, , ‘ , : . '
. . A‘ - ’
- l s#a - l "
3 ' - .
. ‘

! DOCUMENT RESUME

~e

* . ‘ - ) F . ¥ ‘ -
Eb 256 265 ’ . e HE 018 331
. 'fAUTROR YT . Jones, Dennis é. -, , . .
~ TITLE. - _Higher-Education Budgeting at the State Level: .
: v . Concepts and Principles.
' INSTITUTION National Center for Higher Education Manadement

, Systems, Boulder, Colo.
SZ:*ES}{C! . National Inst. of Education (ED), Washington, DC.

' PUB. . B4~ ~ S .
€ , " 400-83-0009 R .
. NOTE 120p.

AVAILABLE FROM National Center for Higher Education Management
v ‘ System8, P.O. Drawer P, Boulder, CO 80302 ($8.00).
‘PUB TYPE Viewpoints (120) ° | '

T - »

. EDRS PRICE.. ' * MF01/PCO05 Plus Postage. . :
. DES€RIPTORS Accountability; *Budgeting{ College Planning;
: ‘Economic Climate; *Financial Policy; Geovernance:
: *Government School Relationship; *Higher Education;

. *“Resource Allocation; *State Aid
\Aasmc'r o
: New approaches to allocating state resources to :

/ colleges are discussed. Budgeting and resource allocation principles
are considered that: (1) reflect the unique context ‘of higher
education; (2) are consistent with sound budgeting and management
principles; and (3) represent institutional mechanisms applied at the
state level rather than approaches.developed expressly to reflect
state priorities. g: form the basis for a set of first principles for
state-level resourck allocation, the following concepts are ]
addressed: the link between budgkting, planning, and -accountability;
governance relationships; production functions in hjgher educatiop;
and key structural components of the budget. The following customary
approaches to resource allocation are evaluated in light of these
principles and guidelines: incremental budgeting, formula budgeting,

. base-plus-increment approaches, and categorical or competitive
approaches. ,The changing environment affecting resource allocatioh -
and actual and potential responses to the problems involved .are also
considered, including buffering and decoupling, marginal costing, and
using fixed and variable costs. Finally, key recommenditions are

~\ summarized, and areas where reform of resource allocation may férther
‘the aims:of schools and state government are identified. (SW) -
. * . (.

. . o
L : . . :
. - _
N q\ . .

~

Q*****i*********%*********t*******tt************f***********t******t*.ﬁ

* . 'Reproductions supplied by EDRS are the bsst that can be made  '*
"

: ) from the original dgcument. *
**t****t***ﬂt********%**t*#*t********Q*****t*t**ltﬁ**************t****t

{ ’ ¢




“PERMISSION 1O REPRODUC
ETHI
MATERIAL HAS BEEN GRANTED B\S’

TO THE EDUCATIONAL RESO
U
INFORMATION CENTER ¢Emcx§c =

U8, DEPARTMENT OF SDUCATION
NATIONAL INSTITUTE OF EDUCA
EDUCHIIONAL RESOURCES INFORMAWON'
: CENTER (ERIC) s *
s document has besn teproduced s
recevad from the persan or orgeniz
ongnating 1 ,m prove
Minor changes have been made to

! reproduction quaiy
) P

& Pownty,of vew or opnnons siated i th docu-
do not ssanly represent official NIE

POSHON OF policy

*




1

Natlonal Center for Higher Education Management Systems
‘ Post Office Drawer P, Boulder, -Colorado 80302
An Aff rmatwe Action/Equal Opportunity Emplcyer _ ot

.The mission of ‘hﬂ Nm:onal Center for H:gher Education Mamigemem Systems

{NCHEMS) is to carry out reseafch,’ development, dissemination, and evaluatidn

_activities and to serve as a nationdl resource to assist. individuals, institutions,

“agencies and organizations of postsecondary- -education, and state and federdl”

goveraments in bringing about xmprovemcnts in planmng and management i
kY

postsecondary education.

-
Y

BOARD OF DIRECTORS
Charman Chairman-Blect . . :
" Richgrd. L. Van Hom Sherry H. Penney : -
~ University of Houston. - SUNY-» - S e
: University Park Central Admmxstration
'Arthur G. Anderson Kenneth P. Mortimer K/B. Watson )
IBM Corporation The Pennsylvania State . Pioneer Corporation,
- . University Retired
Richard K. Greenfleld - '
S Louis Community Chatmers Gail Norris '
C(‘"Q’g(' Disni"!. Ufﬂh sate Bﬂfd of chents EX-OFF!CIO MEMBERS )
Kermit Hansen J ames . Spainhower. hai
Financial Pe ” Lindenwoed College » Chair |
Inafaal Terspecives s Nationa! Advisory Council
Company . Joyce Tsunoda American Councit on
‘ . University of Hawaii Education
David F. Johnsén . , miversity of Hawail !
Natigoal Institutes of Health Hon. Gordon O. Voss Charles M. Chambers
‘ . Minnesota State Representative Chairman-Elect
’ ‘]m k. Lee ‘ L National Advisory Council
Schuol Magageme n! Marvin Wachman American Association of
" Incofporated Temple University )a’nmfssfy Administmsfrs
*° OFFICERS
Ben Lawrence ‘Sherrill Cloud Dtnnhjmes
President * " Vice President for Vice President for
. M Administration and Finance ' Planning
—— Willlam Tetlow Ellen Chaffee ;
, : Director, Director,
Management Products Division Organmtkml Studies Division s
r..

_—
- Ej ~ ~

S DAED azsmomvmums



-
y
.
e
”
1
-
\
.

-
'
-
N .
-
.
-
. < . - :
- - g
- ¢
LA 2 hd
.
- d
*»
)
- ,
) .

Higher-Edueaﬁon Budgeting
At the State Level: -

Concepts and Pﬁncipies

. Deanis P. Jones
| 1984 |

amuomc@mfamghammmmswm '
- PO. DrawerP " Bouideermadosom

- MMWI&MMW B

L. ' -
. . LY " - .
d \ ) o A |
T - oo P Lo ) e I R '
[ e . S ERC IR L.



0 T . "'f;( RS S -
- LA SRy, Ry e
S T ; RN P
¥ - e ¥ . e s
. . v
) . . . ]
-
'3
P |
M -
‘ -
N . ‘
- L
N .- L] .
- i
r. :
& ‘ ~
* ~
- -
- N .
. . .
- . . L
- '
s i .
”
*
-
. -
N\ . : . ,
h R oo ] .
. . v
- . Py
! )
. -
t
. v -
.
¢ A
. . »
. . i o
. , 3
L] M - .
- - . .
- - ‘4
. -~ .
~ " . ‘
’ — e b —_ : K
s B .
. -
- . [,
. . .
L. c . ~
a
; . .y
* v
[ 4
-
- ~
-~ \ 5
7 . ]

| Thewdrkupogwhich is pyblication is based was .
: , pursuanttoConhaciNo.A&MoﬂheNaﬁomllnsﬁMeof -‘
- . Bducation. Itdoeant,howemmmﬂlyrdlecttheviewsof S

L. I ,Mw - N e - _‘p._.
- : Tlnspubbcatxonwasnotpﬂntedattheexpense feaml R

gmremment.. -

.

. Nmmmmmmﬂonmﬂwsym ,
Boulder, Colorado 80302 - | .

\
the United States of America -
Designed by Lynn E Phillips - - - S

4,

* “ )
-
. X . .
!
‘ iv
. N .
‘ k‘ 5
. -~ X
' ) ¢ A ¥
‘ . N *
. ‘ ) ) . ; .
I3 ) d T g



N

S

3 B
Eb.

»

to B o roM ".
PO ° P L P ..
Ackmwledsments B P R R < S
AN . . N . o : . R v :

Chﬂptel' 1 ,;'.; ‘ o ‘ IR ro ;

TheFumreOfStateFunding .:. ..... iieeenee 1

TFeBrudgethoncdptandContext.‘...._._,'........  11

Chapter3 - °

Customaty Approaehes to Rwoun:e Albcatx ...... 41 -

Vo :
Chapter 4 ‘ ' '
Budgetinig in the 1980s: Responding to '

.
v
-

NewRealitws ...... e T 68

i Chapter 5
Budgeting and Educational Pohcy

Conclusions and Regommendaﬁons. e ) .




o ek i

.

M@Wﬁmﬁeﬂ@mm....m..ﬁ.. R

zcdvmmnehﬁmmpazs -
3Mmofxmmdshmwtm........‘.; SURTEen
"4'.c«&nstbimngBudgemrycwmm:nq,c..........,.;~ o ,. ‘.I,'f.’.",'vf
"5 Oustomary ApproachestoResouree Allocaion.... 42 ©
6AvemgevemnsMntginalCosts.............‘-.’.'.},53 PN

7StateA!lOcaﬁonsLinlmdﬁoaMul&ym | - o
Avmseofxnronmems 73 e

S, Minnesotasﬁnrdhnentml‘ﬁq ?5 A

10. Marginal-CostCumC)vetaWideRange R
. OfEnmumenfS................‘.......-...A.'. 79 . : ,‘:

~, -
. i
. ) P
N . . 8%
e ' . ' e sl




©a
0 .

3, Summary of Bﬁdget Formu%a for Higher

Re@rdingﬂxshexﬂdmﬁon ....... 20

2. The lnﬂuencenfGovemnnceRehﬁomhipson

mecing,Budgeﬁng,mdAmnbiBtyr, ...... .,27 ‘

Education, State of Kentucky, 1983

4. University of Wisconsin Systems, Fixed-Cost
Analysis, Instmction, BaseYear—-l97&79

, ~ Py » j
-»
’, N .
,
- [
.

o .

4

-
”
-
. )
L

- -4

-.IIAMeﬁuofPotenﬁn!StaﬁeObjectim R e




P . ‘ “ _— | '.‘.j!' é: ; . ) -, ,\ ) | . ) . |
', Acknowledgments =~ - - - .
‘.xndevelopmgmisdocumenubeneﬁ:ed &omthemmahd e
assistaice of friends and colleagues around the country: To . S

each of them I qwe a particular debt of gratitude. Rich Allen * e

. ‘provided the impetus for the effort and offered many - = %

+" yaluable comments dlong the way. Paul Brinkman's nearby

office made him a victim of my frequent need to discuss S

:deas,bothconceptunlmdtechmmLHisnnfailiqggood P

.. e R
ence, coﬁaufmanypuﬁnentp@ers'hisﬁles. T
John Fo'lgerfouwmatnumm RALONAL neetings to ‘ .

listen to,my ideas; offered his own unique blend of academic ,

and real-world perspectives, and subsequently reviewed the

numerouys drafts. through which this document passed.

Brenda Albright, Gail Nossis, Bill Puller, and Mike Mullen

provided encourdgement a§ ‘vﬂl as substantive comments

during this period, With skill, craftsmanship, and patience, S

‘RolfNorgmrdtmnsformedthedmftintoaﬁnalpmduct.' T

| goodhumoundstyle Ciammmthewodm

of this volume, withhelpfmmundaCroom.Lynnthips

andMnryHeylhopeﬂﬁsboakreﬂects

contributions. .

~y LY
o




' The Future of State Funding

—— -

~ the numbers come’ out gight and considers instead basic

to resource allocations inappropriate. The needs of state

 « collegdagnd universities are clearly different today than they - . ,
were in the 1950s.and 1960s. Moreover, the state’'s own -

' .. educational requirpments have changed as 4 new generation
- of students prepares itself for working and living in an infor-

- mation society. If new answers are needed, we must first

remind ourselves of the questions. Then we must frame our

responses within the context of basic concepts and pringiples

appropriate to the 1988s. . - '

This book represents an attempt to get back to the basics *
- - on the topic of state financing in higher education. To doso, - |

w@stcbarmuchdmgconc@tﬂmdrh&m,umf
brush thiat has accumulated over the years, We must review
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* James Thurber wasfond of saying, “Itisbetter toknow some ~
- of the questions than all of the answers.” Adopting his -
. -, advice, thisvolumes ack fromannual attemptstomake =

Budget cycles turn as inevitably as the seasons. Relent-
| less and swift, these revolutions on.the fiscal treadmill com-
. 7. plicate the already difficult task of finding suitable responses
o to the needs of higher education. More importantly, changing
. - cirqumstances have rendered many customary approaches
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the wealth of expexienee that states have in ﬁnnncing higﬁer

educawwmne how we'can better tap and ptilize it.
Some expeneneeconsxstsofmepemonalknowledge :

accumulated by individdals responsible for recommending '

and implementing new mechanisms for resource allocation.
Much of the literature dealing with state ﬁnancmg of higher

education consists of the documented experience of others. .

“The most frequently cited writings are all descriptive in )
nature (such gs Miller 1964, Gross 1973, and Glenny 1976). *
“Those writings that don&xeﬂectpérsnmlqtpeﬂencé‘orpm- i

vide descriptive accounts arg ifevitably hortatory in nature.

They extol the virtues of one parhculnrmethod or urge.the

‘adoption of a.particular point of-view. What is missing is a”

fundamental; conc:gunl basis for organizing this experi- S
to juxtapose and compare approaches.. -

ence. Wemustbea
It is crucial that we identify which approaches are similar
at heagt and which are based on dramatically different sets

of assumptions. Likewise, we. must recognize thé Critieal .
- feamresofvanousapproachesandundemtandthecontextm,‘
) 'which they are being employed. -

_Three perspectives informs our consideration’ of sw:e-
Eevelfundingofpostsecondaryedumﬁon The first concerns .

" the diversity and complexity.of higher educationitselfand of . .

-, current mechanisms for allocating resources within the \
" enterprise. We muyst recognize that we are sppaking of 3,000
" unique ingfitutions. While colleges and universities have
.\muchmqommon they are clearly different from each other

in important ways. The resource-allocation mechanifins
through which they acquire their funds are similarly diverse.

Examined closely, the funding process consists of myrjad
individual decision; arrayed in complex ways by a large and

continually changing cast of characters. Budgetary decisions -
. are never exactly feplicated: from year to year, much less = °

from state to state. To some degree, this diversity is both
warranted and healthy. Not only must resource-allocatién

procedures reflect the unique context of higher education,

they must also take igto account specific institutional and
state concerns e with time, Nevertheless, if we.

| wishtodiseembasic and principles that inform the

fnndingprocess wem beyondthiscomplexityln

: .
- o
:



...) s .
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= thesepsgesweaddressissuesmmontoaﬂstatesmd

public institutions, without overlooking necessary- d:stuw

.t:onsorfcrmmgundulybroadgeneralizaﬁans. ' :
The second perspective that informs this book concerns -
sound budgeting principles. .

-the importance of
Thaeprinciplesarguethafthebudgetprocesslsmommana

planning process and a frgmer of accountability, Without

adequate planaing, resource allocatiol becomes nonpurpo-
sive at best. Likewise, accountability mechanisms normally

consxdez@gltobeanmtegmlpmofmmenllomﬁonm

either missing from, inconsistent with, or counterproductive
tomanystateﬁmdingsbhemes.()utdxscussionseeksto .

generate some ‘‘first pfiniciples’ for use by those developing

and implementing new oramodified proceduires for resource

'aﬂocaﬁont!gatmﬂectsoundbudgeﬁngproeeduresinother _

contexts.

Thxsdiscussmnofstatefnndmsofhishereéucation
diﬁemfmmoihersinathirdrespect.Weviewthepmceas

from the state perspective. Approaches to resource alloca-

 tion haveé most often been developed from an institutional

-

. perspective. In other words, they represent institutional

mechﬁmsmsappliedstthemtelevelmtherthanapproaches K
developedexpresslytoreﬂectstntepnoﬂties. It is little

wonder, then, that institutiondl and state-level adminis-

of running colleges and univ Themechanismsputin
place to guide the state-level rmurce—allocahon process
invite state-level decisxonmnkers to treat, as policy variables,
items that would otherwise be considered well within the
managerial prerogatives of institytional ddministrators. This

 trators seem to clash hoessanﬂébver the operational details .

bookadeptsthesestepe:wecmforsevemlmonsm o

view of state government is crucial because it is the locus of
the decisionmaking with which we are concerned. Whether

- by design or by default, resource-allocation mechanisms

reflect staterpriorities and-educational policies. We take this
perspective not to the exclusion of institutional interests, but

as a necessary and important to our customary
undmtandingofreaourceallocaﬁon ) | |

. .
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This book speaks to the needs of pubhc higber educanon
in the 4980s. .New - circumstafices, however, ;shotild not
necessarily force usto or embrace radfcally different
approaches, Rather, we mdst reexamine what has come tobe

: _' "“ viewedasst&daxdpmﬁcean&modifythaeappmchesm

subtle bug important ways: Mﬁ is called for, end what this
. volume hapes fo provide, is & set of mncepmand principles

g amt-stste-level budgeting aud}egource allockﬁon that:

1 Beﬂecm the state petspecﬁve 1hut,net to the exclusron';
- % of institutional fnterests) - :

‘2. Proceedsf:pmandxsconmtent with Mdpdncmlm
' and manhgement - . .

3 Dea@ the ppplication of- these hasxc princ:pl@

the unique context of highe; cducatxon

Wo&ing these three’ perspectives, wa.caf dev&p a
mheren;and conceptually sound pictureoi two relatively

~7independent entities—-postsecondsry institutions and-state’
.. (3wemment~wnndtogetﬁerbyamiesofrehmhipethat‘
extendbeyoﬁfnndinstoincludegovme §ervice andL;

mu
o Wymm&mmMamm
‘of state government. Just as national defense is recognized gs
a furction of the federal government, and ¢lementary and

seconduyednmﬂonmgmaﬂymsderedmmnity‘

concems.thegovermceandﬁnameofpuhﬁchigher

. education reside with the state. The relationship is not exclu-

),
=,

»

-

h )

. sive. The federal gogernnient -and, in some, sfates, local
governments do. contribute” to ‘the origoing operatiop. of -
public postsecondary education. Students, too, contribrite a
‘collectively significant share. Nevertheless, the responsx« ‘

bﬂﬁﬁdm@ﬁemﬁﬁmmt L

Two facts reveal the strength and impormnmof‘ﬂﬁsf‘

bond. First, stategomnmentisbyfartheéihglehrgest
mdmmmwmmmmm
mmwmﬁmmmw

public higheMeducation’s instructional ind gerieral expernidi-

- tures, Removetherevenuesennsmmeﬁtompportreswch
and thdrahare mak?ew mmw Secord, the

o é
. . .
N . , I T
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-share of revenues that higher education recewes from
general state funds typically ranks second only to those allo-
cated to gementary and gecondary education. Clearly, state “~=
government has an xmportant stake in its educational institu-
tions; these institutions, in furn, look to the state for their
support.-Thaif fies are of mutual iriterest and benefit.

The basis of this relationship—financial support—makes
foran association mnot only close and strdng,.but oftén
frustrating and ‘sometimes contentious. Because ‘higher
educ&txon receives a lion's share of the state budget, its con-
stant requests for more resqugces often ring more hollow arid

. \stndent than true. On the other hand, the state is the primary
guqrdmn of its colleges and universities. Advocates of higher
‘education must of necessity look to the state not only for
subsisfence but for a reasonable quality of life. Inevitably,
squabbles over levels of' support and drganizational life- -
styles do occur. Such eruptions are seldom irf the beSt inter-
‘ests of either party. The esteem and credibility of both are too
easily diminished whén inherent conflicts:arent mmged
and contained. Liké nuclear fission, reactions can be a force
. for good if they are prdperly channeled; unconstrmned
these teactions can become destructive. - -

Recognizing, exphbitly or implicitly, the nnportance
of keepmg their give and take within bounds, both parties

ve ‘devised ways to smooth the allocation process. The |
‘mating dance, in short, has been ntuahzed Iﬁsome states,
 approaches have become standard operating procedures
without & clear &nd explicit agreement; the system has -
mssumed its present shape by precedent alone. Precedent; for
example, can lekd to the unquestioned assumption that last
| year's angcatxpn becomes the base from Which to calculate -
tf;hxs year's increment. Mechanisms fot special requests do
xist.in nearly all cases, but the bulk of the allocation is '
determined through procedures with wilich participants
have grown comfortable over time. In other staies, these
understandings have become codified in the form ofimdget .
* - formulas or other structured guidelines. In these instances,
the. key factors tHat enter into budget calculations are re-
duced to explicit formulas through a gegotiation process.

. b
»

af
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o o Over the yéa}s,'stategovmniem:;nd public postsecond-
o - ary ibstitutions have achieved reasonable stability in their

relationships. All parties involved have tacitly recognized

' . 4 and accepted the process by which funds are requested and

© . allocated.. Consensus has also existed regarding which
factdrs would be considered when adjusting altocations from .
one year to the next. This stability, however, is crumbling. -

' Customary practices dre falling victim to changing tinfes and"
7 new priorities. In some states fhese changes are gradual,.in~

oflfers, précipitous. The immediate cause is economic. State

revenues are not expanding at a rate commensurate with the
) needs of higher education. Thesefevenues are limited either *"
LR . by a shiggish econemy or by fundamental social ‘shifts that
ot ~* ~have resulted in either revenue reductions or caps on the
S rate of expenditure growth within the state. Examples in-
clude California’s famous jon 13 and its variants in

other ‘states. Although now less raipant, inflation has also
wreaked havoc. It has often effectively transformed what-
-ever increases have been granted into g net loss. K '

" _ .. Economic -conditions have dlso forced variqus Mtate -
. QOften mandated by a legislative statute, state commitments -

to elementary and secondary education, welfare, and other
 programs have been maintained at the expense of higher -
' - education, Not only is the fiscal pi¢’ getting smaller in real
terms, the sizes of the pieces are changing. At best, higher
education’'s portion is staying comstant. In many states,
however, its share is clearly decreasing {McCoy and Halstead
’ . 1984). This has prompted many state and institutional
. ° . adviinistrators to trade n their pie cutter for the fiscal
hétchet. A few energy-rich states have been spared thesé:

strictures. Many states, however, are being forced fo change

BT .thegroundnzlqs'thatgovernthepmcessbywhichetate,,VW

" funds are allocated to postsecondary institutions. 1

_ The changes being made or proposed take many forms.
This reflects different state , unique cohditions in -
) their external environment, and the political and economic
< constraints-that dictate what change is possible. When dif-
» ficultiés are not acute, states favor modifications to their
current approach, Their first inclination is to give the old

Co R | : _ ' . ‘ "
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machine a tune-up and hope it will carrythem thmugh one +
~more budgetary season. Some states will fund their post-
| secon@:? institutihs dt a percentage bf the fgrmpula or will
~ allocat undstoyieldonlyammtantsharecfthef’mcalpm
.© Those states facing relatively small revenue limitations can
> ¢ afford totinker with the existing rescurce-allocatigh machin-
) ery and get it to work under somewhat altered conditions.
Some states, however, are being forced—or are willingly
choosing—to consider fundamental £hd radical changes in ;
their funding procedures. Moreover, some that have madeay  _
D series of incremental changes in their approaches now find -
! ‘themselves with badly flawed or unworkable ents, .~
,Funding at a “‘percentage of formula'’ can be a reasonable
- short-term solution t6 a fiscal problem. But if the solution is
- repeated over a series of years so that institutions are funded
at 60 or 70 percent of the formula, then we must question the
"continued desirability or even viability of-this approach.
, Continued application of band-aids will not result in a cast,
" the kind of solid support needed to remedy today’ problems.
A few states are being forced to make more radical changes
because of precipitous and pot kmg-tm declines in
their economic fortunes; Even if economies febound
fully, pent-up demand for state resources will create an
altered funding environment that can't help but affect the
process for many years to come.
Finally, many states are rethinking, in whole or in patt ‘.
their approach to resource allocation. They are notprompted ,
, by.economic necessity alone, but by the recognition that
their funding mechanisms are no longer synchronized with
state priorities. Be they formula or incremental approaches,
fundmg mechanisms are devices for bringing some measure
o?certamtymdstabxhtytomoumeaﬂmaﬁon They are not -
geared to respond to rapid change or to reallocate funds
swiftly among shifting state priorities. Change, however, has
been the-halimark of the last decade. Many of the resource-,
«  allocation mechanisms now in place were developed at a -
. time when the baby-boom cohort was reaching tollege age.
At that time, the primary state objective was accommodating .
the horde of new students. Clearly, conditions and objectives "M
have thanged. Enroliments are now mcreasing w if at

/.' ' 16 o



"quality of their inshtuﬁons and promoting the economic
capacity to serve' more students.

“allocations are in a state of flux.- Administrators at both the

"'M 3 m Of ;\; BrSté

all. 'lhday, states are more cuncemed with maintaining the

development of their region than with expandmg thexr |

The above reasons indicate why apprbaches to resource |

institutional and state levels are exhibiting conssdemble

" interest in new approaches to their hudgeting prob

Ideally, these approgches will accommodate their change
circunistances but will not require them toabandon
principles or priorities. Although the need to change | 8
approaches is ‘widely accepted, little guidance ts for
safely navigating these uncharted waters. Asa eonsé]uence,
administrators recommending changes can be expected to
rely on a customary strategy: borrow the basic solution from
someone else and accommodate local, idiosyncratic condi-

.tionsbymodifyingitoverﬁme This was the method used

by many states in the 1950s and 1960s when incorporating

funding formulss irito their resource-allocation process. -
- Note, for example, the number of southeastern states that

bormweddirecﬂyorin&ecﬂyfrcmthe’mmsformuhmd

_thenmodiﬁedthatf teguit their particular needs.

This '‘borrow and adapt”’ strategy has, however, several

- . drawbacks. First, it requires some states to innovate, to take
that initial, risky step. After all, there has to be a bandwagon -
‘before anybody can clamber aboard. Several innovations

currently meet this need. For example, Indiana has adopted
a -cost approach’ and Wisconsin a fixed- and

variable-cost approach. Tennessee has initiated a

performance-funding program for promoting outcomes con-
sidereg’ important from the state perspective Colorado s

ways the relationship betwem staté ‘T" emment and state-
supported colleges and universities. These examples ‘illus-
trate that innovative responses are emerging that address
changing economic and educational conditions. It remainsto
be seen, however, which if any of these miﬁatives proves
itself wosthy of widespread emulation. :
The drawback to the ‘‘borrow and adapt"' '

strategy es from applyins someone else’s solution- to

., @ "%;“



your own problems. A budget is a means for implementinga
policy. History suggests, however, that it is all too easy to
become preoccupied with' the means and lase sight of the”
policies.and priorities that lie at their heart. Befor€ a state
should adopt angther's procedures, it is essential that it
understand the key policy implications of that approach.
Surgeons, for example, have learned that when transplanting
an organ from a donor to a recipient, a long list of special
conditions musts prevail. Likewise, adfainistrators must
understand Yhe idiosyncratic conditions that prevail before

resource-allocation’ approaches  can be successfully trans- -

planted from one state to another. Without such.an under-

standing, the transplant may be rejected, to the discomfort <

if not the peril of the borrowing state. The potential for-
rejection is exacerbated-when we ignore whatever crude

‘understandings we do have in ‘the rush to change pro--

cedures. Progress by trial and eiror can y turn into no
progressatall. . -© - R .

- The third limitation of this strategy lies in the fact that
while it is easy to borrow, it is considerably more difficult to
adapt. Whatever the'current bldgetary practice, one can be
sure that it evolved to its present state over a period of time.
One can also be sure that this evolutiorf did not occur flaw-
lessly. Few participants familiar with the resource-allocation
process are without tales of a procedure or a legislative provi-
sion that did not become a mild if not unmitigated disaster.
Borrowing someone ejse’s solution increases the need for
field modifications and, conséquently, increases the proba-
bility that significant problems will emerge. |

Mention of these drawbacks is not intended to argue
against change; change is not only inevitable, but necessary.
Rather, it is intended to argue for informed and considered '

- change. If we are to develop new approaches to resource

allocation, we must first ensure that they are grounded in
appropriate concepts and assumptions and reflect sound
budgeting principles. In short, this book argues for a return
to basics. The'next chapter deals with several key concepts
that can form the basis for devising a set of first principles
for state-level resource” allocation. Concepts given close

attention in chapter 2 include the link between budgeting,

.
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planning, and accountability; governance relationships; pro-
duction functions in higher education; and key structural .
components of the budget. Chapter 3 deals with customaty
approaches to resource allocation, evaluating them in light of
the principles and guiddlines presented in chapter 2. - _

. Chapter 4 describes the changing envifonment that is

affecting resource allocatfon -and, in turn, discusses aftual
» and potential responses to these pgpblems. Dridwing on the
-« foncepts developed in chapter 2, the fourth chapter assesses -

* the strengths and- weaknésses of currént efforts to bring

_ resource, allocation in line with today’s economic and educa-

. tional realities. No attempt is made, howevet, to inventory all
SVIRR current practices or to report on the latest happenings in
©* ' __ higher-education budgeting at the state level. Chapter 5 sum-.
T marizes key'recommendations and identifies those arpas -

- where reform of resource allocation may further the’aims of
both educational institutions and state government,
 With thé exception of thie final chapter, an effort has
been made to avoid prescription and preachment. The intent

ofthisbookistologicaﬂydevelopaconceptualm_
" ¢ within which funding mfschanisms can be

evaluated. Above all, it is hoped that the concepts presented
o will help administrators in state government, legislative
}ﬂ staff, and executives at collegeg and universities to develop-
arrangements for resource allocation, planning, and account-
ability that are appropriate to the 1980s. If these arrange-
‘ments are to be successful, they must simultanetusly serve
the priority needs of the state, recognize key institutional
objectives, and accommodate the economic realities of our
time. - - ‘ . '
. : \ '
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o Formomdus budgeting is what we should have done . S
ot b@forewefoundourchukiﬂ'gtmmtomdmwn State- <o
oo mmdmmmmmmm S
aboutwhatthebudgetproceeaismdwhmitcanmnpush‘ B
areformedmthecaldmnofimmedmte.ﬁnmcialexigency L
ThummﬂthamyopieviewofﬂnmdngthntmduM'- ey
thecu!tbmﬁonofmwgiceamﬁonnlmmtotmm- ’
actions on an accountant’s

Mostdeﬁniﬁonsofbudseﬁngmhigbere@caﬁonmnot
wrong. However, they do exhibit a propensity for turning = .
shortsightedness into a practical and procedural virtpe. True, ' = *
the Budget "is an instrumeht that enables the.allocationof =~ -
resources from one organizational unit to-another, whether it R
be from a department to a faculty member, fromacollegetoa - .
department, fromaunivasttytdawllege or from a funder’ , .
mmemiversity"{Camhmand 1979, p. 1). In the v
context of state-level financing of education, the '~
* budgeting process paicels out state resources to . °
thoseenﬁtseschargedwithqarxyingontmtefuncﬁmhr J
too often we limit oyr view of budgeting to this narrow

deﬁnition As a consequence, budseﬁn;becomesamereiy

Aruitoxt provided by Eic:
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financial exercise that starts and stops with the bottom line of
the appropriation; its point is reduced to Mm up the pie.
Unfavorable economic conditions only reinforce this
perception. State legislators become preoccupied with
squeezing morg revenues out of an already burdeneg system
and cutting tions in discretionary ageas of the budget.
They wish to make ends meet, as indeed they must accord-

. ing to nearly all state constitutions. When tides of red ink .

rise, legislators and state administrators can easily lose sight
of other functions of the budget. These functjons are not

" simply -supplemental or auxiliary. Rather, they invest the

budgetin process with meaning and purpose. That these °
functions are often less visible than the bottom line does not
- negate their presence or importance. -~

If we take a step back from the numbers, wecometo.
wewthebudsetnotsomuchasadocumentbutasapmoess
For exampl®, Peter A. Pyher {1973) considers it as part of an
integrated system that includes planning as well as budget-
{ng. While planning identifies desired outputs, budgeting
identiﬁes required inputs. Regmald L. Jones and H. George

'Abudgetcanberegardedaspﬁmmﬂyaplanorgoalor
objective, and we know of no better definition of bud-
geting than to say it is primarily a planning and control
system. Each word in that definition is important for a
full understanding of budgeting's proper role. The plan-
ning and confrbl aspects relate to the fundamentals of

S the management process. {1966, F. 14]

Even this somewhat te¢hnical definition does not embrace
the full substance of budgeting or reflect its broad impact. As

Aaron Wildavsky correctly points out, budgeting cannot be
disassociated from its participants: '

Budgeﬁngdealswiththepurposesoimen Howcan
theybemovedtocoapemte?}iowmntheuoonfhmbe

. . resolved? . . . Serving diverse purposes, a budget can be
things apolitical act, a plan of work, a prediction,
asourceofenh.ghtenment ameansofabﬁxscaﬁon a

21 . -
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~mechanism of control, an eschpe from restrictions, a
. means to action, a break on progress, even a’prayer that ,
the powers that be will deal gently with the best aspira-
tions of fallible pen. [1974, P. xxiii}

. This book will not attempt to unravel some of the more
metaphysxcal implications suggested. by -Wildavsky.. How-
 ever, sederal functions of the budget suggested in the above
é quotes mdst be kept clearly in mind when we dxscuss
_ approaches to resoutcé nllocation i

- Lifiking Intentions and Actions

I Abudget’spnmaryfuncﬁonistospanthedistancebe—
. tween intention and action. It is the device by which a state *
carries out itsplansand by which it signals its priorities. We
-* should recajl that states do support higher-education systems .
forr@asonsotherthanhabit Some motives are highly amor-
phous (an educated citizenry will enhance the public well
being}, while othiers are very specific {state economic growth |
- demands the availability of continuihg-education programs °
l&engmeers employed by area industries). More often than
_ these priorities and purposes remain implicit.at best. o
They are neither written dowtrnor agreed to by the principal .
parties. Frequently we can only infer the interests and :
motives that the budget process harbgrs. Today's hot issue ‘
may receive attention, but rarely is it incorporated into a s
longer list of purposes that may be equally important, if léss
flashy. ‘
These priorities change over time, and legitimately‘
- Indeed, they often change faster than the budgeting
mechanisms put in place to financé their achievement. Asa ' .
consequence, operational priorities are largely determined
during the budget process. The budget can become, in fact,
an ad hoc surrogate for careful planning. Because the process -
. ofallocatingresoumesrecurseveryyeax(everytwoyearsin I
afewst&ta}andbemuseithasadnectanddramatw:mpaet '

~ on institutional operations, a erstand-
ably responsive to the signals that éganate ffom that pro;
- cess. Indeed, the budget is the singleNpnechanis threugh

-
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" which ‘states can reward and grant favor in tangible waysto
state organizations and their employees. Other control
devices, such as laws and regulations, constrain or punish;
they are not designed to provide incentives. Thepowerofthe
budgeling process to capture the attention of insfitutional -
administrators is further heightened in those states where

- government, through funding or ataﬁxtoryk:ontrols. is clearly

. the dominant external constituent for the institution, .
| Becausethebudgetnndthemsbywhichinsdeter
mined exert considerable influence, state purposes reflected
St in them are also given tacit or explicit priority. This point -
' receives far too little attention. When'all eyes concentrate on
‘ the boftom line, it is easy to ignore the incentives and signals
~ built into the process by which that bottom line is reached.
Cynics may not'be aloge in arguing that no state priorities are
L - reflected in the budget, save perhaps operating efficien¢y or
L, . the limitation of expenditures. However, be it by design or’
accident, consciously or unconsciously, values and priorities
. minherentinthebudgetandthemethodausedtoeaiculate
. it. These prioritiés may not be the ones that state officials
would choose were their decision explicit and conscious, but
that does not negate their presence. How many state legis-
latars, for example, would argue that their priorities are to
diminish educational quality or boundlessly expand access
to higher education? And yet, incentives for exactly these -
pu;posesareincorporateﬂintomostﬁmdingformuhs.mis
is not ‘to argue that formulas should not be used or that
forxhulasaswehavecometoknowthemaremmng Rather,
_  -itistocall attention to the fact that procedures for calculating
+ . budgets are not value free. That these values are imp‘z
rather'than explicit or that they weren't considered when
calculation procedures were devised makes them neither
neutral nor inconsequential. Once put in place, these proce-
/ dures will be used and interpreted in such ‘ways that allow
institutions to maximize their revenues. This being the case,
iti.behooves the state to consciously choose allocation
mechanisms that reinforce institutional behaviors con-
sidered most desirable.
Being a bridge between intentions and actions, the bud-
, getprocesscancoﬂapseadisﬁncﬂontbatismtaltomaintam :

- 23

Aruitoxt provided by Eic:

| [Kc



.

that between procedure and policy. Because state ’priorities
are rarely made explicit, the usefulness of the budget as a tool
for state policy is severely limited. In the absence of policy-

‘objectives, budgeting procedures take the upper hand. This

resultsin e_ixtrenched bureaucratic structures uninformed by
any clear strategy. If budgeting is to promote, not hinder,
educational policy, administrators at both the institutional
and state levels must consciously review not merely the
means for financial support but its ends. -

. Planning

Planning, the second key function of the budget.process,"
is the way we can consciously choose desirable ends. It is an

- exercise, however, that most states readily confess that they

do nét undertake. Some states still develop and publish five-

year plans for their colleges and universities. These plans;

however, almost inevitably represent a summation of institu-
tional plans, not state objectives. Moreover, they offer less
plan than prediction. They calculate future enrollments and
the resources required to serve them, but fastidiously avoid

'any consideration of educational policy. There is little

evidence of planning being used at the state level to propose
and then achieve a desirable future for higher education. At
best, planning has been an effort to document an expected
future. o

planning is in some respects understandable. State govern-
ment is not a monolithic entity. By design, policies are forged
in a political crucible. This makes any agreement on desirable
futures very hard to achieve. State officials, legislators, and

college administrators must confront legitimately different

and -strongly held views concerning "“what ought to be"
when trying to envision the future of public postsecondary
education. Since confrontation is painful, even politically dis-
advantageous, it is often studiously avoided. This represents

. less a tendency toward open compromise than a tendency

towédrd obfuscation and generality. Instead of acﬁieving
resolution, those inyolved in the planning process seek
agreeable phraseology. Golden prose is written_about the
m»{,
-

/
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. . ' :
future of higher ed on. But upon close inspection, this
prosé provides no guidance whatsoever to those who admin-
ister institutions and are heli responsiblé for achieving these
generally unspecified ends. x T .

Thigsifuation leayes institutional managers free to make .
creative use of the ambiguity that surrounds them. Thereare
inl§ positive aspects to this.condition, particularly from
an institutional perspective. Likewise, there are pitfalls.
Miscommunication or even misunderstanding of the expec-
tations and priorities held by state-level decisionmakers can
result in their goals. not being' met. Insti adminis-
trators then become susceptible to charges that their school
is not responsive to its majoy constituent and In the
gbsence of clear and articulate planning, evaluation of an
institution's performance becomes difficult. In short, hile
achieving complete agreemet about state purposes may be
politically impossible, some specification is an operational -

-~

Accountability

- The need to determine whether performance is in accor- -
da‘xce with expectations introduces a third key fynction,

‘ Budgets provide a framework for accountability. Indeed, we

can think of accountability as beigg the post facto mirror
image of planning. The utility of the budget as a device for
accounta{mty therefore depend$ heavily on the extent to
which it ‘reflects state priorities and ties this funding to
performance. When the expectations of funders are clearly
stated, there exists a direct relationship between the budget
and accountability. Performance must be demonstrated as a
condition of completing the *‘contract”” and becoming eli-
gible for final pdyment. The tie is also direct in some financial
arrangements based on fogrmula budgeting, in particular

those instances where accountability data are incorporated
asindependent variables in the equation. For example, when
the state places high priority on educating and training

students for a particular occupation, it can provide funding .

on the basis of capitation grants {a certain number of dollars
beingawm;dedforevery‘degreegrantedinaspeciﬁcpmgmm

25 .-
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" ®  areal. In such cases, the accountability or performance S
—data—numbers of degrees granted—must- be .submitted »
before the next allocation can be calculated. . = . - ~
Such a clear relationship hetween planning and account-
ability is the exception; not the rule. In the absence of direct
correspondence, the common tendency is.to frame acqount. -
* ability issues in purély financial terms. Institutions are held
| ac&ounta\b,le for spending funds in accordance with the ways -
| thtse funds are generated. This turns the allocation algo-
: rithm into a spending plan; procedure becomes a surrogate
for policy. Funding algorithms.were not originally devised to
serve this Aﬁ:}ncﬁon‘. When by default they.yo serve as a
.. spending plan, theyonly cloud, ndt clarify, stateigbjectives in
. higher education. An alternative is to build into Hisbudget
process additionat requirements for reporting and evaltisting - .
¢ performance. The aim of such requirements is, of course T+
~ better inform decisions concerning ‘resource allocation. .
However, they proceed on the assumption that state
_purposes and priorities can be stated clearly enough 40 give
“guidance to those engaged in reporting and monitoring
accountdbility, 4 '

- Accountability loses much of its meaning when state
priorities remain ambiguous, and desirable future conditions
unspecified. When little or no effort is.made to understand
state purposes and intentions regarding higher education,
administrators at all levels of the state system focus on
means-bﬂga’faccountability rather than on ends-based stan-
dards. Questions regarding accountability then typically
take a different form: "'Did you utilize your resources as
expected?’’ rather than “Did you accomplish what we ex-
pected?’ Narrow concerns for efficiency drive out expecta- .
tions. of effectiveness; doing things right becomes more :

- important than doing the right things. With this emphasis
on means rather than ends, the crucial policy questions that
lie at the heart of state-level resource allocation are answered -
by indirection and inadvertence, if indeed they are answered LI

at aft,
T~ .
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" 'The functions of planning and accountability that should - oL
accompany, indeed inform, the budget process are: A
absent ffom nt state practices of resource-allocatign.
This colly bridge between intentions and actions. ¥n *
"} turn, the budget process becomes but a bureaucratic thicket
s uninformed by. foresight or retrospective analysis. As-sug-
.7 - gested i figure 1, when planning and accountability are
oo © denied their pfbper roles, the entire process of resource
— cation is short-circuited. The budget then becomes & |
"N . losed but infinite loop. What are sometimes mistaken for | .
N  planning and accouhtability are actually mirrorimagesof the . -~
o budget itself. The process can sometimes become nothing
more than a self-referential numbers game that compbunds
- past esrors and frustrates any orimproveptent,
The relationship between one's. approach to resource
allocation and thelends it achieves does exist whether prnot.
the link is explicitly recognized. Clearly, there are two'
choices. One cari start with priorities and objectjvesinmind .~
and then fashion, in turn, a resource-allocation process that - .
uninviting alternative is to start with or inherit a resource- = -
R T allocation scheme and accepi, often blindly, the conse- )
- guences of the incentives and values that inevitably lurk
wiv%nmatsym.. L
- statés are to mend thejr ways and incorporate pur- ;
P . poses and prioritie$ into the budgeting process, they must . -
~, avoid both sins of'¢ommission and omission. On'the ong . wr.,
hand, mechanisms for calculating the budget are often built "~
L in such a way that they create incentives for low priority or >
Y. _ even upwanted outcomes. On the othér hand, thepowerof =
I " these méchanisms fo influgpee institutional behavior in
v . desirable directions is seldom exploited to anywhere nearits | .
' . full potential- Rarely is explicit use made of the budget and
its calculation mechanisms as an incentive and vehicle for - .
effective educational policy. . 3 o
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One of the'reasons why state purposes of higher educa-

"ummsemmmmmmmwm:om

beyondtheinsﬁtuﬁmlmwm;yuemamm

as individual public jnstitutions multiplied. This required a

level of management ovemi;htettendingbeymdanygm

campus. Yet even today, WWMMMM' )

ﬁrmtyesmblishedandwordimﬂngbomﬂsputinphee we

seldor encounter state-level perspectives on postsecondary
education that differ from summed institutional views, All
toomrelymmsﬁmﬁonsofhigheredmﬁonthoughtafas, '

dinga(meanstostateends.lndeed states themselves

semommnsia«mesetofpubncgoahmmmibepumed

intheireeﬁegesm&nnimﬁm

| A menu of possible state objectives for higher aducaﬁon
isprmntedm nosmtewﬂlbeinapodtion' _
eallof&ae simultsnegusly. All states will -

andchooaefrmnthisnst or expand it to reflect their
pafticular circumstances and needs. Inevitably, they will

choose differently. Noﬁetenseisinedethat'tablelrepm-

. 'énts an exhaustive listing of potentially desirable outcomes
;fmthemteperspectiv& Whﬂeintended asillustrative, the

,‘1 .. 28 . “~
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- ﬂsﬁnshasbeendevelogedhnmeconeepmﬂimndde.

scription of educational cutcomes developed and employed
by NCHEMS (Ewell, 1984}, "The table is presented at this -
juncture because it will serve as s useful point of reference in

mbsequentpmtiomdthﬂbook o
'rAﬁLB:' o o
) Amuﬁmﬁdsumomﬂm
. Wﬂwwmﬁon o )

A Provision of Bdncatioml Opwmtmty
1. Access/Participation. S
ommmsmmmmmmodmd ; -
# Proactive—Students with particular characteristics - -~ -
twmmmm demographic) are encouraged to e
thdredmﬁminthes&wsmbkcwlhgaand A
"2 Choiee-swdents with parﬁculat chnmcteristics afe f
Mb\ﬁedwnhinthesymwinsﬁmﬁomlndwable-l

,vqays,

B Achievemem‘of?artictdanmdentOuwomes .
1 Aeqmdﬁmxoﬁknowledseandskﬂls bothgeneralmd
- specific (valye added). -
+ 2. Caertification. , N
‘General-—Adesimblepropomonoﬁheparﬁcipsmsme
retairied in the system and beconte degree
' swdﬁc—&udmmmmdmtedwithdegreesinpm/
, ticular fields. _
Bansure—Mdiﬁdualsmbeingﬁce:medinparumlm ‘
prefe@ensatadedmblem o o

) ,Employment—Gradustes are being employed indesitable r

[ L I

, : indt&ﬂesoroccupaﬁonsqrinpﬁomygfogmpmcm

f {ms:hasmmlmmigmdﬁes)
c. Conﬁmﬁonandwqofmmmmmmﬁom

¢ ’ )
mmdmmmdmm&mmmm T

cally desirable themsicinsﬁmﬁemlstmhnel o
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. Contributions to ents
1.

2.

. 3.

TABLE 1, continued
of the state’s system of higher education appropriate?

ShouldaﬂinsﬁtuﬁonsbemaintaMd?Shoﬂdeombe

changed?

.Confmmaneetom—nopmgrmﬁtmmed!nsﬁ

tutional mission?

. Student quaﬂtyﬁnstimtionsl selectivity—Are desirable

admissions standards being maintained? -

.\!nstxt\stiomlqmmy-—ktheeffecﬁvmdtheim&mm
being méintained gr improved? -

5. Program quality>—Are desirable standards and curricula

. -,_being.mnintain&mdevslopedinvnﬁmxspmgmmsmd

.Resoum:qualﬁy / v

* Faculty : :
'Fscili&ies S S ’
® Library = - B

mﬂvhhiﬂtﬂncmnpodte} ‘Do institutions have

, the financial resources to retain a critical mass of quality

students, mm,muyandhdﬂw

Employers—The provldon ‘of trained/retrained man-

powes, consulting, and other services,

Disciplines—Research mntrihutkms to speciﬂc or a broad

range of disciplines.

State. ' :

* Service to state agmciep &

® Economic development ™

® Manpower to meet high priority needs (health profes-
sions, teachers, high-tech indusfry} =~ o

* -

. Special subpopulations within the state.

¢ Indigent

¢ Rural residents

e Inner city residents -
e Agnculttueurotherspeciﬂc industries

. .Bfficiency Aims—to accompiish all of the above with the

2easidmwonthestatetteasury

\ .

.-

\ R o
- .
[ : . :
‘ ’ " [ . ! .
. . .
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When any state becomes preoctupied with halancing its

» educational checkbook, it loses sight of three crucial points:

e whyxtisbuymg.howitxsbuying,nndwhatitisbuyingln
" other words, it loses perspective on planning, budgetary
mechanisms, and accountabili awareness of the larger

“scope and purpose of state-l financing of higher educa-

T ' honisnecesaaryifwemtoavoidbecommspﬁsonersoﬂhe
S verybudgetarymechanismawehavecmm_i
, , N 'l‘heOrganlﬂtlonaIContext B Y

Public mstitutions of higher edueation are heavily
dependent upon and influenced by state government. The.
C ~ few exceptions are a handful of federally funded institutions
* L . - . and thosé community colleges that arelocally financed and

' controlled. Statecoﬂegaandunivemiﬁqsareesmbhshedby R
statute (in some cases, constimtionally) and are- therefore - _

creatures of the state. Because they'are heavily subsidized by
public funds, they are susceptible to direct intervéntion by :
both legislative and executive brasiches of state government.
Nevertheless; these institutions are unlike any other admin- -
istrative or operating arm of the state. They are not state
agencies in the same sense as the Department of Corrections
or the Division of Human Services. Pubhcpostseconda:y
_ institutions are invariably estdblished as seperately or-
ganized corporate entities with their own governance and
policymaking bodies, They therefore have a special relation-

shxpwithstategovemmentandan)oyacertaindegreeof

independence.

ment. Other aracteristics

further differentiate ooueges and univermtm from state
‘agencies. These characteristics have a direct bearing on the
form:and effectiveness of mechanisms for resource alloca! '
tion and accountability. We will be better able to appreciate
the larger context in which state-level financing operates by -
considering. the constituents and funders of stdte idstitu-
tions, the governance telaﬁon&ipsbetweenimﬁtutwnsand .

' 31 ° . S e
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in which insgituﬁons achieve educational outcomes).

the state, and educational production functions (the manner

—

¥ 4
Constituents and Funders

Postsecondary 1‘}nstitutiom; are by desxgn p!uralisﬁc
bodies. They must simultaneously serve the needs and pur-
poses of vidrious constituents.. At an absolute minimum,
state-sypported colleges and universities have two clearly
defined audiences: the students enrolled in the institution
and the collective needs of state citizens. Most institutions,
however, hgve many more constituent groups from which
they receive some measure of support, to which they provide

. somekmdofsavxces orbywhichtheymmgnfntedmme ‘

way or anothe.

These different constifuents contribute ‘resources ina
. ‘rariety of forms, such as money, time, or influence. In turn,”
they all hold sotne expectations regarding the consequences

involveinent. Federal agencies, for example, provide

insti utions with funds for research, library books, scientific
equipmet, institutiohal development, and many other pur-
poses. In turn, they extract adhegence to a wide variety of
rules and regulations, some tied to the funding, many not.
Theymayalsospecifyperformanceofcertainproyam
activities as a quid pro quo. '
~ Business and industry have their own agenda for higher
education. They seek as their employees college gradugtw
with training in selected fields, promote the provision of
instructional programs that serve the continuing-education

- needs of these employees, and rely on universities for break-

" throughs that fitel technological. dévelopment. Whether
acting as individuals or as foundations, philanthropists also
provide funds to institutions. Although they generally have
the shortest agenda of any funder, even they have some
expectations regardifiy how the institutions will behave in .
response 'to their generosity. Faculty and other employees
also have expectations, particularly in regard to the nature of
the organizational environment that is so important to their

job satisfactmn and productiaity.



Some of these constituents view their contributions as
- payment for sefvices rendered. Students are an obvious
example, but government and industry can be similarly
- characterized, suchaswhentheypuxch&ereseerchorother
e services, Other constituents view their contribations purely '’
"= gs investments in the future of the institution. Donations to
" the endowment fund, for example, are clearly made withan
eyetothehngiermviabmtymdmpacityoﬂheinsﬁmﬁon .
" h sntegovemmentisuniqueamongmmvariousconst&
tuents, and likewise its agenda is very different from other -
- individuals and groups. With ‘the exception of a few consti-
tutionally created universities, state_government has the
. 'stamtmyresponsibshtyandauthontytowtemorka’nize
mddivestitselfofpublicpostseconduyinsﬁtuhonsmﬂ-
? their assets.' While boards of trustees or regents are estab-
lished to carryout the governance aiid policy functions of
- colleges and- universities, -state government holds ultimate
authority. Thisauthoxiqlmnbewieldeddkecﬂythmgh
- statutes or indirectly through the budget.

As a function of this responsibility, state government
'musmecesaarilyvxewtheimﬂtu&m,oritssyﬁemofm
tions, in investment terms. Clgarly, state government wishes
to maintain or create a desirable mix and location'of post-
secondary institutions and programs. It also desires quality

~+ faculty, appropriate facilities! up-to-date laboratory-equip-
ment, and library and other information resources that areat |
least adequate to the needs of each institution. Of course,
states do expect more than '‘good’" institutions to result from
their appropriations. They also expect trained manpower,
solutions to problems facing the state, and certain goods and
services that may also be priorities of other constituent
groups. These expectations, however, do not lessen what iy
the state’s primary obligation: concern for the condition of its
educational assets, whether in the form of programs, faculty,
or bmldings |

Nosulientpointsem«gefmmthisbﬁefdiscussim‘
about the pluralistic nature of higher education. Both are
obvious but are so important as to warrant repetition and

further emphasis. First, while state government is the major o °

* constituent of public higher education, it is by no means the

4
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only conmm College adnﬁdstrators are fac

- necessity of simultaneously responding to groups. :

eachofwhxchhaspmvxded-finsnmalorothermourcesto

the institution and each of which has a somewhat different .

set of . expectations. When compared to state government,
these other groups may have a small 1evertheless impor-

tant stake in the enterprise. As a result, Whatever budgeting .

processes aresput in place by the state must serve the state's
needs but not diminish the jnstitution’s -ability to respond
appropriately to other constituegts. Second, of these various

constituents, state government is the funder that must con-

" cern itself with the ongoing viability of its higher-educatlon

system. No other group has a material interest in the invest-

ment component of support to public colleges and univer-
sities. Others are better viewed as purchasers of services.

. - Indeed, what sets state colleges and universities apdrt from

their private counterparts is this public responsibility for the
development and maintenance of institutional assets.

Governance . ' ,
The budget is often the most tangible and direct link
between state government and its educational institutions.
However, the structure and purpose of that budget are often
‘shaped by the governance relationships that betwéen
the state and these institutions. Although perhaps pot imme-

" diately apparent on a day- to—?ay basis) these_ governance .

arrangements have a pervasive influence on how the budget
is conceived and intplemented. These relationships can be
complex and, mordpver, can differ greatly from state to state.

It is not the purpose of this book to describe these com-
plexities in detail or to enumerste all existing varieties.
Instead, it is far more helpful to consider the continuum of
possible relationships. As suggested by Denis Curry, Norman
M. Fischer, and Tom Jons {1982}, these relationships span a
broad spectrum (see figure 2). Atoneendofthespectrum
educational institutions are treated much like state agencigs.
At the other end of the spectrum; institutions function much
like independent, npnprofit organizations with which the
state contracts for desired services. In practice, of course,
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E Gmter !nstitutional Antonomy-———-——-———-b |
- e;j - Greater State Control

‘ mm;mmumaﬁmm “State Policy Opticns

for Financing Higher Bducation and | Accountability Objectives,” Finance

Jlssue Papey no, 2 (Washington: State mewrmomy@
‘mﬁm,CmmmdtheMI Febnmyfm).] . , |

neimex,ofmesemsafomdm-itspmstmmvmhe-
less, they represent the two poles of a continuum along
which we can locate sctual governance relationships. As we
move along this continuum from the state-agency model

toward the free-market model, we find that the state’sroleis - -

increasingly circumscribed and that instifutional autonomy

- expands correspondingly. As an expansion of figure 2, table 2. -
' chamcteﬂzesthese&ifferentmng:mentsmthre@ectto '

financing, budgeting, and awountabﬂity
Drawing upon table 2, we can arrive at some conclusions

about the close relationship between governance arrange-

- ments and the structure and function of the budget. As with
.all generalizations, there will be some exceptions

Means versus Ends. Under the state-agency odel,
the state places emphasis on the ways in which institutions

function. Important variables include such factors as class

size and the number of contact hours faculty members are

" required to teach. At the other end of the continuum, the

a : .
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) - ..« TABLE2 -
The Influence of , Relationships on Financing, Budgeting; and Accountability
CHARACTRRIZATION - smn:am&crnom o TROLLS mmmmmmvmd “FREE SMASKET ”"mgm.
- Financing 1. All funds received @ 1 Open — :
pelinor e
. established 2. State gisde to
2. Fees and charges prescribed by third-party state agency for
‘ .‘ C legislature , purposes of contracting fos _
M : 3. Financia} responsibility for higher services and enroltment
S education operstions would be =
. Wd@h?m 3 financial
A -8 i vested in
. Budgeting 1. The budget request would reflect” . Contract amounts
. # spending pixa : determined through
- . 2. Specific work-load factors would or external
.o~ . serveasbasis for levelof m&"
2. Basic state-level
. decision would be number
of speces or levels of
mnh“m
Y ? o
1. Fisanctal reccrds must be
auditable . .
2 Accountability provisions

T S o T T e e o ot O e

State of Washington Council for f MMM&:MISWIMJ ’
. | ©, . S \



:
.‘é
0 .

free-market model expresses stdte ‘intére-st_s in terms of
" purposes or ends. The question here concerns what services

or opportunities the state is buying from the institution. In
other words, the state-agency model emiphasizes operational

~ purposes; the state's priority is to have educational institu-

tions function in a particular way. By contrast, the free-
market model emphasizes strategic ‘purposes; the state’s
priority is to have educational institutions achieve certain
endsthatservebmad«statem&eaﬂy different
governance arrangements both presuppose and reitforce
different state objectives for higher education, bethey opera-
txonaloxstmtegic.lnshort govemancerelstiomhipsreﬂect'

state prioritxes

‘ Accounmbiﬁm Because state purposes for higher educa-
tion are expressed in different ways under different forms

.~of governance, accountability arrangements will also vary.

thestatqueneymodel iemesofaqeonntabﬂnyfocus

'almostenﬁml aﬁdproeedumlandempham? |

~ primarily cinl ens«V\%reupendimres made
- ,maccordancewiththed contained in the spending
"plan?“%res&puhhdpmcedum&fo%dimhmdﬂnga |
variety of. transactions in as personnel and
: purchasing? Because this form accountability is largely

" financial in nature, the  for ensuring accountability

AR

«perspéctivesufo&hemonqﬁh:mtsaremmked Such circum-

- tend to be i directly into the budget process.

Figures about actual expenditures during previous years
bear directly on discussions about future budgets. Issues of
accountability under the free-market model focus less on
financial matters and more on outcomes and effectiveness.
As a consequence, considerably different data and reporting
mechanisms are required to monitor and demonstrate
accountability. These nrmngementstanbean‘adjnncrto the"
budget process ogcan lie 'almost entirely outside of it.

- Constituents. stnte-agency mode.l the state
looms as the overwh dominant tuent. When"
all funds, regardless of their source, are a into the
state general fund and allocated through. ve acts, the

stancesmilitateagahmtsimuhaneonslymhlevinsanmyof'

“ i
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pmducts and beneﬂ.ts that serve other groups. These ?-
stituents simply lack the leverage they need to make
voices heard. Under the free-market model, the state is just
one of several "‘customers’’ that the institution serves. This
kind of governance creates great incentives for institutional
administrators to maximize those benefits that serve a-
variety of customers. It also creates circumstances under
which constituents-other than the state have considerable
incentive to exter into mutually Jeneficial arrangements
with the institution. -

When state guidelines become highly prescriptive, insti
‘tutional managers are left with very little maneuvering'
room. This makes it more difficult to design activities that
serve multiple purposes simultaneously. In turn, other con-
stituents may b¢ less willing to invest their funds in thg
 institution under these conditions. When governance
arrangements approach the stafe-agency model, institutions .
become less able to tap potential support from other consti- ©
' tuents. Their revenues are defived almost exclusively from - *
state appropriations.

| Consumers and Invesfors. Under the free-market model, -
the state becomes a consumer of educational preducts and - -
services. It invests in the educational system only insofar as - -
it utilizes institutions in ways similar to other constituents.
Under this model, preserving institutional viability becomes
the responsibility of the individual college or university. In
all other models, the etains responsibility fof creating -
‘and maintaining the system of higher education. f '

Methods of Resource AHocation. Governance arrapge-
ments do not necessarily determine the method of e .
allocation. Various mechanisms for calculating the amount
of support can be employed in all of these models. However, .
there are some obvious affinities. Snder the state-agency .
model, educational institutions are treated like all other
branches of government. Under such an mmt we
can easily expect incremental budgeting on a line-item basis.
Under the free-market model, the level of service as well as
its price will be subject to negotiation. Between these two

_extremes lies the full panoply of arrangements that exist in '
. the 50 states.

P
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The relationship bétween governance and methods of
resource allocation has further ramifications. As is illustrated
in figure 3, the level of detail incorporated into budget calcu-
lations can vary. The amount of financial data employed in
the budgeét process decreases as one moves toward the free- -
market arrangement. Conversely, the apiount of data about
performance, effectiveness, and outcomes increases. Under
the state-agency model, the state concerns itself with all
. details of institutional functions and programs. Under the
free-market model, the state is concerned with¥inancial data
oplym_theextentthathisusedmjusﬁfyingornegoﬁaﬁng |
the price of opportunities or services it chogses to purchase.

The above five points emphasize that the budgeting pro-
cess is shaped not only by & state’s educational objectives
- but also by its policies regarding governance and level of
control. Indeed, these two-notions work in close tandemito

- reinforce a particular approach. Tight state control. goes
£ hand-in-hand with ural and ational purposes and
leads almost inevitably to line-item b g and a finance-
oriented atcountability system. Less: rigid state control
provides the opportunity to include more ends-oriented
This in‘turs promotes budgeting schemes and
accountability miechanisms that focus on services rendered -
and ofjectives achieved. - =~ - = S
As should be apparent, structural and philosophic forces
ptovide the environment within which budgeting systems
must be devised and assessed. These forces vary greatly from
state to state. This should give considerable pause to anyone
tempted to borrow new budgeting approaches from other
states without investing considerable effort to understand
the contexts fvithin which it is operating. ‘'Environmental
fit'" is a topic far oo little discussed in the extensive literature -
on formula funding and other budgeting devices. By concen-
trating on basic concepts and emphasizing the broad context
_ within which the budgeting process occurs, this book is
- designgg to help fill this gap in both theory and practice.

\
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FIGURE3
AreasdEmphastint&Budget_Pmms
A ) ' "
L .' "
Finance . -

. A
1 2 -3 4.
Model R - - Model
Production Relationships

Most educational outcomes can be produced in a variety
of ways. In other words, educatioral ction relation-
ships are very loosely defined. For example, instruction can
occur through large lectures or through small seminars, face
to face or through such media as television. Similarly,

< researchers, fultne technicians, graduate students, and
undergraduate students, in widely varying proportions.
Again, num factors influence just how a project is
accomplished. e are no absolutes on how best to go

about the business of education. Deciding which production

relationship to employ is a function of institutional
- preferences, the skills- of- individual faculty, and the

~ availabflity of faculty, facilities, equipment, and other

-
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 resources..In short, selection of an approach turns more on - .
‘,txad:tions, values, and avalkble resources than on validated
s “‘*’I;heseloosglydeﬁnedproducﬁonrehﬁommwmakext
7 - difficult fo determine ‘8n appropriate or -adequate leval of
SO _ state support for public higher education. Unlike the situa-
- ﬁoninmanyindusMea,ﬂmeisnotechnologimﬂyindueed
S “standard cost.”” What it should cost to carry out instructional .
. 7+ % activities is determined, if at all, through consensus and
ot "'rn:trospgctive analysi& Consequences of past preferences .
“ e, weigh ‘more hégvily- than do. hard“ariti-fast ‘telationships
. w  betwétn inputsnhd outputs. Aq a result, the final decision
- . about support levels is inevitably reached ‘through negotia-

g tion rather than analysis. 'l‘hisphenomenancerhinlym'eates

L8

. incentives to hold on to traditional ways ddmgbuﬁnm
R and, builds enormous inestia into the system. To admit the
e poasbmfyofwmlydiffemmwnysdcanﬁnsoutkey "
L funcﬁonsfnoabandoﬁlan@held’nego&ﬂngpm&om The

pownﬁalmeamqtnﬂgh!-beiﬁemdintheintenesnum '

“and the; cettain»:uocessofncwnegoﬁnﬁngtscﬁmcreate
o - - strong dis tochange _ .
. . .budgeﬁnﬁmbredifﬁcuk theydd"aﬂowforvmousefﬁcien- '

desandenﬁouiagemﬁwmo%h&ﬂmﬁmalmoum As ¢

\ wenotedearliex;wibsesmdunivbmibeshnveavmdiuf
¢ constituents. Bachmuibuteuhmwaywtheentapﬁse

‘nndeachexpu&wmemiggmmﬁesemmﬁm .

handiffer sometimes in the extreme, "However, the vast

majority dre not necessarily incongruent. Flexible produc-

" tion relatiopships allow institutions to megt different expec- _ © -
' stnﬁpnssimhitnneoqalythtoughasinglesetofécﬂviﬁes )
Manypmgamsandacuviﬁesmnbeoonductedinsuchs
‘ waythatmulﬁpkdienwwbesaﬂsﬁeﬂaﬂowm'cwésthm'
~ would be the case for a single client. For example, when
graduatesofst&einsﬁtntionsarehimdbyambusinesses.‘
\; the major objettives of the state, industry, and studeaits are
all dvétimplished. Industry receives competent, productive
employees; students receive jobs and the economic benefits
that come with those jobs; andtlmststebeneﬁtsthmuqh
economicdevebpmentandthsthaddiﬁomtoitstaxpayer
rolls. .o
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Atialyzing these multiple outeomes is difficult because
some are directly intendediand accomplished by postsecon-
dary institutions, while others are merely ancillaryyeffects,

 The line that distinguishes what is actually produced on

college and university campuses and what is not remains
unclear. Moreover, some production relationships occur on
technical grounds, while others are chiefly organizational in

~ ‘pature. Sheepmisingxsagoodpleofjointpmduction

that proceeds from technical considerations. Two ofitputs,
wooland mutton, csnbeprodueedinva:yingpmporﬁensby

a single production process. Eacl;outputisanatuml indwd.

necessary, consequence of the other,

Joint production in higher education occurs on diffemnt .

grounds. Colleges and universities produce outcomes jointly

" not-out of t necessity but for reasons of organiza-

. -tional efficiency and effectiveness. Clearly, it is pot validto . .
separate one activity {such as teaching or research) and.

analyze produttion and cost relationships associated with it
in isolation from i other institutional activities. Colleges

“-gnd universities organize themselves to pmduce multiple,

not single, outcomes through one set of coordinated activi-
ties because joint pmducﬁoncanbemorecost-effecﬁve In
other words, they wish to maximize the possibility of joint
supply, a condition in which multiple outputs can be pro-

duced more cheaply together than separstely,

The possibilities of jaint supply on,college and university

‘campuses justifies their being assigned the various functions

that are now commonly accepted as being within their pur- .
view. For example, much of the nation's basic research is

conducted in research universities rather than in separately
organiZed research centers. The rationale for this should be

clear. Research activity produces knowledge while also.

_edircating a newgeneration of research scholars. Conversely,
graduate education issuch that it also ylelds new discoveries.

‘. The assumption is that combining both functions is, or at

+ least can be, cost-effective.
Although colleges and universities ‘generally underiake

' ac;iv:tles that yield multiple outcomes, their activities are not

solelyofﬁnsnature If the expectations of certsin constituent
groups are to be met, institutions may. have to institute

 special programs. The benefits of tl;esq achvitiea may not

t
. . L
. o
- . . ‘
& ‘ ) .
. - ) N
. N B P . . - . .

. X .t
. RN I
WL A ,

o

2



) : Lo o i " ‘ : S
, spx!l aver to mher mmhh:ents Expectaﬁbns ‘of loeal
remdenfsngmdingcommuﬁityservioesmaywenbemetin
ways that don't benefit the student body, the faculty, or the
institution in general, Studmtswouldundoubtedlymer
- an array.of support services designed to meet their yarious -
" individual needs, Most difficult, however, are thosd situa- -
| ~ ~ tions in which expectations art in direct conflict. In such -
o ~ cases, meeting the expectations of one group.precludes or
. dimmxsbesthecepmityofthemsﬁthaneettheneeds
. " of another. To cite a familiar example, providing educational .~
‘ mgrnmsof‘hequuﬁtymghtbyﬁudenmandfamhymy;
ST Thesecretofeffective\ymanagihspomcondatyinsﬁ
% . ‘utions often lies in mastering ¥ art of selecting or creating
Ve those sets of activities that will simultaneously achieve ~ -
© o diversepurpoaesatthelustmat If institutional managers
T . "are to achieve multiple cutcomes with the resources avail- -
- Memmeﬁmqmmhuwmeﬂaiﬁhtywm&uct\
{ . eppropriac producton rlsionshipa and i f

resources in’ that promote su ‘
ﬂexibimyalm posdbﬂityoisinmuaneouslym‘ |
ing multiple with a limited set of resources.

Constraints are imposedwhen constituents such as state
T government dictate not only ends but means. For example,
. | suictmquirementsrmdingmumorminimamcm

' mechanisms for budgeting '
‘ suchommtimalﬁedﬁomabﬂdgeﬂqﬁbiﬁtyandarenmm;
: thebestinterestsoftheiumder.'l‘heyreducelhepomibiﬂtyof
| demgnmgacﬁviﬁesthateansahsfymulﬁpleconsﬁtuencies. o
T | theycanincmse.nnt‘dm tbgmdpmﬁdinssef',w;;w
" vices to all constituents. o
Itismucheaderforminsﬁmﬁontointegmtemulﬁple

mpmedwhmvadmpmﬁcsmctsinﬁhrmvimoras' -
a minimum, services that are not antithetical. This set of cir- '
. cumstances 1s most oftesi found in institutions that havea
dwlynndemmlyundmmmmmmughamb&'
. .
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mmralselecﬁonpmeess,mchmsﬁtuﬁonsattmctconsﬁ-
~ tuents that have compatible expectations. Institutions that
have particularly fuzzy missions or project an unélear insti-
s tutionahmagetovanouamsﬁtuentgmupsaremosthkely
' * to be faced with irreconcilable demands from their various
constituents. This is not to say that independent activities
and programs cannot be established to respont to these
needs. Indeed, such a capacity is one of the virtues of the '
hrgepubﬁcunivemﬁritcanputforwarddifferentfacesto
different audiences and do so successfully. What is lost,

ﬁowevex;istheoppoﬂunitytogammeefﬁciencyinthe

$STENY. I StHET-18VE] Tosource allocation ]s‘otakeadvantage
of the berefits offered by joint-production relationships,
administrators, must be willing to devise schemes that are 4
responsive to and reinforce different institutional missions. g :
v . o ;
- The Structure of the Budgft - < t
- -Having discussed the function and scope of the budget
= and some of the contextual factors that must be considered
when developinganapproachtoresourceallocation wecan
now consider in genéric terms what structural components
make up a budget. Higher-education budgets are formulated
in nearly as many ways as there are states. Nevertheless,
these many approaches can be viewed as combinations of
only two basic forms: a multipurpose {core, general) compo-
nent, and varied nuibers of single-purpose {categorical,
. specml) components. ,

The Mul'tipurpose Component )

~Invariably the"larger of the two components mav,\ )
“purpose funding provides support for basic operations an
- programs. State allocations to the multipurpose component
are accompanied by expectations that they’will meet nearly .
all educational objectives. The majority of these purposesare 4
closely interrelated, yet seldom are they made explicit in any
orderly or comprehensive way, In many respects, it is dif-
ficult to achieve consepsus about these purposes in anything

" oa
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~ but glittering generalities. Nevertheless, it is still possible to
*" identify several key state purposes that are closely tied to the .

" 1. Access to higher-education opportunities. While access ~ ~ -
for state citizehis is not an end in itself, many benefitsdo =~
accrue from a more-highly educated citizenry. This con-

finues to make access to educgtional opportunity abasic
state‘guwemqupgoingprbrhy. Lo

*z.Emmmkdmbpmmtsut@mmmas‘wnﬂap .
© political subdivisions. As such, a healthy econody is
. -necessarily & state priority. Higher education can meet ...

that objective through training and retraining of a
skilled work force, through research and innovation

that assist key state industries, and through itsrole asa

major employer and industryn its own right. .

3. Maintensnce and enhancement of the educational

system, -Unlike other constituents of public higher

" @ eaducation, the state has responsibility for developing ~~* -

number and location of publig p institu-

postseqpndary
tionis; the mission, role, and scope of these jnstitutions;.. |

and the level of quality to be sought, ‘
4. Bfficiency. Although efficiency is seldom listed as a
major state. priority, actual practice is such that it can

.

hardly be omitted from the list, Indced, it may be useful

o incorporate efficiency into a more outcome-oriented

* list of state priorities so that inevitable calls for effi-
 ciency will be cast in terms of trade-offs that may
impinge on effectiveness. S '

Because there are joint-supply oonéidemﬁons“invqlved,
the costs of achieving the above objectives cannot be par-

celed qut and treated separately. This is' why states seek to
encourage joint supply through a dﬁle major allocation.

The multipurpose component of the budget is designed to

support activities that will allow institutions to achieve these

multiple yet Josely interrelated purposes.
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The Slugle-Purpoae Co:nponent

~ Wlthough core funding for higheredumﬁop institutions
may derive from the multiputpose component, no state can- \ T
ignoretheqeedtoallocstespecial'purpdsefunds 'I‘hree'\ AR
basic reasons prompt states to approve single- allocs- .
tions above and beyond the mulnpurpose comiponent ofthe
Fixst the single-purpose component aemmmodates the -
fact that states may have specific objectives or priorities for / -
R hnghereducaﬁonthatmbestmetbyaﬂocaﬁngaspemalpot -
~——— - of -money.-In many-cases- these priorities thay represent S
: short-term ratherthanongomgneeds.lnthese circum- :
| stances, it suits both the state and the institution to create a
~7+ "special project’” to respond fo the need, fund the project '
5 withspecialﬁﬁxds and not incorporate these funda ifito the
| base allocation given to the institution. Under this arrange- - .
ment, thestatebecomes,inessence,aconsumerofmcqs o
. with the ﬁnanmngmﬂgementseMﬂgasaMagxee
ment.. Neither party: to the transaction.expects, or should
. expect, the arrangement to be long-lived. :
Second, the state may approve special-purpose alloca-
~ tions to create additional incentives for activities that ate
ongoing within the institutions but that have emerged as-
* high pnormes Consider, for example, the récent need for
teachers in bilingual education. Because of federal initia-
sitives, many bﬂmgua}-educatmn programs were already in
place. However, there was a need to-increase the number
-of graduates from these programs. Some mechanism was-
required to reward institutions fer responding to this need,
yet one that would not institutionalize increased capacity for
an indefinite period of time. Single-purpose allocations pro-
vided precisely such a mechanism.

A tlurd reason why states turn to smgle-purpow alloca
ti%ns is that certain ongoing priorities may be best served by
only one or two institutions within the state system. ° -
Mulﬁpurpmaﬂocaﬁomm&eincenﬁmfwﬁmihﬁty )
rather than differentiation. However, as’ we noted earlier,

“btates are better ablé to foster joint productions in their
educational system if institutional missions are both ‘clear
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anddiﬂerenﬁated Fotenmple, suchfuncﬁomasresearch
o * and medical edication must necessarily be confined to a sub-
_ - set of state institutions. The same holds true of specialized
v vocational programs. The state cannot afford to offer these. .
services at each institutiorlal site. The single-purpose N
"approachtormce’*d!nuﬁoncanfmmandreinfomej
- mmdeipbhﬁﬁmm | . i
. T - :
g N ¢ N
.+ Combining multipurpose and singlé-purpose com- -
¢ ponentsofthebudgetyiddsaninqﬁtutmmlappmpﬁaﬁon
. such as the one illustrated in figure 4. Clearly; both formé
ofﬁmdmgmustmmwndem.%mﬁscalpmblmsaﬁse“’ o
in state higher-education systems, they often result from &7
misundefstanding, neglecting, or misusing one or both of 3
these compohents. For example, when a state is unable to
hmdthemompon@tadaqmtdxitoftenseekstom o
pensate for this by approving: additional
aﬂocations.Th!sapproachappealatolegmatomandothmat
the state level because it allows them to channel resourcesto -
the "truly needy.” Moreovey, .this mechanisms does not -
require the level of commitment necessary when funding °
the multipurposé component, where allocation, guidelines -
arelikelymcanﬁorequitab&etreabnentofallimmuﬁm' |
However.asWilliamPickensnm this spproach can have ,
. undesirable consequences.” Resource-allocation arrange-
. ments become "riddléd with categorical or line-item
. programs which can ueeinstitut:onalﬂexibility create
protected enclaves wlich are unresponsive to changing
circumgtances, and tend to consume legislative time in
detaxlsratherthandxscusmonsofgenemlpohcyorovemﬂ R
educational effectiveness’” {1981, p. 9}, T
P Byrecallingthatthesetwobamcbndgetmycomponcms
**  serve very different purposes, administrators are more likely
"~ to make cofiscious, nbt inadvertent, policy decisions, Funds
. allocated through the special-purpose component will then
serve the priorify educational needs of the state rather than
. . its bureaucratic need for d budgetary escape mechanism. If a
B budgeting system is to work effectively, states must apply the '
: concepts we have introdueedwithconsiderableoonsistency 4
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Although discussed more or less mdcpen&ntly of each
‘other, these basic con¢epts are indeed closely interrelated
and reflect key assumptions governing the relgtionship
~ between the stafe and its institutions. If the state exercises
very tight control over the institution—viewing it, in essence,’

as a state agency—means rather than ends become the focus

of both planmng and -accouritability. This can discourage

other constituents from investing in the institution and, in all ~

likelihood, reduce possibilities of joint supply. Moreover, the
very form of the budgef will imprint this basic philosophy
on day-to-day operations. If, on the other hand, the state's

_ relationship with its institutions approaches that of the free-

market model, possibilities for joint supply willincrease, and

planning and accountability will reflect grenter concern for
overall institutional effectiveness. -

'x;hecommgchaptmwmmcusmmesemlmnshipsby -
. assessing current budgetary practice and evaluatingshow

-states are responding to the budg,etary issues of the 19803
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Customary Approaches to .
Resource Allocatzon R
. R |

Akhongbfnndingmmhmismsforhlsheredumﬁen af

the disease that Shakespes .dmmwr , of

B vaﬂousapproaehesthatsmeausemﬁllthepumuofmeir
. " . colleges and universities: The funding approaches assessed -
Teptesent typical, even traditional solutions applied by a
number of states. In the next chapter we will discuss how
these approaches are being modified to'account for the new
~ fiscal, demographic, and educational realities of the 1980s,
memmmmmmchum
. . to multipurpose and single-purpose components. As we |
| exploremchoﬂheavenuesrepmentedinﬁgumB it will be
evident that we devote considerable attention to formula .
approaches. There are several reasons for this, First, approxi-
‘mtdybaﬁofthemmsusefotmuhsatmestagednﬁns
S ‘themmuc&aﬂocaﬁonprm?mmnhsthusreprmnta
..~ significant element of current practice. Second, and perhaps
" . most importantly, policy decisions are made fairly éxplicitin”
the formula approach. As a consequence, one-can readily
identify the variables that determine the level of alfocation, -
andthereh;%ﬁpmhipafétateprmmmthmmhbh& :

o . ‘. M
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- Approaches | - : " CategoricallC itive
" Formula = | S _Approaches. ..~
. Approaches o o F-FotmxdaApproaches o

v In mha'apmﬁhes'm"mume allocation,’ criteria for
A pudgetary..dedm“enotmlgasmspamt.mmﬂy,
muchof:helite:;atureonmm-levelﬁmdnsglealswith
formula spproaches, if for no other reason than that these -
apprbacheslen;lthemselm:nuchbette:todwcﬁpﬁonmd
analysis than do less rigorously formulated alternatives.
- However, readers should not infer that formula approaches
gfebeﬂerorwomthanothgralte;naﬁves,mlythat‘theym
more easily described and assessed.  ~ . 7 o
: ‘ it

The Multipurpose Component

Any overall scheme for resource allocation st gen-
_erate funds for multiple, basic purposes. Allgcation levels
fort_hismu}&pumommmemtmmanya&erminah ;
‘thronshoneoftwsapprmches:imremeiltal funding or
formula funding. In the incremental approach, the previous
year's allocation is*tdlien as a point of departure. This .

[ i
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-‘sometxmasxmple sometimes complex set of decision rules .

amount is then adjusted up or down depending on changes .

in a handful of basic factors. In the formula approach, a

is devised and reduced to quantitative form. This formula

 prescribes independént vriables and methods for determin- /
. ing coeffftients; the amount of the budget request becomes

the. dependent variable.
Afterreviewingthestrengthsandweaknessesofboth

~ approaches, we reach the conclusion that they are pot as dif-

t as they seem. Picking. between the two approaches is
lessimpoﬁantthanensuﬁngthattheselectedappmchis

“ desugned to promote desirable not counterproductive, ends

lncremegtal B,ndse.t!m - . ;
" The ihcremental approach serves as a convenient

- method for adjusting, not refiguring, the budget to reflect

changing cifcumstances. Thisislikelywhyxt:stheoldest
and most established form of budgeting for colleges and
universities.. In afl probability, it is also the ‘most prevalent.
Because it represents a‘less formalized and structured

erdxfﬁculttodescn’bemmmpamﬁveterms As a result,
it fi less prominently than formula ing in scholarly

\approach to resource allocation, incremental\budgeting is

research literature. The different ways that states implement -

ingremental budgeting has yet to be documented adequately.
Two key assumptions allow us to describe the salient

"charactenstxcsofmcrementalbudsetmg The first premise is

that the previows year's allocation, the so-called base, was

. adequate’and' appropnate. Thie lion's share of the allocation

{often 90.percent or more) is not reexamined; the allocation
process takes this as a given and proceeds from there.
Moreover, this is expressed in financial terms rather
than in work-load or progranr terms. This feature is: consis-
tent with mcremental budgeting’s proclivity not to regssess

tife past.

“The second premise is that nearl} exclysive attentxon is’

.devoted to the size of incremental changes to that base.
Fairly stancfard variables enter into the decision process:

-
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l'l‘henumberofadditiomlstudemssewedorthein-

treased amount of access provided.
2 lnﬂnﬁonorothercbmgeaintheeostofaeqtﬂnnsm
' necessary resources,

retaining
3TheaddimoidthapmgxamsorusnMnew

resoyrces, such as equipment or library- holdings,

. "74cmnguundemmmmpmemeapacityofme

“ Institution in way$ considered desirable, -
‘ b‘l‘hestatesabiﬁtytopay Regardless of any changes in .
! the above.factors, mtescannotspmdmxrwsthat
tbeydonothave.

Incrementakbudgeﬁng pmctices differ eonsxdembly
from state to state. In Illinois, for example, increments are

.basedonpﬁcesoimumesandnumberso&mdents

aerved Institutions in the state are encouraged to start new
bxml!ocat;ngmwmesmtherthsnbgrequesﬂng

. aninfusionofnewfunds Other states, however, have ceased

mﬁ;ndgrmh.atlmstatwtmnjnm&mcmgly
speaking, the variables that mast directly affect the incre-

wmentareoﬂenasmuchafuncﬂonoftmdiﬁonandvested

mtam”dmm@dmmmmmmm
requests azesMedmtermsfoundtobeneeephbl’eand

-workable. Over a number of years, nuniquesetofstmdmd
opemtxngpmeedureshasevolvedinemhsuxe

Incremental budgets have much to commend them.
They are, above all, incredibly practical. By facusing on a
feasible set of adjustments, they inherently recognize that

' therearemgniﬁcantlimxtstotheextentmdpatnreofchange

that can be accomplished within a college or university from
year to year. Moreover, this approach has the virtue of being
very adaptable. The increment can be devised and struc-

"‘turedmsuchawaythataddiuonalfundscanbechanneled
to high-priority areas. These priorities can be changed
. - annually, reflectitg a response to enrollment changes in one

year, chefbiges in energy prices or salary costs in another, and

creation of needed new capacities in a third year.
In practice, however, incremental funding is likely to be
anexercssemreactxon mtherthanprmchon Funds are

-
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generally directed toward the institutional squeaky wheel

" rather than toward state priorities. Moreover, incremental -

fundingraxelymmin&pastbudgetsorthevaluea'and
assumptions that they harbor. This creates a situation where
errors are easily compounded-from year to year. Asa result,
the incremental approach seldom becomes an effechve tqol ‘
- for implementing state policy.” - '
, Manyofthehwbackshomm&lbudgeﬁngm
also those features that make the approach politically attrac-
 tive. The base is seldom jeopardized; when it is, institutions
generally share the pain equally. Moreover, increments are
based on such recognized variables as inflation and changes
in the number of students served. In short, theapproachls
politically attractive because it avoids value-laden issues
such as state priorities snd educational policy. It is popular
with institutions use it does not provide an inherently
~ strong framework fod accountability. Performance factars
seldom if ever di determine the level of allocation. -
Finally, the approach rarely upsets the distribution of funds
_among stafe institutions, a distribution deemed equitable if
for no other reason than tradition. Sniping among institu-
tions is not hkelybooccurwhenthebaseisesmblished
given and when the increment is calculated from fac::S’
generally gpplicable to ali institutions concerned.

When judged in terms of the principles that we have
developed in our discussion, incremental budgeting emerges
as a workable, though far from perfect, solution. While it
distributes resources with relatively little fuss, it is not a
particularly useful device for translating plans into actions
or for promoting accountability. This budgetary approach -
rarely makes sfate priorities as clear as they might be.
Although this method seldom jeopardizes the base, it does
not eliminate uncertainties regarding the increment. :

It should be noted that incremental budgeting does not
itself enhance or impede an institution's ability to foster .
conditions under which joint supply ogcur. More immediate
factors include the level of budgetary detail and the extent to
which accountability is viewed merely as an institution’s
capacity to keep fiscal expénditures from outstripping

. Ly
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resources. When the budget and its framework for account-

. ability become detiiled and rigid, institutiogal managers

have little opportunityto develop some obvious opportuni-
hesforpmducingmnlﬁpieoutemnesthrough)ointsupply

FormulaMgeﬂng o ”
Formula approachestohigher-educaﬁon finance .
received considerable attention during the past 20 years, -
* Litérature on formula funding grows more extensive each
. year. In the midst of all this attention, however, one senses
L ‘anincreamnglackotclari regarding what formulas are
to do, what their characteristics ate, and how they . -
N mtepoﬁcylnswadthefocushasshifwdtothe'
m_eehanisﬁc'"ﬂwmformuhsbemauredsothatthey
, .~ keep revenue coming in while still remaining p
" acceptabie?” States to tinker with exi
7 -andto see what might be borrowed from ‘er‘stateetooo
_ .md{own@mediatepmmansmere
literatureofafundamental |

‘shquubedwebpedmmeacmregtsmeedumﬁmﬂoﬁec-
tives Apraeqtﬂsitefm'mysuchesmentisan grenesy

thetermformulaasrefening ‘

tomobjecﬁvepmcedmforesﬁmaﬁngtheﬂam
-budgemy requirements ts/of a college or university -

Aruitoxt provided by Eic:
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- Wamnm Pickememployusimﬂardmmmwhenhemws
that formulas are

’ amathemahcalmeansofmhtmgthewm'klmdofa
public ‘institution to its State appropriation. Function- - . .
ally, statewide formulas are the‘dridge between costs

.Mmrﬂmd%nﬂyﬁs( orical information which -
. determines relationships be eenprosmnmandexpen
~ ditures) and the State budget (the document which: -

. containsthe'appmved&veiofupenditmu) [1981 P8 °

A!though the above deﬁni&hns describe the quanﬁtative' -
dimension  of formula funding with sufficient precision, they -
donottakeintoaceotmtthemmextinwhichformulés
actually ‘function. :Richard Meisinger is not alone when
- he quarrels with the formal character of Miller's defini- -

: .ﬁm,thembymmdlngusthﬁtfwmulashﬁveafuncﬁomlf -
-‘dimension L

a7

Yo Onthesarface afn:mulaappeatstobenothingmore AT

| , than a' mathematical relationship which states that L.

under certain conditions [e.g., & lével of enrolimentfan R

L institution will receive X dollars from the state. In fact, -
o aformuh:saeombnmﬁonofeechnksljndsmentsmd

poﬁﬁcqasbmnmmuse;hefmmuhlsasetd | ‘
. :guidelines for the distribution of scarce: resources - .
- amougoemgehnginsﬁm&ans e is a considerable "~ = -
a?\mt “of self-interest reﬂecte??n its es&bliahmen{ -
- and use. [1975 P2 S
L]
In other words, Me )ger argues that the ”mathemabcal
‘relationship': central to the formula is arrived at not
by analysis of objective data or temmgments alone
" but by analysis that is leavened by liberal amounts of nego-._ " .
tiation and political agreement. Noonewhohasobserved the . =
. formula process in action could quarrel with {he manner in. / .
~ which Meisinger has broadened its traditional definition. C
With respect tq their structyre, formulas have twa basic .
forms. The first calcu&(es allocations by multiplying some
work-load measure (such as the square feet of space tobe - .
majntained or the numbel' of student credit houm) by a rate: . .

. : N
. -
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thatmybeeithgtmﬁveenegoﬁatedoruadiﬁomw

4mpted)ormdyﬁuﬂréuived(amchﬁalilmtm E
~on cost studies). This method can directly*transiate base

factorsintodollats asinﬁ&mebfmdmtmdnhm

e
"SCH"‘scn.

.-
)

It can also introdwe an iutermedhte ‘step whereby work-
load measures are converted into fesource needs (such as the
_numberoffauﬁtyj,towhichdoﬂarsmthenaﬂached

FTE FAC $
 SCH FTE FAC

S-SCHx

. * .
Itisf ttoreeopizethatchooaingbetweenthesetwo
alternafives is no mere accounting decision; it is a policy -
' dedaiono{mﬁdemb’leconaeqmee.Amndm%thodfor
\fstmcturing&i«muhe&bﬁshuabuefmkeyfuncﬁm
such as instruction, byemployingonegtheappmches
described above. It then funds other functions, such as
administration or libtary services, as 8 percentage of that

° s-ms“xmbéase)foradmmmﬁon \
¥ Y9 (base) for library | -

Here, too the structure of the formula holds important
policy implications.

It is instructive,to note that the mes that “drive”
'formulasarepxactlythesameone; t determine the size of
.the increment in the incremental bu approach. These -

factors are typically the number of students served or the
_price of certain resources. When considered in this light, the
~ differences between formula and incrémental approaches

become more proc&ural than substantive. True, formula
‘ appmachesdomaketheslgm'xthxqsforrpsoui'ceam&m
quite explicit, while in theiincremental approach, the pro- -
cedures remain bothmore implicit and more variable. This -

. Loy e RN . P L. 1,
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 difference in form, however, should not ob&ure the fact that.
both approachés are very similar in substance. -

Although neaﬂyaﬁapproachestobndgeﬁngm mher
ently bureaucratic in nature, the formula approach allows

states fo regularize the decisionmaking’ process. Indeed,

formula funding represents an effort to streamline a process_

that occurs on an annual {or in a few cases biannual) basis
.and incorporates virtually the same factors from year to year.

Anocaﬁonsaredetermmedﬁxmughmeappﬁcaﬁonofcare-' A

fully prescribed policies, procedures, and decision criteria.
Formula funding is, in short, a procedure for handling deci-
sionssothattheymnnothavetobetreatedaneweachﬁme

they recur. It indicates what factors will be considered in -
calculaﬁngbudgetrequestsandhowth&efactorswillbe. :

‘incorporated into the formula.

The high degree of bureaucratic ptocedm'e characteristic
offormulafundingserveatohmitthemleofpoﬁﬁcswhen
-actually allocating resources. To be sure, decisions surround-
ing the original construction of formulas tend to be political
in nature, sometimes in the extreme. And with good reason;
decisions made while structuring formulas will affect. the

participants for many years to come. In this respegt, reaching.-
agreement on the structure of a formula is similar to negotia-

tions surrounding'a collective-bargaining agreement. Both

processes are highly political. Once concluded, however, the

agreement prescribes standard operating procedures for all

parties. Upon implementation, the emphasis shifts from

determining the procedures to living by them. -

. Formulas share many of the strengths and limitations of ‘
other bureaucratic procedures. They make explicit which

factors will be considered in the decision process. As a result,

focus is directed at procedural variables, although these may -
not be policy variables that reflect in any ditect way state |

purposes or piorities. These factors are known equally well -

to all participants. In this respect, they improve communica-
tion and enhance the efficiency of the resource-allocation

process. InthewordsofMeisinger these clearly defined -
factors "establish the areas of discretion afid the limits of _
debate’”” {1975, p.-7). Meisinger continites by foting how -

e
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fmmuhamnabiﬂtytomdmmmemmintym;he
decision process..Formulas reduce the complexity of budget-
ary standards, provide an agreed-upon framework for dis- .
cussion, establish limits for additions to or deletions from the
* budget base, andp;ovzdemoﬁuﬂvebamfordewmming
institutional 'fair shares” (p. 9ff). In other

' carry with them the aura, if not the reslity, ofequiub!e

treatment. Because budget requests for all, tions are -
‘calculated according.to the same procedures, the process
itself seems evenhanded. The hidderf assumption, of course,
isthatthevalueaandpohcieﬂmpﬂcitinmepamessm
themiselves equitable.

'As with many bureaucratic procedures, stréng(hacan .
" also be perceived as imitdtions. While formulas are designed

_to be equitdble, they can also level institutional quality.

- Although they do limit the role of politics in resource-alloca-

tion, theycanpetpetﬁateoldvqluejudgmentsweﬂpa&!he

- time when new ones are called for. The very stability that

formukscreatemsyinﬁm&hardenmfoﬁsidity

BeumfmmuhsmbnmmﬁCpMmform d

mgoutdecisiomthatwemmade-attheﬂmetheformulns
were constructéd, it is crucial to ask whetlier those decisions -
reflect current realities: Irr short, we nitust recognize that for-
- mula funding has historical roots. Many if not most formulas -
date from the 19505 and 1960s. They were devised to enable
the state and'jts institutions to cope with the flood of new
students, a very reasonable objective given the conditions
prevalent at that time. When these formulag were originally
constructed, two staté purposes wete uppermost in the
minds of state administrators: (1) instifutions should be
funded adequately and be given sufficient resources to
accomplish their increasing work loads, and {2} institutions
shoul¢ beé funded equitably, with different institutions being
-given equal suppert for similar activities. Both purposes
reflect an underlying presuntption of growth.
 Although conditions havée changed considerably over
the past 20 years, thebasicstmctureoffomnhshasnot
_ The fixed procedures chamcterisﬁc of formulas and other
- bureaucratic mechanisms are dmigned to funcﬁon ina stable
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‘environment. They have legt : onlysolongnstht‘zdecxo *

sion criteria imbedded in them valid. When condi-

tions, ordeambleresponsestothoseeonditions, changetoa ..
_significant degree, then the procedures must be restructured -
accordingly. In most states, however, formulas have been -

onl idarginally over time. Coefficients have been
chwdﬁ:ﬂhasbmadded,mdmherchmgeshave

been made that do not alter the basic structure of formulas .

and, by extension, do not challenge the ﬁuderlying assump-
tions and decision criteria incorporated in‘those formulas.
These modifications have had the effect.of elaborating, not
* _ redizecting, the resource-allocation process. .

Asa result, some formulas originally designed to respond
 to increased student enrollments now provide incentives to
create those enrollments. New students are sought not
because they are there, but to e#Sure the flow of doljars into
, the institution. Many educational systems are now operating
" as if the primary, objectlve from the state's perspective were
. the expansion of access for individuals of all kinds, This in
turn creates incentives for institutions to:

1. Reéruit and admit students who previously would
not have been admitted (t.hereby lowering admzssions
standards} -

2. Approve credit for courses that were previously, non-
credit courses {thereby lowering academic standards)

- 3. Retain students once they are admitted {an admirable
objective when not accomplished through grade infla-
tion and reduced academic standards)

4. Proliferate” programs in an effort to respond to the

'interests of morg potential students

PR e .

Tncreased public access to er education is not itself
bad. In many states, however, it bhs become an objective by
default, not design, Ideally, form should follow ‘strategy; -

that is, budgetary formulas should reflect state priorities and" .

objectives for higher education. In some states, however,
changmg ehvironmental conditions have created circum- -
stances in which strategy is now heavily influenced, if not

determined, by the formulas employed.
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o The presumption of continued growth under which
L * formulas were originally designed has proven to be wrong.
, * "Recognizing this has been painful for institutions and state
governments alike. The often devastating, effect .of this
presumption can be best illustrated by considering the dif-
.. ference between average and marginal costs. Most formulas
- reflect the average cost per student, which is calculated by
~ dividing total costs igy the total number .of students. The.
"~ assumption is that additional students will each cost the
institution an additional “average’ amount to educate.
+ Marginal-costs, on the other hand, reflect the “extra” costs

associated with adding an “‘extra’’ student. By reflectipg that .

‘- portion of costs that varies by the number of students, the
'. * . marginal cost more closely represents the actual financial o
.experience of educational institutions. o T

> Typital cost cusves for both approaches are depicted in"
figure 6. Because institutions do experience some econiomies
of scale, marginal costs tend to-be lower than average costs _
over at least the lower end of the enroﬂmmmnge. Undera e
typical formula arrangement, an institution will reteivex *~ |
. number of dollars for each additional student. The lower / 5
' marginal costs incurred by the institution result in financial
 slack under conditions of growth. This slack has historically
allowed institutions to achieve edditional state purposes,
such as higher quality and program diversity, within the

S

limits of the resources made available-to them. SN
. - The passage of time, however, has left us with merely the*
tangible. Formulss are transmitted as written hieroglyphics,
but the passing yéars have eroded our understanding of -
the conditions that prevailed and the purposes that were
,  pursued when those formulas were designed. Presumpgtions
of growth led institutions to expect the financial slack they
_ enjoyed due to the difference betweermraverage and marginal . .~ .
_costs; Howevet, under conditions of decline, this slack -
becomes a shortfall. ' When the state subtracts x number of
dollass for each studegt that the jnstitution nolonger énrolls,
the school may enjoy only masgingl savings, and bence a net
_ financial loss. Recent tonditions of decline’ have proved
- difficult for colleges. and iniversities precisely because the
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o S;-aSLaek.under‘conditimsqu IR TS
o Shortfallundercmxditioﬂ&ofdeclim B

. budgetary mechanisms in place oyemfe under e ti'rely dif-
ferent presumptions. This recent experience is encoursging
. some states to radically reconsider, notmerelymodify their
approaches to formula funding. = .
As shoulqd be evident from our discusmon of formula
funding, this approach to the multipurpose component of
-the budget does very httklolinkstateplansandwonﬂes
with real actions and initiatives. Indeed, it may create in-
centives that are contrary to state objectives. Likewise, it
* does not provide adequate fraimeworks for accountability.”

Relahvelx little data that measure performance or the
, achievement of state purposes are incorporated directly
~. + into formula calculations. Indeed, the-basic -performance

‘measure ‘utilized by formula funding—the numiber of'full i

time equivalent (FTE) students served—is ohly an imiperf

proxy measure of whether the state institution is meeting the

tradiﬁonslobjectweofimpmvedaocess Instead, FTE cal-

culations compensate the institution for effort of work load

"t



-mthuthanthetotalnumbernfstatecitizenssewed Wln!e ;

N ~* -

there are legitiinate reasons for considering instructional

service instesd of access, they are: ncvertheless very different -

objectives.
Tthemphasisonworkloadsmtherthanoutoomens

'aboe\ridem in the way that efficiency objectives are factored

~ directly into formula calculations. Because cost factors are
. necessary components of formulas, efficiency in the narrow

technicalsensexsachxeMbyholdmgthueiucmmtoa

‘lower Jevel. However, the efficiency achieved is often

bought at the expense of reduced effectiveness.

Themannerin(vhichfoxmuhfundingtendstoappmh |
aqcounmbﬂxty has implications regarding governance |
arrangements. Most multipurpose formulas become more °

specific over time. Modifications in the formula structure
attempﬁoreplicatetheactmlupendimre of ingti-

tutions. AS d result, many formulas move & ayfromthe.
simple, base variable of FTE students and incorporate new
distinctions by course level, and then by major. Likewise,
thiere is a tendency to break down the coefficients in the - -~
formula to reflect different factors of production (different. .

line items) and the varying rates at which prices change for
these factors. In the end, this transforms these
into a spending plan to which the institution is
able. This greater speciﬁcitycanresultingovemamerela
tionships that are more state dominated. While various
approaches to yesource allocation do not themiselves deter-

mmegovmnmamnments it is instructive to note that -

systems that approach the state-agency- model are those
likely to employ detailed formulas. .

| Asdemgnedmthe 1950s and 1960s, formulaswerestmc- -'
.- tured to achieve the goals held out for them: the provision of
resources adeguate to meet institutional needs on an equitable -

basis. In this respect, formulas were able to respond
adequately to a pasticular situation. They 'not, however,
begnahletorespondadequntelytpchany 'he twin effects

. oidmgmphicsh:ftaandeoonomicstagmﬁonhaveiomd

many states. to réconsider the concepts,” principles, and

objechvesatworkinthmbudgetarysystems.
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| Cbmparlm Mumpnrﬁe Approac&es
" Like so many first impressions, the formal distinctions

between -incremental and formula funding are in many -
respects deceptive. Because they can be easily distinguished,

. “the two approaches are often treated as alternatives having

little or no common ground. Although conventional, this -

view perpetuates a distinction without gubstantive differ-
ence. Both approaches, in fact, have much incommon. Aside

from the necessary requirement that they both provide the

framework necessary for calculating budget requests, incre-
mental and formula approaches are similar in four other.

respects. - \

1. The factors used in determining the size of the incre-.

ment are the same as those that directly or indirectly
influence most formulas. These factors include the
- number of students, the price of resources, and effi-
ciency ratios (the relationship between the levals of

. .- ctivity or'service provided and the resources utilized).
As a.consequence, the same institutional incentives

obtain in either case: enroll more students, demonstrate

thntmourceprwesmhigher(inthecaseof tilities) -

__ - or too low (in, the case of faculty salaries), s  argue
"thatefﬁciencyxmpingeaonqualityorother

,2 gﬁh approaches can accommodate very, dif
levels of detail. They can function at a very aggreg
level, where, for example, dn increment is cal

"as a flat percentage of the base or where a fo
based on dollars per FTE student. However, both ¢a
constructed so that they require an mordmately i
gregate level of detail.

approachhcrnfome thestatetoallocate ré
it doesn’t have. The two budgetary approaches
requiré the state to implement redu in di
ways. In the case of the incremental
makes the increment mﬂ& ér
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%resom to iunding institutions ata percemage of the

4. Nexther approach to muthpmpose fundms repreeents
‘a particularly good framework for accountability.
o Although designed to provide institutions with the .
AN . corefundingnm&rytoachievemulﬁplepurposes
R neither budgeta 'appmnch is able to monitor whether .
Tt osey; ie adequately achieved. Whatever
attention is accory toaccqunmbihtybeeumesfocused
.- onaccéssand effich cy,ofmntotheexclusionordem :
o 'mentofotherpurpwes .

| | . This is not to say" that incremental and formula ap-'
S . proachesdonotdxffer buttosuggestthatthexrdnffereneeshe i
S 4 in areas not often . The trulyimportant distinc-
% ® -7 tions becomeapparen henweconsidernothowbudgetaxy.,
calcuhﬁensmmadebuthoweachappmhhmﬁonsmw N
- 30 qrgmmﬁonal and-political context. '
*The formula approach makes ground rules uplicit It
5 also removes undertainty by allowing both-state and institu-
' nazw administrators to determine what the budget might be -
en certain future conditions. In this sense, formulas
serve as a "‘contract’’ between state government and post-
secondaryinstxmﬁma.ﬂoweva. thepnng_beneﬁtmaygo '
- to state ixistitutions themselves., serve to stabilize -
" the distribution of resources among individual campuses.

) Anycbangemproporhomldistributionmustdeﬁvefmm~
changes in readily understood variables rather than from the
lobbying power of favored institutions. This has the effect of ’
confining-politics to the design stage. As long as the formula-
stays intact calculations remain a technical exercise.

. Although viewed positively by adminjstrators, limit-
v ing politics can also remove r consideration of state
Z/ _ priorities from the budget process. )

) Incremental budgeting has its own way of reducing‘ ‘

uncertainty. In all but the most dire circumstances, the base

level of nndszii isnot threatened. Uncertainty is confined to
" the siz€ of the and the rationale for it. Once imple-
mented, formulas become rigid structures; adding a new

. variable requires, in effect, a renegotiation of the entire .
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contract. In this regard, incremental budgeting is much more
-+ flexible. A wide variety of state purposes can be reflected in -
the rationale for the larger increment. This makes the incre- -
mental approach more susceptible.to politics but also more
- responsive to changes in state priorities. .

LA _The Single-Purpose Component

Although states allocate the vast majority of their ° - ’
support for higher education through the multipurpose com- . - . o
ponent of the budget, a significant portion of state funding is
determined apart from the core or outside the formula. Thé -
 special-purpose component enables states to pursue specific

- objectives and meet high-priority needs. That these two

- components have.very different rofes is, however, -rarely
tlear in the minds of most administrators. Inistead of support- -
ing \important yet limited objectives, the special-purpose .
- component often  as a convenient way of sidestepping -
udgetary restrictions, Good rationales can be presented by _

o state and ingtitutions alike for either increasing or = .

« decreasing the role.of special funding. However, itsjidicious =+ -~ -

- and appropriate use requires that all parties understand what - R
special-purpose approaches are available and regognize their . + . .,

. strengths and weaknesses. We will consider three such -

. approaches. U O S

. I - .
. Base-Plus-Increment \\pproaches '
| Widely used in suppprt of multipurpose functions, the .
. Base-plus-increment approach can also be used in a single-
purpose context, Thé incremental approach is particularly
suitable when an activity is ongoing and when separate
. » funding for that activity serves to differentiate the mission of
the institution performing that function. Such allocations
typically support a single unit or program within one-institu-
tion. For example, it is likely that one particular wniversity
campus manages and operates the statd's educational televi-
* sion system on behalf of the entire state sysjem. The teaching -
' hospital at the'medical campus obviously has special needs
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- * that cannot be met by systemwide funding. Moreover, - |
* " public-service activities must bé tailored o specific needsof ... o
the community surrounding’a particular institution. =~ - o
Because the incremental approach to resource allocation = /‘ '

can be used in both multipurpose and special-purpose con- - - a

texts, the decision to treat funding forscertain activities or . -

e programs as scparate items is in essence an accountabili
s+ ' - decision rather than a resource-allocation decision.
. '+ - treatment allows the state specific oversight on both a |
_ cial and program basis. Obviously, it is easy to cz this
& .. parrangement to an extreme. Treating all institutiondl pro-
. grams as singlé-puipose rather than multipurpose activities
y .. would indeed create not only a line-item budget but also
. a governance srrangement very close to the state-agency
Y model. Used selectively, however, the base-plus-increment
* 7+ ¢ .gpproach is a reasonable one. - | A
I " The flexibility of the incremental approach makes ita ..
+' - particularly attractive option_for special-purpose funding. ,
s L A However, }hisﬂexib?ﬂtydoesmctapﬁee. Because decision
‘ - _cﬂterinmndtspegiﬁed, annual in the budget for :
certain programs remain uncertain. ing the fundingof -
' certain programs or activities can also reduce jointsupply .
. conditions. This in turn can ultimately translate into higher
""operaﬁngbostsfortheinsﬁm&on.vmmmagpﬂcaﬁonsd
the incremental approach, accountability mechanisms must
be cteated separafely from of added ttx the budget process.
Failure to do so inevitably reduces accountability to mesely
Fmanéialtermsandmtdctstheaﬁ!mtionthatcanbe_:'
directed to performance eon%t_iemtions. -

Categorical or Competitive Approaches T
B A second way to allocate fundsfor special purposesisthe
.. competitive or categorical grant approach. The state specifies
_ the purposes it wishes to accomplish and provides guidelines
. for those applying for the special-purpose funds. Applica-
,'ti.onsareratedby‘areviewpanel. usually against a set of -
. preestnblishédcﬁteﬁa.'l‘hewmﬁngpr@omharefundedin

rankorderdowntoﬁthe point wheremﬁmoneymnsout. L \
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This approach to special-purpose fundmg hag several
advantages. The state is able to be quite specific about which
puxposesandobjecﬁvsitwishtoptusue.lntum,pro—

. gram directors at institutions are clearly aware of the goals

gran _
“integral part of their operating budget.
~ provides a straightforward and effect

that they must meet. Moreover, this approach provides a

clear separation between ongoing multipurpose fundingand

short-term special-purpose funding\ Recipients of these
ts are not likely to mistake catégorical funds as an

al approaéh also
( e framework for
accountability. Although accountability ddta per se are not
an inherent part of this allocation process, both the statement
of purpose for the categorical program and \the evaluation

If it is well designed, the categor

* . criteria used to select winning proposals este clear
expectations and goals. In essence, this vork for
accountability derives directly from the design alloca-

promised in the beal. In many instances, gctual t-

-Forinulg Approaches

tion process. The project is expected to accomplish what was

allocation process. -

-

Formula funding can play a significant role in the

special-purpose as well as the multipurpose component of- -

the budget. In many respects, formulas are ideally suited to
promote specific and important objectives. They can provide

~ positive incentives for achieving these priorities and¥can

offer accountability as an integral component, For example,
if the state places high priority on in¢reasing trained mane
power in specific occupational fields, it may turn to capita-
tion formulas that allocate funds on the basis of the number

of degrees granted in those areas. Not only are institutions

rewarded for responding to state priorities, accountability

. data (in this case, the number of degrees granted) are a
- necessary and integral factor in calculating the allocation.

LR 3 |
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funding:theyargdesisnedtoaﬂowemouminawaymat
directly reflects specific, state priorities and that includes
appropriate mechanisms for accountability. | .
Although states have made little use of capitation grants
. “to promote education and training in certain occupational
% . fields, they have ‘employed the method to compensate
| - ,private colleges for their educational efforts. New York
state’'s Bundy Aid Program is a prominent example of this
arrangement. This program is designed more as a support
. : mechanism for private ingtitutions than as a program .
DR specifically intended to develop trained workers or an
: educated citizenry. Nevertheless, implementing the Bundy
formula translates this objective intbs an incentive system for
.- institutions to graduate students. In this case, the account- . - - :
T “ "+ ability mechanism is again an integral part of the allocation.
, ~ While formulas seem particularly well suited to many L
e - single-purpose applications, it is surprising how few
< examples can be found. That these applications go ware-

 ~  " Such arrangements fit the ideal criteria ofspedsl-parpose

is a plausible but unlikely explanation. Even sfafes © ~ ,
tht use formulas for their multipurpose component often . * o
turn to base-plus-increment approaches for specific pro- f
", .grams and activities. This situation reflects an outlook also
.- common in multipurpose funding. States-have adequacy’as
“their primary objective. They wish to provide sufficient-
funds' that will allow institutions to carry on certain
' programs or ®perate certain facilities. This emphasis on
P means and the consequent disregard for ends or objectives -
| ) * become particularly counterproductive inwepecial-purpose ! \
funding, where fpt\:tcb'mes are the self-evident reason for | =

\ allocations. SR
e McwigStengtaandWeakesses -

T As should be evident from our discussion, there is no
, .necessarily right way to allocaté state funds to institutions of
. 7 higher’ educatign. Different approgches have different -~ .
' characteristi¢s. If one is to assess adequately their strengths <

- and weak?ses, one must evaluate approaches with respect - oy
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to sound budgetmg princxples and the organimtxnnal and- .
political context in which state funding operates. The follow-
mgsummmmthevaﬁousapproacheswehavediscussedin
light of the'concepts and pnnciples developed m the
previous chapter: .

A A, THe Multipurpose Componént |
, . Inctemental approaches = - o
* Allow flexibilitysin determmmg the mnonale for @ o
. Jincrements ° ' T
. Maintain integrity of the pase

* Do notinclude aeemmtabxlity factors asan integml

qompnnent
[ *® Retammuncermmtyfromyeax year

el " J¥2: Formula approaches . e & .
: * Make decision factors; e:phcxt o S
- .+« s Reduce unc £ " C.
e e . Inhibat flexibility, not eaﬁiy adnptedo to new
. " Include few accouqtabjhty “factons as in,tegral :
- components, tend to sitew focus of sccountabﬂxty v
B ThesmglePu:poseCompopent Lt ,
" * " L Incremental appreachess® . - / ‘
' ~® Provide appropriate funding mechamsms for
. ongoing single-purpose activities . . .
. ® Allow flexibility’ \ :
* Do not specxfy deasion criteria; yearly budgetary"
.. ch remain uncertam . :
. ;‘g t make accountabxhq factors explicit; create '
k atendencytofocusonﬁnancml ratherthanperfor--
{mance agpects of accountgbility .
7 tegoncal or competitive approaches . o
. ' ) M’é&mb;echves to be pursued explicit’ i
.«-7 * Provide an inherent framewprk for accountability, -
| * although perforrnance dats are not mcorporated -
o ,,".%-:{.}:“' into’allocation process .
R Involve considerable judgment in selecting
T -,/ 'winners"; require eareful attention to maintam
M ; mg the mtegnty of the systegl
769,
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ﬁme oxgtm:&mmecﬂves
.3 Formulaapptmches S

. Allowoiyechvestoﬁemadednexp tpartofthe
formula - . i1 -

« Incorporgte- acccnntabimy factors {performance

4

H

Sl < data) as an integral part of the formula.

o Makedecisioncntedaexplicitmdrigxd —
o Reduceﬂexibﬁhy BV SN

'l‘hea rqacheswehawdimmedhthischapterare |
customarysoluﬁonstostatehvelﬁmhdngothigheredm .

"« _tion. However, the economic and demogriphic realities of

" the lmhavefomedboﬁhmtesmdwuﬁonstomcog -
nizethatanewgmemﬁonofsoluﬁomianeededm,atthe_
verylens&greatuwiﬁbmmepplyingmmadifyin;these :

customsryappxmches.lnchewttchapterwewndderv -

- some of these new responses.
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Budgeting in the 1980s:
A, Respondmg tb New Réalmes

.-

‘The passing of one genemﬁon has brought new coneerns i
, 'tohighereducaﬁonwhﬂesim& challenging
amﬂdmpomﬁel%mc%etbem |
Two decades ago the issue was accommodating the flood of

new students; now the concern is recruiting enough students | .
tomaintainthefmdinghae'ﬁenthehsmwasbﬁlding' )

enoughnewbuilﬁngstopm\ddechssxwmmforthe\ AN

flood of students; now the problem is finding the capital
- fupds necessary to renovate and repair all of those buildimgs.
" * A generation ago universities scurried about to educate and . -
.recnﬁtenoughnewfacukytoteachthe'burgeonmmxdent
ymlhosenewclassmoms, today’s challenge is to main-
ipfthe professional currency and vitality of faculty enticed
- o the academy during the boom years. Economic condi-
ﬁdnshavclikewisechanged in some states dramatically.
exacerbates. the difficulties that colleges and univer-
are having in adjusting to these new conditions. . -
l’orbudgeﬁngtoremineffective it must recognize and .
w=  accommodate these changes. Looking back over the years,
-, 'some of us might question the wisdom of our ekders.
. However, s Robert Frost reminds us, *’Most of the change
wethmkweseemhfellsduetotmthsbeinsinandoutpf’
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" favér.” Higher ﬁﬁm respondeq agpmpriately to the’
- .challenges it faged .

decadesago. Those *'truths’’ havenot
beenpmvenwms'thepassageofﬁme.bowever,has

~ rendered them inappropriate for today. Our error-lies in not_
. adapting to change. Sevetal ‘basi¢ assumptions underlying *
customary approaches 6 resource allocation are no longer -
- valid in our new cimt‘mstamea
. challenging those assumptiong; ‘others have discarded them
as they search for tenable alternatives. : -

Somt:statesareonlynow

Perhaps the most impoitant of ‘the. tratitional lssnmp«

tions was that state revenues would steadily increase. Thus, °
suceessxvegenemﬁomofbothndnﬁniamtorsandmgislam "

expected that higher education -would continue ‘to get its

- slmrofmever-hrgerp&é Thmecnmlhﬁesfonowﬁ'omthns :

assumption. Each in its own way has contributed tp.a legacy,’

£ of highet—educanonﬁmncingthatnowﬂnds.linthelgsw

many unwilling heirs>

" The fifst of these corollariés is that last yeer‘sdllocatidn
is the absolute. minimum to be expected-fmm,the state this
year. In other words, once ‘established, the base qllocaﬁon
becomies inviolable; This has been true whether {lie base was-
cglculated by an incremental or formula approach. When the
numbei'ofamdenmhasdecfeaqedtothepointthnme
formulahasgenemtedfewerdo&latsthgnmthepreﬁous
year, institutions have generally found ways to.avoid actual
reductions in state appropriations. Recent research indicates

that states place priority bn mainitaining funding floors under

institutiens that are losing students in preference & increas- -
ing funding" levels to those that continue to grow (Folger

1982).

The second corollary is that even if an institution is not -

| experiencing -growth, it cansexpect increases in .appropria- -
.tions to offset the effects of inflation. Under'the incremental “. -

/- approach, admiinistrators could always argue for an increase

due to the higher copt of goods dnd services. Under the
formula ‘approach, they' could likewise argue that coeffi-

of inflation.
The third corollary contrib\tting to current’ resourcer
allocation practices concerns enfbllments. If more students

) .,
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' énrolled at an institution, the state was expected to provide
additional funds to-sybsidize their education. A variety of
. elaborate procedures have been devised te determine the
size of this subsidy. These procedures have in common one
- basic feature: they are baged on the economic concept of
- average costs. In other words, the subsidy for each additional
- student equals the average cost of educating similar students
.- with commonalities such as major, level, and degree of full-
~time equivalency. Again, this assumption has prevailed
, regardless of budgetary approach. In incremental funding,
. more students have traditionally me¥ht a larger increment.
~ ¢ In formula funding, the most important dependent.variable .
in the equation {the number of students) was increased,
. Jheréby jncreasing the independent variables {the dollars

¢ | requested). - ) & R
| A generation ago, higher education was a growth in-
dustry. Managing growth is not only easier and safer than
» .managing decline, it is also something most higher-education
. administrators learned how to do through years of expe-
~+ . nmence. if a mistake in judgment or an error in resource
" allocation was made, it could be rectified the next year using
-additional” funds. Moreover, in periods of growth, the
- average cost of admitting an additional student is greater
than the marginal cost. Since institutions Were receiving
- funds ‘at an average-cost rate and expending them at a
marginal-cost rate, they acquired a pool of discretionary
resources. Schools could tap those funds to maintain quality
and accommodate growth simultaneously. Expenditures
; On new progranis, new equipment, and more competitive
faculty salaries were not.seen as mutually exclusive options.
~ 7 These assumptions are far more than a contagion that in-
_ fected the resource-alldcation process, or vague notions that
informed its context. They have been woven into the very
~ fabric of the funding process. The incremental approach
. utilizes, as a fundamental tenet, the ''base-as-floor’’ assump-
~ tion, on’ which rest all rationales for larger increments,
. Form even further. Their structure is such that these
- assumgpltions\are built into the calculation algorithms them-
, : t, higher education is faced with the legacy
of a growth mentality. Through experience and habit, this

.
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mentality has been instilled in.educators, administrators,
and legislators alike. In turn, it has been embodied in. the
procedures and mechanisms they utilize to determine levels
of support for state colleges and universities. '

_ ‘Fundmnenta_lchangeshwecometothebudgqtarytrédi- S
tion upheld by these assumptions. Higher-education institu-
‘tions and state governments are both still struggling to make

fiscal sense of their new situation. Chariging enroliment
patterns are among the most impartant of the new realities
facing higher education.-A new generation of students has
entered the academy. Their numbers have declined, their -
demands have “shifted, and -their characteristics have
changed. Most readers know these facts sufficiently well
that the entire litany need not be repeated. The point most
important for us to recall is that growth in student enroll-

ments has ceaséd at many institutions and is exhibiting

. actual, even substantial, decline in some. In those cases

where the actual number of students served has not de-
clined, a greater proportion are attending; part-time rather

than full-time. In short, the engihe thit has driven much of

_ the resource-allocation” process for more than 20 years has

slipped into neutral and, on occasion, even into reverse.
The effect of declining enrollments on state allocations

. has been both substantial and widespread. In many in-

stances, decline in enrollments has ekceeded the rate at
which formula coefficienfs |such as allocations per student

have increased. This has resulted-in a net decrease in the
. level of funds generated through the formula. In the case of

incremental approaches, -the most palatable argument
administrators could offer for a larger increment has disap- .
peared. From a managerial perspective, the absence of . .
growth harbors a further problem: the élimination of discre-
tionagy resources generated by the différence between
average and marginal costs. The economic margin of safety is

 being shaved finer and finer. For most statds and educational

institutions, the change is not a short&tm'm aberration, With
detlining enroliments being the new, relatively long-term
norm, riding out the storm.is no longer a viable option.

A second major. perturbation affecting the resousce-
allocation process has been inflation. i has sspped the

[ S



e

e ey

Vie -

¢

purchasing power of inatitutions faster than transfusions of
funds from the state treasury could replenish it. Not only
- have prices increased rapidly, some of the largest increases

have occurred in such peripheral areas as utility costs. As

a result, faculty salaries have not kept pace. This has en- -

dangered the most important.of higher education’s critical
resources. Many of the gains made in this area { the early
1970s have been lost. Neither formula factors nor inflation

~allowances in incremental budgets has been sufficiently
.. large to allow institutions to maintajn, let alone enhance,

faculty quality and, i tum, educational effectiveness.
- Experlence in recent years suggests, however, that ram-
pant inflation is not necessarily permanent.’Its destructive

force has been blunted, at lﬁast temporarily. Nevertheless, |

the timing of this major inflationary binge exacerbated

| . enrollment-related problems. If nothing else, our recent’

experience with long-term inflation and the inability of states

" to compengsate for it dispelled any notion that inflation was
“potentially a good thing. In the short run it served as a con-
_ venient excuse to boost formula coefficients gnd expand the . .
~ base. Nevertheless, increases in revenue not keep -

abreast with expenditures. In time it became clear that infla-

' tion made everyone'a loser.

The third and perhaps most severe shock to the budget-

ary system has come #s a result of general economic decline
in many states. The capacity of states to fund programs and .

provide services at customary levels has been severely. cur
tailed. State revenues have not expanded at a pace equivalent
to the-rate of inflation. Consequently, the purchasing power
of states, like that of institutions, has diiinished. This has
worked a particular hardship on higher education. Unlike

- "™ other major recipients of state funds, state colleges and

tion levels. For example, ~and sex
hools in many states have aid-formulas embodied in

3niversities are not protected by statutes that prescribe
statute. To change the funding. rate {the allocation per

. student), the law must be changed. Amending legislation of

this kind is aiways harder than changing a line in a major
appropriations bill, the only place where higher-education
funding is typically specified. In truth, higher-education is
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oftén the major element of Wm or controllable
portion of a state’s budget. Because so many other com-
.ponents are not controllsble, such as pension payments,
welfare, and elementary and secondary schools, an inordi-
nate burden falls on highet education during hard times. .
With many states experiencing revenue. constrains,
institutipns have found growth to have hecome a aubstantial
burden. A generation ago, incentives were provided to in-
_ crease enrollments and thereby increase revenues. Such a
strategy, however, can now easily work to an institution's
disadvantage. Quite ?simp!yplS\.state does not have the
dollars, it cannot distribute them-The argument that more

>

students require a larger subsidy carries little weight in the -

face of these obvicus constfaints. Under such circum-
stances, growth not only results in no gdditional funding, it

* spteads previous allocations over. a larger number of -

students. . ‘
" 1f these shortfalls are not compensated for, inadequate
faculty salaries, larger classes, reduced library acquisitions,

and poorly maintained equipment and facilities are among
the, many "efﬂc‘iencies'*?*fpwed upon W
turn, these measures are translatedsinto di ed values’

for formula coefficients or into depressed base levels from

which increments are determined. Limited revente is often

judged to be a short-term problem. However, in the manner

we have just described, these constraints can become em-

bedded in various mechanisms andl procedures for resource

allocation. The consequences can be both long-term and
.- widespread. . - | :

Faced with these new realities,jnsﬁmtions and state

governments alike have found little remedy in habitual or
customary responses. The clear and pressing need fmxgno-
~ vative approaches to resource allocation has prompted s8me
states to undertake creative initiatives. Somé of these

measures apply to the multipurpose component of the -

. budget; others areidirected at special purposes. Some leave
state purposes intact but change the ures or algo-
rithms for determisiing allocations. For le, some states
are consideririg a shift from averagé to marginal cost as a
basis ‘for calculating the core budget. Other approaches

. . -
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'vreflectachangeinpurposé maylead'foréxamﬂe to the

addition or deletion of ial-purposé components. Still
“other approaches may the balance between general-

_purpose and special-pu components. As will become

evidesit, these efforts sut where they adhere to sound
budgetary practice, reflect close lini® between planning and

accountability,. and embody clearly articulated - state

purposes

The Multipurpose Component

lniﬂal Reactions to Change

When state appropriations to higher educatlon must be
severely curtailed, govemment and institutional adminis-
trators focus their immedidte attention on the multipurpose

component. The size of this component is the most obvious
but perhaps not the most important reason. More to the point .
‘is that programs and activities funded through special

purpose allocations usuauy have clearly defined and
politically active constituencies. For this reason, single-
puspose components are difficult to attack. On the other

~ hand, the constituencies for the multlpurme component

are more diverse. The focus of their i is diffuse, and
they tend not to become politically m
This downward pressure on the funding base can quickly

be carried to an extreme. Institutions may find it impossible

to achieve simultaneously the many,state priorities they are
expedted to meet or have historically met. Schools can
accommodate funding restrictions to some degrée by im-
profing institutional productivity or effxcxency. This
depends, however, on the degree of organizational slack

- present at the outset. Once this available slack has been -

wmng out of the system, however, all concerned must
realize that certain objectives and priorities cannot be accom-

plisbed with the resources available, In the absence of

increéased funding, levels of on may have to be re-
duced in a variety of areas. For example, certain manpower

requirements or priorities may have to be scaled down.

B

..
2



oo~

Bnroliment limits may 'be necessary on certain programs,
such as engineering, to keep demand for the program within
‘the bounds of an institution’s ability to that degpand. R
A state may even conclude that im%of'msﬁm‘ T
| tional viability, quality, and access dreng longer congruent.
. -lfso,ghereremainnltermﬁves.Whenfaeedwiththis_rqaﬁfy, o
“Tennessee consciously decided to spread itg. available S
resources among fewer students. it resolved to forego the :
_ objecﬁvesofstudentaoeess-md‘choioetoq&ntainthe,
N viability and quality of its programs and institutions. Few
B states, however, take this particular cougse. They generally "
.. . « prefer to maintain the access objective and not expend -
LS resources on improving, renewing, snd sustaining institu- ( -
. tional resources. B L .
) When changés to.the multipurpose allocation become ' ;
4 whatever approach is being used inorder tomake theanswers -
- come.out right.‘Rathenhmhnplgmemfundamenmlahinw. .
 states generally make minor altergtions to current ; o
practice. Across-the-board redygtiony may be instituted. If * S
~ formulas are employed, ingtitutions’ are funded at some .
percentage of the formula. . i )
~ If the relationship between the state and its
institutions reflects the state-agency médel; red
be instituted at a more operational level. These can include
hiring and salary freezes, limitations on the use of con-
sultants, restrictions on out-of-staté travel, and deferred
maintenance of\the physical plant..Other reductions’can -
,significantly affect an institution’s educational effectiveness. |+
Faculty salaries may not be increased at a pace sufficiept to Vo
keep them competitive. Likewise, staffing patterns can fall
| into disaftay, with vacated positions terminated and needed
I additions_to faculty postppned or foregone completely.
- . Expenditures on books and periodicals are often reduced
g " disproportionately. _ : |
Unfortunately, the decision to curtail investment inan . \
institution’s critical resources-is usually made by default. "
Because investing in the future does not elicit vocal constitu- - \
ent support, institutions bow to more immediate pressures. b
When legislators and administrators lack the determination* - |

9 . 78 ' :
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‘1o find nltemative apd creative appmaches reducing fong—F
‘t&minvestmentincnucalresonwesmergesaslhepathof. :

least resistance. Its danger lies in its very convenience.

“Reductions that are the easiest to make dre the ones that
leave the institution least able to carry out its mission or te

alter or sharpen its long-term goals.

Hehangesmthecnvimnmentgétemqury any'

number of cost-cutting measures may

all, short-térm 'aberrations in. enrollments and revenues
. do occur. However,ifthexeateﬁmdamenchgnseqin
- key budgetary factors, then these "‘adjustments’’-should be

penodsofume WashingtonandOregon,for example, both
reduced support for their institutions to"the jpoint .where

. formula. This depressed level of funding refle: asigmﬁcaqt"
- shift in underlying conditions withdut an acpompanying

shift in state purposes and expectations or | ‘budgetary
philosophy and funding mechanisms., T
Sometimes compromises must be struck th

expectations and means. Although yninviting, oapproach ©

involves limiting demand for educational setvices. Among
the alternatives suggested by Wllliam Pickens (forthcommg)
are the following:

1. Raising admissions requirements for public postseoon—

dary institutions, thereby reducmg the pool of eligible .

participants.

~ 2. Ruling certain programs as ineligible for state subsxdy, |

thereby excluding nondegree credit hours from the

. calculation base. This, in essence, declares an area of -

instruction to be no longer a state priority.

3. Changing or reducing the mission and qufility of state

institutions.

Longer-term solutions may be more dtfﬁculk achieve,

but are likely to be far more rewatding Although often
avoided, one obvious solution is to establish new relation-

~ ships between institutional work loads and levels of funding.
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The close delationship betwéen teaching loads and siate
appsopriations has a-long history. Whether a state uses

" formula or incremental methods for determining multiput-

pose funding, incxsased teaching loads brought on by larger

enrollments have always been a major rationale for seeking . -
and obtaining increased state support. As noted earlier, this

. lends primacy to the access: objecfive. Moreover, this .

: ;assumes that if access is funded, other objectives supported

y multipurpose funding will ‘be accomplished through

' activities that will result in joint supply. -

.
. ..
. i

" The direct linik between teaching loads and funding has =

Tt ,‘ beenconstrut‘tdaround the economic concept of average
. ¢ wJost-In situdtions whéreenrollmentsand teaching loads con-

!

‘ .

£,

tinyed to grow, this average-cost relationship resulted in a
budget request that went increasingly beyond the means of
the state. In those cases where® enroliments gtabilized-or.
declinad, the assumptions fafled in a différent way, State

funding that proceeded on the basis of the access dbjective-

insufficierit with regard to othdf objectives. In particy-

- lat, institutional quality a even vigbility are not necessasily . .
. accomplished through t supply when instructional fund- . -

ing stabilizés or declines.

N As & result of these difficulties, many states have been

forced to reexamine fundamental premises. Several are '

‘taking steps to disengage. funding levels from strict linedr - ;

dependence. on enrollments These approaches differ in the
degree of change they propose, their conceptual framework,
their level of sophistication, and the degree to which they ex-
plicitly recognize state priorities other than student access. -

' e
Buffering and Decoupling *
One option exercised by many states is to place con-
straints on traditional instead of exploring

* alternatives that break significantly with the past. Thig has
‘the effect of loosening, not dissolving, the tie between enroll-

ment levels and allocations. Allen {1980) and others have

" labeled this approach asa ""buffering” arrangement. It serves

to insulate state allocations froin the vaganes of entollment -

shifts. In circumstances where enroliments are declining, ™

. “
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State Aliocations Linked toa Multijear Average of Enollments
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‘some states- such astnesota and Keziﬁzéky, héive used a

-multiyear average of enrollments to calculate funding levels,
This builds a lag into the funding decline, thereby preventing -

allocations from dtopping as fast as they would otherwise

see. figure 7). Administrators are allowed time to adjust to
the inevitable. In no way, however, does this change the -

- fundamental appgoach to funding. It does not provide a .

safety net for the institution no¥ does it broaden the array of
state objectives considered in the funding process.

~ Other 'states’ have .implemented a variation on this
approach, whereby funding levels can decline only a pre-

determined maximium per year. This policy holds even if |

declines in enrollment are precipitoys and would have
resulted in larger funding cuts under customary calculation

- procedures. Tennessee, for example, employs a corridor or

threshold approach. As Paul Brinkman explains, " Any engoll-
ment change that is no larger than plus or minus 2 percent

" élicits no change at all ip funding; and 2 percent is subtracted

from any larger change before the fuhding request is made
(for example, a 6 percent ghange is treated as if it were only

D
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4percent) I‘nFlonda the amount thatthefunding level may : :
.in any given year is restricted to a certain range irre- .

specﬁveofwhathappenstoenmllment” (1984, p. 30). We - - !
- should note that this approach has the effect of buying time =~
- but does not fundamentally 7the concepts on which
funding mechanisms gr2 based. C
Under circumstagces of enroliment growth, states may
. wish to impose ceilings and ¥ereby limit their funding -~
. liability. For example, states that face constitutional or
statutory limits on their expenditures can “determine. that
allocations to higher education may not exceed a certain
limit, even if enrollments expand. This Bas the effect of con-
trolling the portion that higher education réceives from the
\ state pie. {See figure 8.} - -
' Aware that enroliment declineg were forecast fog the
d 1980s and 1990s, Minnesota unpl ted an ‘‘enrollment
bulge policy”” in 1977. Under this arrangement, the state
funds its enrolimentg.at the 1977 level and does not provic{}
‘funding for enroliments that exceed ‘that level. By n ,
fundmg growth the state reasons that it will not be necessary )

o sz N
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o _ to rake such dmstioquts when decline occurs (seefiguxe 9)
ot Thns approach, however, willnqtmiugutethe-impactof
’ decline'should enrollinents fall below 1 levels. Presum- :
. ‘ably, an alternative tactie wouid have to mvoked atthat -~ ..
. 'time. Nevertheless, Minnesota’s initiative: is cant. - ’ :
It is one of a handfuqu states’ taking pteventive ; and
: pursuing a proactive ra,(her rnerely reactive ﬁnanci‘al :
+ = pelicy. .
g Decoupling repreagnts a somewhat different sway of
.7 insulating funding level§ from enrolizg
:  buffering serves to  loggen

th amountofaninshmﬁnn,saﬂocaﬁb:;,thatmgovemedby R
‘erirollment. Thxsisaccomphéhedbyaltering the striictare "'-‘.‘;‘f ¥

T ‘of the formila or' other resouscesallocation guidelines so - oo
P 'tlntarehhvelysmallerp'opor&oooﬂnndmgisaﬁvenby ‘%?}
. “ehroligignt.related factors. For »library fundingcan * . 7 - LAY
© be tétermined by the number of ‘upperted rather ~ _/ .} ¥
. thes’ by the py of students served. Likewise, mamte- T
mce‘hnd vp&‘nﬁc)nvof :he.phzsiqn phnt can be relatedto ' |
, -
A . ) . 3.
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e :ca}iipussizeraiher'thanstudentpoﬁulation, In other words,
LY decoupling affords institutjons the opportunity to support

-, centralized services in a way that is not directly affected by

- yearly enroliment fluctuations. However; such drrange-

« 'ments make formula guidelines more complex ang can push

vernance relationships towsrd fhe state-agency model. ;-

-, * Although they. differ in particulars, buffering .and
decoupling are both designed tg lifnit state expendifures
- .and control the effects of enrollment change. They delittle,
if anything, to reflect state purposes other than balancing

. the budget. As a result, they are at best short-term devices. "
* They represent rational ways of making adjistments to old -

approaches, notsfundamentally new initiatives attuned to
‘changing demographic and economic realities. |
S~ oL
_ Marginal Costing ) L S .
" o . A m way of responding t:the new realities facing
- “higffer tion finance leaves philosophic approaches In-
tactput employs a fundamentally différent set of ecofiomic
concepts. Fundiig remains tied to enrollment levels. Al a

philosophic or policy objective, access continues todominate

all other priorities. As before, the state expects to sccomplish
its other purposes withth 'the funding levels establilbed in

~

support of access. However, the economic concept utilized in
_this approach i3 the marginal-cost methgd rather than the

histarically popular average-cost.method. According to the .

average-cost method, adlditional students will'each ‘cost the

« institution an additional “average’' ‘amount to educate. By . |
o , . utilizing marginal-cost concepts, the state or institution con- .-

. siders the ""extra’’ costs associated with adding an "extra’

... student {or the increment of cost savings associated with
>, decreasing the student body by one). . S
y o~ <" Cpnyeptional wisgom holds that educational institutions

reos ' do, have some econ®mies. of scale. As institutions grow, .

e * the marginal cost tends to be less than the ayerage cost his)
LN \orically used to ¢ te resource allqcations. Now that

- . trators dre quegtioningthe a ropriateness of average-cost
| appropridtions.- As they e ‘fewer students, institutions
. . ) - ’ . .
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enrollments are in deeline, many educators and adminis- *

.
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‘will find that the éctual marginal savings will be lower than
the estimated’savings calculated on the

of average
costs. As"states reduce funding at an average-cost rate, these

‘mstxtutxons may expénence financial stregs, ‘o

- .» Based on a variety of simulations, Monical and Schoe-
n&cker {1980, p. 79) have found that :

1.-Marginal-costing: fozmulas aré sensitive to, enrollment :
changes, but not as sensitive as linear funding formulas.
2. Under all marginal simulations, fewer resources will be -
added and fewer réduced than with linear funding. As
.enrolln‘ent increases, resources will be added at a
marginal rate. As enrollment decreases, they will be
. withdrawn at a marginal rate. The net effect is to-_
"\‘flatter’’ the resourse-requirement t:ur(e durmg a’~
od of enrollment fluctuation. \
ith respect to the base year, 'marginal funding will
bhng in more total dollars and lower dollars-per student
-in periods of enrollment growth, and fewer total dollars -
and higher dollars per student in periods of enrollment
* decline. There can be an overall lowering of appropria-
tions, evengthough the appropriations per student will
be undergoing a “'real’” increase over the base :

~On a conceptual level, manglhal costing is a sounger
approach because it replicates more closely the actu cost
behavior of institutions. Practmallx speaking, marginal
costing has desirable characteristics' given. economic and
demographxc condmons in many states. When gnrollmerits
increase, requireinents for state funds go up less than they .
would otherwise; when enrollments decrease, appropriations

- are decreased to a lesser degree. It is this latter characteristic |

- igless likely todecrease to a point¢hat threatens institutioral

that is particularly attractive to educational adquestrators
Undegthis arrdngement, when enrollments decline, fuudmg

quality or viability. As Richard Allén and ‘Paul Brinkman

point out: '‘Fundipg and pricing schemes based gn matginal:
costing principles, ‘can directly address the. weakness of

. techniquies that are based’ on averagé® costs. By focusing
dxrectly on the cost unphcations of changing enrollment

\_ - & .
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leyels, marginal costing allows the state or federal govern-
ment and the institution to base their actions on estimates

- of actual gostsbehavior rathes than on a stalic calculation -

of costs at a particular enrollment level that is no longer
applicable” {1983, p. 4}. : -

* In spite of severgl attractive features, marginal-costing
techniques have not béen widely introduced into the
resource-allocation process. Only a few states have adopted
this approach in any formal sense. Several problems, both

" “technical and political, stand in the way of broader imple-

mentation. First, marginal costs are difficult to calculate

. |Allen and Brinkman 1983). Of the various means available -
to calculate marginal costs, only tie statistical method is-
. really’ feasible, This approach requires data from a large

number of institutions and yields a cost curve for'a set of
institutions rather t for individual schools. Since-
marginal costs for numefous individual institutions have not

. been calculated, a body of conventional wisdom has yet to

T

* past, however, marginal and average cogjs appear essentially '
the s&e

emerge about reasonable and realistic mArginal costs-for dif-
ferent kinds of instittions at different enroliment Jevels. -
_ Further complichtions exist becatse higher éducation lacksa

known or standard set of production ps. ~ .
As an, aside, we might note that h by Paul

Brinkmén {1981y and J. Michael Mullen {1981} indicates that -

matginal-cost curves for colleges and universities do not
follow the U-shaped curve predicted by theory. In particular,
they have ?oﬁ.hat marginal-cost curves are essentiaily flat
over a wide

the low end of student enrollments {see figure 10}. The break
point (A) has been found to vary by type of institution. Once

qver an enrollrent range applicable to many institu-

tions, As an explanation, researchers suggest that economies ,

15&1& are overcome at most institutions by diseconamies of

mplexity (G.W. McLaughlin, J.R.*Montgomery, AW.

. Smith, and L:W. Broomall 1980). -

There are also political. problema " associated with

- marginal costing, The approach is not'only complicated and
siibject to potential errors, it dlso presents information ina -

manner unfamiliar to many legislators andl administrators.
. @ 6 B : X | -

O

liment range after decremsing as expected at

-
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'FIGURE 10

* ™\ Marginal-Cost Curve Over a Wide Range of Enrollments

|

I

|

Y
~_ Enroliments A ) ! |
Leg{sla!ors in particular have bought the éonéept_of avefage

years. They are well aware*that average costs rise more
quickly than marginal costs when enroliments are

and that marginal costs decrease more slowly than average
costs when enrollments are down. Heneerthey express skep-

A}

ticism, if not cynicism, about shifting to marginal costs at just

the e it serves institutional interests. Moreover, past
pragtice hds led tors to expect comparative average-
cost-data for each institution. The methodological problems
agSociated with calculating marginal costs make ly
difficult to maintain this tradition and provide tive
data for various, state institutions. At the very , 1t will
take time to establish a level of face validity for marginal
cosfing corresponding-to that still enjoyed by average-cost
approaches. , : | -

. Marginal costing is a relatively new appsoach toresofirce

actual. behavior of marginal-cost curves in inidividual institu-

" tions remains scarce. For these reasons, the approach taken
. by Indiana in developing their allocation factors seems most -
~ 'reasonable. Indiana remained faithful to the comcept of

-
.
L3
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* cost, %ne that perhaps has been oversold to them for many’

, ‘allocation in higher education. Empirical data about the
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necessity of developing and maintaifling a cofe institutional,
 capacity to deliver services in accordance with the school's
. mission. The traditiopal objective of public access to higher
education can be achieved jointly up to a certain, point.
" Beyond this point, however, the dccess,objective has to be

. state responsibility to public higher education.

) B ., . .
! -
“ '
r ] . . §1 :
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caisting, but determined which factors should be

applied not through empirical analysis but through con-
sensus and negotiation. In essence, they negdtiated a new
funding contract between institutions and the state. The

factors utilized by Indiana in their marginal-costing approach

~are presented in the appendix to this volume. Only time will

allow a practical assessment of the strengths and weaknesses-

of the Indiana experiment.’ . :

Fixed nndVarhble Costs

A third way of résponding fo changing économic and <
demiographic conditions involves a new philosophic stance -

regarding both state objectives and the economic concepts

used to determine allocation levels. This third approach no -
longer adheres to the gssumption that if the access objective, :

can be funded, other pu
joint Eroduction. Rath
objective into. the

can be'dccomplished through
¢ it explicitly” builds one further
tion scheme: maintaining institu-
ty. In other words, it recoghizes the

funded in addifion to allocations directed: toward institu-

tional capacity. In short, this approsch establishes, 3s an |

equal if not predominant concern, the investment aspects bf

.~

~

The economic concept underlying this apprtiach is that

. of fixed and variable costs. Figure 11 illustrates some of the

important ideas associated with this approach. Thg plateaus

* indicate the core costs of operating the institution under

two different scales of operation or potentially. different

institutional missions. The areas marked "'A' represent the
additional costs necessary to maintain investment in the

institution over and above'what would have been calculated
on a purely eprollment-dgjven basis. The usefulness of fixed

and variable costs follows from several propositions. First, -

‘ »
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.1 ,therearecergainmsﬂtutionalcapacltgthatmustbeputin, '

place if one is to have an institution. Among these capacities

. age a critiasl -mass of faculty, an administrative core, and .

» @& tertain minimum complement of academic and student
: support functions. Secend, this coré component can differ
.~ depending on the mission. of the institution. A" broader
institutional mission requires a larger core capacity. © " "

Once the core capacity (the fixed cost}®f the institution

is put in place, enrollments can expand fo the point where

the average fixed cost pet student equals the average total

cost per student. This point mmarked “X' in figure 13. Once

enrolmencs expand beyond “X;"“costs escalate at a rate

dependent on entollment levels. These can be calculated'on '

the basis of either.average or marginal costs.
- This approach requires that the questjon of instxtudonal
- viability and mission be. addressed head on. When enroll-
ments decline intd the reglon designated "3, administrators
dlegishtorswiﬂhavetodecfﬂewhcthertochmseaninsﬂ-
: _Jution's scale or mission. If enrolinients decline further ihto
o "~ the regxon labeled “c,” ‘they ‘must address the eontxm(gd

>
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e survival of that institution. If the school is to remain open,
o ' giiRd costs must be met, .even though the average cost per
student {the traditional relative measure) will be higher than
. at similar institutions. " .
. States and institutions alike have little experience in:

_using fixed and variable costs as a method for calculating
allocations. Wisconsin developed a fixed- and variable-cost
approach but did not implement it.-Minnesota ha# adopted

"the approach in those instances where enroliments have

_fallen below the-point where the critical mass of faculty and .

o could be-gustained using purely enrollment-driven =~
".  approaches. Because of this insufficient {rack record, itisdif-
) ficult to forge anythi ‘iike a, consensus regarding yhat® * "
L shouldbeincludcdasﬁxedt:gstsfordifferentgizesandtypes o
of institutions and what can appropiately be consideréd a. i

variable cost.‘Because discussion and experimentation con- -
-+ w«utinue, it is too early to offer presciiptions or even draw
. .- defibite conclusions. ' S ST
A Givenﬁﬁsstateofgﬁgirs,theapplmchpmpmdig' \
* Wisconsin seems sensible. The state integrated the coneept . )
" of fixed and \griable costs into their budgetary system . °
, - in a.more-or-less empirical fashion They applied a set of
. guidelines and conventions to .state institutions as they
s were currentjy operating. They did not step Pack to reassess
or restate yissions for each of the state’s institutions and
_ thereby éstablish a level of core funding appropriate to'each
* " .. school. Rather, Wisconsin made the undestandable, A,
somewhat misguided, assumption that institutions were .
currently, operating in accordance with Uesirdble missions. '
" The state saw its4ask as ascertaining what portion of current * |

" institutional gperatiorfs should be declared as fixed costs and
<. . "'what should be considered variable. Con .-

“... ) .. Wisconsin's experiment with fixed apd variable costs is

S xﬁﬁgwt because it explicitly recognizes the state’s respon-

-

fity to fund the “critical mass" required for tions to

- perform their ndissions. Moreover, it recognizes that institu--
o .. might argue that Wisconsin's- inductive approach takes too
~.& 7 .~ much on faith. Cutrent offerings do not necessarily reflectan
-8 7 institution’s appropriate or desirable mission. Pragmatists

N2 .
Y t o
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 can legitmmtely answer thoae argunrents by noting that this

was the only approach likely to work. Changing funding ,
arrangements is traumatic enough without compounding

inherent - problems by ‘simultarieously reassessing’ and -
changing institutional missions. Florida is one among | | '
o |

'statesentertammgtheideaofudngadeducﬁve

institutiynal ‘design and resource “allocatipn. To-date, -
however, none of these efforts have come to fruition. |

- Although problems pemsist in-implementing budgetary

‘approaches that utilize the ctncept of fixed and variable

: costs, thiscourseofacﬁonisperhapathemostnmioepmdly

sound of the three we have discussed. ltencwstatesto e o

consider murce allocation in terms of institutional quality
and,vxablhty not merely operation” In so doing, it explicitly -

" recognizes key state }n'torities in the field of higher education .’

-while gimultaned alloMng instxmﬁqns greater ~control
" .over day-to—day opemtxons - .
’l'he Special Purpose Compbnent S 5 ]
lnmal Reactions toChange - : o -

Curtailed state appropnations to higher education can. -

. affect special-purpose funding.in several ways. States may

relegate categorical funding to a lower priority or eliminate

altogether certain special-purpose. programs. Reducmg the -
level of service provided through such programs represents a .

less drastic step. Because special-purpose programs tend to

. attract politically active supporters, such Jeductions may -

be somewhat more difficult to institute than those in the
multipu component. Nevertheless, they area frequent
response to mancxalhard t;mesor tocb&ngedcircumstanees
or priorities. ’
At the other extreme, states 6ften add- special-puxpose .
programs in periods of financial pressure and rﬁp:d change

to compensate for reducﬁons in muhipurpose fundmg In .

other words, as the core is reduced, priorities to the
single-purpose component. This shift can have/economic .
advantages to the state and can ‘serve to differentiate

-
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. MNM missions, By shifting funds from the multipur-
. pose tomponent at all state institutions to single-purpose  _°
_funding at a few institutions, the state can accomplish tacti-
o cal change while also saving money. ‘ S
. .- . ' Downward pressure on the multipurpose component. .
SE can rapidly lead to conditions in which institutional re-
. sources suffer Badly. In respopse, some states have taken
\ stepsthrmhspechl-purpmaﬂocaﬁonstoaddteséthemost :
critical problems. Nevertheless, this tactic puts back into
- special-purpose allocations orilf .a small-portion of that
P squeezed .out of the multi ¢ component. For this
L " reason, the use of special- ase fune during periods of -
» . » . financial exigency is best yiewed as an emergency measurc
rather than as a wise long-term strategy.
. Even in‘times of stability and growth, the balance. -
between multipurpose and special-purpose funding involves
important decisions and can becorhe a. major negotiating .
point. State government and postsecondary institutions can .
~ edéh have excellent reasons for ipcreasingordgcreaéingthe -
. level of specigl-purpose funding. As a tactic to obtain an
" overall higher level of funding, institutions may seek to -
move programs out of the base and intaspecial-purpose cate-
 gories. -State government may initiate or endorse precisely '
the same move for very different reasons. Such a shift, for
example, allows the staggincreased accountability and
control over larger portions 8f an institution’s budget. On the .
other hand, both parties may argue that fewer items should °
be included in the special-purpose category. The state’s
- purpose in doing so would be to hold down appropriations;
the institutional rationale would be to limit the degree and
‘extent of in-dépth control and accountability. -
In responding to changing demographic, economic, and
‘political conditions, many states have placed greater impor-

. tance on single-purpose gpproaches for achieving key state -

. ‘ purposes. In many respects-this is laudable. State purposes - -
and priorities are entering into the budgeting process in.a
manner not accomplished through muyltipurpose allocations.
Some special-purpose approaches are new; others are not
radically innovative but have assumed renewed gignificAnce
in_a ”pfriod of seversly constrained resources. -Recalling
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table 1 in chapter 2, we note that key state objectives include
_ the provision of educational opportunity, the achievement o/
particular stu;ient outcomes, the configuration and quality of
programs and institutional resources, and contributions to
specific constituents. Because the multipurpose component
of the budget typically provides for educational opportunity,
our discussion of recent or innglative special-purpose
approaches will focus on the other three ob;ectwes .

LS

', Studem Outcomes

In recent years demands for documentmg the value of

higher gilucation have comeé from all sides.- Legislators,

administrators, faculty, and students intreasingly ask.for

.ways to measure gnd improve educational effectiveness.
Many states are interested in lending additional support to
those institutions that can demonstrate excellent or: im-

proved student outcomes.
~ Tennessee’s program Yoy performance funding has
elicited considerable interest)The state récently devised a.
' speczal-purpose formula to funds based on improve-
ments in the quality of instructional programs and in student

outcomes. This formula allows institutions to receive upto 5 -

percent of their core funding bastd on their performiace on
five dimensions. The sta(e can award up to 20 points in each
of the followmg five areas:

1. Proportion of eligible acadexmc programs accredited

2. Performance of graduates on a measure of specialized
or major-field outcomes

3. Performance of graduates on a measure of general-
education outcomes

4. Evaluation of institutional programs and services by

* enrolled students, recent .'alumm, commugity, and
employers

5. Peer evaluation of academic programs

Tennessee's performance»hmdmg initiative mustrm
how a state can directly link objectives and accountability
with resource allocation. Funding mech@sms can be de-
vised ﬂthat promote state pnonnes in education without

¢
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transiormmg colleges and universities into state agencies
and without violating the integrity of an institution’s edu-

. cational mission, Moreover, these performance-funding

formulas operate at a level of generality sufficient for joint
production to continue. In other words, the state’s objectives
do not preclude other ﬁmders from pursuing their own
interests.

Specific student outcomes can also be prompted through | :

state incentives for certification. A widely used mechanism.

is the capitation grant, which funds institutions in stated
amounits for each degree granted in a particular field. This
approach has the advantage of being essily audited and
adapted to a wide variety of needs and circumstances. Some

* capitation grant arrangements reward institutional contribu-

- tions ta the general lével of education among state residents,
by allocating funds on the basis of all degrees granted. Other
arrangements reward certification or degrees granted in cer-
tain occupational fields. States cah also reward institutions

®hat maintainonmprovcdesimblestudentchmacterisﬁcs' .

Capitation grants, for example, can encourage recruitinent,
refention, and graduation of students hsvmg specxﬁc ethhic

or socioegonomic backgrounds.

Cohﬂguration and Quality of -Prqgrams and Resourees “

Primary fnnding for instructional and related support
activities shiould be accomplished through the multipurpose
component. Nevertheless, states may wish to promote
,certain objectives through categorical funding. Maintaining
‘or enhancing research capacity at state ifistitutions is one -
example. Under many traditional formulas, four-year insti-
tutions are allotted research funds based on a flat-(and
—admittedly small) percentage of instructional funding
generated through the formula. This' has "the effect of .
spreading research funds among all institutions, largely in

. proportion t6 teaching loads. In ‘essence, this reinforces the

notion that all public four-year institutions have a research
mission. The major state university is on an equal footing
with comprehensive institutions only recently emerged from -
teachers colleges Any advantage accruing to a major
umversxty is largely a function of institutxonal size. -
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'Iennessee has developed -a new method of fuftling
research that runs counter to this traditional approach: The
state’s allocation for academic research is determined by gn
.institution's success in_acquiring research support from.
other sources. An institution receives state research fundsin
direct proportion to its. share. of nonstate research funds
‘acquired by al institutions in the state. Under this drrahge- -
“ment, already well established research institutions are able -

toremfoxcethexrmisgionsinaumythatﬂoesnotmquue :

researchfnndstoﬂowtoinstimtionsthatdonothavea
demonstrated research capacity.

The funding mechanism developed by ’Ihnnes&ee has
dpplications in areas other than research. For example, states -
may wish to use this approach when maintmmng or enhanc-
ing dn institution's capacity to engage in public service. The
more service an institution provides with funds from other
sources {including participant fees), the greater the support
provided by the state.

‘Special-purpose allocations can also promote institu-

tional selectivity and student quality. Funding mechanisms '
- can be devised that reward institutions for attmcting a
&‘:I‘ number or proportion of students above for not

)astatedmeasmofacadenﬂcptepmedness For
- example, a state may wish to provide additional funds
"according t6 the number or proportion of merit scholats
"attending an- institution. Alternatively, it can award « flat
dollar amount for each percentage decrease in the number of -
students enrolled that enter with fest scores below a certain
level or who fall below a certain percentile'in clags standing.
We might note that some of these objectives are accom-

* plished by fiat when states mapdate admission requirements -

. for certain institutions. -
+Many states have used specxal-purpose allocahons to

address critical faculty shortages. This approach allows for " . .

special salary increases to fagulty members in such dis-
ciplines as engineering and computer science, in which
' disparities between university and private-sector

scales are greateSt. An alternative is to fund additiondl
faculty support or special endowed chairs on a shared basis,
with other funders identified and committed by the indivi-
dual mstntuh,on '

. . .
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> Dﬁringperiodsofenmﬂmentdecline suppmfoth . S
L ¢+ servides and resources may' prove entirely insdeguate B
remiedy this sityation, some states have loosened urehmx e
_ nated the link between library- funding and enrollments,
preiemng instead to base library alloc@ons\on the size and
dwermtyofacadem:cpmgrm In cerfain instances even @ . -\ h)
" this approach may prove insufficient, If a state placqs,high,. SERIAN
.-pfiority on creating exccptxongl Hbrary resources or 1 f-ﬁgz.-; MR
upﬁotidenqﬁeddqﬁclcncies it may wish. to allocste funde~ =~ _~ .
he: bast ‘of the relativq distancefm:‘ aqmdnﬁon
«Hw-timessi'sé_mkq theiraou’mgquwmmd fqdii- .
Pt hes. Asintheeesecﬂib ssrviees’;sgytesmi S
decouple the mdinténanice uighentandl S
‘ enrollment-deiven fatts ‘j"@hea(ﬂtxtibn:sm (
+ -allocate fum:sg, p:oportibd 1, && palcifited amount of . .
depreciation on"capital ¢quipment and: facilmes Anpmer
- option is to ptovMé fundy/ 'in proportion’
requiredtorephwdepx' ed
ekt gt e

RN Conlrlhutiom to Specihe %mﬂmems ‘ SR \‘é , _ff;
' ! D Vv v’ 4*,, u._!,'.\
| | ‘Although state emmenusmﬁamy' the majorfﬁnaer ke
L of public postseco education, ather. congtituents. not R :[li :
o ‘3 -~ only exist but have jmportant, mte,msts and valid éxpecta- A
@ " tions. States. gsnaﬂly tespandtv msti ‘tgfmupe'--;
AR thrmxshwebiﬂlpnm cIn oping these pro- '
AT xf' grams, the state muist, énsure tha"t they meet its own needs = ° .
e ; , and priorities while'also these constituent groups.
. e ' Because tire needs of constituents can vaty greatly" -
 from state to state, and evenbetween different regionsofthe = .
same state, this kind of special-purpose funding needs bé‘ L
tailored to specific cxrcumstance; The needs and '
tions of lbcal business and jndustry, for example, canbemet
\ . - through cajjtation grants provide incentives fortrmm:;gl
¢ apd human-resource development in certain patio
\ . Sields. mmmmmpum
' service or. state economi activity, such as public heatth .~ | -
-or engineering, can he promoted through special-purpose | .
. sllocahons Categorical funding enables the state to support e

P e I
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, worthy programs without proliferating or. duplicating them

* throughout the state system and without institutionalizing = .

.~ -Specidlpurpose funding remsins an excellent way of.
setying special populations within the state and specific con-
stituents of state colleges. and universities. The potential
' of this approach, however, is that it will direct state

o to specific sore points and priorities, whilé neglecting . .

. " education. Special-purpose allocations rémain a supplement,
- not asubstitite, for broad state commitment to its colleges
and universities, If states are to respond adequately, even .

creatively, to the new realities of the 1980s, they must

budget in~ways that are not only appropriate but innovative. -
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Budgetmg and 1B
Policy: Concluszons and
Recommendanons

anm: l;dedsnlmdbluepdm.ﬁcwhnﬂdingmf
orinef
mwmmmuwwmwm. '
This book has probed these :

oﬁenunexnm!nedamﬁong.
assumptions and evaluated them in light of basic concepts

and principles. Consistent spplication of these cancepts and |
Mmmmmmmmm'_'.-; o

. oot an obstacle to, sound educational policy.

_ ‘The changed circumstances of American higher educa-
mwmthnmmmcummmheswm‘

~ funding of colleges and universities, Instituttonal éxecutives

andmmhsiahmmqnﬂemmmhb&hv ]

necessary and dedmh&ﬁﬂmﬂnwm

newcxrcnmsmncuinposisq:w:ryedudaﬁon Intent

. changing results, Mymmmm&em
mwmmmmmmwm
too offen, budgets remain relics of an earller gene

nﬁhﬁuaboutremumaﬂouﬁmmﬂeetsadsnolonw

oonsomntwi&relmy KM&&M
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. effective, we must start with guestions, not with answersor .
- afeveﬁsh'memww"ﬁpd'm.Méﬁmﬁve{mg-tdthe
. new educatiofial realities 6f the 1980s ies in the reasoned i
- answers elicited by such questions.: '~ . T .
' Ithas not been our aim to preseént “right answers” about . **
S0 .. statedevel funding. The ‘complexity abd diversity of .-~ -
He Ametican higher education would make any such attempt .
' fruitléss. Rather, we have sought to arficulste issues, clarify CE

_central to our discussion, In this concluding chepter, ftis .~ ..

appropriate that wé temind ourselves of these issues, review ~ * 4

' the conclusions we have réached, and offer recommenda- -+ .0

. tions on budgeting and finance that will help engure the =
" future of public postsecondary education. . -

. i ]

i
. ~ DI S
< -

Budgeting has slways served as a meauis to an end. Few "~ .-
S * will argue that its proper'tole is to furiction as a vehicle for SRI.
or vagye, budgetary procedures can easily supplant the. =
policies they are designed, to further. It is an unfortunate - “
axion of manegement that thé short term drivesout thelong
. term iinless particular pains are taken to maintain a balance. .
_ ' Thecustomary inability of budgetary schemes toadequately .
- "Becangetheyare;morereadﬂystatedin_ﬂmndﬂterms; C
S mmmmmmammmppmm .
. _+ term strategic objectives that rarely find adequate expres-
L sion. By keeping strategic goals in’ mind; state government - -~
. . and educational institutions can guarantee that -- W
' Mmmmetfmm,Mim'

raises a further issue: the possibly competing demands
between state poli md’ihatkuﬂanalpdicyﬂearly,both .
within which to  policy objectives. Both have an - -

i
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" latly-at the state level. When states do not articdte sad

pursue clear policy objectives, budgetary procedures can

take the upper ham, These restrictive procedures canthen | -

easily inhibit institutional policy. This is why this book takes
the state perspective and advocates that state funding cléarly

- can pursue policy objectives without the constratnts and

mﬁmnmmwmmww?ww &ced b
withont ffcient forthought und pespetuated witbout sut-
ficient evaluation. Clearly, budget ‘

On the other hand, we cafinot to have budgetary
mechanisms insulated from policy discussion. Itis far better .

| broadenourunderstanﬂingofthebudgetpmém.lfabudget

is to span effectively the distance between intentions and

essential components. Whether by design or by default,
budg'etsdosignalpﬁbﬂﬁesandpmferencgs..medallenge n
facing institutional managers, legislators, ‘and state-agency

| ofﬁcialsistoensurethétbudgeta;ymgemgntsarecqnd&

y

tgnt with intended objectives. << . . -

State funding of public postsecondary education requires
not only foresight but retrospectiv® analysis. Accountability .
should be linked directly to planned objectives. Moreover, ,
thoseresponaiblcfordedgningand'lmpkm“ﬁngbudgetary )
ability are intégrated into the funding process. o t

By adhering to sound budgeting principles, state-level
moumﬂmdmmmﬁmbe,mmhﬁt.mwﬁ“'
forjointptoducﬂon.ThisintumwﬂlmhlepubncMu-'
tions to beconie more respensive to all of their constituents }
and ensure a more diversified and secure funding base.
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Aruitoxt provided by Eic:

' The multipurpose

~ $pecial-purpose

eriC (: | WIOI__ o

\ .

“Throughout this\}dlnineweh&#edemﬁbedmﬁ’nﬂm o 4,

tionsas having multipurpose and single purpose components.

multipurpose funding, 'institutional managers and- stite

. willpromote multiple outcomes‘while at the same time pro-
%  gpproaches to multipurpose funding rarely incorporate. £ ..

‘must also be taken,however, to ensure that these additional

" multipurpose funding with this goal in mind.. thisrenpect.

appmchestomfundins'thmmheﬁtedmﬂvnﬁable
By oo - nd beneficia

programs and functions that are unique to individual cam-

sidestepping restrictioné on multipurpose funding or silenc-

_ ing debate on state support of broad educational priorities.
Nevertheless, special-purpose -

address specific needs and : « |
Although it is convenient to distinguish

that many are fundamentally simiiar. For example, formuls

".  ables and presume siinilar state objectives. Hence, budgetary

format is pot the important issue. It s far more crucial for

S ) - - - i ‘

component sypports basic institutional
and instructional activities. When ussessing approackes to .

accountability mechanisms for state purpases other than = -
- gccess. Care must be taken, therefore, to ensure that priorities -

are clear and that mechanisms for: assessing their achieve-
ment are created in parallel with the budget process. Care

is ideally suited for supporting .

* and do notinkibit an injtitution's capabillty totake advantage

state government should acknowledge:its responsibility to -

states would be il advised to use this approach as a way of



N N,

Chnngedclrcummnminhlgheredueaﬁonmgivhgmtes
. an opportunity to investigate objectives other than access;~
. suchasmnnhiningmdenhmdngﬂxeviab&htymdquality

of institutional assefs. Because budgetary mechanisms area .

means to accotuplish an end, states should review not only

howtheyfundpubﬂcinsﬁmﬁmbutahodhemmsfﬂr
.theirsupportmdthemltsoftheire&om

® ) ) |
- ' ) | v

Theneweducaﬂmalrealitiesoﬂhem%affectnotonly
the mechanics of resource allocation-but also fundamental
relationships between public institutions and | govern-
_ment. Conditions of decline and financial have |
oﬂenenwmasedsmtestommeﬁsﬁngrdaﬁommps;‘
tc:»wm'dtl:ezstate:-ugencynru)c!el.Nmmlyclosmxtesdeat:rmse‘,if'~
appropriations, theyalscmhddiﬁomlmnsuﬁmon,‘
how these appropriations can be utilized. This emphasizes
short-term operationa] objectives to the of long-

~ term strategic planning, It also shifts gway
fromtheinaﬂtuﬂonandtowards&tegovemment Institu-

* tional managers have fewer options and areJess able to
pursue possibilities for joint production. Unable to organize
programs and deploy resources as they should, institutional
managersarelessabletoservetbeneedsof*ousmm-
tuents that have a stake in public higher educafion. Under
this arrangement, boththeinsﬁtuﬁonandthestatearelosers
in theend. .

Evidence suggests, howevet, that thependuh:m is start-
ing to swing away from excessive state control. The primary
rmonwnotmal?uisﬁccmcmforjdntpmducﬁonand
institutional freedom. Rather, state officlals recognize that
managing decline is an'unpopular political issue. They have
every incentive to divest themselves of unpopular responsi-
bilities and return them to inktitutional decisionmakers.

. _'Wbentumingoversuchresponsibiﬂﬁes,theymustaho
relinquish some measure of control. A in pointis the

. Memomndumdumrmdingtmﬁy between
‘thestateofColomdomditsmllegeamdunivemﬂes The

N
.
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. istratoraxf state hﬂi&nﬁmmchmopondbiﬁtfunthe set-
S dng of tuition policiés and rates. The agreement also allows
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sctive production relationships. State gov

rescurce-allocation process ta.advance, not obstruct, key
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- Forms of Budget Formulas

e ’ », ... . \
Anmustmﬂoncfformuhﬂinlgeﬂpg,.

The text of this book deals with different budget formulas on
a conceptual level. sppendix illustrates several of these
alternative forms by dralving on examyples of formulas that
arebeingqrhavebeenusedinvadousstates.Ourquecﬁve
has been to illustrate, not recommend; Some examples illus-
trate formulas no longer being used in exactly the form

described. In one case we draw upon an approach that was

recommended and considered but never imiplemented. To
illustrate most of the formula variations identified in the
text we first gummarize the formula approved for use in
Kentucky in 1983 and note its major elements (see table 3.
This particular formula was chosen for illustrative

because of its comprehensive framework, incorporatfng. . )
both single-purpose and genergl-purpose components, and
" because of the variety of calculstion approaches embedded

within it. We then indicate alternative constructions for one
or more major components of such a formula, as employed
in other states. .
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' ) TABLE3 - - § .j' ‘
SN
. Summaryofbudpﬂ'«nmhfmﬂlghuﬂdmﬂop
-t ‘ smeofjmcky 1983 o
. A. Besic Primary Mission ¢ of SCH (by level and _ Atypictlhmexm
Areas: includes suppart al ares x $/SCH \&
for reguler sessiocnand , rates - . ‘pereenhseofbue
" mm m g r - . m
+ support and funding'tp '-'Mmmﬁwmﬁcam,mm enmll-
aliow g to carry - resulting from previous - ment shifts. Rates/SCH
out insti issions  calculation) x 9 that variés determined on peer instl-
, s ‘from 15%-28% for differept hitiot basis.
. b types of institutions,  ° Yoo
B. Kentucky Residency # of hours staff x FTB A different
Program facuity'hours staff x average v.ﬁadinAabove—
“ + academic  called the '‘Base factor poet-
and tal ~ tion ratio with salary rate”’
) {the pqmmmm
— & M 'fmdtymﬁos d
) - ¢ . _ﬁ:‘;neh.
* -~ ¥ o ! . . ) )
C. Area Health Education # of student weeks {by fields A straight base x rate
System . of health | x rate calculation ¢
per student '
DPrepamtordeumﬁon # of freshmen A straight base x rate '
provides institutions with  sophomores calculation
funds to assist students than 12 on ACT x $/student . X
with academic deficiencies ‘ : , " .
E. Continuing and Adult - The amount calculsted for gmentngeofbasefncw
Education - the Basic Primary Mission tion coupled with a
. / Aress {less medical or minimum {fixed cost) factor .
dental) x a % -y .
' OR )
> $100,000, '
i o “whichever is greater ‘
> < X
Q ' B : r
: . 105 \



PROGRAM AREA

F. Hospitals

d
-

] Agriculture Coumm;ive
. Extension

K. Libraries, Museums, and
Galleries

L]

L. Total Primary Mission
Areas

M. University Press of
Kentucky -

rendered
Mtuﬁm&—suppm

mviceunddmctm v
support

'malbndgetx%fm Mexmcmléuhﬁon
support services plus a direct couphdwithnuwpﬂoal
state eppropristion

mforpeerm
% x sponsored research Percent of base factor
with categorical
plus . coupled th
mmdnedpmsnm institutes/centers, etc.,
’ supported with state funds
a.sbasefw@edﬂc A fixed base for main-
tensnce of basic capacity
plus categorical funding to
specific programs.
programs are calculated on
an incremental base {i.e., 1.0
X times previous-year's
, albmﬂgx)
IofKenhmkjcountiesx Bmxmﬁecaléulstk;n
average state support per .
county for selected peer
states.

Base plus # of SCH in excess A fixed- plus variable-cost
of 50,000 times $/SCH calculation
(different factors applied to

community colleges) ) '

Subtotal components A-K =,



lw ) " .' . K . °
-0 ' : TABLE 3, continued ‘ .
mocmw GUIDELINES . - COMMENTS
N Student Services * Base plus headcoung enroll-  Fixed + varisble calculation
: ’ ment x rate’headcount '
. ‘ enro&lmt _
O. Mainfenance and | Sqﬁxmtdsqﬁ.+ - A combinatior of rate x.
. Operation of ufilitiés + acres x rate/acre base, categorical, and |
Physical Plant + rental and lesse amounts  contract finding
o ~ indirect cost recovery for '
cpaeeutmudhyreaguch '
P. Scholarships and . -9 of tuition revenues + Rntexbnsecmnhindwith
Fellowships - state matching funds required pementasedmﬁctox
. S ' forfe&ulpmgmm(a%)#- andammgwimlcompmem,
mandated programs latter determined on an
incrementa!basis
s Q. Instntuﬁoml&mpott %ofallpmviouscom- % of base-factor calculation .
L s ~ ponents with the exception % - | . .
d?,m ‘A . .
R Educational and General Total mandstory transfer '
. DebtService less dedicated revenue,
. mﬁeresteamuigamd ’
federal subsidies .

S. Unfunded Retirement Program funded-

T. st Investment Income % of tuition x mblished Baae x rate calculamm

interest rate
U. Less: Tuition Itcome #ofshﬂmtsxmiﬁmnté
- {corrected for reciprocity
agreement, etc.)
‘V. Less: State Funded Program funded . ® Categorical

Retirement /

W. Total State Support of Total — lines L-V

. E&G(?pemﬁons
A : .
N / i ‘ P
Kemucky Cou“ﬁon Bdtmﬁom. 1983): p. QJM ' ¥ - Ry
. ¢ 3 .
)
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Viriations on the Theme - .

The Kentucky formiula described in table 3 répresents an
average-cost approach, particularly with respect to primary
mission areas, and provides fairly detailed calculations for
" sefarate program areas. Variations on this,approach are
numerous; some are minor and some are major. The' re-

mainder of this appendix describes three such variations. -

. Theirteﬂdtorefbctdifféreptbconomicassumpﬁons,as;in
the fixed-' and variable-cost ‘appraach prepared but. not

implemented in Wisconsin and the marginal-cost approach

employed in Indiana, or a désire to simplify emula, as
. in the approach developed in Mississippi. * -

. A Fixed- and Variable-Cost Approach

Process. Proposed for use ip Wisconsin, this fixed- and "

variable-cost approach to calculating instructional expenses
(University of Wisconsin System 1980) was initiated by an
 ad hoc group of administrators in the university systeméThe
initial design was discussed in detail with each of the institu-

tions, with suggestions for implementation incorporated into-

the next stage of development. All data needed for the study
were available at the system level; student and curricular

data from the central data base, cost data from the budget

file, and faculty data from the October 1 payroll file.

Deterinining the Level of Fixed Costs. The fixed-cost com-
ponent of the instructional budget was based on the assump-
tion that, at 8 minimum, one section of each course must be
offered to provide access jo the current curricular and
program arrays at the isstitutions. The following outlings the
step-by-step approach used in calculating fixed-cost levels
for instruction by institution {University of Wisconsin
System 1980, pp. B-1-B-3}: .

1
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1 ldenﬁfyFixed—CodSecﬁons - )
" A. Assumptions ’ - '
_ himadon,pr&mmkmy andcoume N
e ZAsinsle(setoﬂmtlon(s)foreacheoumeoffemd

¢ inagiventeya . -

B. Using the'assumptions above, ulcvhtethenumber
"of fixed and variable cburse sectiqns by institution

orcampm,disclpﬁne.eoumekvel.mdtypeof

L g_*mmucﬁon

T WFMWMk-L&dMW .

Ammecfrrentfacuitymrkloadbycampus dmci
pline, level, andtypeofihatmction y

" 8. Calculate- current faculty wor Ioadmtermsof
numberofsectionspetFrEbyeampus,disciphne
‘level, and type.of instruction. ~

C. Using the above work-load measure, calculate the
number of FTE fadulty required to teach the fixed-
- cost sections identified it 1.B. above.

N

~ 1I1. Determine the Fixed-Cost Lwel oﬂnstmctioml Salary
Dollars

T A. Assume ‘current faculty, academic adnxinistmtion

and instructioml support personnel and cnrrent -

salary levills.

B. Calculate the ﬁxed-cost faculty salary dollars by
multiplying the number of FTE faculty required to

teach fixed-cost sections x the percent effort

devoted by each faculty assigned to the sections x

s ' ‘ the average faculty salary, by canipus, discipline,
and level.

'lnld&ﬁwmthemmlmmmebeﬁmﬁﬁed
as additional fixed-cost sections if they are required to meet the unique needs of
special student clienteles, such as extended-day or part-time students.

. .
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C Célculnte the fixed-cost mdemic-adminimﬁonl
.. mstructxoml—supmrt sahry dollars - ‘by prorating.. . '

totnl RCROE : 1Ol 2 Mmm ,.

| salary dollu.rs between ﬁxed ‘and variable costs, o
~ - based on the ratip of the number of FTE facalty re-
Dol T quiged 16 teach the fixed-cost sections (IL.C. above) = = -
. tototall"l‘Bfacultyforthemmpus. S

IV Ca!cuhtctthCostmdAcademicSuppon
A Assumecurrentlcvelmdsahﬂeaqfchmiﬂedmff“
in support of instructionsand current dollar levels
formnwﬁamlmppﬁesmdapepse and capital. ;-
~B. Sum, by campus, wmlacademicdmﬁedsahry e
. supplies and expense, an!leapitaldolln.rs and
assign a portion of these dollars to fixed costs based
uponthemﬁoofﬁxed-eostfacultyFTElevelsto

<\

toMfaqultyPTEﬁorthecampus N .
V. DetermineTMFmedCosts'andPermtageofFixed
- Costs for Instruction '

A. Sum the ﬁxedmxewfoffscukymdmdmicad- :
ministration salary-dollars, classified staff, supplies
and expense, and ca t?m dollars, by discipline, by
level, and by institu on or campus. :

B. Divide total fixed-cost dollarsl;y total instructional - -

"+ budget to compute the percentage of fixed costs .

for ipstruction by institution or campus (see table Coe
4 for percentages of instructional ﬁxed costs

" » institution). © ; , e

. C. Sum total fixed-cost instruchonal dollars for each
institution and divide by the total system instruc-- :
honalbudgettoyieldthepmmtageofsym . >
ms&uchonaldollanthgtmustbeconsideredaﬁxed :
costﬂexisnnginstituhonalpmgmmsmtobe
maintaiied. ,

' , ) »
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c Unlmdty of Wisconsin Synm
) Fixed-Cost Analysis ;
. Instruction
# Base Year—1978-79 )
. % of Fixed Costs—
, | wamwm
‘UW System. W 49T 51.7%
Doctoral Cluster o A82 g 502
. Madison .- 467 - 474 . 0
Milwaukee o 514 56.5-
UM Cluster - 50.0 - 51.7
' Eau Claire . 475 48.8
s . Green Bay , 67.7 . - 697
' La Crosse . 40.6 - 411
. Oshkosh 493 51.7
Parkside . ' 63.3 . 69.8
. Platteville d - 53§ 54.6
‘RiverFalls » ' 596 600
~ -Stevens Point S, 45.2 46.0
- Stout . 426 - 429
~ a’:ﬁeﬁm 69.8 715
- tewster ~ 44.0 ' 47.1.
: © . - Center System 65.6 . 684
. Baraboo/Sauk County .| 63.7 64.6
. Barron County 64.5 67.1
- PR Fond du Lac . 68.1 73.3
- Fox Valley 678 67.8
Manitowoc County 70.9 736
Marathon County 63.3 65.0 «
- . Marinette County 79.9 . 799 .
"’ Marshfield/Wood County 75.3 , 76.8;
Medford - 879 . 92.6 -
Richland - 77.0 78.0
Rock County 65.8 69.2 ,
Sheboygan County '69.6 nno . L
' Washington County 70.0 74.4
‘ Waukesha County 51.6 56.2
‘ Sourcs: University of Wisconsin System, ’ mwvmwkcwm&m
theumumyufmms,m'vmmmm Madison, Wiscoigin,
v 11 April 1980. -
Q 1 1 1 ‘
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| AMarglna!—Costpronch. ’ . .

Objectives. Inadophngmdlmplemmﬁngitscurrcnt
- enrollgxent-change formula for calculating instructional ex-

pense, the Indiana Commission on Higher Education {1983,
ppz-ﬂsoughtwmmefoﬂewmgobjecﬂves -
l.Newexpendimresinammmahonldrelatetoold

expenditures in that program. |
‘2. There should be a symmeiry established that assumes
- additional expenditures when enrollments increase, and as-
“sumes lowered expenditures when enrollments decrease.

- 3. The state should be sensitive to the scale of enrollment .
change that is occurring; that is, small enrollment changes
shoild receive relatively less funding attention, whereas S
large changes should mceive greater attention. :

‘4. To the maximum extent posgible, a comparahle—and
hopefully equivalent procedure--should beusedforeach
institution and campus,

5. Calculatidns should be based on demonsuabh data ,where

- historical enroliments are needed, and on beést-estimates ™
worked out cooperdtively by the Commission and the in-
stitution, where future enrollment estimates aré’needed.

+6. A responsible funding plan should look backward to
correctassumpﬂonsmadeearﬁer&fnecessmy and
tp the future in order to accommodate anticipated growth
or decline in enroliments.

7. Enrollment change should, if possible, take into account
. changes in the mixofenrollmentsamongprosmmsasweu
as overall campuswide changes in gross-enrollment levels.

8. The enrollment-change portion of the Commission's
budget should deal with enrollment change only, and
should not attempt to accomplish other objectives such as
equity among campuses, etc.

9. In order to make informed decisions about start-tip of new :
programsaswellaspossiblequa!ityimpmvementsin .

ongoing programs, enrollment change funding calcu-
lations should be made at the program level rather than

the campus level. ; e

Aruitoxt provided by Eic:
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J Cumnthw«ime Thecurrentmarginal-oowﬁgpmce-
dureempbyedb{thelndiamComwwonmbeﬁexphmed

mathematically:
MC;'= Bjx ACi X MCF;

where .i = the ith program area :
- MCj = mmdcbu.e:ptmedmmm
Aq mecuMawagemformeﬁhmm, .
v in dollars - ~
: MCFi-namrginll-eosthwhidldeMs >
: . size of enroliment change for the ith progfal
E;= thechnngeinenmllmemintheirk

. The margiml—cost factors incorporated into the caltula-

tion are presented in table 5.
TABLE 5
{ . '
Mnrglm}Cout Factors
=
ncwhmm
{+ or ,-’ MCP
.1- 1;0% R 22.8%
1.1- 20 . 281
2.1- 3.0 32.7
3.1- 4.0° - 36.7
41-50 7 - 38.2
5.1- 6.0 39.9
- 6.1- 7.0 41.4
7.1- 8.0 42.7
¢ 8.1- 9.0 439 -
9.1-10.0 44.8
~ 10.141.0 . 458
. 11.1-12.0 46.6 -
\ 12.1-13.0 47.4
- 13.1-14.0 479
- 14.1-15.0. 495 ’
15.1-20.0 49.7 '
20.1-25.0 51.2

>25 52.4

" For purposes of budget computations, the above calculation
is computed for each program area at a campus, then

summed a@ all available program areas.

.llé‘A y



Enrollment-change fundipg (in staté‘dbllnrs) is simply -
computed as: A o

| ’ NSF =-MC - Nm 1 ,
Voo where NSF = newys! tef\mding f ’ T o
v . ¢ MCa= memofallmrgimlcostsforimﬂvxdual :

* \ . ’ progmnamatampus

~—

MR = the new {marginal) feesassocmtedwiththec&mge ' - i
" in enrollments, g : "

' SomespecMMmﬁmsmybehelpM S

.\ * 1.Changes in enrollments (AE; maybenegaﬂ-ve in~
.., which case marginal costs may be negative (MC;).
b 2, Themrginal-coufactorcurrenﬂyvari&ﬁomu%to
’ approximately 50%, depending upon the magmtude of
.. enrollment change occurring. )
BN ) ltxspmme,andoccasionallyitacnmuyhappens that .
- marginal revenues {MR) exceed marginal cost (MC). In :
such a case, new state funds could, for example, be
i Regative, even when enrollments are increasing.
ollment shifts in students from one program area to
ther program areas may have a substantial impact on
. state funding even if gross campuswide enrollments do
,not change. Fot example, students shifting to higher-
cost programs may cause appropnatmns to increase,
4. evenif total enroliments do not, and vxce versa.

Perceived Proble;m with the Current Slmtegy. The follow-

. ingisan attempt to present the varous problems, difficulties,
-and complaints. that have been articulated by institutions .
and others about the current marginal-cost strategy: :

1. It is difficult to predict enrollments in the base year
5  accurately, and this influences calculahons for the pro-

jection years as well.

2. 1t is difficult to understand and explmn the current pro-
cedure to the General Assembly. :

3. The General Assembly, as well as some instmxtions
appears to be searching fora revenue-eqmty model, not -
a cost-equity model.

Q ‘ ] 114 : ‘ \,‘:’
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S Evenassumiﬁgthevalkdityofthemrgmal-eostcalcuh-:
. nonprooedutg the marginhl-cost factors used by the
Commmoparemolowandshonldbemcrmbdto

expenditureinereas&expeﬁeneedby

S\Because thenatm‘eofthemuginal—coafmmula a
mmpus msﬂtuﬁonoﬁenmu&upldnermﬁonalbe//
itive resuits, bothtomeGmMAssembly’
.on-campus constituents. /
Commission’s desire for symmetry in
calculating cosits for the growth or contraction
of i programs the reality of the computation is
that the same change in FTE enrollments.on the way up
yields a larger muginalacoshfactor than on the way

. TBecauseofthemrrmtformuhﬁonofmrgmal-cost
methodology, a large enrollment change in one year
doesnotylddthesamcmultasaconmpmdin;seﬁes
of smaller changes occurring over several years.

8. The level of detall by the Commission appears
inappropriate for/ many campus-level mnn*ment ‘
‘decisions ri enrollment change.
9. The current makes the same assumptions
' _ about economies of scale for each campus, yet thase
- assumptions do| not reflect substantially different

ca‘paciﬁes, levels, and management styles at =~

. the various cam and institutions. » |
10. When enrollments change, thefull&ectsofthatchange
(vis-a-vis funding, for example) are assumed to occur in
one year, yet campus reactions are likely to occur more

L " slowly, perhaps extending gver several years.
: %1 By offsetting ginal costs with matginal revenues,
the-Commiission) has'made it difficult, if not impossible,
for a campus to improve its relative position through

enrollment ¢ .
12. Average-cost ts used in the marginal-cost proce-
a resuit of historical management

or desired level of program funding.
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A Percentage-of-Base Approach ' x|

Mississippi uses a percentage-of-base formula for devel-
. oping annual appropriation requests for its eight senior
> universities. The formula employed by the Board of Trustees
of State Institutions of Higher Learning for developing the
FY 1980-81 requests consisted of four components, the last
mreebemfﬁguredaspercentﬂgesoftheﬁrst{(}toss 1982,
_ PP-37:38).

" Instruction. Total student credit hours by ‘level (lower

division, upper division, and graduate) and by. discipline

'{twenty-six areas) were multiplied by given rates per student
credit hour for three types of institutions. (comprehensive,
urban, and regional without doctoral program). These

calculated amounts represented the total mstructxona{

budget.

General Administration, Library, Student Services, and
. Physical Plant Operation and Maintenance. The budget was
determined by a percentage of the total amoynt calculated
for instruction—47.0 percent for urban and comprehensive
institutions and 50.0 percent for regional universities.

Research. The research budget was calculated as a
percentage of total instructional costs—6.0 -percent for
comprehensive and urban institutions and 2.0 percent for
regional universities. The totals of the three components plus
an inflationary allowance {9.5 percent) represented the total
educational and general budget for each institution.

Income Deduction. A percentage of the total educational
and general budget was deducted to arrive at the net appro-
priation request. The income deduction was 32.0 percent for

comprehensive, 30.0 percent for urban, and 26.0 for regional

universities.

109



"
: !

DIRT Y

References = -

»

Allen, Richard, “Enroliment Decline and Formula Funding.”
, Internal document, National Center for Higher Education
- Mamgemen(Syuem:-(NC}MS}, 1980, .,

for Higher Education. Boulder, Colo.: NCHEMS, 1983.
Brinkman, Paul. “Formula’ Budgeting: The Fourth Detade.”

Iqﬂasporﬂi% to New Realities and Funding, pp. 21-44. New -

Directions for Institutional Research, no. 43 Edited by
L. Leslie. San Francisco: Jossey-Bass, 1984. ‘

. “"Marginal Cost§ of Instruction in Public Higher Educe-
tion.” Ph.D. dissertation. University of Arizona, 1981. ‘

Caruthers, J. Keat, and Orwig, Melvin. Budgeting in Higher

Education. AAHE-ERIC/Higher Education Research Report,

no. 3. Washington, D.C.: American Association for Higher

Education, 1979. | '

Curry, Denis J;; Fischer, Normén M.; and Jons, Tom. *'State Policy
Options for Financing Higher Rducation and 'Related
Accountability Objectives.’’ Finance Issue Paper, no. 2. State

" mittee of the Whole, 18Febnmry1982.. -

D § L 2

Y,
k.

. ————e e e



112 . e e . . ) , '-
; - S -& * / < ¢ ) »
-vt Ewell, Peter. The Self-Regirding Iristitution: Information for
. Excellence . Bouldér, Colo.: NCHEMS, 1984.° . ™
* . Folger, John. "Do We Need New Rules for the Budget Game?"

. . mwu‘mm@‘mo@m'm
‘ _ Council on Education [ACE], Weshington, D.C., 1982.

*Gi2nny, LWA.MWWMWM}W
Wmmmumqumm
at Berkeley, 1976. a - ' -

 Gross, Francis M. Formula Budgeting for Higher Education: State
Y Practices in 1979-80. NCHEMS Working Paper Series.
) Boulder, Colo.: NCHEMS, 1982. ,
. ¢ . M ' .

v ———. A Comparative Analysis of the Existing Budget Formulas
: Used for Justifying Budget Requests or Allocating Fynds for the
Y ’ (Mmmmw&w&mﬁww Universities.
' ( no. 9. Knoxville, Office of Institutional Research,

4 Univefsity of Tennessee, 1973.

- ]

Indiana Commission for Higher Education. "Notes on Enrollmént
Change Funding.” Indianapolis, Indiana, 2 November 1983.

Jones, Reginald L., and Trentin, H. George. Budgeting: Key to
Planning and Control. New York: American Management
{’\ssociation, 1966.

Kentucky Council on Higﬁer Education. 1984.(868udpt Request .
Guidelines. Frankfort, Ky.: Kentucky Council on Higher
Education, 1983.

McCoy, Marilyn, and Halstead, D. Kent. Higher Education
Financing in the Fifly States, FY 1981 Interstate Comparisons.
3rd ed. Boulder, Colo.: NCHEMS, 1984.. -

McLaughlin, G. W.; Montgomery, J. R.;: Smith, A. W,; and
Broomall, L. W, “Size and Efficiency.”’ Research in Higher
Education 12 {1980):53-66.

e ., 118 -



- . | | « 113

Meisinger, Richard}uhn Je "1'he Politics of Formula
TheDeterh:inaﬁonofTblmblechelsoﬂnequtythrough /
Objective Incrementalism in Public Higher Education.”
. Doctoral, , University: of California, Berkeley,

Miller, James L., Jr. Stats Budgeting for Higher Bducation: The Use of
Formulas and Cast Analysis, Ann Arbor! lmﬂtuteof?ublic-
Administration, University of Michigan, 1964.

. Monical, Dabid G., mdSchomk«.CnigV"MargimlFunding J
S, A Difference MlkesaDifference?"RﬁahmhmHighwf
- Bducation, 12,1 (19801:67-62.

Mullen, J. Michael. “Minimal Institutional Size and Resource
. Requirements: An Analysis of the Economic Factors for Two-
"Year Public Colleges.” Ph.D. diweﬂxﬁom University of

Virginia, 1981.

' )

Pickens, William H. "What‘sAheadformgherEdtmﬁon? Paper
presented at the National Conference of College Auxiliary
SQrvicu Reno, Nevada, 9 November 1981, '

—_— "Statewide Formulas to Support Higher Bducation.”
In Handbook on Bducational Finance. Denver, Colo.: National
Conferenee of State Legislatures, forthcoming.

Pyhrf Peter A. Zero-BamBudgmng New York: John Wiley and
, 1973, '

A
\

v Univeruty of WMomin System. "Fixeleariable Cost Analysis
: in the University of Wisconasin System.”’ Report-{o the
WlsconmnBoardofRegmts Madison, Wisconsin, 11 Aprn/
1980. ‘ _
Wildavsky, Aaron. The Politics of the Budgetary Process. 2nd ed.
Boston: Little, Brown and Co., 1974.

ERIC | - 119,



b
.
s
-
.
.
.
: {
¢
-
.
.
)
‘
-
-
.
.
»

O

ERIC

Aruitoxt provided by Eic

L 4
.
]
-
.
( ‘ !
. s
-
. .- .
- .
.
.
: < .
‘., -
.
RN
s
. -
L] -
»
v
.
.
.
.
.
B
.
v
*

06820139000401
1M:185:LP:D&K:2BA364

.«
. X‘
A ‘.
- . .ok
- f *
. .
.
~ ".n
- - : s
o ¢ ‘
- ‘
.
’ .
,
L] »
- [ ~
N
.
i
-
L
*
.
.
.
.
.
.
A
.
K
. -
//
L
-




