corrections in production
costs and prices. The problem is that during the past 15 years,
a period when such a correction could have taken place
because of the decline in traditional college-age students,
neither prices nor the costs of production declined. Indeed,
recent analyses indicate that market forces fueled increases
in production costs (Getz and Siegfried 1991; Winston 1994).
Other forces, including the incentive structure facing faculty
and administrators (Winston 1994), mitigated the influence
of declining demand on production costs and prices.

A second possibility is that the imposition of external con-
trols will influence gains in productivity. When internal behav-
iors of professional groups influence costs to rise higher than
consumers can afford, government can take steps to imple-
ment controls on prices, production costs, or both. These con-
ditions are currently evident in health care (Califano 1994)
as well as higher education. In higher education, the federal
government began efforts to control costs of production and
mitigate price increases through more restrictive regulations
on student aid in the 1980s. More recently, several states have
begun to consider or implement regulatory constraints aimed
at reducing costs. Unfortunately, such strategies appear to lead
to false gains in productivityreductions in cost that decrease
students choices, educational attainment, and other outcomes.

A third untried alternative is to increase empowerment and
responsibility. A few authors have proposed that increases
in professional responsibility are a potential means of con-
trolling production costs in higher education. In particular,
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a proposal to use action-oriented inquiryexperiments
designed by faculty and administratorsas a means of dis-
covering ways of simultaneously reducing production costs
and improving quality merits further exploration (Levin 1991).
Such developments could have potential if they are coupled
with reforms in governance that "empower" by increasing
the professional responsibility of faculty and administrators.
In combination, the process of reforming governance and
using action-oriented inquiry is characterized as "empow-
erment coupled with responsibility," a term derived from the
literature on accelerated schools (Hopfenberg, Levin, and
Associates 1993; Levin 1986, 1987).

Higher education is currently enmeshed in political debates
about controls. These political debates hold the threat of
imposing more external controls and restrictions on higher
education, but those actions could have the unintended effect
of actually raising costs. For example, the pending require-
ment to have all postsecondary institutions annually report
their retention rates and the placement of their graduates, a
policy developed to inform consumers about quality, will
probably influence production costs to increase, given the
added costs of generating reports about the placement of
graduates. Further, many states are imposing tighter controls
on public higher education, which could restrict faculty
members' freedoms and increase teaching contact hours,
changes that could reduce student chc, e (and promote false
gains in productivity). The alternative of trying to empower
faculty and administrators to take more professional respon-
sibility merits exploration, and two specific issues merit con-
sideration in the design of such strategies.

I. The incentives for administrators, which are to build large
programs and staffs and to increase their administrative
portfolios, are a set of behaviors that are generally re-
warded with higher pay. When these incentives are not
adequately mitigated by other forces, administrators build
empires, a phenomenon frequently referred to as the
"administrative lattice" (Knutsen 1993; Massy and Wilger
1992; Massy and Zemsky 19921. Regardless of the per-
spective one holds on this phenomenon, some means
of constraining costs is needed. Recent efforts by the
National Association of College and University Business
Officers to reward administrators who initiate cost saving
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measures illustrate that it is possible to engage admin-
istrators in inquiry and experimentation along these lines
when workable incentives are evident.

2. The primary incentive for faculty is to pursue professional
development in their areas of interest, including the per-
sonal freedom to conduct research and create programs
with professional colleagues. Most basic research is con-
ducted by faculty in doctoral and research universities,
however. Therefore, the possibility exists that faculty in-
volvement in action research aimed at improving learning
processes while constraining costs (meaningful produc-
tivity) could become a means of enhancing the profes-
sionalization of faculty in other types of institutions (es-
pecially in comprehensive colleges and community
colleges), providing appropriate incentives for such activ-
ities are established (St. John 1994h).

An incremental process
Understanding 3. Policy studies on higher education
finance are appropriately conceived as mechanisms for
informing incremental policy decisions.

The past 15 years of rising tuitions and declining government
support illustrate that higher education policy responds to
conditions as they develop rather than to plans developed
using systematic and rational methodologies. Therefore,
administrators and analysts at all levels of policy making are
bound to encounter frustrations if they assume that compre-
hensive and systematic analyses can have a sustaining effect
on policy deliberations. Two considerations can affect the
design of policy studies aimed at informing incremental policy
decisions.

First, because unanticipated conditions will undermine
even the best-designed systematic reforms, more emphasis
should he given to policy studies and analytic approaches
that can inform incremental decisions. Despite the advent of
master planning (Halstead 1974), few states have followed
systematic plans for the development of state systems of
higher education. And while states with strong centralized
control of their higher education systems might be more effec
tive at initiating reforms, such as the implementation of assess
ment processes ( Hearn and Griswold 19941, centralized
authority does not positively influence institutional quality
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(Volkwein 1989). Further, even systematic federal reforms,
such as the creation of federal student aid programs under
the Higher Education Act of 1965 or the Education Amend-
ments of 1972, are subject to substantial revisions through
annual budgetary and legislative processes (Hearn 1993).
Thus, planning and evaluation studies with long-term hori-
zons should consider the volatility of policy making over the
long term.

More important, greater attention needs to be given to the
design and conduct of analytic studies that can inform incre-
mental policy decisions. Two domains of institutional deci
sions are germane. First, boards and administrators in colleges
and universities are concerned about generating revenues.
Along these lines, annual decisions about tuition and aid
strategies and external economic conditions are crucial.

Second, efforts should be made to promote a culture in
colleges and universities that supports action inquiry. Since
Dewey, educators have speculated about the use of inquiry
in refining educational processes. The ideal of using inquiry
to inform and transform practice is as applicable to higher
education as it is to elementary and secondary education.
Generally, inquiry involves:

Building an understanding of the challenge. Brainstorm-
ing about why the problem exists, generating hypotheses
about the causes of the problem, and testing those hy-
potheses through formal or informal research.
Identifying possible solutions. Looking externally to other
colleges and universities to find experiments that have
been tried, looking internally to see how others have con-
tended with the challenges, and thinking creatively about
new possibilities.
Synthesizing solutions into an action plan. Assessing the
possible solutions relative to the understanding of the
challenge (the results of hypothesis testing) and devel-
oping a plan that considers time horizons, resource re-
quirements and acquisitions, pilot test strategies, and
evaluation strategies.
Pilot testing solutions. Approaching the "trying out" of new
ideas as action experiments. A fundamental problem with
conventional planning and budgeting in higher education,
including the process of proposing and implementing
curricula, is that it is usually assumed that the select t-d
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solutions will work. Evidence to the contrary is generally
ignored. If new solutions are treated as pilot tests by those
who implement them, then they have an opportunity to
evolve their practicethat is, to develop as reflective
practitioners.
Evaluating and refining. Assessing whether the solution
has actually addressed the challenge, assessing how the
new practice can be tried and improved, using the results
to feed back into the evolving understanding of the chal-
lenge (closing the loop), and making decisions about
the continuation and refinement of the practice.

Such an action inquiry (adapted from Brunner and Hop-
fenberg In press)one that links investigations into challenge
areas with the assessment of action experimentscould be
essential to the revitalization of both academic and adminis-
trative departments. Given the issues addressed in this study,
an inquiry-based approach appears applicable to a wide range
of related issues, including the crucial issues of productivity
(academic and administrative) and pricing (at all levels).

The political economy
Understanding 4. Policy studies on higher education
finance should routinely consider both political and eco-
nomic influences on resource allocations.

It is evident from the review of changes in federal, state, and
institutional financial strategies that the various influences
of political and economic forces are not routinely considered,
yet these forces substantially influence policy deliberations.
Further, social inequities increased as a result of incremental
policy decisions made during the past 15 years. "IA,o issues
merit consideration in the design, execution, and interpre-
tation of policy studies.

First, analyses of institutional, state, and federal financing
decisions should routinely consider the direct effects on stu-
dent choice, especially the opportunity for minorities to com
plete college. For the past decade, most state and federal
financial policies ignored the influence of incremental appro-
priations on the enrollment of minorities. As has been dis
cussed previously and elaborated on elsewhere ( Kaltenbaugh
1993; St. John 1991d), these policies limited opportunities
for some students, especially African-Americans. The recoil
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structed approach to assessing the effects of prices and price
subsidies on human capital formation provides a potential
mechanism for assessing the effects of current and future pol-
icies on equal opportunities.

Second, better mechanisms are needed to involve diverse
faculty in processes that distribute and redistribute resources.
External political forces affect the power of some internal
groups to influence the allocation of resources. During the
1980s, for example, faculty in engineering, business, and com-
puter science realized larger average pay increases than faculty
in other fields (Kirshstein, Tikoff, et al. 1990). While the
power of faculty from some disciplines to command higher
salaries is a commonly accepted manifestation of the political
power of some highly prestigious fields, the fact that these
same power relations can strongly influence the redistribution
of resources in periods of retrenchment has only recently
been illuminated (Gumport 1993; Slaughter 1993a, 1993b).
This more recent research raises serious questions about the
influence of political and economic power on planning and
budgeting.

In fact, the unequal power relations within academic com-
munities are perplexing problems for which no easy solutions
exist (Slaughter 1993a). Part of the problem is that budget
planning and resource allocation has historically been a cen-
tralized process in higher education, with faculty committees
serving in an "advisory role" (American Association 1966).
Membership on these advisory committees has been influ-
enced by the ability to attract external resources, among other
power-related factors (Pfeffer and Moore 1980), and programs
that have historically served women and minorities have
lacked this political power (Slaughter 1993a). Thus, the mech-
anisms used to plan for the distribution of resources have his-
torically favored faculty from departments that attract high
levels of external resources.

An alternative that has been seldom tried is to delegate
budget authority, to allow certain portions of tuition and other
revenues (state appropriations) to follow students to depart-
ments. For example, responsibilities for setting tuition and
salaries and for allocating positions could he delegated. The
technical mechanisms for such a process have long been avail-
able (e.g., the Induced Course Load Matrix and the Resource
Requirement Planning Model), and the logical structure of
these models is easy to develop using computerized spread
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sheets. Such a decentralization is highly compatible with the
concept of empowerment coupled with responsibility and
merits experimentation. Such mechanisms, however, could
infringe on institutional autonomy, as it has traditionally
been framed in the literature on state policy (Hearn and Gris-
wold 1994).

Intermediate Reflections
Building an understanding of the consequences of financial
strategies is a recursive process, with gains in understanding
emerging from reflection on experience. Lintcsted theoretical
assumptions and ideological beliefs can hinder the process.
as was the case in the 1980s, when the basic assumptions used
to guide financial strategy in higher education metamor-
phosed. Before the 1980s, a relatively static set of theories
(e.g., human capital theory) and ideologies (conventional
liberal and conservative values, both of which shared pro-
gressive assumptions but disagreed on the mechanism for
promoting progress) was commonly held in the higher edu-
cation community and society. In the 1980s, more divergent
theories and ideologies emerged and new practices devel-
oped, creating a new opportunity for reflection and redirection.

This section is an initial attempt to build a new, interme-
diate understanding of how colleges and government agencies
might systematically examine financial conditions and strate-
gies. The understandings reached here can no doubt he
further refined based on research and experience with new
approaches to higher education finance. Thus, these guiding
principles represent a basis for assessing alternative financial
strategies and therefore provide a potentially "workable"
reconstruction of theory. These new theoretical claims merit
further critical review, however.

l'rices, l'roductirity, atul Investment 91

106



ASSESSING FINANCIAL STRATEGIES

Two general lessons can he derive .1 from this review. First,
any single policy solution carries with it a set of consequences
that can be only partially anticipated. By opening the practical
process.of making policy choices to a wider range of possi-
bilities, it could be possible to make more informed choices.
Second, because it is not possible to anticipate all the con-
sequences of major policy choices, it is important that means
be created to assess the consequences of incremental policy
changes so that the course of policy can be adjusted. There-
fore, when assessing alternative strategies for contending with
the emerging crisis in college costs, it is necessary to consider
strategies that modify the systemic processthe systems and
procedures used to govern higher educationas well as
strategies that can be used in the incremental policy process
in which budgets and programs are changed. This section uses
the reconstructed finance framework to assess, in a prelimi-
nary way, a range of approaches to financial strategy that could
be used by the federal government, states, and institutions to
contend with the emerging cost issues.

Assessing Federal Strategies
Financial aid is the primary federal role in the financing of
higher education. The evidence reviewed here indicates that
federal student aid is potentially effective in promoting edu-
cational opportunity for low-income students and educational
choice for middle-income students. In the 1980s, the oppor-
tunity to enroll in a four-year college was reduced for students
from the poorest backgrounds as a result of the restructuring
of rederal programs. Middle-income students still had a
choice, however, because they responded more positively
to loans. Given the erosion in opportunity for poor students,
several individuals and groups have undertaken efforts to
redesign federal student aid programs. Most of the literature
on financial strategy in higher education focuses on making
majcIr systemic reforms to the programs rather than on the
consequences of incremental policy decisions. The framework
developed in the previous section is used in the following
paragraphs to examine a few recently proposed systemic
reforms as well as to suggest strategies that could be used to
refine the incremental policy process.

Systemic reforms
Table 6 assesses three alternatives discussed in the recent liter
ature on higher education, using the reconstructed finance
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TABLE 6

A PRELIMINARY ASSESSMENT OF SYSTEMIC REFORMS IN FEDERAL STUDENTAID

Option
Status quo
"itle IV programs subject

to budget

Alternative approaches
Award Even Start grants

(Haveman 1981)

Treat Pell as entitlement

and implement federal
packaging (National
Commission on

Responsibilities 1993)

Restructure federal
programs to promote

high tuition high aid
in states (Congressional

Budget Office 1991)

Choice
(Attainment)

Provides oppor-
tunity for poor to
attend and choice
for middle income

students

Substantial increase
in opportunity
and choice

Moderate improNc,

ments in oppor

tunity and choice

because of the
stable structure

Moderate gains
as a result of im

proved opportunity
in public higher
education

Role of Return
on Investment

Approximately
$4.30 tax revenue

return per dollar
spent

Substantial reduc-
tion in returns,

as many recipients

will make other
choices

Very little change.

as the basic structure

of Title IV programs

does not change

Moderate decline
in federal returns.

because federal

dollars would
increase

Costs

Approximately

$14.5 billion per
year (H1990)

Substantial increase
as a result of uni-

versal grant awards

Moderate increase
as a result of full

funding of Title
IV programs

Moderate to sub
stantial, depending

on cast provisions

Risks

Budget and other
constraints reduce

opportunity

Extremely difficult

strategy to sustain

Less risk for stu-

dents; could be
little support for

entitlement
provisions

Difficult to maintain

political support

because of reduced
returns

framework. This preliminary look at the likely effects of these
changes considers the effects on student choice (and attain-
ment) and the rate of tax return on investment. The assess-
ment uses recent analyses of students' responses to price (St.
John 1990a, 1990h, 1993b, 1994a) and the return on the fed-
eral investment in student aid (St. John and Masten 1990) to
estimate the likely direction (but not the extent) of the effects.

The first proposal examined would replace federal student
aid and other federal training programs with a new Even Start
grant of $20,000 for each college-age youth (Haveman 1988).
The grant could he used for education, health, housing, or
investment opportunities. The preliminary assessment of this
option indicates that the proposal would increase students'
choice and opportunity but would probably reduce the re-
turns ratios compared to the student aid programs it would
replace, as the Even Start grants could be used for other pur-
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poses. Further, the costs of the Even Start grants would he
substantially more than the current student aid programs they
would replace, because more individuals would receive sub-
sidies (the entire college-age population) and the subsidies
would he substantially greater than the amount the average
aid recipient now receives during his or her college years.

Second, a recently developed set of proposals for stabilizing
the federal role in student aid (National Commission on
Responsibilities 1993) includes full implementation of the
provisions in Title IV grant programs by requiring full funding
along with a federal strategy to ensure a consistent approach
to packaging. The new plan would result in improved choice
for both low- and middle-income students, because the pro-
visions appear sufficient to compensate for the marginal
changes in institutional tuition over the past decade. Further,
it is anticipated that this proposal would maintain the current
return on the federal investment in student aid, estimated to
be about $4.30 per dollar spent (St. John and Masten 1990).
The provisions for entitlement would reduce the risks asso-
ciated with responding to budget constraints by cutting federal
student aid programs. Such a strategy might receive some po-
litical support, given that the Clinton administration has pro-
posed full funding of the Pell program (Zook 1994a).

The tHrd strategy, restructuring student aid to promote a
shift in state financing from institutional subsidies to student
subsidies (Congressional Budget Office 1991), could result
in modest gains in opportunity if it is adequately and con-
sistently funded at both the state and federal levels. Given
the recent record of state (Hines 1988, 1993) and federal
governments on funding higher education, however, this prop-
osition is questionable. Further, the strategy would actually
reduce the returns ratio on the federal investment, because
some federal dollars would he used to replace state dollars,
assuming a financial incentive would he given to states for
changing their financial strategies. These proposals that the
federal government take steps to stimulate privatization (e.g.,
Congressional Budget Office 1991; Fischer 1990) are not
necessarily in the federal interest and are more appropriately
viewed as state strategies. Thus, of these three strategies, the
one from the National Commission on Responsibilities for
Financing Postsecondary Education seems to come the closest
to remedying the problems created by changes in the federal
role during the past two decades. It is interesting to note,
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however, that none of the proposals reviewed would actually
improve the rate of tax revenue returns on the federal investment.

The U.S. Department of Education recently announced a
set of proposed changes in the Title TV student aid program
that are intended to make them a better "investment," includ-
ing the elimination of Pell funding for college students in
developmental education (Zook 1994c). According to the
reconstructed framework, one would need to assess the long-
term effects of the proposed changes on educational attain-
ment, tax revenues, and costs of other social programs before
being able to tell whether these strategies are really sound
investment decisions. Based on a surface scan of these pro-
posals, however, it appears that they will eliminate some of
the highest-risk students, which could mean that these actions
could increase the costs of other programs, given that adults
in at-risk situations are more likely to cost taxpayers money
from other programs if they do not acquire sufficient skills
to seek employment. Therefore, the reconstructed framework
potentially provides a broader and more complete lens for
assessing these policy proposals.

Incremental changes
The incremental process of changing programs and devel-
oping program budgets could be more important than the
meta-analysis of aid policies and the assessment of proposals
for systemic reforms. Three practical suggestions address the
enhancement of analytic strategies to assess incremental pol-
icy changes.

First, shifting from the net-price approach to differentiated
prices could improve the capacity of budget models to predict
the effects of changes in aid policy. Adhering to the concept
of net price has foiled previous efforts to integrate price-
response measures into federal budget models. After devel-
opment of a procedure for using price-response measures
using a single standardized measure (National Commission
on the Financing 1973), several attempts were made to
improve the methods used to calculate price-response mea-
sures (Jackson and Weathershy 1975; Leslie and Brinkman
1988; McPherson 1978), but these efforts carried forward the
net-price assumption. A recent study that compared the use
of net-price measures to the use of measures that differentiate
for both income and the type of aid under consideration
(grants, loans, and work) found that the use of net-price mea-
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sures was much less accurate than the use of trends to project
enrollment but that the differentiated approach was about
as accurate at projects that used trends but also showed the
redistributional effects of price changes on enrollment across
sectors (St. John 1993b). Thus, the use of differentiated mea-
sures has the potential of overcoming the long-held problems
with models that attempt to estimate the effects of prices on
enrollment; they are not accurate enough to have even a heur-
istic value (Dresch 1975). The newer approaches appear to
overcome this obstacle. Therefore, the methods used to assess
the effects of budget proposals for federal student aid could
be refined to provide insight into the effects of various budget
proposals on the ervoilment behavior of low-income and
middle-income populations.

Second, more effort should be made to communicate
through public media the results of budget analries. Unfor-
tunately, the popular press continually demonstrates very little
understanding of the social consequences of budgetary deci-
sions in higher education. The popular press has been con-
ditioned to react negatively to the costs of student aid pro-
grams but has infrequently been provided information on,
or insight into, the consequences of the various choices being
made. Given the critical influence of the annual budget pro-
cess on participation rates for minorities and low-income stu-
dents, this situation is highly problematic. The reconstructed
financial framework provides a potential basis for estimating
these effects.

Third, more attention should he given to assessing the
effects of incremental charges in program funding and reg-
ulations. A brief examination of recent federal efforts to limit
eligibility for federal loan programs by schools with high
default rates (e.g., Zook 1993) is used here to illustrate how
this question might be approached. Unfortunately, the poten-
tial effects of these new policies were not systematically exam-
ined. A recent case study of a proprietary school with a low
default rate illustrates how the regulations themselves can
create the problems they intend to resolve (Peterson 1994).
While the school studied, a beauty school, had low default
rates, it took the initiative to discourage loans to minimize
future risk when the new regulations were developed. The
Title IV regulations, however, prevented the school from re-
fusing GSL (guaranteed student loan) students who had
arranwd their own loans through participating lenders. As
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a consequence of these two developments, the percentage
of the total student body in the school who had loans
declined, but the percentage of loans that were in default
climbed substantially (increasing .from less than 10 percent
to more than 50 percent in two years), increasing its risk of
losing Title IV funds. The school voluntarily withdrew from
the GSL program. Other research indicates that the receipt
of student aid is positively associated with persistence in pro-
prietary schools (St. John, et al. In press )and that defaults are
influenced by students' background but not by institutional
loan practices (Wilms, Moore, and Bolus 1987). While some
recent research indicates that the earnings differentials for
graduates of proprietary schools and high schools might not
be sufficient to justify the use of loans (Grubb 1993, 1994),
proprietary education could still be a worthwhile public
investment. For example, many proprietary students are not
high school graduates and could cost taxpayers an amount
for social welfare if they did not have an opportunity for post-
secondary training (St. John, et al. In press); further, other
gains in productivity could accrue from this investment (see,
e.g., Paulsen 1994). Based on these considerations, it would
appear that regulatory processes that eliminate eligibility for
Title IV for institutions with high default rates would result
in a decrease in choice (and attainment) as a result of a reduc-
tion in opportunities in postsecondary schools and colleges
that have historically served low-income students. They might
also reduce the rate of return, given that the high-risk students
who attend community colleges and proprietary schools are
those who have the highest potential tax revenue returns to
the federal government, despite their higher probability of
default. If these high-risk students do not get postsecondary
training, then they are far more likely to cost taxpayers
through social welfare programs. Thus, the returns ratio for
this population could he much greater than for the average
aid recipient.

While these assessments are preliminary, they illustrate that
the reconstructed financial framework can he used to assess
alternative program changes and to communicate about them
with the public. At the very least, this example illustrates that
the incremental budgetary and regulatory processes influence
the effectiveness of student aid programs. Analysts working
for the U.S. Department of Education and its contractors, and
national associations that routinely comment on proposed
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federal regulations could potentially use the reconstructed
financial framework. Such analyses could provide a basis for
communicating with postsecondary institutions and the public
the current approach to regulatory change.

Assessing State Strategies
Most of the literature on the states' role in higher education
foCuses on the states' role in planning and coordination
(Hines 1988; Mingle 1988b; Volkwein 1987) and on the fi-
nancing of higher education. The evidence reviewed in this
study supports the arguments that states' financing decisions
influenced the increases in tuition during the past decade and
a half. that these developments adversely affected enrollment
of low-income and minority students, and that states have
a poor record of managing costs in higher education. This
subsection suggests strategies states can use to improve
these outcomes, using the framework developed in the pre-
vious section.

The framework provides three criteria that can be used to
assess the likely effects of systemic reforms and incremental
policy changes: the potential for improving productivity dis-
tinguishing marginal, meaningful, and deceptive gains in pro-
ductivity as measured by the ratio of expenditures per unit
of attainment; student choice, using the differentiated price-
response concept to assess the effects of price changes on
attainment as measured by credit-hour production and/or
degrees produced; and return on investment, using a ratio
of expenditures for higher education compared to the net
present value of future tax revenue returns attributable to the
gains in attainment attributable to the investment. The fol-
lowing paragraphs illustrate how these criteria can be used
to assess a range of systemic and incremental policy changes.
Again, the preliminary assessments consider the likely direc-
tion of change, but no attempt was made here to estimate
actual enrollments or costs of specific policy options.

Systemic reforms
Two types of systemic reformsprivatization and high tuition
high grant aidare examined briefly in the following para-
graphs, using the reconstructed financial framework. Both of
these alternatives have been proposed from time to time as
means of reducing state taxpayers' costs.

In the midst of the current wave of cutbacks in state appro
priations to higher education, some observers have speculated
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about the prospect of privatizing public higher education (see,
e.g., Congressional Budget Office 1991; Creech, Carpenter,
and Davis 1994). This alternative could involve decreasing
state control and appropriations, possibly with some com-
mitment for most levels of state appropriations and/or student
grants. When the reconstructed financial framework is used
to examine this alternative, the benefits of making this shift
are suspect.

First, privatization of public higher education would weaken
states' capacity to influence productivity, as the links between
state action and institutional financial practices would essen-
tially be eliminated. Privatization woulc essentially eliminate
the states' role in financing institutious and coordinating aca-
demic programs, leaving productivity to be influenced entirely
by market forces. Given that the incentive structure within
higher edUcation provides few direct incentives for instruc-
tional productivity, there is reason to doubt whether privat-
ization would lead to meaningful gains in productivity.
Instead, it is possible that reductions in state appropriations
would result in substantial increases in tuition, which could
also decrease enrollments. It is likely that such a sequence
of events would actually increase expenditures per student,
a conclusion based on research that indicates that expendi-
tures per student are likely to rise when enrollments drop
(Getz and Siegfried 1991).

Second, the privatization of public higher education is likely
to result in dramatically reduced choices (and attainment)
for students, unless states make a substantial commitment
of need-based grants. Analyses of the effects of tuition charges
on persistence (St. John, Oescher, and Andrieu 1992) and of
changes in tuition charges on enrollment (St. John 1993b,
1994a) indicate that substantial increases in tuition charges
decreased enrollments, especially when they were not linked
to increases in tuition.

Third, privatization could slightly improve the ratio of return
on states' investment to the extent that grant strategies are
used; however, substantial losses would occur in productivity
of the workforce unless a substantial amount were spent on
student grants. Research indicates that student aid dollars have
a higher rate of return than state appropriations (and tuition).
Thus, to the extent that privatization is coupled with a state's
commitment to need-based student aid, the overall ratio
would improve. To the extent that student choice (and post-
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secondary attainment) is reduced, however, one can anticipate
a reduction in productivity of the workforce (Paulsen 1994).
In sum, the privatization of public higher education appears
highly problematic.

The high-tuition, high-aid strategy has often been advocated
as an alternative to the incremental erosion of state appro-
priations to institutions without an increased commitment
to student aid (e.g., Hearn and Longanecker 1985; McPherson
and Schapiro 1991; Wallace 1992). The critical feature of this
strategy is ensuring the link between increases in tuition
(reductions in appropriations) and increases in aid (Griswold
and Marine In press). The preliminary assessment indicates
that high tuition/high aid has substantial advantages for states,
especially when compared to the current practice of increas-
ing tuition without increasing state grants.

First, high tuition/high aid would have little direct influence
on levels of productivity in public colleges and universities,
because the high-tuition, high-aid strategy essentially shifts
a portion of the burden for financing public higher education
from taxpayers to students and their families without substan-
tially influencing the basic cost structures within colleges and
universities.

Second, high tuition/high aid essentially maintains students'
choice (and attainment) while reducing taxpayers' costs.
Recent studies indicate that students are more responsive to
grant dollars than tuition dollars in their decisions about first-
time enrollment and persistence (St. John 1990a, 1990b).
Thus, fall enrollments would be maintained reasonably well
under a high-tuition, high-aid strategy. Tuition is negatively
associated with within-year persistence, however (St. John
et al. 1994; St. John, Oescher, and Andrieu 1992; St. John and
Starkey In press), and the time it takes to attain a degree could
therefore he increased slightly in states that use this strategy.

Third, high tuition:high aid improves the rate of return for
tax revenue on the public investment in higher education.
Analyses of the return on states' investment in higher edu
cation focus on appropriations to institutions rather than to
student aid (Bluestone 1993; Creech, Carpenter, and Davis
1994; Girling. Goldman, and Keith 1993). These studies there
fore provide little insight into whether shifts to a high-tuition,
high-aid strategy would influence a change in the rate of
return. Given the national research on the effects of prices
and price subsidies (McPherson and Schapiro 1991; St. John
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1990a, 1990b) and.the research on the high-tuition, high-aid
strategy in Minnesota (Hearn and Anderson 1989), however,
substantial reason exists to expect that the rate of return on
the state investment would improve substantially.

Incremental changes
The review of the literature on state financial strategies indi-
cates that the pattern of change in state policy had two prob-
lematic aspects: Incremental changes in pricing have nega-
tively influenced opportunity for students, especially for low-
income students; and states have a poor record in cost man-
agement. The reconstructed financial framework can be used
to inform incremental policy choices in both areas.

Improving productivity. Historically, most states have
funded institutions better when they have had sufficient tax
revenues than when shortfalls occurred. In this environment
of feast or famine, states have generally lacked mechanisms
for controlling cost structures within higher education, as insti-
tutions have tended to substitute tuition revenues for losses
in state support in times of financial instability. Thus, states
need to balance their historic concerns about the adequacy
of spending on public higher education with emerging con-
cerns about efficiency and productivity. If these perspectives
are both deemed important, in the sense of reconciling oppo-
sites, then it might be possible to distinguish marginal, mean-
ingful, and deceptive gains in productivity.

The reconstructed financial framework can he used to con-
ceptualize and assess alternative strategies for improving pro.
ductivity in higher education, with an emphasis on promoting
marginal and meaningful gains but avoiding deceptive gains.
Given recent developments in higher education, three types
of strategies merit consideration: implementing cost controls,
refining management techniques, and changing incentive
structures.

First, the imposition of ey,temal cost controls, a pattern that
'has evolved in some states (St. John 1994b), runs the risk of
reducing choice (and attainment) for students and the return
on public investment as a result of deceptive gains in pro-
ductivity. 13 cause of the wid,4,/ held public perception of
waste in public higher educatioi, some states have begun
to micro manage faculty teaching loads, salary increvses,
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travel, and other cost mechanisms. In Louisiana; for example,
legislation enacted in 1993 (Act 237) created the Louisiana
Accountability in Public Higher Education Advisory Commit-
tee to study these issues and recommend an appropriate set
of controls. When states reduce expenditures per student by
limiting salary increases, increasing teaching loads, and lim-
iting faculty capacity to keep current in their fields, they run
a strong risk of creating deceptive gains in productivitya
reduction in average expenditures that. influences a reduction
in student outcomes. When carried to an extreme, these prac-
tices could undermine the quality of education, reducing edu-
cational attainment and possibly reducing tax revenue returns
from the public investment in higher education.

Second, new management practices, such as increased use
of cost studies and quality management, can potentially influ-
ence marginal, or perhaps even meaningful, gains in produc-
tivity. These techniques can he undermined by the incentive
structure in higher education and the state political process,
however. Some states have begun to deal with the cost crisis
by adopting new management techniques. Minnesota and
Kansas, for example, have used program cost studies to estab-
lish funding targets by field (St. John 1991a). Minnesota estab-
lished funding targets for high-, middle-, and low-cost fields
at the lower-division, upper-division, and graduate levels, then
set a goal of funding two-thirds of the target (Berg and
Hoenack 1987; St. John 1991a), a technique that enabled the
state to link institutional appropriations and increases in tui-
tion to awards in the state grant program. Further, some states
have begun to advocate quality management techniques as
a means of encouraging public institutions to focus on quality
of educational programs and academic services in an envi-
ronment of declining resources (Chaffee and Sherr 1992;
Knutsen 1993). These and other management techniques
potentially give states mechanisms for balancing concerns
about adequacy of funding and educational outcomes with
the emergent concerns about achieving greater economics.
Thus, these techniques hold more potential than overt cost-
control mechanisms for promoting marginal or meaningful
gains in productivity. To the extent that these actions actually
influence marginal gains in pmcluctivity----real reductions in
the costs of educational attainment for students and taxpay-
ers --they will improve the return on the state's investment.
Additionally, to the extent that they result in meaningful gains
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in productivityimprovements in educational outcomes per
a given level of expenditure -they will result in improve-
ments in students' choice and in the rate of return on taxpay-
ers' investment.

New management practices can he subverted, however,
by the political nature of the state budget process (Layzell
and Lyddon 1990) and the incentive structure in colleges and
universities. State legislators are reelected by meeting the
needs of constituents; thus, they have an incentive to promote
special support for colleges and universities in their districts.
On a practical level, it means that whenever new systems are
implemented to control state expenditures, institutions can
lobby local legislators for special appropriations. For example,
when Minnesota implemented its average-cost funding, most
budget line-item appropriations were eliminated, but the
number of line items began to grow again after the new fund-
ing policy was implemented (St. John 1991a). Similarly, past
generations of educational leaders and legislators have found
ways to undermine, or topple, other management techniques
like management by objective, zero-based budgeting, and stra-
tegic planning. Thus, analysts and policy makers who advocate
and adopt managerial solutions to the crisis in college costs
are faced with the prospect that the intent of their new pro-
grams will he undermined over time because of the special
interests of various constituencies.

A third alternative, changing the financing incentive struc-
tures used in financing public higher education, merits more
systematic and serious consideration. Two levels of the incen
:ive structure in particular merit closer scrutiny: the incentives
for institutions to maximize state appropriations and the
incentives within colleges and universities to maximize
revenues in academic and administrative units. The historic
financing strategy used by most states, providing funds on
the basis of I fE fall enrollment, provided an incentive for
institutions to maximize enrollment but not necessarily to
improve retention or learning outcomes. An alternative
approach developed in Minnesota, funding based on full-year
enrollment (Berg and Hoenack 1981; St. John 199!a), partially
increases incentives to retain students. Other alternatives that
link funding to credit-hour and degree production also merit
serious consideration. While on one level such techniques
could be perceived as providing 11,',1 incentive to pass students
rather than educate them, over the longer term the freedom
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of students to choose would probably diminish that type of
devaluation of education. Thus, mechanisms that link funding
to credit-hour and degree production could provide an incen-
tive for institutions to improve their retention and learning
outcomes, and they merit further consideration.

Unfortunately, very little is known about how states can
facilitate change in the internal financial incentive structures
in higher education. One possibility is for states to fund insti-
tutional studies of strategies for improving meaningful
improvements in productivity: improvements in learning out-
comes and administrative productivity. While this strategy
would not change the incentive structure, it would at least
help build an understanding of techniques that improve stu-
dent outcomes.

Additionally, states should consider experimenting with
mechanisms that ensure an appropriate flow of funds within
public colleges and universities to the programs that produce
credit hours and graduates. While there are reasons for states
to be cautious about such strategies because they could
infringe on institutional autonomy, there are also reasons for
such strategies to he explored. Specifically, if state appropri-
ations followed students to programs, then students' choice
is enhanced and the negative influence of politically powerful
departments and programs would he somewhat mitigated.

Linking tuition and grants. With the erosion in federal
Pell grants and the increase in public sector tuition, it is crit-
ical that states develop better ways of linking tuition and stu-
dent grants. A recent study indicates that when a family's abil-
ity to pay is taken into account, Pell grants have become a
regressive programthat Pell recipients actually have a greater
burden than nonrecipients (Minnesota Higher Education
1994). Further, an adequately funded need-based grant pro-
gram can create a more progressive environment.

For states to provide access for all students, they need to
develop mechanisms that link appropriate increases in grant
programs to increases in tuition. In recent years, the methods
states can use to analyze alternative approaches to state grants
(Setter and Rayburn 1994), evaluate the effects of grant pro-
grams (St. John 1992h; Somers and St. John 1993), and assess
alternative financing strategies (Hearn and l.onganecker 1985;
St. John 1993h, 1994a) have been improved. These tools can
help states design better programs, although it has proven

Prices, Productivity, and Ittvestmeitt 105

119



106

quite difficult for states to maintain a link between grants and
tuition (Griswold and Marine in press).

Assessing Institutional Strategies
The crisis in college costs presents a new set of financial prob-
lems for colleges and universities. In the mid-1990s, college
costs have risen to a point beyond the willingness of taxpayers
to support higher education and the ability of most students
to pay the costs of attending. The financial strategy used dur-
ing the past 15 yearsraising tuition to compensate for losses
in state appropriations and federal grants and to fund en-
hancements to academic programs and student services
has resulted in a price spiral that has placed the full cost of
attending beyond the means of the majority of students. This
subsection assesses a range of systemic reforms and incre-
mental changes relative to their ability to improve productivity
and affordability: Then, based on this analysis. it proposes
a systematic approach to restructuringan approach that
focuses on transforming both financial and academic strategies
as a means of improving affordability and productivity.

Systemic reforms
Given the was colleges and universities have responded to
previous financial crises, three types of systemic reforms merit
their consideration: implementation of cost controls, devel-
opment of new managerial approaches, and changes in the
incentive structure.

First, while the imposition of cost controls can reduce short-
term production costs and thus provide a means of adjusting
to short-term revenue losses, it can drive up the long-term
costs of higher education for students and taxpayers. When
confronted by within-year reductions in revenues, colleges
and universities typically respond by reducing variable costs
telephones, travel, other operating costs, part-time instructors,
and unclassified employees. When constraints on revenues
are sustained over a longer period, institutions tend to re-
spond by holding salaries down, not filling faculty and staff
positions when they open, and reducing basic costs by other
means. This type of erosion can impair the quality of instruc-
tic 1, reduce offerings, and decrease completion rates, either
as the result of rising charges or the lack of courses available.
Therefore, the implementation of cost controls wi nild appear
to be the least desirable means of responding to the crisis
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in college costs, as it can lead to deceptive gains in pro
ductivity.

Second, the development of refined managerial techniques
provides a potential means of responding to the crisis in col-
lege costs by making marginal improvements in productivity
and sound pricing decisions (on tuition and student aid), at
least in the short term. For example, the strategy proposed
by the U.S. Department of Education in Tough chokes (c.a.
1990) is for a centralized committee to guide a strategic pro-
cess that combines an emphasis on quality outcomes and ser-
vices with a concern about costs. A similar strategy, empha-
sizing the integration of quality management techniques, has
been proposed in California as a way of dealing with reduced
state appropriations (Knutson 1993). Further, a range of
recently proposed quality management strategies (Chaffee
and Sherr 1992; Seymour 1993; Sherr and Teeter 1991) can
he used to address quality and productivity (Sloan 1994). And
an emphasis on productivity can he integrated into strategic
planning, which generally includes an emphasis on having
a central steering committee and strong presidential leader-
ship (e.g., Brown 1988; Cyert 1988; Foote 1988; Lisensky 1988;
Swain 1988). A continuation of current trends toward public
dissatisfaction with the costs of public higher education could
influence many institutions, especially in the public sector,
to integrate these processes into existing strategic planning
and management processes. To the extent that these manage-
rial innovations get policy makers to engage in a proactive
approach to dealing with issues of productivity, they would
probably increase the ability of institutions to respond to new
financial conditions. Managerial changes have some major
limitations, however.

Managerial changes aimed at reducing operating costs can
easily he undermined by experienced and powerful constit-
uents, which could lessen their ability to reduce these costs.
Higher education has a long history of developing new
managerial practices that were designed to control costs. The
first wave of systemic reforms ( see. e.g., Weathersby and Bal-
derston 1971, 1972) failed because they were too cumber
some. The second wave, started in response to the "new
depression" (Balderston 1974; Cheit 1971, 1973), has changed
management practices and helped institutions to adapt to
changing conditions but only temporarily mitigated escalating
operating costs; that is, educational and related expenditures
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per student did not rise in the early 1970s as fast as inflation
(Kirshstein, Tikoff, et al. 1990). And the third wave, the stra-
tegic revolution (Chaffee 1984, 1985, 1989; Keller 1983; Stee-
ples 1988a), apparently hastened the rise in educational
expenditures and tuition in the 1980s. The problem is that
these managerial innovations do very little to change the inter-
nal incentive structures in colleges and universities.

Further, the centralized nature of managerial innovations
circumvents the equalizing aspects of governance, which
means they have a tendency to favor programs that serve elite
professions. One "successful" strategic planning process "pro-
gressed in strict secrecy, for premature disclosure carried two
risks], one of which] was that the faculty might force pro-
longed debate of any proposal . ." (Steeples 1988a, p. 76).
The fact is that most "strategic" processes create centralized
committees that get around the characteristically cumbersome
and ineffectual faculty governance structure (Keller 1983; Nor-
ris and Poulton 1987; Steeples 1988a). The problem is that
the centralized committees that are formed to "steer" strategic
planning usually include heavier representation from polit-
ically powerful departments (see, e.g., Pfeffer and Moore
1980), increasing the influence of their interests on the pro-
cess. The result of these inequities in the distribution, redis-
tribution, and reduction of resources is that middle-class and
female dominated majors arc usually the hardest hit (St. John
1993a; Slaughter 1993a).

Third, the alternative of adapting the incentive structure
in colleges and universities merits consideration, because
these strategies could hold the greatest potential for reducing
excesses and making college more affordable. Historically,
colleges and universities maintained separate authority struc-
tures for academic and financial decisions: Faculty had gteater
influence on educational policies and plans, administrators
and trustees more influence on the acquisition and distribu-
tion of resources. Because one set of decisions was deceit
tralized and the other centralized, a form of often troublesome
gridlock occurred, and the checks and balances might have
created incentives to he unproductive. Strategic methodol-
ogies circumvented this situation by centralizing the major
educational and financial decisions and coordinating the two
processes, but they did little to change the internal incentive
structure. Rather, they created opportunities for powerful
faculty and departments to use the process to generate more
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revenues. An alternative approach might be to delegate
responsibility for both educational and financial decisions.
Doing so would give academic units more responsibility for
setting their own prices (tuition and aid), salaries, hiring prac-
tices. and contingencies for retrenchment. Tuition revenues
and state appropriations would need to "follow" students to
departmental budgets. Then faculty would be responsible
for cutting their own budgets when necessary. Indeed, aca-
demic departments would be responsible for their own finances.

Those choosing such a strategy need to proceed with cau-
tionthrough deliberate pilot testingto ensure that stu-
dents' and taxpayers' interests are represented in the process.
Such changes in the basic financial structure have a potential
to improve the underlying inequity of university budgets. The
departments that have been cash cowshaving had their
revenues milked to support the elite, high-cost fieldswould
be on more equal footing with the elite programs. Some of
these cash cow departments could end up charging less but
realize more net revenue than they do in the current envi-
ronment (Winston 1994). The elite programs, such as engi-
neering and business, might be able to charge more, but they
too would face limits in their ability to charge consumers to
support their own salaries. Some large public institutions have
already moved in this direction as a result of cost-centered
tuition (see, e.g., Berg and Hoenack 1987) and efforts to
respond to the rescission of state budgets. If such assignments
are made through the administrative structure to deans and
department chairs without an emphasis on the faculty's in-
volvement, however, then the potential to reduce inequities
could he subverted.

More important, attempts to change the financial incentive
structure could encourage faculty to pursue meaningful
improvements in productivity by developing educational prac-
tices that reduce students' costs (i.e., improving retention and
other educational outcomes). Present incentives clearly are
for faculty to treat new technologies, such as computers and
multimedia stations, as enhancements. If the financial incen-
tive structure were adjusted, however, then faculty could
realize some personal economic and professional gains for
using technology to improve educational productivity. Further,
faculty would have an economic incentive to he more nur-
turing toward students, encouraging their academic and social
integration into the college environment, moving toward cul-
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tures that value the whole student (see, e.g., Rice and Aus-
tin 1988).

Incremental changes
Three areas of concern about the financial strategies used in
colleges and universities emerge as crucial from the review
of research on changes in financial strategy: administrative
productivity, academic productivity, and pricing (tuition and
student aid). The reconstructed financial framework proposes
using action inquiry as a means of linking incremental policy
decisions with systemic planning and budgeting. It is possible
to achieve these links by changing the managerial processes
used, either through the internal incentive structure or
through a combined approach.

Before discussing the three priority areas, however, it is
important to revisit the concept of empowerment coupled
with responsibility. In higher education, faculty are empow-
ered to make certain educational decisions, but they bear no
financial responsibility for their actions. Similarly, adminis-
trators in service units are also empowered to engage directly
in improving service delivery, but they are not always respon-
sible for the financial consequences of their actions. This issue
is fundamentally different from empowerment in public
school (e.g., Hopfenherg, Levin, and Associates 1993), where
states and districts have made many basic educational and
financial decisions. Thus, any discussion of empowerment
in higher education should recognize the ambiguous situation
that currently exists in most colleges and universities.

Administrative productivity. At least two issues that merit
consideration by colleges and universities are concerned with
creating meaningful incentives for administrative staff to em-
brace the issue of productivity: financial responsibility and
action inquiry.

First, the prospect of experimenting with the financial
incentive structure within administrative units merits consid-
eration. Specifically, administrators have incentives to increase
their staff allocations, which are generally related to compen-
sation. And staff have incentives to increase production costs.
The possibility of treating administrative units as cost centers
merits exploration. For example, it is possible that if a student
service unit reduces the percentage of the budget it requires,
then a portion of the "savings" could be allocated to the unit

110

124



(or perhaps to the staff member) to be used for bonuses,
travel, and so forth. Such changes could be implemented
through adaptation of current management practices in many
instances. Another possibility is that student service units and
auxiliary services could be run as "profit centers," with some
form of reward distributed when "profit" is generated. These
examples illustrate the fact that financial incentives can be
created within administrative units. Unfortunately, many pub-
lic universities are run as extensions of state civil service sys-
tems, which provide certain limited protections to staff but
also limit the staffs willingness to cooperate in strategies
aimed at improving cost structures.

Second, action inquiry provides a potential means for dis-
covering better ways of providing educational services, espe-
cially if it is more directly linked to the process of making
financial decisions. `uring the past decade, administrative
practice in a number of specialty areas within higher educa-
tion administration has been substantially improved. Efforts
to improve enrollment management (see, e.g., Hossler 1987;
Hossler, Bean, and Associates 1990) are particularly note-
worthy: New marketing strategies have improved enrollment
and new retention strategies have improved retention on
many campuses. These efforts essentially improve financial
conditions and reduce costs, as colleges with declining enroll-
ments are more likely to have increased expenditures per stu-
dent (Getz and Siegfried 1991). The link between the actions
taken to improve enrollment and the costs (or savings) that
result from these actions is seldom explicitly made, however.
Therefore, in enrollment management, as in other areas of
administration, it is possible to construct measures of mean-
ingful productivity, especially long-term measures, that could
be used as a basis of action experiments to assess innovations.
More generally, administrative staffsand the various specialty
fields within educational administration (e.g., student financial
aid, student personnel administration, admissions)can be
conceived of as fields in which professional action inquiry
is encouraged and rewarded.

Academic productivity. The use of new incentives and
action inquiry also applies to the faculty domain and to the
prospect of realizing meaningful improvements in academic
productivity. Faculty currently have incentives to reduce their
teaching hours and the size of their classes. It is easy and nat-
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ural for faculty to argue that students get a better education
when faculty have fewer students. These conditions could
be changed, however.

First, if financial decisions were delegated, then faculty
would have more reason to critically examine their assump-
tions about class size and to experiment meaningfully with
alternative approaches to academic productivity. It is also pos-
sible to make managerial adaptations that create an incentive
linking changes in production of credit hours or provide
financial incentives to programs to improve their retention
rates. Such prospects even merit consideration by faculty
unions as a means of creating a financial reward for improve-
ments in teaching that result in meaningful gains in productivity.

Second, and more important, the prospect of engaging
faculty in new forms of experimentation aimed at meaningful
improvements in educational outcomes and the financial con-
ditions of their institutions is an exciting possibility. A recent
experiment conducted by a faculty member at Yavapai Col-
lege, for example, illustrates the potential for using action
inquiry to promote meaningful gains in academic productivity.
An instructor in biology used a multimedia station to develop
a multimedia program for his entry-level biology course
(Lovell and Rooth 1994). Two sections of the class were
offered, using the same textbooks, lecture notes, and exam-
inations. The primary difference between the two course was
that one used a multimedia format to enhance the delivery.
The students in the section that used the multimedia format
scored significantly better on every test and had a significantly
lower dropout rate (26 percent compared to 20 percent).
Further, a regression analysis indicated that the method, and
not students' backgrounds, influenced the differences in test
scores. From this preliminary assessment of this action exper-
iment, it appears that the use of a multimedia format for teach-
ing could pay for itself in terms of gains in student outcomes
(and revenues from higher enrollment) as well as potentially
extend opportunities (although the experiment did not
explicitly address the costs of using various media).

The potential for uses of action inquiry as a means of pro-
moting meaningful gains in productivityand of linking
improvements in instructional methods to reductions in
costsextends well beyond issues related to the integration
of technology. The need also exists for more action-oriented
inquiry into how variations in class size and instructional
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methods influence learning outcomes and into ways of
improving academic integration and student retention (Gus-
kin 1994). Some research has established ways of looking at
the links between certain types of actions and student out-
comes (Pascarella and Terenzini 1991), but action inquiry
aimed at improving these outcomes has been more limited.
Now is an opportune time for colleges and universities to pro-
vide incentives for interested faculty to initiate such discipline-
based inquiries, assuming that meaningful variations exist in
methods and outcomes across cognate fields.

Pricing. A belief has emerged during the past decade that
students, especially those in public colleges, are not price-
sensitive. Yet evidence is growing that students do indeed
respond to prices and to price subsidies. The concept of dif-
ferentiated prices (St. John and Starkey In press) provides a
basis for thinking more systematically and critically about this
link. Indeed, new approaches to evaluating the effects of stu-
dent aid (St. John and Somers In press; Somers and St. John
In press) and to assessing the likely effects of pricing alter-
natives (St. John 1993b, 1994a; 'flammell 1994) have been
developed, which can be used to guide action-oriented inqui-
ries in this area.

The most crucial issue related to the effects of pricing that
policy makers at all levels of the educational enterprise must
understand is that pricing is a recursive process! Each new
set of actions (that is, changes in tuition and aiu strategies)
influences not only the intended outcomes (such as first-time
enrollment and retention), but also the ways students respond
to prices and price subsidies (the linking mechanism between
prices and enrollment). Given this evolving context, action
inquirytreating each new set of tuition and aid policies as
"action experiments" that require testing in practice--is the
most appropriate way to approach policy decisions about tui-
tion and student aid. It is not possible to construct universal
indicators (price-response measures) that inform us how stu-
dents respond to tuition or student aid in every instance.
Rather, these measures need to be carefully constructed from
relevant research.

A systematic approach to restructuring
Based on these considerations, it is possible to suggest a pre-
liminary design for a systematic approach to restructuring.
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Colleges and universities are now confronted by the need
to think more systematically about the issues of higher edu-
cation's affordability and academic productivity. The position
taken here is that efforts to improve productivity need to
emphasize a gain in meaningful productivitythat is, gains
in educational outcomes that reduce college costsand that
efforts to improve higher education's affordability need to
focus on the effects of tuition charge's and student aid. These
dual issuesproductivity and affordability can be the basis
for a systematic restructuring that empowers faculty to engage
in action inquiry aimed at improving educational outcomes.
Such a process, outlined in preliminary fashion in the follow-
ing paragraphs, would be most directly applicable to liberal
arts colleges and community colleges, because their primary
mission is teaching undergraduates. In such colleges, the links
between productivity and affordability are explicit.

First, a systematic approach to restructuring would need
to be compatible with, and indeed integrated into, the plan-
ning and governing processes used in the institution. Unlike
elementary and secondary schools that have recently begun
to engage in restructuring (see, e.g., Hopfenberg, Levin, and
Associates 1993), colleges and universities already have highly
evolved processes for governance and planning. Therefore,
consideration of financial strategy should first be integrated
into these processes. Three types of actions would be needed
to begin this process: assessing current academic and financial
strategies to build an understanding of current problems and
concerns; developing a vision (or set of goals) that explicitly
addresses productivity and affordability; and, based on these
insights, identifying "challenge areas" that merit action in-
quiry. Coordinating, or steering, the action inquiry should
be integrated into the process of governance.

Second, action inquiry by teams of Faculty and administra-
tors, addressing challenges they have identified, can then
become the basis for incremental and dynamic organizational
learning. College teams could be organized to address chal-
lenge areas. Challenges that cut across administrative and aca-
demic departments would need diverse representation, while
challenges that face departments or programs could be
addressed by those academic units. As part of the process,
for example, a program faculty might identify such challenges
as improving learning outcomes as a means of improving stu-
dents' persistence, reducing unit costs, and improving afford-
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ability. In the process of addressing a challenge, the faculty
might negotiate with the administration to give them financial
incentives for increasing their loads. They might also conceive
of using a multimedia format to supplement instruction or
using critical thinking to improve learning outcomes. Once
faculty members understand the challenge, then they can
design action experiments to test whether the proposed prac-
tices had the intended effects. Through such an organizational
learning process, the incentive structure could be changed,
turning faculty discontent into a positive force for dealing with
underlying problems.

As another example, a college team might be formed with
representation from across academic and administrative units
to address a challenge to reduce the number of upper-division
students transferring to other colleges. Such a team could
examine a wide range of possible reasons for the problem:
prices, availability of upper-division courses, and so forth.
They could use action inquiry to more fully explore why the
challenge exists and what types of actions might improve re-
tention. Action experiments could be designed to test whether
the solutions they picked actually improved the intended out-
comes. By using experiments, the team could learn which
types of strategies actually helped them to deal constructively
with the challenge. To the extent that a college improved
enrollment through deliberate experiment, it could reduce
production costs and improve affordability.

Both these examples illustrate how teams of administrators
and faculty within a college can use action inquiry to address
challenges they identify. While many other managerial pro-
cesses, such as enrollment management and total quality man-
agement, similarly emphasize problem solving, these methods
usually do not explicitly link systemic and incremental
changes with an explicit consideration of both financial and
academic strategies. Through this type of process, colleges
might also be able to make meaningful changes in their inter
nal incentive structures so that faculty and administrators can
receive financial rewardsas well as intrinsic satisfaction
for their efforts to improve productivity and affordability.

Finally, the process of restructuring needs to be field tested
over several years. In the first year, colleges would assess their
current financial and academic strategies, develop a vision
that incorporates consideration of financial (productivity and
affordability) and academic goals, identify challenge areas,
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and form action teams to explore the challenge areas and
identify "action experiments" that could be pilot tested. In
the second year, the action teams would conduct arid assess
their action experiments, communicating their progress and
results to the college communities as appropriate, and con-
tinue to assess issues related to their challenge area and
develop new experiments. In the third year, colleges would
begin to make systemic changes as appropriate, based on the
understandings they developed from he action experiments.
It would also be important, however, to continue assessing,
envisioning, and identifying systemwide challenges and have
teams of faculty and administrators continue to use action
inquiry to address challenge areas. In other words, restruc-
turing could become a dynamic, ongoing process that involves
both action inquiry and systemic reforms.

The Crisis of College Costs in Perspective
The current controversy over college costs can be viewed in
at least two ways. One possible lens is to assume that college
revenues are determined by economic conditions (see, e.g.,
Froomkin 1990; Hauptman 1992). If we hold this belief, as-
suming that external economic forces determine our future,
then we can conclude we will be better off waiting until the
economy improves. Taking this posture, however, entails the
growing risk of having cost controls externally imposed.

In 1994-95, most states received increased tax revenues
(Church 1994), and the percentage increase in state student
grants was slightly larger than in tuition (National Association
1994). While these facts could be viewed as support of the
wait and-see philosophy, it appears that, in response to the
increase in revenue, states are concerned about reducing tax
rates (Church 1994) rather than reinvesting in higher edu-
cat;on. Therefore. an alternative path is needed, one that
involves taking more responsibility for the financial issues
we face and communicates a more positive image of colleges
ant! universities as productive organizations.

The alternative is to dig beneath the surface of this emerg-
ing crisis, examine the forces that have contributed to our
present predicament, and experiment with new strategies that
could lead to meaningful improvements. If one takes this
approach, then economic conditions are recognized as being
important, but it is also possible to identify action strategies
that inst;tutions, states, and the federal government can take.
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If members of the academic community take this alternative
view, then it is possible to envision opportunities for mean-
ingfA change. In particular, it is possible to see how the
methods of inquiry that are so vital to academic communities
can be used to make colleges and universities better places
to work and learn. On the one hand, we can wait and see what
external forces impose on us. On the other, we can begin to
take some personal and professional responsibility for improv-
ing our learning communities by helping them to adapt to
a rapidly changing world.
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"action experiments," 113, 116
action inquiry, essential for academic and administrative revital-
ization, 89
adaptive strategic planning, promotion of, 21
administrative lattice, 86
administrative productivity, increase of, 110-111
African Americans. See Blacks
American Council on Education, report of, 2, 34
assessment techniques, adopted by states for public education, 39

B
Bennett, William, 2, 8, 10, 53
Blacks. See also minority students

cut in state funding cause reduction in persistence
of, 35-36

cuts in federal grant programs negatively affected
participation, 11

enrollment of in colleges increased between 1976 and
1984, 17

few lower-achieving enroll in college, 9
human capital theory does not predict earnings

correctly, 70
participation in Title IV programs, 15-16, 25
policies that limited opportunities for. 89
study of decline in participation rate through class

dialectic, 77
Bowen's theory. See revenue theory
budget analyses, need to communicate results of to public, 97

C
California

faculty workloads and growth in administrative costs
issue, 38

proposed use of quality management techniques, 107
state university system, study of the economic impact of

funding, 41
Carnes, Bruce, 8
centralization and quality, reverse relationship for state

universities, 39
centralized strategic action, improved quality and reduced

costs of, 22
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challenge areas. 114
class size, value.of for learning, 56
colleges wasteful and unproductive, 9
conservative position on education support, 5, 6, 24
cost controls

effect of imposition of, 106-107
imposition of external, 102-104

cost management
strategies resulting in increased cost for less services, 50
study, need for, 21

cost-centered tuition, 36
costs for education, factors that influence, 55-56
Critical theory. 77-79

limitations of, 78-79
criticisms of college, due to rising tuition, 45

differentiated prices, a potentially more viable approach,
80-81, 96-97. 113

E

economic development and higher education, link between,
40-41

Education Amendments of 1985, 1
Educational Amendments of 1972. Sec, Higher Educational Act

Amendments
educational expenses rose faster than inflation in 1980's, 46
educational mission effects on pricing, xiii
enrollment

amount of student aid influenced, 19
increase due to federal grants, 54
management, 1

Even Start grants, 94-95
excellence, laws that affect the quest for. xiii xiv
expectations, need to be raised to increase student

achievement, 57
expenditures per student rising with declining enrollments, 51

F

federal grants help increase enrollments, 54
federal student aid, effects of decrease of, 53
financial restructuring, affect distribution of enrollments, 4
financial strategy changes, crucial areas of concern, 1, 110
financing incentive structure, changing of. 104- 105
finite resources, how belief in affects spending, xiv- xv
Finn, Chester, 2. 9
Fund for the Improvement of Postsecondary Education, 84
funding based upon full year enrollment, 105
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G
goals of students and taxpayers not necessarily same as those

of faculty, 60

H
HEGIS, 17
high-tuition, high-aid strategy for state funding, 99,101-102
Higher Education Act Amendments of 1972

federal institutional subsidy not funded under Title 1,75
subject to substantial revisions through budgetary

processes, 88
Higher Education Act of 1965 Title IV programs

change in funding over time, 13-15
end of, 4
human capital theory basis as argument to reauthorize, 67
participation rates, 15-16
programs lacked philosophical and other bases for

growth, 74
purpose of, 13
subject to substantial revisions through budgetary

processes, 88
technical improvements in delivery of student aid, 20

Higher Education General Information Survey. See HEGIS
higher education as an investment, from average consumer

perspective, 61-62
Hispanics. See also minority students

cuts in federal grant programs negatively affected
participation, 11

participation in Title IV programs, 15-16
"historically disadvantaged," original target for federal

student aid, 10
human capital formation, intermediate theory on, 79-83
human capital theory, 67-70,

theoretical claims, 68-69
limitations, 69-70

incremental
changes to federal budgets, 96-98
policy decisions, policy studies are mechanisms for

informing, 87
individuals, not institutions, should have education subsidized, 5
innovation increased by strong state centralization, 31
institutional grant allocations fuel tuition increase, 9-10
instructional cost reduction, effect of incentives of academy, 59
Intermediate Theory on policy making in higher education,

79-91
investment, return on, 99
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K
Kansas, efforts to establish expenditure targets in, 84, 103

L

Liberal position on education support, 6-7, 24-25
assessing claims of, 42
use of human capital theory, 68

Lindblom (1977), 74
Louisiana, new group to study productivity promotion, 38, 103
low-income students

responsive to amount of grant but not amount of
loan, 19, 33

negatively influenced by recent financial restructuring, 44

M

Maine, requests cuts in administrators' salaries, 38
market forces

fueled increases in production costs, 85
influenced changes in expenditures, 65

middle class
programs, hardest hit by budget reductions, 40
students victims of retrenchment, 11
students, more responsive to loans than grants, 19, 33

Minnesota
effect of net price theory on new financing strategy, 75
efforts to establish expenditure targets in. 84, 103
funding based upon full year enrollment, 105
growth of budget line-item appropriations under new

policy, 104
high-tuition and high-aid strategy, 36
one of few states attempting to address rising student

costs, 38
minorities, poor academic preparation of, 9
minority students

more responsive to prices and price subsidies, 79
negatively influenced by cuts in federal grants, 25
negatively influenced by recent financial restructuring, 44

multimedia format, use of for teaching, 112

N

National Association of College and University Business
Officers, 86

National Center for Education Statistics, 55
National Commission on Student Financial Assistance, 52
National Commission on the Financing of Postsecondary

Education, 75, 95
National Longitudinal Study of the High School Class of 1980, 18
National Postsecondary Student Aid Survey of 1986 -87, 34
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need-based programs, belief in effect of, 2
Neoconservative position on education support, 6-8, 25

assessing claims of, 42-43
emergence dramatically affected higher education

'policy, 75-76
institutional waste, supports claims of, 3. 64
claims poorly supported, 25, 52
relationship between federal student aid and tuition

charges, 52, 63
efficiency, used short term measures of, 82
use of revenue theory, 71-73

Neoliberal position on education support. 6, 9-10, 25
assessing claims of, 43-44
tuition raised because of loss of federal grant dollars, 64
tuition raised to compensate for loss of state funds is

supported, 65
use of human capital theory, 68

Neo-Marxist position on education support, 6, 10-11, 25
assessing claims of, 44
perspective, 77

net price
concept problematic, 69
theory affected Minnesota's new financing strategy, 75

"new depression," response to, 107.108

Pell grants
additional revenues from, 37
do not cause schools to raise tuition and fees, 53
elimination for students in developmental education, 96
erosion in, 105
increase of, 15
lowincome students more likely to rely on, 43
treating as entitlement, 94-95
went farther toward paying tuition at public two year

colleges, 54
persistence of students less likely in public colleges and

universities, 35
pricing of education result of five interrelated areas, xiii
private college

grants positively associated with persistence, 3
tuition negatively associated with persistence, 34

privatization, as a systemic reform, 99-101
productivity

influenced by incentive structure within higher
education, 83-87

measure, return on investment as, 82
positive association with state spending, .42
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potential for improving, 82,83,99
promotion in higher education, 19-20

public college
grants negatively associated with persistence, 34
tuition very negatively associated with persistence, 34

political incrementalism, 74-77
theoretical claims, 74-76
limitations, 76-77
value of, 76-77

Q
quality of a university, not related to strong state centralization, 31
quality of education and cost, confusion about relationship

between, 37

R

Reagan, effect of election of, 4
regulation as best means of controlling costs, idea of, 73-74
retrenchment, 4
retrenchment, impact of, 39-40
revenue theory, 8,70-74

limitations, 73-74
theoretical claims, 70-73

S

SHEEO, 35
social interaction mode. See political incrementalism
standardized student price-response coefficients don't predict

enrollment, 70
State Higher Education Executive Officers. See SHEEO
state funding shift from institutional to student subsidies, 94-96
state regulations appear to impede quality and productivity, 43
state support of higher education, reduction of, 29-30

causes persistence decrease, 35
causes tuition increase, 10

strategic planning and management, 1
methodologies widely adapted, 45

strategic revolution, 108
student aid and enrollment, link between, 18,25
student aid

as an investment, measurement of, 23
not effective in promoting access, 8

student choice, assessing effects of price changes on, 99
student-choice construct, as additional basis for public policy

decisions, 81
Supplemental Educational Opportunity Grant, 53
systematic reforms in federal student aid, suggested, 93-96
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V-!..7-7777A,

tuition raised
because colleges and universities wasteful not valid, 64
for private colleges, because of federal grant dollar

loss, 64-65
for public colleges not because of federal grant dollar

loss, 43, 64-65
in response to loss of state revenue, 31, 43. 65
to attract more federal student aid, 8, 63

tuition charges rose substantially faster than inflation, 46-48
tuition and grants, linkage of, 105-106
tax returns from public support of higher education positive, 44
Tough Choices publication of, 21. 22

strategy proposed in, 107
tuition increase, ideological reasons for cause, 6-10
"trap of double counting," 10

U
LS. Department of Education, 107

University of Florida, 48
University of Georgia, 48
University of Massachusetts at Boston, 41
University of Minnesota, cost-centered tuition, 36

Wildaysky (1979), 74

Y
Yavapai College, 112

Prices, Produdirity, and Investment 157 145



ASHE-ERIC HIGHER EDUCATION REPORTS

Since 1983, the Association for the Study of Higher Education (ASHE)
and the Educational Resources Information Center (ERIC) Clear-
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