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1. Enrollmeht-Drlven Subaidy

“

-
»

Public subsfdy for postsecondary educatlon 1s d1str1buted
by and- 1arq8 ~on an enrollment-driven ba51s. States and
localities pro&lde 1nstitut10nal subsidy to publlc
- colleges and unlvers1t1es accordina to enrollment'
/ . state scholarshlp aid, generally available to students .
at Drlvate 1nst1tut10ns is distributed accordlnc to the.
} need or the talent of students, but it enters 1nst1tut10nal
agcounts on an enrollment- dr1ven basis. Federal student

ald programs, de 1qqed to f1nance student need at colleqges
;z s

and probrieta

L3

chools are agso enrollment-driven.

“ \ J

Because performance 1s measured and rewarded by the
number " of-c:stomers subsct;binq to the service, current
f1nanc1nq practxces resemble a market situation. The
resemblance can be dece1v1na. Many pr1vate colleges Y
'recelve nerthgg publlc subs;dy nor the sustenancé of
a larae endo&hent Public- 1nstitut10ns within a state
are Jenerally coord1natéd~w1th such care that a
customer's: ch01ce is 'usually determlned by oeoqranny

and by his hlab sghonl ‘credentials. ’

WHlle beneficial to Hquer\educatlon in a period
of nrowth enrollment financina can also threaten
1nstltut10nal sirvival. Because expenditures cannot
be reduced as precipitously as enrollment revenues ‘
can dror, fallincvenrol{ment will compel institutions, .

to raise their prices -+ with the possible result of
-1 ' - -

losing more customers ‘and raising prices further.
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| ‘2. The 1980's \‘ L ‘ '. et ;

-

) Enrollment’ proJectlons for the 1980 s need to be based
~on at ‘least seven variables. ' S o RN

- -

v
f ‘. -

o The size of the 18 to'?4'year old aqe cohort
i S
o The’ rate of part1c1patlon of that cohort

- . 0. The rate of part1c1patlon of non- tradltlonal
- ‘ students . *

o The full time .part ~time ratio of partlclpatlon

o The division of participants among public, ,

private and proprietary institutions -
. 0. The approprlatlons for public . student asd .

) f. - o The 1nterstate movement of students.
‘ . !

Durlnq the 1980's the 18 to 24- year old age cohort
will shrink, But as family-size shrlnks s1bllng overlap
wilkl decline and both the partlclpation rate and the

~ full-time : part-time ratio can be expectéd to increase.

- .

; Forecasting is seldom accurate. In 1974 and in 1975,
the Natlonal Center for 'Education Statistics made
September est1mates of September college enrollments

that fell about half a,million students below the

actual enrollmehts. It is-"hot likely that 1976 proJectlons

of 1986 enrollments can be more accurate. .

\ Although th tools are crude and the var1ables many,
' the one oerta1nty is that the size of the age cohort will
shrink. The gloomiest Drojectlons are that the cohort
will lead to enrollment decllnes of 25% between 1980 and

‘1994, 1 | . :

If the future.conforms to these anticipations, ‘'the
» .
A

Allan M. Cartter and Lewis C. Solmon, "Implications
-for Facylty," Change, September 1976, which contains

1

@ more complete-analysis of the possible "declines.
) o . . \
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higher edt;catioh'cc:n_\mpnity will need —‘t/o"make some "harad
choices." The difficulties vgj;ll be aggravated by the
.same systems of _fihancing- that, ‘encoliraged g‘rowth in
the pagt. ~ ! : .
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.The theme of?w decline is budqetarv

-imbalance. Pg be terminated as qulckly
asmstUdents can

wzhl’rise.‘Manaqi ?qthe decllne means balanc1ng the
dget o

. T .

] . N

The’ opportu ities divide into three general

‘categories, wﬁlch differ in their emphases.

o The Federal Strategy. If falling

V'%nrolllnq‘ heating and’ power costs

enrollment, unbalances budgets and the

budgets are rebalance¥ with higher

tuition, agreater student need will be :
generated at 'both public d .private ' y
institutions, While afflueht famllles

will have to' absorb the higher prices,

a majority” of families ought to quallfy for
Federal assistance. In effect institutions
will ' cover most of ‘their def1c1ts with.

Federal funds.

. [ . .
?edenal approprﬂ!?Tens**however have . : ‘
never tched the 1972 Federal commitment. ’

A relignce on the 1976 renewal of Yederal
prografis is a stratefy that chn_become
dynamic only if the Congress 1ncreases its ©
appropriations. But if the Congress adopts
a policy of. greater appropriation to assist

higher education during a decline in enrollment-, o

’
the struycture of-programs can also include : -

new /approachés to d1str1but10n1that are less .

enrollment based. ‘ e

P .

: The Tourist Strategy. In the 1960 s state

coord1nat1ng and reoulatory boards pdaced

’”

2

A 1976 survey by the College Entrance Examlnatlon Bodrd
helps QUantlfy the degree of need. "Based on the students' -
estimates of their families' ab111ty to contribute, three- .

7

fourths 'of the families could not afford the average 89800 . a
yearly expenses at public four-year institutions, the College’
Board said. Only one-sixth of the families could afford the
SA600 averaae vearly cost of. attendina private four-year
1nst1tutlons.{ The fidqures apply to famrlles of :students .
taking the SAT test -- with a median 1ncome ,of $16,400,

higher than the natlonal median. The Chronlcle of ngher

_siu_c.a.tmn September 13 1976, ;

- '-_4_ 7 \ . .03 ; , *
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~ ‘ restrictions on the number of out-of- v
. state/students who could enroll at
~+~ publie institutions. This assured ‘access
to state institutions for state residents.
in a period of rapidly increasing =, '
enrollments, : N -

R 1 ' . oot

-In a period of declining enrollments, the T,  »
. - coordinating and regulatory boards wil)] have ‘
- ' differemt concerns. Out-of-state Students
) : €an help pay tle fixed costs of education
; . and dormitory operations, and they can contribute
Co to the overall.economy of communities by way '
of movie houses, gasoline stations, clothing-
stores, book -stores and other "colleage town" ; <
enterpr.ises. : Co : : :

¢ - o The .Populist Strategy. A progressive reform I
‘ SR in the user tax (tuition) at public ihstituwtions, '
. . as adjusted by student aid, can "let the people ¢
. "+ decide".the economic health and the survival
o o of institutions. A state system can price
. tuition at 100% (or some other high rate) of
., . . "cost," as defined.-by educational and general
¢ l. " ' -support expenditures. The effect will be to
' redistribute incdme from families that have-
to pay the full tuition to families that
' " Jeceive need-based student aid, which can be »
‘portable amona the publig, ;rivate}and : . gy
' proprietary institutions. Phis policy is L ‘
. * ' .a response to the demogodic complaint, ,how \-

.+« - « seldom if ever voited, that th® state % \
N university is "a country g¢lub for: the ri¢ch, = -
o E piaid for' by the paor ﬁarmér and the workiquén;"‘-_ .
Bgcause of the portabilitV of all fundinq% ;
enrollments -at private iné&itﬁtibns_can b )
expected to increase relative to enrollments i, R

J 'at public institutions. Overall, the strateqy’ .. oo
. o ) . o 3¢
, .~ 'can be expected to reduce enrollmentstllghtly.3 -
- 4 o — . ! [ ‘;
-, R : ’ . ) . o . ¢ .
R 3The pioéeer model for the populist strateday is the-<Wisconsin

. "proposal By W. Lee Hansen and. Burton A. Weisbrod, "A. New

- s, Approach to Hicher. Educatiohn,'. Financing Higher Education: .
i Alternatives for the Federal Government (Towa City ¢ The: _ o
- Americs;/Co;}eqe;Testing;?rd%ram? 197Y. Ir this model, =~ - L,

"some. | akly, motivated‘yd@nc”peOple from affluentfamilies" .
* are expected to stop participating. A}lthough Hansen arid E .

_ Weisbrod,pred;ct an increase. in enrollment among young = .
-. . people from .poorer families,. they did not anticipate the: - S
surge of state and' Federal studéent aid funding in the !
‘ 1970's, ‘which has . in large part accomplished the objective. _
oo of social equity. - 8 < . o o, N

Q - . I (o . <5~ , 5 . .

2 . i, ) ¥, a .
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This movement will accelerate the budgetary
Lmbalance at public institutions. As budgets
S o are corrected with higher tuition, it can be
' expected that in.certain states educatlon at.

. " the .formerly public institutions will be '

"priced higher than 4t the formerly pPrivate
. institutions. Patterns of interstate
. migration will also change.

o o . ) ‘ s - . ’
These three strategies can be applled slmultaneously. ]
The populist strateqy,'whlch finances postsecondary
education, excluslvely with aid to: students clearly l%
agenerates "need" where none would exist w1th'instftutionél
subsidy. This new “need" is a macnet for qreater need-
', ' qenerated Federal student ass1stance. When state student
aid is reserved for state residents attendlng institutions
' within the state, the coordinating or requlatory board
can be Justlfled iR applylng "tradltlonal"'pr1c1ng to
out-of-state students;'an’enrollment-drlven formula
for institutional subsidy‘of these students can ,
encourage higher 1ncomé families in other ‘states to T~ &
export part of their personal ingomes into a state .
uslng a tourist strategy. (Conversely, hiqher.lncome
famllles in a state adopt1nq§q§popu11st strategy are

likely to send the1r yound; ,xgtes adoptlng a strlctly

tourist strateqgy.) g
s »ﬁ’

e
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4. Priority for the Public Sector / Y ,
) 7 :

¥

Because .the possible enrollment declines of the 1980's

have been perceived as a threat to institutional

- survival, the populirt;Ltrategy has been presented . _ e
i

-

' . ~ as \a wav of eliminag the prlalnq disadvantage !

carried by the private sector as well as-a way of
-alloying students and their families to decide the
H

health of institutions.

N , Eliminating pricing disadvantaqes'among sectors
grequiEeS'an even-handed. approach to student aid, .
7" "however, and the practidal application of even-
'handedness can be. dlsruptlve. The Commlttee for
\
chonomic‘Development has descrlbed the 11ke1y pngbr

.

of application. \ T

» 2 ! .
4 \

Althouah Federal funding practices should
be more or less constant throughout the )
country, state practices may be expected
. ) to vary. In some states, for ingtance, the ¢
| .tradition of private education is stronger
than it is in others. In_these states,
.1anV1dual student grants from public -
money may be more agceptable ‘to the :
-~ taxpayer than they would be in states . :
where most higher education takes. place
in state-owned and state-operated
institutions. State-funded student grants
may be more acceptable in ‘the. East and .
Middle West than in areas where there are - )
compara ively few private colleges and
. . ; unlver51t1es notably the Southwestegn

Rocky Mountaln and Pacdific regions.

v
. A

To be fair, states like quth'Carolina, Florida,

4

Texas and California provide éJ&tionAequalizatioh
3"t ] ) ‘ ‘ ¥

.

' / <
“ 4Commlttee for Economic DeVelopment The Management ¢

;;d g;n22c1ng of Colleges 9Vey,Yo§F :.CED) 1973, o ‘

X e .
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cfants almosy/ as actively as the states of the Northeast.
Florida, California and South Cérolina rank first, .
f urth and fifth among the fifty states in the amount- .
of the averacge qgrant awarded in 1976-77, > Callfornla

and Texas are also nat10na1 leaders in. maintaining

low tuition. In these states, the '‘public fundinag of ‘
scholarships for private colleges is added on to the J.
higher education budget. But the: perceptlon of CED .
is probably accurate were the scholarshlps to be 4
funded by dramatic 1ncreases in tuition at the public

1nst1tut10ns.

States where the strateaqy is pokitically acceptable
happen to he states with large private sectors: these
are the states where the strateqy can cause the qreatest
decline in the public sector. State appropriations ,
&Quld be spreag too thin. Ip the public institutions,
already over-tenured in 1972 educational staqnation
is the likeliest resul% of the policy. But one+
objective of - a state.coordiwatinn or regulatory board\
is to prevent this fnom haopenina, If enrolkment ~driven
institutional ,Subsidy 1s conyerted 1nto student aid,
the public sector will have to be given priority in '
states With large private sectors, just as state

. . . Cos . S\ .
Institutions will receive priority by default in

‘reqgions whe;e there are few private institutions.
¥

v y - - o ¢

._W‘“

N~ .

»

of Higher Education, October 11, 1976.

of Higher Educaftion, September 20, 1976.
red by the A.A.U.P. show that tenure has been
mired’ nati nally to 65% of the public colleqge-level
fegsozlat and to 62% of the public two-year colleae-
el brofessorlate -- the two larcest pUbllC cateaorles.

t . -8~
& s

N 11 u \
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S. Socialist Competition

4

When the priority is estab11shedc a varlatlon of the

populist strateqy can promote competitlon and -
!
performance'ﬁlthln the public sector. Drucker has .
described the performance of "service institutions
[as] exempllfaed .by school and university, and also
by the hospital.*“ N
BN ) ' ’ ' ’
What they need is Lgnge's socialist
competltlonp

! The "customer" of -this kind of service
institution is not really a customef: he
& ‘’is a tributary. He pays for, the. service
1nst1tutlon whether he wants to or not
- e out of ‘taxes, levies such as compulsa€§/
/ insurance, or overhead allocationsg. The

products of thege institutions are not
meant to suppl 42 want., They are meant to’
supply a need. School and hospital, but
also the typical servic¢ce staff in bus1ness
supply what everybody should have, ought to
have, must have, because it is “qood for
him, " or godédd for society.’” = .

- Higher education is. a service theoretically
available to the whole,pﬁblic, as is health care. -
Althouagh the_public is not the "customer " the h
publlc interest is represented by the ‘consumer
dec1slons of actual students and famallesP'Under
a system of “soc1a11st competition," the performance

of publlc institutions can be assessed by the

nenrollments eag% institution can attract over the long

term ( -~
, A typlcal enrollmen t-driven formula gives the

appearance of competition wlthout the substance.

Jencks and Reisman have described the process by

ot >

—

Peter' F. Drucker, Management: Tasks, Responsibilities

[

Practrces\jNew York :: Harper & Row) 1974, p. 162 .
. -9- 19
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which publié higher education was transformed into a

B kind of governmeht agency during the first half of
- » i
this century. ‘

A

Dependence on reqular legislative -appropriations *
affected the stye ag well as the structure of
. the public sector. Public accountablllty, for . /°
example, almost ,inevitably led to ‘ ’
bureaucratization. Elaborate ‘administrative
machinery had to be set up to ensure. that P
no embarra531ng mistakes were‘made, ‘ Lo
especially in the expenditure of public A
funds....Accountability also influenced L. el
the time perspective of public college R
) . administrators. In the long run a public . = -
- college and its trustees might be answetable
’ to the people!, but in the short run it was ; = - ., .
- . mainly subY o the whims of a few clearly-’
: identifiable indjviduals such as the qovernor
rand a” few key legislators.8 5 ‘

As a result, the clearqst differences among campusee

‘ ‘ within a“yplcal publrc sector have been limited to

geographical locatlon and at least in theory, .
admlssions.pollcies. Students who are better preparedl
tend to enroll in the university sector, which tends
to require their preparation. Students seeking highly ¥
’specialized programs (such as agriculture, architectﬁre,
enqineerind and nursina) seldom have more than one '
choice. Most students attend the comprehensive or the
two-year college built or converted to serve their

ageographical' area.

Tuition is usuaily a standardigéd,component of a
student*s tqQtal outlay, in ‘which subsistence costs can
. - be dominated'by'geoqraphy. Quality is generally
| perceived as ihput (admisSions selectivity .as well as
an ét;réctive location) rather than by any measurement

’ v of outcomes. But if the public sector is 40 be oriented-

8Christopher Jencks and David Reisman The Academic
Revolution (Garden City, N.Y. .,Doubleday) 1968, p. 266.

#’ ‘.

o ~10- g‘*
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toward performance, whether the motivation is named

"socialist competition" or "a market-price mechanism,"

.

pricing will'have to precede locaéion and qualit§ will
° . T 4

have to preced® admissions selectivity and scenery

-

When performance is operationally defined by .

/ i
.. enrollmehts, publhic institutions must acquire much

qréater autopomy in managina their educational offerings
and. finances; reachina for quality, and establishing

their 'own tuitions. .

Y

'The need for institﬁtional autonomy seems to
contradict the-naturél'wishes of state coordinating
and regulatory boards to operate the public Qéctor
efficiently. The efficiencies that a state board can
aprly to @@ public svstem were necessary durina a period
of rapidly expanéind enrollment: -but during enrollment

decline, efficiency can limit- effectiveness. An

"institution is ‘made léss effective when it is not

allowed to compete with sister institutions by setting

,its own tuition and offerina new or better proorams.

Effecﬁiveness, however, does not demand the sacrifice
of effici¥ncy. The System—wide"expenditure under an
efficiepcy formula already in effect can serve as a
benchmark for appropriations under a performance

formula.



.publlc , i "

6. Identifying Budget Sectors -

A public system manaded for performanch must have a
clear sense of hission, bspecially 'in distinquishinc
between the public as "customer" -- where the public
can better be tﬁghcht of as_a "constltuency" -- and
the student as customer..The dlgt;nctlon is important
because part of what the constituency is_ﬁinanc&nq is
not intended for delivery to underqfaduate CUstomers

Expenditures for public goals ouaht to be borne by the

2

'The prevailing classificatien structure for

-

budgeting in higher educatlon desianates three areas-

of spendlnq primary programs, support programs\and
auxiliary enterprises. Spending on auxiliary enterprises
is not charged to the educational accounts; but the
educational acéounts carry the full burden of. 'all

primary and support programs.

There are four primary proagrams:

o Instruction

o Research

o Public Service
o Student Aid!?

In many states, student aid is in effect administered
by the state board oy another authority. Only in
Alaska are the programs for organized research and public

service financed directly from the state higher education

accounts,

The Alaskan budget can help clarify accounts, as

can the budget of postsecondary education's step-sister,

: “12- N\
15
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i e

the proprietary institution. At a .proprietary school:
‘the student's tuition -- less'the school's taxable
'proflt -- is ded1cated to instruction and to. support -
proqrams wholly related to 1nstructlon or student J
serwices. What is omitted in the éustomer S account at
a proprietary school is what "everybody should ha&Th

ouqht to\have must have," because it is "good for, .
. Y

=soc1et . .
y -c‘ o~

,Howard‘R. Bowen has enumerated the services that:

hiqher education prov1des its public constituency.

: + . Writers on finance often implicitly assume
v ‘ . that the system 6f hicher education is a.
) - mere factory arindina out credit-hours of.
instruction which will be converted into
’personal income.,..But institutionsg of h1qher
education dare not merely engaged in e
. ‘1nsmruction as important and as socially Co
1 'benef1c1al as that' function may be. They E
. also Berve as centers of learnlng with
- many cultural, pdlitical, and economic
, ~..» influences that radiate out to rsociety.
T ‘Colleges and universities are the-foundations
o A 0f our cjvilization. They are the repository . .
’ ' and guardi'an of accumulated.knowledge and ‘ .
wisdom; they are centers for the advancement -- o
. : . of fresh,ldeas and nem_interpretatrons of -
. - o0ld values; they are the main source of new
’ science and technoloqgy: they are centers of
ro aesthetlc ‘moral, and social cr1tic1sm' they
N are major patrons of the arts and literature°
they are of critical importance in advancing
the health 'and safety of the nation; and they
provide a great pool of talent that enqages in
study - and evaluatlon on a:“ multitude of social
problems.9 L L . ‘

Bowen names these activities "theﬁadvancement of
civilization " which other commentators have rather-
lamely called "the intanq1bles" or "intéllectual L

NCUIiOSlty.' The analoqy}in the stockholder economy is~
' . "v\-»uv,“,, : X B
9Howard R. Bowen, "Finance and the Aims of American . '

Higher Education " Financinag Higher Education. Alternatives
for the Pederal Government pp. 161-62, .

18 e
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a8 service institution like Bell Labogi‘ rles, uhlch

advances "learning" in a haven., within the commerc1al

operations of AT&T. Conceptually,‘“the advancement of

civilization" is a tradition that is easy to explain:

the difficulty has been in expressirg the concept in

- Buddetary terms.

. ' ' <
Public service and unsponsored research are the

two primary programs that clearly represent funding

for society's' needs. Financially, however, these_'

programs are an. incomplete representation of the

total inmtellectual,

that benefits

beneflts students only 1ndirectly and intangibly, if at y

"eivilization"

scientifi¢ and ‘cultural actﬁ&ity

in an understood way, and

all ~“Often a faculty member s contrlbutlon,occurs only

in his own unremunerated effort that is COncurrent with

a full 1nstruct10nal load. More commqnly his activ1ty

occurs durinq the three—month period of his _summer

vacatlon

when he receives

salary althouch he 1s"

ce

under ’ no obllgatlon to his institution. Thls squests a'_

rule of thumb for 1dent1fv1nq the social dimeﬁ31on of

the 1nstruct10nal proaram: a portion of the ins%ructionql

budget eQUal to one—qua{ter of .the expendlture for ]
full tlme faculty. This describes unobliaated fachty

t1me separated from the 39~weeks of obligated‘}ime

»that include scheduled vacatlons of several weeks..

Although a faculty's use of this unobliqated period

can be surveyed,

"quality,"

the

"value,K "

or th

no survey instrument can measure the

e "social relevance"'of

faculgy activity. Very:likelv an instrument“cannot'

measure actual t1me

either,

because faculty members

seldom keep accurate time loas of the1r own activity

and because dlfferent indlvlduals - snch as tenured full

professors and untenured’ instructors ~-- are likely to

measure their act1v1tieg'differently. The most valuable

, K . R

.
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activity is probably-not measurable at all: a faculty
member's effort to d1m1n1sh hls own obsolescenc‘ Th1s
is a lonaitudinal activity not_readlly asslqnabkg.to
particular students or particular\budQets ~and can best .-
be described as the ma1ntenance .Qf human capital It is
by nature an 1nterqeneratlonal'transfer of quality, and

p is inseparable from the more identifiable intellectual,
sc1ent1f1c and cultural components of the social

¢ -

dimension. B o .
. . S .
The quarter t1me rule of thumb substitutes a
quantifiable assumptlon in place of survey data tHat
' can quantlfy, at -Yest, only subjectlve!recollectlonsi
.f' " The stat1st1ca1 assumption is that all unobligated time
2 is used to advance “learning'_althouah thls is certainly
not so. Neither is it so that *learning" fails to
advance when a feculty is expected to engage in ot
inst¥uction. What seems ‘clear is that a student
attendinga colleqe need hot be expected to share in the
entire expense‘of vacationing his-professors and ‘

sponsorinag their research and public service.

.The analysis produces two sets of accounts: one is

’ institution's enrollment—driven"budqet for _ education
. and general support and the other 'is a budget for the AQ
definably social contribution.,of gher education. The

- budget for the social contribution consists of

1 ' o 25% of the full-time instructionaL budqet
. O the budoet for unsponsored research
N o the budqet ‘for public service.
t , . . .
. ‘ Society's’ budqet for the primary proqrams also requlres
- ’ a budget for’ support programs, which can be counted as
' a propoption of the total support budget equal to the
'social share of the primary budget. ;x
Y

., =15=
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‘public higher educatian, students will share in the

7. A Delivery System

_ : ‘ -
When a performance formula is applied to a system of

*

. . q é
expense of actual instruction and all other expenses .
' ' '

associated with deliQering ips%ruction. . . : N

. . . -

A performance Suddet SEn be illtstrated by reviginq

the.accounts for'a‘hypothétical comprehens¢Ve‘colleqe
.w1th an FTE enrollment of 5000 and an expendlture per
student of $2200. ) o . ’

‘ Current - Performance

‘ / Proagram o Program Budget

) Budget Customers 7/ Constltuency
Instruction " s 6,000,000 $4,800,000 $1,200,000
Research 1,000,000 q “’”1,ooo,ooo
Public Service 200,000 = | 200,000
Student Aid ' ‘ -(State)_ (state) ,
Academic Support 550,000 366,667 " 183,333
Student Services -’ 650,000  650,000{ -
Institutional Support 1,000,000 666,667 333,333
Plant Operations 1,600,000 1,066,667 . 533,333

[l ' - ' .

Total . . $11,000,000 S7,5?Q,000~ $3,450,000
Per Student = $2200 $1510 $690

>

In the alternative model, the budget for student

. services is not"apportioned to the soqial'accouﬁt‘ {The

model has been simplified by treatinq all fJCulty as
full- time )

Just as a rule of thumb has to be used in dividing

inStfuctional‘CQSts.between students and sociéty, another
rule of thumb is nécessary to measure the subsistenge |
costs of attendlnq COlleqe. In almodel- the figure ~kan
be data qathered by the Colleqe Scholarship Servic. for
commuter students at four- year public 1ngtitutioﬁs i

?

, S 'fls-
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1976-17. ‘Whether a state board chooses commuter : )

fiqures or residentdial fiqures olght to depend on
i - specific conditions within a public system, but the

expenge o? gontinuously éurveyihg actual subsistence

N

¢ " costs 1s llkely to require a state board to use actual
dormltory charges and CSs national" figures for other
expenses. S e ' K S N
Current. . Perfornfance .
, . . Proaram . Program Budget .
. S Budget " Customers / Constituency

4

“
w o

Educational Total $11,600,000 § 7,550,000 " $3,450,000
SN ’ N ) . L . .

Room and Board (5793 ) 3,965}600
other ($1034) . . . 5,170,000

Delivery Total . . Y. .$16,685,000

»

Per Student B B o C 53337’

"

e
The monetary outlav per student is $3337:in thls» !
model. Foreqone income is not cilculated because’ no -
persuasive method for'measuring it is,available,
especially in a period of very high unemployment'in
. the 18 to 24-year old age cohort. But_foreqone'incone' N
- \is relévant‘ if unquantifiable when a state board and
"legislature decide the degree to wh1ch the public will

' subsidlze the hiagher eddcatlon of*individuals.

*

The desree of subsidy can range from 100%, as in
‘many Western European countries as well as 1n Eastern
Europe,” down to 0%, 'as advocated by Hansen and Weisbrod.
. It can be instrucélve, however, to measure the effects

'of certain subsidies that are politically possible.

S\' Subsidy Price
Subsidy ) Per Student Of . Tuition
. 15% ] ~$ 501 $1009

10The Chronicle of Hlaher Education Deskbook p. 122. .
—l7- y

y
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20 ‘ 667
25% R . 834 .
" 0% 2001 -
o3 ~ 1101
40% 4 1335

’

! The prlde of tuition is the expendlture R%F student
in the customer s account {(S$1510) net of the subsidy per

student in the delivery system.
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.8, 'The Public Per

~ ) o I o
{‘ - i : ' . ’ o LR o
éeption ' L : Y,

" '>.
' When the percentace of tpe subsldy has been set by a

state qulslature it w1L1 have to be mamntained over@ -
a prolonqed perlod of tlme so that the puBlic will

sense contipnuity and maintain confidence'in the . state- -

system. To' ‘the. extent that taxes for public hlgheﬁ
education help spread part of a family's expenses for
college over a 11fet1me of earnlnqs va sense of . ' .
continuity is a bas1s for Justlfylng the ‘tax expendlture )
on hidher educatlon. . A \Q)’ \\\ B
A subsldy based onAa constant percentaqe of delivery
expenses is also' necessary if the purpose of tuition’'is
to encourage'’ performance throuch competltlon rather tban . '
merely to f1nance\the bureaucracy. "
Y e oo * - i | '
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9 _The Performance Formula

oy v

’

','In.a period of declln;nq enrollment, performance can
be promoted when institutions can compete in both '

quality and prlce. A d1rect10n that th1s competltgn.?

mlqht take can. be imacined by applylnq three dlffe'

strateoles to, the hypothetlcal comprehensive college

with '5000" students and a budqet of $11 mlllion. For
¥

comparatlve purposes the three strateq1es can be

‘ represented as three separate 1nst1tg}10ns with-

' 1dent1cal budqets at the start of\an aggregate enrollmeﬁt
‘decline from.15,000 to 12,000 FTE students. At eachl
instltutlon 1n_the TQQelJ,publlc fundinq for soc1eta1
beneflts remalns constant functloninq in part as a cushiOn

)** .aqamh yfthgwdecllne . and the publlc subsidy for sthdents

ap” S 1s se At 25% ) o

* ‘With" such asshmp{ions the publlc appropriaklon
1s $§7,620,000 for a hypothetical institution.at the
o | start of the enrollment dec11ne. Tabl¢ 1 shows the “
- budqets when enrollment has fallen to.12, OOO for the

three colleaes.
- R . ]
b
College A has+elected to pursue quality by -,

‘ jncreasing its_faeulty.bud@et by $1 million, its

academic support by $100, 000, and its student services
by $50,000. Under an assumption that the strategy
prevedtslenrollment fron dropplnq below 4500 students
Table 1 shows that the. state approprlat)bn will .rise only
$60,000 to §7, 680 000 as the tuitlon rlses $360 (+57%)

from $663 to 8993 . : R o

College B has elected a-stratqu of dbst;céntrol
and price competition by reducing the student s bhare'
of faculty salary by 20% (a 16% cut 1n the two-part

. , , , By
o : Z20- o ‘
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n‘ | . ‘ 4 . v‘. | ‘.
. / ' I ‘ . ' ‘ \ '
X e | TABLE | L
) § Three Performance Strategies for Declining Enrollment
¢ | | | ’ ’ . v ‘ !

‘ College A . College B College C '
Strateqy g ' o touality) . (Price) - “(No Change)
‘Students Retained 4500 4500 3000

\ | ‘ o 1 . . o .
- Customers / Constituency Custqmers ,~/ Constituency CustQmer; /. Constituency -
Instruction - §5,800,000 1,200,000, 3,840,000 51 zoo ,000 54,800 000 51, 200 QOO .
Research St el 000,000 1000000 1 o0go'000
Public Service | - 200,000 200,000 200,000
Student Aid Astate} . (state) . (stage)
[ . ' _( A .. | “ ,. ‘ XE
Academic Support a 466,667 183,333 293,3345 183,333" 366,667 / 183,333
Student Services 700,000 585,000 ' . '\,, \ 650,000
Institutional Support 666,667 333,333 600,000 333,333 666 667 333,333, .
“Plant Operations 1,066,667 583,333 1,066,667 533333 1 066 667 533,333
Total  \ 58,700,000 $3,450',000 $6. 385,000 $3,450,000 $7,550,000 §3,450,009
Per Student ' 8103y $167 . S1419  Ts767 b g5y $0450 5
/‘ . ! \ Co v G .' ’ R
Room and Board * Cy 793 s ~ ‘793. “ (“’79'3.
' ' . ! | ‘ ' | (S ) o N
oter o qow 1034
) LI , ' .
Delivery Total» ~ °,  $3760 C e T
5% Susidy . w0 el 1086
Tuition ‘ 5993 VN . R !
Appronristion 54 230, 000 33,4510,000, $3,654,000 3,450,000 .$3,258,000 $3,450,000
. v ! b :

1 | '
24ERiC L (s,v,eso,pom! \ (§7,04,0000 - (56,708,000)

. . ’
JAruitoxt provided by Eric [
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> . ,
'instructional_budqet), the student's share of academic %;>(
support by 20%, student services by 10%- and the studenf's

share of institutional support by 10% =- in shert,- by

cutting the customers budget by 15.4%. If thls/ﬁr1c1nq =
strateqy results in a tzltlon that can limit enrollmen& '
decline tw 10%, Table ] ‘shows that the state approprlatlon |
will decline by- 5516 000 to,$7,104,000 as the tu1tlon' '
declines by $26 (-4%) from $633 to $607.

Colleae C has continued busineSS'as usual., It has
ot soucht to improve ‘its quallty or reduce 1ts tuition
and suffers competltlvely aoalnst the two i stitutions'
that have done so. Colleqe C bears a dlsproportlonate
share of the. enrollment decline; in* this comparison, its
enrollment falls to 3000. Table 1 shows that the
approprlatlon is reduced by $912,000 to $6,708,000,
but.the:tuition is increased by $798 (+126%) from $663 N
to 51431, | ‘ '
In all three examples the oonstituency bddoet is '
held unreallstlcally constant throuqhout the enrollment

~

'decllne. Y .o



lO. The Contituency Budget

~

There are two hazards in establishing a separate research

'and cultural. budqet

o Inst1tutions can misuse the budget
to paper ov poor performance in

. the jnstructional mission ‘
_ o State agencies and other fiscal interests ’
' L \*3\ . within a state can mount raiding forays,
¥ r on this exposed portion.ef the higher
. . education budget dedicated to a cause

; se imprecise as "the advancement of
" civilization," -

It would seem neoessary for a state legislature to
dedicate future appropriations however constitutionally
possible, to a Seveh-Year Research and Cultural Fund for
public higher education: the fund should ride on an
appropriate price index. Althouqhtit will be subject to
seven-vear reviews of actﬁal"need state government must
accept the proposition that the fund is as perpetual as
higher education itself

-

. Yearly monltorinc and neallocation clearly, are a
respon51b111ty of the state coord1nat1no or regulatory
board While the fﬁnd can leg1t1mately serve as a buffer

to abrupt declines -kn enrollment it cannot be

oo ' unresponsive'to reality either.; Lo

Performance budgetinq is. an analytical tooil, which
is imperfect, and a formula for charging tuition, _
“* : h which is probably fair ‘to students and state treasurers

. . alike. The#

; even-Year Research ahd Cultural Fund can be
a maqaoement tool for a state board, or it can s1mply
pass into the doma1n of yet another enrollment- dr1ven

1nst1tutional subsidy, - ‘ .

9w




n l1..Fixing the Subsidv

The subsidy in the public sector need not be fixed
uniformly for all types of institution, and probably
ought not be.

o Pricing at/two-year institutions should
‘reflect the special mission of these
. " colleges, especially those in geographical
. _ . areas remote from baccalaureate facilities.
. ’ ’ subsidy at two-year colleges,hshould.
- gult in a tuition lower than for upper-
ision programs, at least, at“four-year
colleaqges.

o Pricing at undergraduate professional and

»"specialized institutions will require
*individual attention according to manpower
and specialized considerations.

o Other adjustments are probably necessary for
pricfﬁa the delivery of the service to
. part-time students, in some states to
. LI encouraqge more students to participate
. . and in others té6 encourage part-time
students to study full time.

’
®

« The state board's decision on the rate of subsidy
for delivery must take account of overall state concerns,

including the need to preserva-commitments and assets

3

in the 1980'5 tourist market and the want to gather

funding from Federal student aid programs. a

a f 2
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12, Student Aid |

. -
3

A state must dec1ae 1ts own effort in providing

SChOlarshlps and loans.;, ‘!. ‘ : //

. \

‘o The" prevalllna consenSus is that state
’student aid ouacht to be portable between
'the publlc and the prlvate sectors.

o Because performance budcetlnq helps s
equalize .thé: customer's, share of oubllc
college 1nstruct10n w1th the customer‘
share of proprletary 1nstruct10n‘ an "~ '
effective use of resources can 1nc1ude'
proprietar scholarshlps equal in' amonht i

.-per stud
public

<

t,.at least, to the subsmdv(at
wo-year 1nst1tutut10ns.

o State scholarshlps at prlvate academlc
> institutions cdn be most equitably’ 4
adtiinistered .as tu1t10n equallzatlon
arants. - . 2

[y

~State praCtipe in student aid can be regulérly

adjusted accordina to changes in the Federal eommitment.
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* . ALFRED M. LEE is an assistant professor
of English at the New Jersey Institute '
of Technolbgy (Newark College of Engineer- ‘
ing to January 1, 1975), a state-controlled,
. ddctorate granting 1nst1tut10n. As Al Lee,
he is the author of Time (1974), a collection
of poems, and the editor of The Major Young
, Poets (1971) an anthology. Lee prepared
this document in the context of intrastate
debate generated" by the New Jersey Commission ¢
on Financing Post-Secondary Education.
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