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Concepts and Principles for

State-LeVel ngher E-ducation Budse‘ting R S

I. Introduction S . ‘ »
‘ ’ » \ ) : .‘ . 7 T ' - ’ “
- In reVIEﬁing the piles of-literature, studies, and ﬁescriptions ot state

practices regarding approaches to allocating state funds to support higher ._f
v
feducation, one can't help but be struck by the enormous diversity, and in. some

cases complexity, of resource allocation mechanisms and processes being

“ employed in'the several,states. Examinea'under a microscope, these’decision

processes are found to ‘consist of myriad elemental sub-decisions arrayed in
complex ways, formed by a large and contighally changing cast of characters,'
and never exactly replicated. - One is. also struckjby other-phenomena'that

become apparent after an immersion in the state of the art. birst is the

absence of attension to the basic tenets of sound budgeting practice revealed"

&

"in so much of what is found in thewdescriptive,literature. Resource allocation
is revealed as nonfpurposive,‘and the accountahilitv mechanisms normally .
lconsidered to be an integral part of the follow—up to'the,resource allocatidn
process are either missing or inconsistent with (and&counter-productive to) the
resource allocation scheme. Perhaps ‘most- importantly, one becomes very aware
that state-level resource allocation approaches (as they apply to higher
education) most often have been developed from an institutional
perspective——they are institutional mechanisms applied~at'the state level .
rather than approaches developed expressly to reflect ‘the state perspective
tregaraing the allocation of resources. The mechanisms put in place to guide
~-the state—level resource allocation process invite state—level decision—makers
to‘treat,’as policy variables, itemsjthat would otherwise be considered well

within the managerial prerogatives of institutional administrators.

i . . -
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,”{and respurce allocatlon for hlgher‘educatlon that starts from the/state polnt

- rof vlew, 1s consxstent Hlth sound prlnclples oi boﬁh budget1ng¢and management
v . 4 . ~"./ .ja “

and recbgnizes the dlfferentJ(and dlfferlng) characters and—charabterlstlcs of

‘higher’ educatlon 1nst1t9tx9ns. iu._;: } : .4é fﬂ.; f S , fdgt
i . . _ - "'."' ST - RATAERNPE

. .
-~ . R } S - @ . .. -® - -’o R4 ,,_.,,

If one starts out to respond to this need, 1t is posslble to weave together a-

" coherent conigptual plcture of'two 1ndependent entltles--hlgher educatlon'

-

1nst1tutlons and state government (or its relevant components)——bound together

by a series oi relatlonshlps that extend beyond fundlng to 1nclude governance,

3

servlce, and accountablllty relatlonshlps as well. L /

N .
-

Over the past year or 50, I have been about the business of thlﬂklng through

£

some of - the conceptual underplnnlngs of first pr1n01ples of state—level o )
-resource allocatlon to hlgher educatlon. "I am not at all sure that 1 have made

/ .
the leap from concepts to pr1n01ples, but. I would like to share wlth you some

-
o

of the notlons wlth whlch I have been toylng and seek your response to some of

L3 . ~
N : i

these notlons. L : ‘,f_' - o o -

- II. 7he Conceptual Building Blocks

> P

_There are several basic underlving concepts that are useful and necessary
building blocks for the identification of guideiines and first principles forh

resource allocation’from states to institutions. Among these building blocks

a. lhe pr1ncxp1es ‘of bﬁd@;}ang regaraless oi context
' E o . ) . k!

b.'-The'pluralﬂgtic nature‘of higher education

T -"" ,"?
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Partlcular charaétefiatlcs of hlgher educatlon productlon functlons

.'lﬁe typlcal formiof the budget (multl-purpose and slngle-purpose

i
oL -
1 - o

-compor.le.rztS)

v

_ 'Pactors and conslderatlonslregardlng each of these basrp building blocks serve'

: . ' i
to shape an approach to reqource allocatlon that is based on sound prlDClples

and fits the particular context of - state-level resource allocatlon to higher’

feducatlon. 1he balance of ths sectlon is devoted to a brief dlscusslon of

j - TS e

"these bas1c bulldlng blocks. 1he next section attempts to derlve some first

¢

prlnclples based on these b ilding blocks.' -

|
% .
! .
I

Principies of budgeting-

3

Thedbase function of the bngeting process is to parcel out available state

1
i .

b
' 4resources to the various functlons of state government and, more speclflcally,

B
v

|
to the entitiés charged Hlth carrylng out these functlons. Hany would limit,

/

thelr,vlew‘gf budgetlng to this narrow view of the world. %o them, budgeting .

,1s an exerclse Ain dlvvylng up the ple. It is a financial exercise that starts.

and stops wlth the bottom line of the appropriation. This conception of

) budgetlng is too narrow. !igere are at least two other functlons that budgets
_ perform. blrst, dgets are the brldges between intentions and actﬁpns.\ They
are the devices by whlch the states' pPlans -are carried out and by whlch
prlorltles are slgnalled. It must be recognlzed that states do support higher
educatlon systems for reasons other than hablt. Some reasons are general snd

amorihous- othdis are very spelelC. lore often than not these priorities and

pu*ees *pre not explicit--written down and agreed to by Wnciml actors.,

-,

The budget is the single mechanism through which states can reward and grant

“

.
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favors to state organlzatlons and the employees thereof in tanglble and«s_ '

p051t1ve ways. because the budgetrand o : .

the process by which it is determlned are so 1mportant, procedures for

)

calculatlng budgets are not value Frees . The fact that the values are 1mpllc1t

rather than explicit or that they were not considered when the calculation

pProcedures were oev1sed makes them neither neutral nor 1nconsequent1al. This’

bglng the case, it behooves the state to cons01ously choose allocatlon

~

mechanisms that relnforce 1nst1tutlonal behav1ors con81dered as belng most -
R R , i :

desirable. ) } S ! A .

. ) e: E o : _ _ ] a" i ) ~
This conscious choice of desirable institutlonal‘béhaviors is planning. - There
¢ . . : . - .
. / : ) \ .
is -little evidence of "planning" being used at the state level to propose and

*then achieve a des1rable future with regard to higher educatlon, at best,

plannlng has been used as a process to document an expected future. e

/'

While complete clarity about state purposes may be‘politically impossible to

achieve, some specification:iphan operational necessity., 1o the extent that
. | | I ) ) . . 2 B

&

there is miscommunication or lack of understanding about ‘the eXpecﬁations and
o prlorltﬁ.ﬁ f"!ﬁte lgvel de01sion-mak%rs and these expectations are not met,

J.nst:.tutJ.onal managers ‘become susceth.ble to charges +hat their J.xﬂtltut,luns i

3 -

> are not being responsive- to a ma&pr constituent and lunder. Thisfbrings us to

the third function of budgets. _ i .

-

-In addition to their role in distributing resources and providing awareness of,
and incentives for, accomplishing funder priorities, budgets are also
accountabilityéframeworks. Slnce accountablllty is the post facto mirror image *

of plannlng——was performance in accordance wlth expectatloni—-the utlllty of

the budget as an accountability dev1ce is heav1Ly dépendent on the extent to




4priority areas. It must be recognized that a relationship betueen the Iesource

“allocation approach utilized and the ends achieved does exist whether o

A

s - . - .

which the budget reflects funder priorities and ties funding to performance in

s ¢
not
4

that_recognition is explicit. lhe ‘choice is whether to start with

priorities/purposes/obJectives in mind and fashion'the resource allocation

mechanism to provide incentives for achieVing those purposes or. tp start with a

resource allocationkpcheme and accept the consequences of the incentive system

that.ineVitably lurk within., . - ‘ T e )

-

- . - : . 'y
.. . . :

ihe Nature of Higher Education/the Organizational Context

Public institutions of higher education,'with very few exceptionsl are heaVily

)

) dependeng *upon and influenced by state government. They are not, however, Just

»

" another administrative or operating arm of state governmpent. They are !‘

S~ '8 L

’state.government and are expected to-have a greater or lesser degree of

/

invarfably established as separatelyuprganized-- At entities with‘their

own governance and policy-making bodies. ‘Lhey a special relationship with

. . R 1
independence. but this particular arrangement with &tate government is but one

v -

"of the characteristics of higher education that affect the resource allocation

process. oo .
« O

Higher education institutions, by design, are pluralistic bodies. ‘They are'

intended to Simultaneously serve the needs and purposes of multiple constituent
N

groups. As_an absolute minimum, state-supported colleges and universities have

-

two clearly defined audiences——the individuals enrolled in the institutions as
students and §tate government acting in response “to the collective needs of the

citizens of the state. Most‘institutions have many more constitUent groups
from which they yreceive some measure of financial support, to which they

provide some kind of servicés;'and by which they are regulated in one way or .
. . " ’ \

- g// : )

‘e
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another. .Among these are federal agencies, business and industry, R
s - . VLT : ) '
.philanthropists, fatulty and other employees, etc.

> - 2.
P .
.

Thus, while state'governnent is a ‘major constituent of public higher educetion,a

it is by no means the only constituent. College administ:stois are faced with

* .. . ~ : : . . [y

' the necessity of:simultaneously-responding to several groups, each of which has -

prov1deu financial or other resources to the institution and each of which has
. Y N

an (at least sllghtly) olfferent set.of ex ea!atlons. As a result, whatever

budgetlng .processes are put ln.place by the state must serve “the state's needs
but not obv1ate the 1nst1tutlons" abllltles to respond approprlately to the

cthervclientele groups that may have a smallé—but nevertheless
4 : .

important--financial stake inithe enterbrise. °

’
N

Second, of these various constituents, stste gerrnment is the fd.der that mustb
concern 1tself with the ongoing viability ot the publlc system of hlgher
education in the state. No° other client group has a materlal interest in the
investment component of.support; others are better viewed as_ourchasets‘of

' services. indeed, it is the poblic fesponsibility for the development and

maintenance: of the institutionsl asset that marks the primary difference

<

between public and independent colleges.

. - LE ) . ~_ .
In this context it must'be realisealtpat there is' an interrelationship between
the level of ggovernance control enforced by the state and the willingness of
< .

other participants to provide support to the enterprise. <The more a state
insists on exercising detailed ménagerialﬂcontrol of the institution the less

- R -
N .

incentive for the other stakeholders to provide substantiai levels of support.
‘4The state philosophy regarding level of control‘ﬁlaced;on public instt&utions .
as well as state purooses and objectives shaped the’budgeting“process. Ideeaq,

the two notions work in ‘tandem to reinforce a particular approach. light state
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control goes. hand in hand with procedural (operational) purposes and leads

almost ineVitably to line-i'bem budgetmg and a finance—oriented accountability -

system.' Less rigid state control at: least allows the incorporation of more
ends—-oriented purposes; and can lead to incorporation of more ends-oriented
budget schemes and‘accountability mechanisms that focus more on. services

1 . -

rendered and accomplishment of‘obaectives. Structural and‘philosophic forces

provide the environment within which the approach to budgeting must be devised.

P

[4

Educational Production Functions ST

-‘Nhile the environment for higher educatioﬁ.wit/in a state does much to shape a

v . - 4 ‘
budgeting process that is workable, the inner workings of the enterprise also.
weigh heavily. Central is the  "technology" o education--production functions

that are loosely defined, making budgeting m difficult on the one hand but -

? It is a fact of life that most

allowing for social efficiencies on the othe

educational outcomes"cannbe proauced in a variety of ways. Instruction can

occur through large lectures or small semin rs, face to face,; or through :
- / |

.employment of any number of alternative me

production function to employ lS a functio

-»

j ) . ) . t -
- . A ] . <
' variety of activities that serwe the currept set of constituents. “heré are no

absolutes that lead to a prescription of

education. Selection of an approach turns| more: on tradition, values, an

\j

preferences than on' any heretofore well’ ined;‘most effective way of

'cohducting the centrai functions of the demy{ This circumstance is at the

core oi many of the problems that surrounc the determination of an appropri

Y

‘or adequate level of state support for public'higher'education. Unlikdgsom

>

VR . .-t
' ¢ ! .

10
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. '1ndustr1es thefe is no technologlcally inducea “standard cost.“ The
cetermlnatlon of what it shouldfzost to carry out 1nstruptlcnal activities is
. made, it at all, through consensus and’retrospective analysis of the
consequences of prior years' preferenees rather than on any hard and fast
relatlonshlp between inputs and outputs. ‘While the loosely defined productlon
functlons that characterlze higher education create many potential hassles both
inside’ and outslae the 1nst1tutlon, they also allow for creative use of
resources and the possibilities. for conductlng programs and act1v1t1es in such
a way that multiple cllents can be satlsfled at costs that are probably less
than would be the case if each beneflclary would pay the full cost of beneflts
received. The art of managing 1nst1tutlons of hlgher education is very much
the art of selectlng or creating ‘that set of activities that Hlll
slmultaneously achieve diverse purposes at least cost——ln short, - to achieve’
joint'products to the fullest extent possible. The development of budgeting
. and accountabi;ity mechanisms that dictate operational decisionsvand abridge

[

-flexibility are probably not in the best interests of the funder.

.

The Structure. of the Budget.(hulti-Purpose and Single-Purpose Components)

It is recognized that there are at least -as many formulations of state highet

educatlon budgets as there are states. Thq‘myriad unique'approaches that have
. k| :

been contrifed by the states and that have evolved over time to their current

form, however, can be viewed as combinations of variations on only two baslc
themes), budgets are constructed oi two basic components——a multi-purpose

(core,‘general) component and varied.numbers of single-purpose (categoricgl,
special) components. ‘he multi—purpose'component is invariably'the largesti.

component and, as the. label indicates, provides support‘for the basic

operations and programs of the institution.

.
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It is generally expected that thls core allocatlon is made ‘Wwith the expectatlon B

Ve
- . e

of achlev1ng a varlety of state purposes.

. e
’ .

K'Y

1. Access to.higher_gducation°opportunities

e
P

~2. Economic Oevelqpment - , , - . ;

3. hamtenance and enhancement of the system put in place to achieve

these obJectlves ‘ ' -

4. fficiency L s ,-' : ' .
. \‘_' ’ ) ’ °

~ .

While the ‘core or base fundiné for higher education institutions may derive

-

~ from the multi-purpose component of an overall reyenue allocation scheme, no

. i .
state can ignore the. need for special-purpose allocations of funds. 1his need

for a variety of single-purpose allocations in additiom'to the multi-purpose .

base stems‘from two roots. First, states may have specific objectives or

prlorltles for higher education that are best promoted through allocation of a

spec1al pot of money. In other cases, the state may want to create addltlonal

-

.1ncent1ves for act1v1t1es that are ongolng wlthln 1ns¢1tutlons, but which have

emerged as hlgh prlorlty for ~some reason. -Second, and not totally 1ndependent

) &
of the first, are those state-level needs or priorities that may be ongoing,

but which are best served by only. one or two institutions. Multi-purpose .

<

allocation mechanisms create incentives for similarity rather than

differentietion. The state has need’ to treat institutions differently,‘to

reinforce desirable dliferences rather than erase thOse dlfierences.
8 ™~
T

Single-purpose resource allocation approaohes are the mechanism: through which

“* [
2

those deslrable dlfferences/can be fosteredw’ .

-

o . . . ) -
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I1I. Observations and Jmplications : = L Cs

K

S . S -

It seems to me_ tha't there are a set of princ1ples or rules of good practice .

P

"that can be constructed 1th these building blocks. Some’of these are a.

,'repetition of: such principles that are of 1ong standing in the budgeting world. :
N
: ) ) . 40

Others are more of my own co’xcoction. Without belaboring the poinqt, I uld
.Pffer/the following. . & . ' ﬁ?i
a. principles of sound budgeting should.be followed in the context of

‘ . "3 state resource allocation to higher education. The context forces

adaptation but does not require abrogation«_'This means that the )

budget should be viewed as a'device for achieving desirable ends and
T . E

that the notion of accountability should. be integrated into the

~“1resource allocation proé/ss. ': ‘

>

. . - v

This also means that states should understand and make explicit (at

v leastzrelatively more explicit) that they are'ailocating funds in°
/ - oo : .
| order to achieve,aﬁset of ‘services (butcomes from and cond%?ions at),'v
P an institution'of higher education;.Ilnstitutions'should understand -

the expectations as a condition of\receivinélmoneyf-.ln_the absence'of_

Y

. ‘a statement or: understanding of such expectations, the basis for
. . K . £ . ) s | . v
accountability #8 absent. : : _ . ph' B

ps

"~ b. fThe form of “the budget should be in line with the governance

- r

' .relationship between state government and institutions. ii ‘the Co

governance’relationship,is;One in which institutions are viewed
: : i N

p

-

: h) S ‘
,,virtually'as state agencies;:thi? the budget apprcaches used elsewhere )

’ e -

, in state government may be appropriate. In ‘such cases resourge , -
M . o} - : .

e allocation iocuses on line—item budgets and accountabilrty is a
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‘integral part of the budgeting scheme

)’
- .

financial accountability--were the funds expended in accordance with
the detailed llne-ltem spendlng plan and were approved procedures (for

purcha51ng, settlng of salarles, etc. ) followedﬁf

If, on,the other hand, the commonly ascrlbed pluralistic nature of v
hlgher educatlon is recognlzed and higher educatlon 1nstLtutlons¢are

Yleweﬁ by the state as entltles that serye not only the state but a

~

var1ety oi other constltuents, then g olfferent approach to resource

allocation is approprlate. in such cases the state must be more e

-

concerned with stating its expectations, allocatlng funds wlth the
understandlng that they wlll be(used to achieve those expectatlons,

and leaving the managerlal respon51b111t1es in the hands of

instit;tional_administrators.' ‘ : ' ‘ &

¢ ' AN
For.the core or multl-purpose component of the ‘budget, accountablllty
- .9
mechanlsms must be glven partlcular attention and, 1ndeea, must be

constructed outside the resource allocation schema. They are not
i

inherent in the resource“allocation mechanism. In the slngle-purpose

component of the budget, it is possible to construct resource

allocation algorithms that make e accountability component an
For example, a'special-purpose

component contrived to create incentive$s and rewards for preparation

of particular kinds of manpower can be 'funded on a capitatiorn basisu

Institutions receive‘funds in a specified amount for each degree

winner in the area of particular interest. In such a.scheme, the

accountability mechanism (the number of.deérees'granxed in‘the field)

LR <,

* is built directlyfinto*thelai;ocation process. There is no

separation. In the multi-purposeﬁcomponent,'howeuer, this is not

‘ r



possible. Because of the ‘phenomenon of "joint" products, 1nst1tutlons
can create a set of act1v1t1es that slmultaneously serve multlple

_ends. It 1s posslble to establlsh a :prlce" for each of these

products or services rendered to sell these products or services to. .

all constituencies inciudiné the state.’ Thateds an independent

. . ' : _ . .
university model in higher education, a model in which the institution
and its ddrectors.are responsible not only/;or their services provided
but for the develobment and maintenanceof the assets of t#e | g

- enterprlse as well. At bubllc 1nst1tutlons, statevobject1Ves for
higher. education include"not.onli the production of services, but
1nst1tutlonal v1ab111ty and maintenance of the assets as well”& 1has
conoltlon, plus the nature of the productlon functlons of hlgher
education, leaves states in a position of funding eitber activities .
-(for example,_studént.credit hours) or the assets and capabifities
directly (for example, number of faculty in variousldepartments). in
such situations the ends-oriented accoantability mechanisms‘are not

b incOrborated'as part'of the resource allotation process. 1n the
absence of a sebarately established accountablllty process,
accountability waill take -the iorm oi purely ilnanclal
accountability:—bhere the funds spent in the ways that the resource

allocation mechanisms generated. If the first principles of budgeting

arejto be kept in tact, special attenkion to the accountability

Component is a requirement.

;o

.d. The.use of the resource allocation format, as uell‘as its form, should

be generally understood. bBecause core fundiﬁ@“fs multi-purpose and

«

because there is a rationale for separatlng the resource allocatlon

 process from the accountabll;%y device, care.must be taken to insure

. 12




v . v/

that there is an understandlng that procedures for- resource allocation .

from the state level to the 1ﬁ§t1tutlon is not confused w1th ‘ _}~

.
.

.J procedures for resourcq\fllocathn w1th1n the 1nst1tutlon and that g
neither of these are substituted for the accountablllty dev1ce from

the institution back to the state. _ K IR

" o ’ Y
. . . ! ) . "\ ' ]
e. Where‘special-purpose resource allocations gpe made, i{ 1s approprlate

3

to search for mechanlsms ‘that 1ncorpora€e accountablll y mechanlsms

. - 1

directly, into tle resource allocgtion device. . -~

o A



