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Placing a question on whether a
respondent is of Hispanic origin before
the question of race increased the number

who answered the Hispanic question.
People of Hispanic background can be of

any race.
Originally Published on 5/16/97 @
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Students borrow less for college than people may think

Despite fears of debt, college a bargain, experts say

By Jayne Noble Suhler
The Dallas Moming News

College students borrow less to
finance their degrees than the price of
most sporty new cars.

Soon-to-be-released figures from the
U.S. Department of Education show that
the cumulative debt for seniors at public
colleges and universitics was an average
of $12,561 for 1995-96. At private
institutions, the average senior had
borrowed a total of $15.136.

The education figures include federal,
state and private term loans. They do not
include credit card debt or debt that
parents may have accumulated paying for
their children's education.

A formal report is expected to be
released in June. :

Many students who borrow say they
aren't thinking about purchasing new cars
when they graduate. Instead, they say
they'll do without in order to pay off
loans.

"l want to get it [debt] paid off as
soon as possibie," said Jennifer Cato, 21,
who graduates from Southern Methodist
University on Saturday with a bachelor's
degree and $10.000 in federal loans.

"The reason 1 worked three jobs,
worked full time in the summers and
sacrificed to make ends meet for four
years was because I knew these loans
would come back to haunt me.”

Ms. Cato just landed a job with a
Dallas sales and public relations firm and
said she shouldn't have a problem
making the estimated $160 monthly loan
payments.

"But I'll be keeping my 1994 Ford
Escort.”

As daunting as debt may seem for
students, college is still a bargain, say
many experts.

"The only thing more expensive than
going to college is not going to college,”
said Tom Mortenson, a higher education
consultant and director of the Center for
Study of Opportunities in Higher

Education.

Research has shown that college
degree holders earn much more in their
lifetimes than high school graduates, he
said. On average, a male with a

bachelor's degree earns $700.000 more -

over 40 years than a male with a high
school degree. Female degree holders
eam about $400,000 more over 40 years
than counterparts who are high school
graduates. '

It costs less to go to college than many
people think, said Edward Elmendorf,
vice president of the American
Association of State Colleges and
Universities.

A recent survey by the association
showed that most people thought the
average annual tuition at a public
university was about $9.600. In fact, the
majority of students attending public
universities in their home states pay less
than $3.000 a year in tuition and fees,
officials said.

The tuition at the country's 1,600
private universities averages about
$12,500 a year, not the more than
$20,000 many people think, said Dr.
David Warren, president of the National
Association of Independent Colleges and
Universities.

And more than half of all students
receive some tuition aid in the form of
grants or scholarships, so they are not
paying the full amount, Dr. Warren said.

What is troubling to Mr. Mortenson,
who writes a newsletter about higher
education, are the borrowing habits
among some low-income groups who
"by and large have not caught on to the
relationship between education and
standard of living.”

"Low-income kids, or kids who don't
have a college education very often view
college loans as barriers to opportunities
and not vehicles" of opportunity, he said.
"We hear stories frequently of people not
going to college or going part time in
order to avoid debt."

Although most think college is still a
great investment, the price has been
rising. Tuition at public and private
institutions has gone up by about $
percent a year for the past decade, and
students are borrowing more than ever.

Changes in federal laws that allow
more school loans have prompted
borrowing to double in the past few
years, from $13 billion to the $26 billion
owed today.

“You will find people out there who
are $20,000 or $30,000 in debt," Mr.
Mortenson said.

The cost of college increases when
room, board, insurance and other
essentials are added. At Texas A&M
University, for instance, the average
student spends about $8.800 a year. At
SMU, it costs the average student about
$20,000 a year.

Stacey Morris, 22, a senior at the
University of Texas at Austin, has
borrowed about $3,000 to pay for her
degree in finance. She also works 20
hours a week in a campus office to keep
the debt from going higher.

"Any amount of debt is a lot when
you don't know how you're going to pay
for it,"” she said.

[f they're not careful, students can get
caught up in credit card debt to pay for
things like books or other necessities,
Ms. Morris said. Credit card companies
offer students plenty of opportunities for
getting cards, sometimes with limits in
the thousands of dollars.

"l get a lot of letters from companies
offering cards, and I have friends who
have problems paying off credit card
debt,” she said. "I keep two cards and |
find that I still live within my means, but
that I spend money that [ might be
saving."

Julie Harris, a journalism senior at the
UT-Austin, pointed out that people
majoring in fields such as engineering
and business are more likely to land
higher-paying jobs than people in the
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diagnoses, not the least of which is the
federal law that mandates "appropriate”
instruction programs for children
diagnosed with learning disabilities. By
most estimates — none particularly
rigorous — between 15% and 20% of all
children in the U.S. are learning disabled,
and many — but not all — have reading
disabilities. Although public-awareness
programs and federal laws have made the
problem more visible, the actual number
of learning-disabled kids has remained
fairly steady over recent decades,
scientists say. Forty years ago, these
children were said to have "minimal
brain dysfunction.” In the classroom,
they were underachievers, screwups,
class clowns or the "dummies” who sat in
the back of the room and got little
attention, lots of detention.

Today, they are getting more
attention, for good reason: Current
research shows that a reading problem
not caught by the age of nine is going to
be harder to treat than one diagnosed
earlier — and is more likely to leave
emotional scars.

"Society is  becoming  more
demanding carly on,” says Sheldon
Horowitz, director of professional

services at the National Center for
Learning Disabilities. Pressures on
children are intense, he notes. "If you're
in second grade, and you can't surf the
[nternet. you're in big trouble. And if the
kid is performing poorly in school. the
parents are in the teacher's face.”

Accordingly, reading disabilities have
become a big business, with private
schools, camps and tutoring companies
competing for government and private
funds. They are also a costly problem for
the educational establishment.

Officials in California were appalled
in 1994 when some 60% of the state's
fourth graders scored below the basic
level on a national reading-assessment
test. Last year, the state legislature
allocated $2 billion to revamp reading
instruction in the state. Part of that
money will go to train teachers in
phonology, phonics and other aspects of
speech sounds and word structure.

These fundamentals had dropped out -

of many teacher-training programs in the
past decade, as the academic community
embraced the "whole language” approach
to literacy training. Whole language,
which works well for instinctive readers,

assumes that if children are immersed in
language. literature and writing, they will
pick up the mechanics of reading
naturally. For those who struggle to
decode every word they see. this never
happens.

Similarly, no amount of parental
reading at home will resuit in a child
learning to read. although it's universally
recommended for building children's
vocabularies and demonstrating the
transporting power of stories. "Reading
isn't a process most kids can learn by
themselves," says Dr. Horowitz. "It takes
careful, intensive instruction.”

With  such instruction,  most
psychologists agree, between 90% and
95% of the population should eventually
be able to read. If children get
discouraged by early failure, however,
their chances are  considerably
diminished. "If you're lousy at soccer,
you're not going to hang around on the
soccer field," says Dr. Lyon. "If reading
is laborious, and you have to put a lot of
work into it for not much reward. you're
not going to hang around, either. But if
you don't learn to read, you're not going
to succeed in life."l
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Census Bureau weighs adding a "multiracial’ category
Some Asians, Alaskans prefer it, survey finds

ASSOCIATED PRESS

WASHINGTON — Letting people
call themselves multiracial reduces the
number who consider themselves
Alaskan or Asian but doesn't seem to
change the number of blacks, whites or
American Indians, the Census Bureau has
found.

As mixed-race families become more
common, the government is considering
adding the option of "multiracial” to the
current race categories on federal forms.

The Census Bureau estimated that the
number of children in mixed-race
families jumped from fewer than 500,000
to 2 million between 1970 and 1990.

The final decision on whether to add
the new category will be made by the
Office of Management and Budget, but
the Census Bureau reported yesterday on
the results of a complex test of various
reporting options among 112,000

households.

Adding the multiracial category
reduced the reporting of Asian or Pacific
Islander as a single race, bureau said. The
same happened when the option of "mark
all that apply" was offered and several
racial categories were presented rather
than asking people to pick just one.

But neither option affected the
number of people reporting themselves
solely as black, white or American
Indian.

A group of households made up
largely of American Indians and Alaskan
natives showed mixed results. Including
the multiracial choice reduced the
number picking Alaska native, but had
no effect on the American Indian total.

The question of if, and how, to add a
multiracial choice to government
statistics is sensitive. An individual with
parents from different categories may not

wish to choose one parental identity over
the other.

But simply adding a "multiracial”
category could cause problems in
comparing current and older statistics,
and it might interfere with efforts to track
minorities and prevent discrimination.

The census test was intended to gauge
the effect of various options on how
people reported themselves.

Other findings of the test included:

Substituting “native Hawaiian" for
"Hawaiian" increased the number of
people picking that category.

Giving people a choice between
"Guamian" and "Guamian or Chamorro"
made no difference in the number
selecting that category.

Spelling out "American Indian"
instead of using "Indian (Amer) or
Alaska native” had no effect on the
number checking that group.
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Higher Education: =
How High the Price
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The money doesn’t go for teaching. It fuels a growing

administrative machine. When price brings prestige,

there is no incentive to control spending.

Why college costs so much,
pushing many out of the market

By Karen Heller
and Lily Eng
INQUIRER STAFF WRITERS
t the University of Pennsylvania,
there are 29 more students regis-
tered today than there were in 1980.
There are also 1.820 more adminis-
trators and their staffs.

What's wrong with this picture?

An explosion in administration is one of
several reasons tuition has skyrocketed, not
just at Penn but at colleges and universities
across the nation. Soaring tuition has made
frantic parents and troubled educators fear-
ful that the middle class is being priced out
of higher education.

Long the gateway to a better life, higher
cducation was once the great equalizer. If
the trend of rising tuitions continues, it will
divide the classes.

In the last 15 years, tuition has almost
tripled. Four years at an elite private col-
lege now cost almost $120.000. A four-year
cducation at a state school averages $37,140.
Here. prices are even higher: Four years at
Pennsylvania State University cost $48,264;
at Rutgers, $48,572.

During most of the 20th century, college
tuitions remained relatively steady, rising
only at about the rate of inflation. Until
1980.

An Inquirer investigation has found that

the reason for the mussive leap in college
costs was not a result of schools spending to
educate students. In fact, the percentage
spent on instruction has dipped.

Nor has the price increase been caused by
a natural economic force: rise in demand.
After most of the baby-boom generation
graduated, the number of high school grad-
uates dropped, lowering demand.

Instead, the explanation for the jump in
prices has largely been a change in attitude.
Educators came to realize that families
equated the quaklity of a college education
with cost: the more expensive, the better.

And as colleges found they could bring in

millions, they found they could spend it

without limits.

As colleges began raising tuitions by dou-
ble-digit percents each year, families duti-
fully paid. Prices rose because the market
would bear it.

Elite private schools, which beginning
this week are sending out acceptance and
financial-aid letters, led the pack in setting
price, and other private colleges followed.
Labeled the “Chivas Regal” phenomenon by
academics, schools marketed themselves
like expensive whiskey — a quality product
worth the extra thousands of dollars.

How did it come about? Educators say:

e [t was a perception that the higher the
tuition, the better the quality of education,”

says Robert V. losue. former president of
York College in Spring Grove, Pa. “The ap-
pearance of quality upped the ante and gave
the appearance of better quality. It hap-
pened like a forest fire: It went right
through.”

¢ “{Colleges| started outbidding each other
— the highest-priced institutions outgun-
ning each other every year.” savs Lawrence
Gladieux, the College Board's executive di-
rector for policy analysis. "That pulls the
whole system toward higher price.”

¢ "It happened when they got greedy 1n the
'80s — they caught up as fast as they could
and kept going,” says marketing consultant
George Dehne, referring to the private col-
leges catching up with Ivy League prices.
¢ “There was a period when the economy
was booming in a sense,” says David W.
Breneman, dean of the School of Education
at the University of Virginia. “In some fun-
ny way, it had an effect — higher education
catching on to marketing. People got the
sense that this was an uninformed market.”
® “‘Colleges and universtties get no points for
being cheaper,” says Sheldon Hackney, head
of the National Endowment for the Human-
ities and former Penn president. “There’s no
incentive to cut the price. But there is incen-
tive for being more attractve.”

o “Theyre the most inefficient vperations.

More...
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If they were in the private secsar, they'd
have been out of business so longggp. " 3ays
Temple University president Peter Lia-
couras.

When vou look at American higher educa-
tion. all the basic laws of cconomics are out
of whack.

Colleges and universities are nonprofit
institutions. They aren't operated as busi-
nesses and aren't monitored by outsiders;
they invest and spend money however they
wish.

If universities were held up to accepted
business standards. most would be consid-
ered grossly mismanaged.

As a result, higher education is riddled
with tronies.

At the same time colleges and universities
have been building an enormous revenue
stream, they are pricing out many consum-
ers.

Meanwhile. 1nstitutions are not spending
the money where you would expect them to
— teaching students. Theyre pouring mil-
lions into administration and other nonaca-
demic expenses. Consequently, colleges —
as well as their students — are financially
stressed and strained.

They violate the rules taught in Econom-
ics 101.

In the last 1S5 years, demand went down,
yet prices went up.

In higher education, there is no advan-
tage to cutting spending. In fact. spending
more has become a hallmark of prestige.

Universities collect billions of dollars
through fund-raising, then put the money
in their endowments. Only the investment
income 1s applied to the operating budget. [t
does nothing to cut tuition.

“An increasing endowment does not re-
duce tuition. but inflates it,” observes Rich-
ard M. Huber, a former Hunter College
dean.

Tuition is unaffected by successful fund-
raising efforts. In fact. the schools with the
largest endowments are among the most ex-
pensive to attend.

With huge endowments and record tu-
itions, many of the richest institutions
spend without restraint — on research, new
buildings. administration — and routinely
run deficits.

As prices have gone up, the number of
families that can afford tuition has dramati-
cally decreased. To offset this, schools are
not lowering prices; they're giving away
more financial aid. That results in another
contradiction: Schools are spending even
more to entice students.

(2)

u the last 15 years. the total price of
attending college has increased at more
than double the rate of inflation.
Increases In tuition outstripped those
for cars, housing, even runaway medical
Costs.

The cost of attending a private college for
one year now consumes almost half of the
median American family’s gross income. In
1980, it was only a quarter.

Since 1959. the share of gross national
product spent on higher education has in-
creased by 114 percent, according to the De-
partment of Education. At the same time,
the total spent on primary and secondary
education has not kept pace, rising only 35
percent.

As college costs keep rising, professors
teach fewer classes. Once, the faculty rou-
tinely taught 12 hours a week or more; to-
day, about one-third of all professors at re-
search universities teach fewer than four
hours a week; more than two-thirds are in
the classroom fewer than 10 hours a week.

Students are increasingly being taught by
part-time instructors, graduate students,
and even fellow undergrads. At Gettysburg
College, where the total annual cost is
$25,356, a sophomore is being paid as a
teaching assistant in Renaissance and medi-
eval literature. And colleges are cutting
back on the time students spend at school
each year. Today, the academic year is eight
months — 30 percent shorter than at the
beginning of the century.

There 1s no proof that education is better
as a result of the higher costs. Some experts
in academia say it's worse.

The American goal of getting an afford-
able coilege education has become a {1nan-
ctal drain for much of the middle class.

rrissa Coleman 1s the {irst member of her

family to get a bachclor’s degree. She gradu-
ated from Northwestern College in St. Paul,
Minn., and her husband, Brett, graduated
from the University of Minnesota. The
young couple, from solidly middle-lass
families, is starting married life with almost
$20,000 in loans. plus interest.

“It's overbearing. [ think it's really
stopped us from moving on.” she says. "Our
friends have houses. That's not a realistic
possibility for us to acquire more debt. It's
hard to think about starting a family.”

Admissions officers once compared the
price of a college education to that of the
family car. Now, it's more like the house.

Neal Raisman, president of New York's
Rockland County Community College, says

More...
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of hugh tntions: “1U's fike paving t'o(.u mot-
gage without getting the hnuse.” )

In this nervous cconomy, when 1U's vssen-
tial to have a bachelor’s degree to secure an
entry-level office job. the price of attending
many colleges has become a barrier. As the
gulf widens between the carning potential
uf college vs. high school graduates. so does
the cost of attending various colleges. Most
Americans cannot afford private and in
some cases public colleges without 1ncur-
ring overwhelming debt.

College was once a privilege, then became
an attordable option. Today, virtually all
parents want tharr children to go 1o college,
says S, Secrctary of Education Richard
Riley. and 65 percent of the population

eventually attends. But if the price in-
creases don't stop soon. the trend is going to
reverse.

“You read these articles where you have
to save 10 to 12 percent of your wages just to
keep up with college inflation,” says Mark
Laurenti. a Shop Rite executive from Hamil-
ton Square, N.J.. who is saving for his three
young children. "Well, every parent would
like to see their child have the best. the Ivy
l.cague. You want that for your children,
but look at what Rutgers tuition is now, and
it's scary.”

. .

At private schools, these large tuition in-
creases started in the éarly 1980s. At most
public schools, substantial tuition and fee

tncreases began 1n the late 1980s and accel-
erated ir the 1990s. with the public clamor-
ing for lower taxes and the states pouring
more money 1nto prisons and health care.

As tuttions boomed, private and public
schools expanded departments for fund-
ratising and marketing to elevate the
schools’ 1mage and prestige to remain com-
petitive.

Colleges and universities argue that
higher tuitions reflected rising costs that
couldn't be controlled: computer systems
and new technology. health care. increased
faculty salaries, upgrading of aging physi-
cual plants. compliance with government
regulations.

¢3)

But increased revenues also allowed col-
feges 1o pend without lLumit. (nstitutions
wenll an sprees, pumping moneyv tnto faculty,
administration, zew huldings and nther ame-
nitles.

“lt was the decade of consumerism. a period
of suppvism. BMWSs. and destgner labeis.”
sard fosue, the tormer York College president.
“Colleges reahized there was a gravy train,
and there was a iot of gravy. ... They were
ripe conditions for colleges 1o go up and up.”

Universities are built on an uneasy plat-
form of presuige. which comes (rom the repu-
tation of their scholars and. to a lesser de-
gree, their facitities and administrators. The
biggest expense s for personnel. with the
brightest academic stars commanding sala-
ries of $175.000 or more.

All this costs money, and colleges have be-
come very good at raising it. Private philan-
thropic support for higher education grew
from 33.8 billion to 512 4 billion between 1980
and 1994, according to the American Council
on Education

“For prestigious universities, it's, ‘Charge
all you can. cry all you can. and spend all you
can.” " observes Huber. the former Hunter
College dean.

In higher education, schools shop for pres-
tige by adding, not by cutting back. They hire
faculty to do research. then hire staff and
administrators to perform the duties once re-
quired of faculty.

“Building a great college is something you
buy and not something you build.” says Ar-
thur Levine, president of Tcachers College at
Columbia University.

“For the most part, prestige 1s not a func-
tion of how well colleges and universities do
undergraduate programs.” says Patrick Cal-
lan, executive director of the California
Higher Education Policy Center. "What's in-
reresting about these mega-universities 1s
that students who go there have no contact at
all with the faculty who created the reputa-
ton... [t's an odd system.”

Most colleges now have an administrative
department of student advisers, a job once
performed by taculty. Schools are heavily
staffed with faculty assistants and adminis-
trative assistants. academic and psychological
counselors. health-care workers. fund-raisers.
marketers and massive human resources de-
partments to deal with the explosion 1n non-
academic personnel.

since 1975, administration 1n higher educa-
non grew at more than three times the rate of
student enrollment.

As schools remade themselves into interna-
tionally recognized research institutions, stu-
dents demanded more amenities: larger
dorms. newer student centers, bigger athletic
facilities.

More...
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wdministrators, rosearch  faculty, better
cooms. more racgGuetdail courts — none had
anvtaimg 1o do with the quality of ufMergrad-
qate edacation. Yet they helped push prices
7R'~'-hl‘:§h.

Then. colicges tried 1o -1rdo 2ne another.
Jhen ong DU an w.eragessize sWIMmIng
wond crs rivat Sutlt ar Olympie-size pool.

LUileges are Competing against eacn ower
ttke resort hotels,” says Chester E. Finn Jr., a
former assistant secretary of education.

Higher education is in a vicious cycle of
raising prices. then having to grant students
more atd to help pay the price. Such aid has
grown to the point of burdening inflated col-
lege budgets. Now. some schools are cutting
back on educauocal expenses — reducing
full-time faculty, trimmiog departments to
provide more financial aid.

Due Quach is a soft-spoken, Central High
School senior, one of four children. Her fa-
sher runs a Philadelphia fast-food restaurant.
S$he wants to be a doctor.

» "l think going to college has become more
wmportant and less so at the same time,” says
Quach, who has been accepted at Harvard and
gow awaits her financial package, which
Wust be substantial for her to attend. “On the
gne hand. you have to have a college degree
1) get a job, but a degree doesn't guarantee a

b. You often need a graduate degree.”
= The fees schools charge are so high — as
much as 360 just to apply — that Quach had to
get financial assistance for the application
and financial forms. She doesn't understand
why a school like Harvard costs $30.000 a year,
then spends $25.000 helping someone like her-
self to attend: "I think it's pretty stupid to give
out so much financial aid in the first place.
Why did they raise the prices so high?”

The financial-aid package is more crucial
than the acceptance letter mailed in Decem-
ber. "If  don't get the right aid. I'll go to Penn
State,” she says. “Maybe 30 years from now,
going to Harvard or Brown won't be as expen-
sive, or 1t won't be as special.”

Today, because of high tuitions, students
are graduating with more debt than ever. It's
aot unusual for those completing profes-
sional degrees to owe $100,000. Massive loan
burdens are prompting students to pursue
more lucrative private-industry jobs instead
of public service.

Jack Beck, a senior at Southern Oregon
state College, is majoring in computer sci-
ence, a degree he knows will get him a job. He
has accumulated $22,000 in loans.

“There are other majors | like,” Beck says.
“But let's face it. [ had to pick a major that
was going to land me a job.”

Otherwise, Beck says, he would have gone
on to graduate school, and that would mean
more debt.

~Students are collecting loans that are more
than parents make in a year,” says Ed Dennis,
executive director of the Oregon Student
Lobby. "It’s far out of reach.”

Yet, the bachelor's degree 1s becoming
more essential. [n 1994. a person with a col-
lege diploma earned an average of $31.500.
People with only a high school degree earned
an average of $16,560. Americans with bache-
lor’s degrees also are less likely to be unem-
ployed.

oday. 15 years after tuition began its
big rise. private colleges and universi-
ties boast they are slowing the rate of
Increase; a handful have even lowered
prices. But these claims are misleading. Tu-
1tion is stll increasing at more than double
the inflation rate. At four-year public and pri-
vate institutions, tuition and fees increased 6
percent for the 1995-96 academic vear. The

Consumer Price Index rose only 2.5 percent
'ast vear.

And colleges’ annual dollar increases. are

often 50 percent higher now than they were
in the 1980s; at the elite schools. where ad-
ministrators boast that increases are being
held to S percent, this translates into annual
tuition jumps of more than $1,000.

Moreover, when the nation was at the
depth of a recession between 1990 and 1994.
colleges and universities increased new
construction costs by 63 percent, according
to the F.W. Dodge Division of McGraw-Hill
Inc.. which keeps national statistics on
building and construction.

Public universities, where students have
turned for more affordable educations, are
bumping up their prices and toughening ad-
missions standards because of stagnant
state funding and increased demand. Fx-
perts worry that the nation’s flagship public
universities will become more exclusive
than many private institutions, attract:ng
the best. the brightest and often the richest
— SAT scores have long been tied to income
— while shutting out the middle class.

“The old notion of low-cost, public higher
education being accessible to all families is
1n danger of being obsolete in some places,”
says Terry Hartle, vice president of govern-
mental relations at the American Council
on Education.

What was once considered an attainable
goal — getting a college education — may
soon be out of reach.

uring the 1980s, most colleges and

universities defined quality as

quantity, or growth. Gains were

made through addition. More build-
ings, more faculty. more programs, more
money and more administrators.

k|

'continued...

“Undetected. unprotested and unchecked,
the excessive growth of administrative ex-
penditures has done a lot of dumage to life
and learning on our campuses.” observes
Barbara Bergmann. an economist and past
president of the American Association of
University Professors. "Huge amounts have
been devoted to funding administrative po-
sitions that a few years ago would have
been thought unnecessary.” The result is
that “some of these newly added people ap-
garently have to cast around for things to

0.

The swelling of higher-education admin-
istration has outstripped the number of stu-
dents. From 1975 to 1993, while undergradu-
ate enrollment grew by 28 percent and
faculties increased by 22 percent. the ad-
ministrative staff increased by 83 percent.

“There was a lot of unnecessary growth in
the effort to professionalize: purchasing
agents joining professional associations,”
says John Fry. Penn’s executive vice presi-
dent.

Penn lists 15 people. including a sopeech-

More...
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writer. on president Judith Rodin's staff: 14
more administrators report o theTprovost,
the university’s top academic offieer; the
treasurer has a department of 36 the univer-
sity secretary has o staff of 10. There are five
vice provosts, tive vice presidents, an execu-
tive vice president, a depuly provost. an asso-
ciate provost and five assistant provosts.

For every faculty member. Penn has more
than 2'2 administrators and support staff.
These numbers do not include unionized
tabor. 1113 more employees (including
housckeeping, security, library and dining
service workers). There are 2,100 full-time
faculty members.

“What happened in a 20-vear period was
that universtities took every dollar they got.
and pumped 1t back into the university™
says Hackney, Penn's president from 1981 1o
1993. “The ratio and support staff increased
as things went along. When faculty gave up
student counseling, universities hired pro-
fessionals to do that — tutoring services,
advisers.”

All this costs money. and students and
their families helped foot the bill.

In 1950. colleges and universities spent 27
cents on administration for every dollar on
instruction. They now spend 45 cents, ac-
cording to the latest Department of Educa-
tion statistics.

Today. public colleges and universities al-
locate an average of $2,236 per student on
administration. At private universities. the
cost is $4.469 per student. In most cases,
these costs are tacked on to tuition.

[

For all the advances in technology, stu-
dents still learn much the way they always
have since the founding days of Oxford —
11 a classroom with a teacher imparting
knowledge, encouraging research. But ad-
ministrations have been so altered as to be
all but unrecognizable to anyone who at-
tended college more than 20 years ago.

“When colleges and universities change,
they change only by addition. They take up
everything, add to things.” says Levine. of
Teachers College at Columbia University.
“As long as the school was increasing, they
rept changing. In the 1980s, colleges and
universities acted as if they were real
growth industrics. even when the growth
had slowed.”

Once they grew. schools had a hard time
cutting back. “Colleges are organically inca-
pable of shrinkage,” says Chester E. Finn
Jr.. former assistant U.S. secretary for edu-
cational research and improvements.

“1 preside over the biggest, largest univer-
sity in the country. We teach 11.000
courses.” says Ohio State president E. Gor-
don Gee. "I'm the president of Noah's ark.
We do two of cverything. We've got to shoot
a few of those large animals before they get

(s)

to the trough or we will all starve to death.”
There are now 50 professional higher-edu-
cation organizations based in Washington.
They include everything from the National
Association of Student Personnel Adminis-
trators to the National Association of Col-
lege and University Business Officers.
Presidents oversee these huge adminis-
trations. and their budgets often rival the
gross national products of small countries.
Administrators are well compensated for
their work. Harvard pays its investment
hankers handsomely to oversee its $6.2 bil-
lion endowment: e vice president for eq-
uity. Jonathen Jacebson, carned just under

$3 million 1n 1994, Harvard's vice president
for select equity. Robert Atchinson was paid
$1.3 million; and Harvard Management Co.
president Jack Meyer had a salary of $1.2
million.

At financially troubled Adelphi University
in Garden City, N.Y. where enrollment
dropped 12 percent this year, president Peter
Diamandopoulos got $523.636 in salary and
bonuses in 199394, He was given the use of a
$1.2 million Manhattan apartment and a
$400.000 condo in Garden City, and a four-
bedroom residence near campus. Even a
smaller institution. Rhodes College. in Mem-
phis. paid its president, James H. Daughdrul}

Jr.. 3461458 in salary and benefits.

“The college president used to be seen
more as an academic officer. Now, the presi-
dent is a chief executive officer,” says Ober-
lin president Nancy Dye.

“We are lobbyists. We have to be extreme-
ly well-versed in institutional development.
I probably average a day a week in labor
matters or with a lawyer.” says Augustine
Gallego, San Diego Community Cotlege Dis-
trict chancellor.

Michigan State, realizing that financial
expertise was as crucial for a university
president as academic cxperience, hired M.

Peter McPherson, a tormer deputy US.
treasury secretary and Bank of America top
executive.

Administration is booming, so much so
that about 90 institutions now offer degree
programs in the field. “Administration is in
a growth mode,” says Philip Wexler, dean of
the University of Rochester’s Margaret
Warner School of Education and Human De-
velopment, which offers such a program.
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“In major companies, if you lose money,
something has to give,” says Michigan
State's McPherson. “At universities. there
isn’t a quarterly financial report, like at
Fortune 500 companiles, to show us weTe
losing money.”

Nor do universities react swiftly to finan-
cial hardship. Says Levine: "Colleges™ re-
sponse to diminishing resources was to say
‘We have no resources. Oh. fet’s raise more
money. Let’s hire more peo-
ple in development. Why
don't we hire more people
in admissions, more people
in student counseling? Let’s
have a flnance office to
spend more money.’ Then
they turn around and say.

‘Wow. This isn't saving us
money. [t's costing us a
mint."”

Administrators also say

costs were pushed by the
price of progress: technology. Jdiversity and
government regulation. everything from
complying with the Americans With Dis-
abilities Act and Title IX to the cost of moni-
toring lab rats.
" Ironically, institutions of higher learning
have been among the last to fully use the
advances they have perfected. They have
been slow to technically upgrade buildings,
consolidate computer systems and stream-
line management.

As with the federal government, this has
helped drive up the size and cost of adminis-
trations.

“My problem is that we continue to do
business the same way,” says David Longan-
ecker, US. assistant secretary for higher
education. “What we haven't done is to
achieve the kind of higher productivity
gains resulting from our core processes that
other businesses have done.

“We're not using the new technologies
that are making every other business bet-
ter, that in fact we basically created with
the expansion of knowledge in our institu-
tions.”

Princeton, per capita the nation’s richest
university with an internationally ac-
claimed mathematics department, has a 54
million operating-budget deficit. Yale,
home of a great architecture program and a
$3.98 billion endowment, has critical de-
ferred-maintenance problems estimated as
high as $1 billion.

Despite endowments topping $1 billion,
most of the elite universities are running
deficits.

Penn i3 an exception. Although exempt

More. ..
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from paying taxes. schools arehrtequued to
file financial reports annually ®ith the IRS.
Penn reported an excess of $462 million in
1993. :
“We're the only [vy that hasn't run a defi-
cit in the last 10 years.” says Rodin.

Penn and the University of Chicago,
which boast two of the world’s finest busi-
ness schools, have employed outside strate-
gic planning consultants to analyze and re-
design their operations.

Penn's Rodin hired her Coopers & Ly-
brand consultant, John Fry, as the new ex-
ecutive vice president. In his December
1994 restructuring report as a consultant,
Fry found that Penn had antiquated admin-
istrative systems, a costly human resources
department, redundant purchasing proce-
dures, 1,000 staff reclassifications each year
“in order to reward and promote employ-
ees.” And the Faculty Club was running a
$700,000 deficit. .

The current “Agenda for
Excellence” calls for Penn
to “reduce the cost of cen-
tral and school administra-
tion by $50 million during
the next five years.” [t also
suggests Penn ‘“reinvest
these savings in support of
the university and school-
based strategic priorities.”

Schools have had great
success at raising money for
buildings and endowed pro-
fessorships but not necessarily for enhanc-
ing undergraduate education. For example,
until recently, Penn had limited success
raising money for financial aid.

How to Beat High Tuition

Experts suggest the following:

@ Be prepared. Go to seminars. Ask
questions. :

@ Don’t be late. Mail applications early.

8 Apply for financial ald. Don't worry
about what your income is. Send in the
federal financial-aid form (FAFSA) right
after Jan. 1 of the year the student is
entering college. This will automatically
put you in the running for state grants.
Some private institutions have a new
form, the CSS/Financial Aid Profile.
Read the college's literature to see it it
1S required.

()

“Colleges and universities are going to
have to do what we in government and pri-
vate industry are already doing,” says Secre-
tary of Education Riley. “Restructuring, con-
solidating, making organizational changes
1o g1ve your students the best education in
the most efficient way There's got to be a
flattening out of organizational charts to get
maximum benefits out of people.”

Experts believe this won't come easily.
Yale's faculty was up in arms when former
president Benno Schmidt tried to eliminate
staff positions and departments. The faculty
won, Schmidt left, and today Yale — with
the nation’s third-largest endowment — has
financial problems among the worst in
higher education.

Even small schools have fallen prey to
bloat. “Look at all the vice presidents we
have: comptroller, student life, athletics, fi-
nancial, development and public relations,"
says Kenneth Mott. a political science pro-
fessor at Gettysburg College, home to 2,000
students. “The academic enterprise was
once the heart and soul of the college; now,
i's just one of five departments. We have
definitely become a business.”

B Tomorrow: College — once the great
equalizer — is pricing middle and lower
class students out of the market.
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% Limit child’s savings. Make sure yous
high schoot senior does not have
savings in his or her name.

H Don't rule out expensive schoels. Go
ahead and apply; many students don't
pay full price.

B Apply to six to 10 colleges. That
way, you can select from a wider range
of financial-aid packages.

& Do your research. Find out what
factors are considered for aid. For
example, home equity is not a factor
when state and federal aid are
considered; it may be an issue when
private institutional aid is sought. Also,
colleges expect you to spend 5 percent

of your savings on tuition; the
percentage is larger for salaries. It's a
complicated calculation with variables,
so generalizations are difficuft to make.
For a rough estimate: Expect to spend
10 percent to 20 percent of annual
salary on tuition and fees.

B Appeal. Decisions of financial-aid
officers can be appealed. They do
change their minds, especially if you've
been offered more aid at a competitive
institution.

@ Think ahead. Do not neglect other
financial goals, retirement among them.

8 Start saving now.
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urvival guide to college CoStS

t a ume when average college

costs swallow nearly halt the me-

dian family income, Americans

are taking 10 years to pay for an
education, instead of four. Two genera-
tions, and sometimes three, are sharing in
the payments, especially when a bache-
lor's degree can cost up to $120,000.

Higher education experts and f{inancial-
ald consultants, now tn a booming field,
have some advice to make the process less
painful — although it entails filling out
endless forms and often bargaining like
pros.

Always apply for aid. At private colleges,
many families pay less than the tuition
sticker price. Most schools are clamoring
to fill seats. The best packages go to better
students with strong outside achieve-
ments (sports, music) that add to the col-
lege community. At Gettysburg College,
where annual charges run $25.356; one-
third of all students whose families have
incomes of $100,000 receive aid.

Apply early, and don't be put off by the
forms. There is only so much aid. Late-
comers, no matter how deserving, will be
locked out.

“Filling out the college loans applica-
tion is 10 times worse than filling out
your taxes,” says Marybeth Vento of Had-
donfield. but worth it. Fortunately, most
of the forms are standardized, the essen-
tial one being the Free Application for
Federal Student Aid (FAFSA). Unfortu-
nately, families have to apply annually,
and awards can fluctuate.

“Anybody can fill out the form:” says
private aid consultant Kalman Chany, au-
thor of The Princeton Review Guide to
Paving for College. “How you fill out the
form is going to determine how much
money you're going to get.”

Multipie applications are worth the in-
vestment. Despite application fees that
run as high as $60, the return can be thou-
sands of additional dollars in aid. During
the 1970s, students applied to as many as
10 colleges each because it was so hard to
get accepted. During the 1990s, students
are applving to 10 schools to determine
which school will give the most aid.

State colleges and universities offer lit-
tle aid but the cost of attending is gener-
ally half that of a private institution.
Many students are applying to both, as
well as looking at top public universities
in other states (where out-of-state tuition
is still lower than the most selective pri-
vate schools), then seeing what the ulti-
mate cost will be once aid packages are
determined.

A Cheat Sheet on Financial-Aid Terms

The U.S. Department of Education pravides several financiak-aid programs.

B Pell Grants: Financial-aikd money that
does not have 1o be paid back. Pali
Grants are awarded to the needieu
undergraduates. Awards vary - ‘.'
depending on need, how mych. tho
college charges, andm me
student is full time;;. - *

‘I Supplemental Educationst w
Grants: Financial-aid money that
provided to undergraduates with.
exceptional financial need. Students
receive between $100 and $4,000 a
year.

8 Stafferd Leans: Low-interest ioans
backed by the federal government. A
subsidided Stafford Loan is awarded
on the basfa 6f need. Qualified
students. db not have to pay interest on
the loan until they ¢ e. An
unsubsidized Stafford Loan is not
awarded on the basis of need.

Students are charged interest from the
time the loan i8 disbursed.

Never hesitate to bargain if a competing
institution has offered more aid. Schools
hate it. many claim they never give in to
pressure, but they do negotiate. Their
ohones are usually flooded during the

month of April.
The more children in school at one

time, the better the aid tends to be. But

once one child graduates, even though
loan payments begin. the debt isn't taken
into account when calculating a younger
sibling’s package.

Grants also can be cut from year to year.
Some schools practice bait and switch:
Strong freshman aid packages are re-
duced, as a student is expected to work
more to pay for education. Parents and
students also should be concerned about
colleges where most students receive sub-
stantial aid. The money has to come from
somewhere — sometimes at the sacrifice
of education.

Colleges use the tax year before a stu-
dent enrolls 1o determine aid. Families
should plan ahead and make switches
necessary to secure better packages. Par-

8 PLUS Loaws: Parents can also
borrow for their children’s aducation. .
They. can bofrow up to the full cost of

: tha education minus any estimated

*{ financial aid received by their children.

"l Paridas Loans: Lowvinterest loans
'|.(fve percent) for undergraduate and -

graduate students. with exceptional

need. These loane are made through a
schoot's financial-ald office. Eligibla
students can borrow up to $3,000 for .

emhywofundagmduatemm
ss‘gommmoo:prmu 1
lM“Jobsprovidedtd' 4
un and graduate 2
that 'Mmmneytopayiof ;
their: wggeavaryawommg 3
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ents are wise to save in their names
rather than setting up scparate children’s
accounts — unless they can be trans
ferred a couple of years before high-
school graduation. While the federal gov-
ernment assesses children's savings at a
lower rate that those of their parents,
higher education does the reverse: a stu-
dent’s assets are assessed at 35 percent of
their value, while the parents’ savings are
assessed at 5.65 percent of their worth.
Families should talk to financial aid
counselors. In 1992. Congress approved
numerous changes in federal financial
aud ircluding increasing loan limits and

relaxing income qualifications.

Student loans are the most common
form of financing. Half of all undergradu-
ate and graduate students borrow for their
educations. But families fortunate enough
to choose other financing solutions should

- be aware of the real cost of !nans.

More. .
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“Parents can now borrow up to the total
cost of education. Why a parent would do
1hat, [ don't know,” says Jowsy. Davis, head
ot research for the Student Loan Market-
1y Association. It would be better to
1ake a second mortgage out on your house
— at least 1t's deductible on your taxes.”

More affluent families are taking out
home-quity loans or refinancing mog-
gages, which offer lower interest ratess
well as a tax deduction. Despite Presidemt
Clinton’s call for an annual tuition crefit
of up to 310,000. there is still no tax bene-
fit to sudent ouns.

[t's better to start saving as early as pos-
sible and pay directly out of savings.
Schools do not look charitably on families
who have the income but failed to save;
they'll just recommend more loans. A stu-
dent borrowing $10.000 at 8 percent will
end up paying $14.556 over the 10-year life
of a loan; at 9 percent, the payments will
total $15.204.

Consequently, middle<class families
who finance education almost exclusively
through school loans end up i1n the worst
possible position 1n an age of discounts
and deals: They are paying more than the

sticker price.
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College officials
defend spending

Higher education administrators
defend escalating prices by citing the
high costs of running a college.

Officials say that in the last two
decades, most campuses have had to
modernize classrooms, stock librar-
1es and upgrade labs. They say that
technological advances force them
to buy more and newer computers and
sophisticated equipment.

They routinely cite increasing em-
ployee salaries and benefits, arguing
that faculty salaries have been too
low in the past.

Administrators say that the eco-
nomics of colleges are more complex
than virtually all other businesses.

“Clearly, in the last 10 years, the
explosion in technology and the need
to keep up with it, and do some
pretty significant things raises our
costs,” says University of Pennsylva--
nia president Judith Rodin. “All that
makes the higher-education index
much higher than the Consumer
Price Index. which factors in the
cost of bread and dry cleaning. We
have the unique niche that, over the
last 10 years, has been more costly and
rising at a much higher rate than in-
flation.”

Due to such expenses, administra-
tors say their costs can't be tied to the
Consumer Price {ndex. So they have
their own: the Higher Education Price
Index (HEPD), which has run above
inflation during the last decade.

Even at a time when the nation
faces stagnant wages and record lay-
offs, schools continue to use HEPI to
justify tuitions and other charges ris-
ing at twice the rate of inflation.

7.
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Faculty are spending less time teaching

By 1ty Eng
and karen Heller

LR S TARE Wi

s

or decades, professors taught 12 to
15 hours a week. That was the
standard cvervwhere. Now, faculty
at most major universities teach
iree o six hours a week — depending on
whether rescarch allows the time.

One-third of all protfessors at research
aniversities spend less than four hours a
week teaching classes, according to the
latest Department ot Education statistics.
More than 40 percent of professors at pri-
vate research universities teach just one
course per semester. Research universi-
ties, such as the University of Pennsylva-
nia and Pennsylvania State, offer master’s
and doctorates and have professional
schools as well. One-fifth of all college
students attend research universities.

Professors say it is unfair to judge them
by class hours. particularly if they work
at unmiversities where promotions. sala-
ries and even teaching assignments are
hased on how much research they do as
apposed 1o the hours they spend with un-
dergraduates.

“Preachersaren’t judged by the amount
of fime they spend on the pulptt; they're
iudged by how well they do their jobs
overall” says Penn State chemistry pro-
‘essor Peter Jurs. who teaches freshman
chem:stry three hours a week and works
wirh sraduate students on research proj-
ccts. legislators aren't judged by how
much time they spend in the House of
Representatives. They are judged overall.
It 1the same for us. Most of it is behind
the scene”

When faculty members spend less time
with undergraduates and more hours
dedicated o tescarch. others must fiil
their shoes. That means universities must
hire advisers to counsel students and jun-
ior taculty members to teach. Ultimately,
that makes a ¢ollege education more ex-
pensive and boosts the price of tuition.

t'ndergraduates ¢nd up getting less for
therr money. writes Richard Huber, tor-
mer dean of Hunter College and consult-
ant on American studies at the US. sate
Nepartment. In his book How Professors
Play the Cat Guarding the Cream — \Why
We're Puving More and Getting Less in
Higher Education, Huber observes:

“\s the hunger for prestige through
published rescarch srows more ravenous,
the quality of undergraduate cducation
and the costeffectiveness ot American

Is There a Professor in the Class?

At research universities, about one-third of professors average
fewer than four hours per week teaching students:

SOULACE. U S DJepdanment > < L 10N statshcs

universities is going to get worse.”
Professors say thev have to balance un-
dergraduate teaching and research with
service, Including administrative duties
and committee work. “In an institution
like this ;Penn Statel. undergraduate edu-
cation is only a part of our duties.” Jurs
says. "And. ves. there's an emphasis on
graduate cducation because we're tudged
by research impact, visibility and ?‘upura-

tion. And you don't get any external visi-

bility, reputation or rescarch impact by
teaching an excellent undergraduate
course.”

His opinion is shared by most profes.
sors, according to a survey conducted by
the University of California.

UCLA’s Higher Education Research In-
stitute surveyed 35478 full-time faculty
nationwide. Professors said their highest
priority 1s 1o “increase or maintain insti-
tutional prestige.”

31%

of public university
professors

37%

of private university
professors

o 1
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The reward system at rescarch 1= ver.
sities favors those who hase natiens] and
international research reputations. savs
Gcorge F. Palladino. vice chair of Penn's
chemistry department: “The mission of
the research university 1s to discover new
knowledge. And the discovery of new in-
formation is what makes a réscarch uni-
versity distinctive among all nstitu
tions.”

“Faculty aspire to work at the op univer-
sities in the country, savs Patrick Catian.
executive director of the Califorria
Higher Education Policy Center 1n san
Jose. To get there. they must make o
splash by publishing.

“Teaching doesn't get vou anvwhere
Research does.” savs Callan ~“It's = 1hat
research is bad. we no.d o 0 o ag

More. .
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such a role in becoming a professor. Most
faculty train in research. thegy learn how
to value research. and that # what they
reallv want to do That becomes pressure
to reduce teaching so faculty have more
time for research.”

At community colleges. faculty value
tcaching, savs Samuel Draper, who coor-
dinates the honors program at Rockland
County Community College in New York
state and who has taught for 28 years.

“The teachers 1n this program could
tcach anywhere.” Draper says. “But
thev're here because they want to be
teachers. not scholars.”

Community colleges evaluate faculty
for their teaching. not for their scholar-
ship, Draper says. At prestigious four-year
colleges and universities. the faculty are
cvaluated for how much research they do
and the reputation they gain.

“The world wants the university to
teach. and the universities have refused
to do 1t because of this treadmill they
have gotten on.” says Ohio State associate
professor George Kalbouss, who teaches
Slavic and East European languages and
literature. "The promotions committee re-
wards research and they are boxed into
1t. [t's casier to look at publications rather
than teaching.”
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Beware the Language Vigilantes

The Supreme Court decision to hear an appeal
that seeks to make English the sole language
for “all government functions and actions”
revives an absurd debate. This is an Arizona
case of little importance, but symbolically it
reflects a disturbing trend toward xenophobia
in the state: of the Southwest.

The issue arose in November 1988 when
Arizona's voters approved a measure stating
that all business in public schools and govern-
ment offices had to be conducted in English.
Maria Kelley Yniquez immediately challenged
the law 1n court. Kelley, then a state employee,
was proficient in two languages. She spoke in
English with those who needed information in
English. and Spanish with Spanish-speaking
people who had business with-the government.
In those cases, obviously, it made sense to speak
Spanish.

Kelley won her suit, and the federal judge

who heard the case invalidated the measure.
When the Arizona governor refused to appeal
the ruling, a group called Arizonans for Official
English filed an appeal instead—and lost. The
U.S. 9th Circuit Court ruled the law falled in the
face of the constitutional guarantee of freedom
of speech. The English-only group finally
appealed to the Supreme Court.

Beyond the decision by the Supreme Court,
whatever that may be, the case raises some
common-sense questions like why would any-
one want to punish instead of reward someone
who can serve the public in two languages?
Why would any public servant, or private citi-
zen for that matter, refuse to do business with
someone who speaks another language? Who
are these language vigilantes who designate
themselves public defenders of limitations?

America was not built, nor can it advance, on
insecurities like this.

/.
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Making college affordable

to all is a national
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Plans Offe__i'ed to Help Parents Save for College

By The New York Times

HARTFORD, Nov. 13 — The State
Treasurer today proposed two pro-
grams aimed at encouraging parents
to save for their children’s college
education, including a tuition prepay-
mentplan similar to those in 11 other
states, including Massachusetts and
Pennsylvania.

The prepayment plan would let
parents pay all or a part of their
child’s tuition at current rates, with a
guarantee that the payment would
cover the cost of the child’s educa-
tion regardless of inflation or future
tuition increases.

The other plan would allow par-
ents, through the state, to invest in
mutual funds to save for college

without having to pay taxes on the’

yearly interest.

The State Treasurer, Christopher
B. Burnham, said that some taxes
would be due when the money was
withdrawn for college, but that this
would be at the tax rate of the stu-
dent. :

“It is a wonderful program which I
think is going to help our residents
save for their children’s college edu-
cation,”” Mr. Burnham said.

Both proposals require approval
by the State Legislature, and Demo-
crats — who in January will control
both houses of the Legislature here
— said today that they were willing
to support a college savings pro-
gram.

But State Senator Kevin B. Sulli-
van, the Democratic Senate leader,
said he was concerned that the pre-
payment program might leave state

public colleges in 10 or 20 years with
a debt they cannot handle, if tuition
costs have risen more than the inter-
est they received on the original tu-
ition payment.

“Anything that encourages people
to save is a good program,” Senator
Sullivan said. ““I just want to make
sure we are not misleading ourselves
that there isn't an obligation at the
end.”

Cameron C. Staples, a Democrat
who is chairman of the House Educa-

A program would let
parents pay tuition
in advance at
current rates.

tion Committee, said he preferred a
program that gives parents both
more flexibility and more security.
In a prepayment program, parents
sign up only for those Connecticut
colleges that decide to participate.

The prepayment program would
work this way: if tuition at the Uni-
versity of Connecticut were $10,000 a
year and a parent invested $1,000, the
parent would be credited with 10
percent of whatever the tuition was
when the student enrolled.

Mr. Bumham said a number of
colleges have expressed interest, al-

though the spokesmen at two col
leges reached this afternoon — Yale
University and UConn — said it was
too early to say if they would partici-|
pate.

Two years ago, Yale eliminated a
similar program of its own, which
allowed parents to pay for four years
at Yale at the freshman-year rate,
said Cynthia Atwood, a spokeswom-
an for Yale.

Scott Brohinsky, director of uni-
versity and governmental relations
at the University of Connecticut, said
the university must look at the finan-
cial implications for the school. But
he applauded the Connecticut Treas-
urer and the state for addressing the
problem of paying for college.

In Massachusetts, which started a
prepayment program in February
1995, more than 33,000 children are

enrolled in the program, called the U. |-

Plan, said Kurt M. Muller, its direc-
tor of operations. They have so far

invested about $46 million, or an av-
erage of $1,400 each, Mr. Muller said.’
Seventy-five of the 90 colleges in
Massachusetts are participating so
far, including all its public schools as
well as Wellesley College, the College
of the Holy Cross and Boston Univer-
sity, he said. Harvard University and
the Massachusetts Institute of Tech-
nology are not participating, he said.
Mr. Muller said that five other
states are starting tuition prepay-
ment programs next year. New York
and New Jersey have just begun to
look at such programs, he said.
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Prepaid Tuition Plans Expect More Growth With Tax Relief

Enrollment in state prepaid tuition savings
plans is expected to top 1.7 million in 10 years,
with savings totaling $6.5 billion, the College
Savings Plan Network (CSPN) estimates.

With the number of participating states expec-
ted to grow, enrollment will surge from the
current 500,000 families, says a report re-
leased Friday by CSPN, which coordinates in-
formation and monitors legislation.

The network expects more states to adopt sav-
ings programs since Congress has lifted federal
taxes on the money until it's disbursed.

“Middle-income families want the peace of
mind provided by a plan that guarantees their
savings will keep pace with rising tuition
costs,” said Barbara Jennings, chairman of
CSPN and executive director of the Ohio
Tuition Trust Authority, in a statement.

So far, 12 states have tuition savings plans

and six others expect to launch their own
within the next year (see chart, p.4). The re-
maining states are studying plan options,
which range from prepaid tuition to state col-
lege savings bonds to savings plan trusts.

The Internal Revenue Service had told states
that it would tax prepaid tuition funds as a pni-
vate enterprise and annually tax parents’ con-
tributions to those funds But
this summer, Congress gave state agencies
that administer a college savings program tax-
deferred status until the money is distributed.

A 1995 study said policymakers were shying
away from the programs, fearing taxes would
deplete the funds

“Spectial Report on State College Savings
Plans” is $10 from Council of State Govern-
ments, 3560 Iron Works Pike, P.O. Box 11910,
Lexington, Ky. 40578-1910, (606)244-8175.
—Rebecca S. Weiner
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BRIEFING NOTES: Prepared by David Longanecker

June 17 luncheon: Secretary Riley, Dave Longanecker, Joe Dionne (McGraw-Hill), and
Tom Kean. _

Subject: Briefing on Council for Aid to Education’s Report entitled Breaking the Social

e cati
W\ \1, P
Description of the Project and Report: ‘}
The Council for Aid to Education is a group of business and education leaders that C
receives substantial McGraw-Hill support to examine issues critical to the future success 1
of education. The Council’s Commission on National Investment in Higher Education
has been meeting since 1994 to examine the financial state of American Higher

Education. The Commission has been chaired by Joe Dionne and Tom Kean, but

includes many friends of ours who are substantial educators and/or business persons (Ed Z{V
Donley, Mitchell Fromstein, Vartan Gregorian, Bruce Johnstone, Barry Munitz, Diana

Natalicio, Bob Albright, etc.) It was staffed by Roger Benjamin from Rand.

Findings of the Report:

The findings are very similar to the “challenges” that the Secretary talks about, except -
that they are presented as an “unprecedented . . . time bomb ticking” and as *“‘calamitous.

Specifically, the crisis is defined as the collision of (1) a huge increase in demand, (2) the
escalation of operating costs, and (3) the flattening of public-sector financial support.

The report contends that if current trends continue, the revenue shortfall in higher
education will result in a system receiving % the funding it needs to operate, and thus
tremendous reductions in access to the system.

Recommendations:

(1)  America’s political leaders should reallocate public resources to this high priority.
This is obviously quite consistent with the President’s message, and, indeed, the
Report is quite complimentary of the President s initiatives, though it says they
aren't enough.

(2)  Higher Education should make major structural changes in its governance to
allow for funding and maintaining high value activities and scuttling others. This
section of the report condemns the current form of Academic governance, which
allows faculty to hold institutions hostage.

(3) Institutions should pursue greater mission differentiation. Institutions should not
try to be all things to all people, but should work together to assure their different
missions mesh.



(4)  Institutions should develop sharing arrangements to improve productivity. [ was
surprised that there was so little discussion in this report about new delivery
mechanisms, particularly through the use of technology. About the only reference
to this was 1o use it more effectively in survey introductory courses.

(5)  Every future worker should be encouraged to pursue some form of postsecondary
education or training. Qur theme.

This report is being released at the National Press Club just before our luncheon.
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The McGraw-Hill Companjes

May 30, 1997

Mr. David A. Longanecker

Assistant Secretary for Postsecondary Education
US Department of Education

4082 Regional Office Building

7" & D Streets, SW

Washington, DC 20202

Dear David:

[ hope all is well with you. [ understand that you are out on travel today. The reason | had
left you a phone message this moming was to ask about your schedule and imvite you to lunch
with Joe Dionne and former New Jersey Governor Tom Kean on June 17. 1997,

Joe and Tom Kean were interested in briefing you and Secretary Riley about the report they
are announcing to the public that moming at a press conference at the National Press Club.
As you probably are aware, Joe and former Governor Kean co-chaired the Council for Aid to
Education’s Commission on National Investment in Higher Education. Their report, which is
the result of their studies and deliberations since the Commission joined together in 1994, is
entitled: Breaking the Social Contract: The Fiscal Crlszs in Higher Education. Enclosed 1s
an advance, preliminary copy for your review.

Please let me know if this lunch appointment would work for you. [ look forward to hearing
from you.

Sincerely,

(//m
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Members of the Commission on National
Investment in Higher Education

Juseph L. Dionne, Chairman
and CEO, McGraw-Lill, Inc.
(Cncll;lil)

Thomas Kean, President,
Diew University (Cochair)

Robere Albright, Exccutive Vice
Peesident (Renired), Educational

Testing Service

Jolin Biggs, Chairman and CEO,

TIAA-CREF

Edward Donley, Former
Chatrman, Aie Producis and

Cliemicals

Mitchell Fromstein, Chatronan
and CEQ, Manpower
lncorporated

Vatian Gregorian, President,

Brown University

1. Bruce Johnstone, Chanccllor,

State University of New York

David Lascell, Atiorney at Law,
IHallenback, Lascell, Norris

and Zoen

Harold McGraw, Jr., Chairman
Emeritus, McGraw-Hill, lnc.

Bacry Munitz, Chancellor,

California State University

Diana Naualicio, President,

University of Texas at El Paso

Charles Reed, Chancellor, State
University of Florida System

Piedad E Roberison,
Supesintendent and President,
Santa Monica College

Hoke Smith, President,
Towson State University

John Zeglis, General Counsel
and Senior ixccutive Vice
President, Corporate Affaiss,
AT&T Company

Ex-officio Members

Roger Benjamin, President,
Council for Aid to Education

Judith S. Caton, Chancellor,
Minncsota State Colleges

anmd Uniiversitics
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Overview

I'or well over a century, the
Ametican higher education system
has set the world standard for
academic excellence and cquitable
access for all citizens, The Mogrill
Act of 1862, which created the
land grant university, guarantecs
that all citizens who can profit
from higher education will have
access 1o it. Today, however,
these are signs that this far-sighted
social contract may soon be bro-
ken. The higher education scc-
tor—Dby which we mean both
public and private institiions

of pastsccondary education and
taining—Tlaces challenges
unpreccdented in its history, and

it is floundering in response.

The n:uucl:uy dilicultics of col-
leges and universities, thouglit

for a tiinc to be temporary, now
appear 10 be pare of long-teem
trends in the demand for curoll-
ment and the supply of funding.
Demand has increased sevenlold
since World War 1l and is expect-

cd 1o continue growing over the
next nwo decades. Ac the same
time, operating costs have escalated
and publie-sccror financial support
has flattened. As a result, many
colleges and universities have had
10 sharply increase wition and fees
and look for ways 1o control costs

in order 1o avoid financial disaster.

‘o examine the dimensions and
itnplications of these trends, the
Council for Aid to Education
(CAE) launched the Commission
on National lnvestmenc in Higher
Education in 1994. As members
of the Commission, we addressed

two major questions:

* Will the current revenue basc
and funding sources be
sufficicne fur meeting higher
cducation’s future needs?

* 1f not, what steps can be
taken to avert a fiseal crisis?

What we found was a time bomb
ticking under the nation’s social

and cconomic foundations: Ara

time when the level of education
needed for productive emplayment
is increaing, the appartunity to go
10 college will be denied to millions
of Americans unless sweeping
changes are made 10 control costs,
halt sharp increases in suition, and

increase other 1ources of revenue,

As scrvice-related jobs have come
to dominate the workplace, the
college degrcc—or at least some
form of posisecondary cducation
and taining—has replaced the
high school diploma as the entry
card iuto rewarding employment.
Those who auly finish high
schoul—or drop out—siart on

the lowest rung of the wage ladder
and will sce their real hourly
wages actually decline over their
warking lives. Unless the nation
mikes a concerted cflore to raise
the level of education and skill of
these Amcricans, the wage dispari-
ty between the rich and the poor
will become so large that i will

thicaten both America’s social sia-

bility and its core demuocratic val-
ucs. Widcspread access 1o highee
cducation is theeelore critical 1o
the cconomic health and social

wellare of the nation.

The higher education secror,
however, is facing a catasuophic
shoatfall in funding. Given cur-
tent trends in both funding and
the costs of higher education, the
deficic in operating expenses ot
the nation’s colleges and universi-
tics will have quadrupled by
2015. Assuming tuition increas-
cs no faster thau inflation, by
that year U.S. colleges and uni-
versities will fall $65 billion short
(in 1995 dollars) of the annual
budget they need to educate the
same proportion of the popula-
tion they scrve nday. 16 howev-
cr, tuitton increascs at current
eates—Dbasically doubling by

201 5—the impact on access will
be devastating: effectively half of
those who want to pursue higher

cducation will be shut out.
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1o address a crisis of such
prapostions, we call for a two-
pronged sueategy: increased public
investment in higher cducation
and comprchensive teflotm of
higher education institutions to
lowes costs and improve services.
The second of these, institutional
teform, is in face a prerequisice for
increased public funding. Unless
the higher cducation scctor
changes the way it operates by
undergoing the kind of restructur-
ing and streamlining that success-
{ul businesses have impleinented,
it will be difficult to garner the
increases in public funding needed

to mect fulurc dtlll:\lld!.

Mote specifically, we make these

rccommendations:

* America's political leaders—the
President, Conggess, governors,
mayors, and other state and
local ofTicials—should reallo-
cate public resources 1o reflect
the growing importance of

education to the cconomic

prosperity and social stabifivy
of the United States. Public

funding of higher education

has stagnated since 1976. h

is time for the nation to

reverse this policy.

Institutions of higher educa-
tion should make major struc-
tural changes in their gover-
nance system so that decision
makers can assess the relative
value of departments, pro-
grams, and systems in order

to reallocace scarce resources.
This will entail improving
performance-based assessment,
defining and measuring facuhy
productivity, and integrating
accounting systems.

As part of their overall restruc-
turing, colleges and universitics
should putsue greater mission
differentiation to streamline
their secvices and beteer
tespond to the changing

needs of their constituencics.

Iadividual institutions il
parts of stnewide sysicing
should focus on their points

ul comparative advantage racher
than all striving to becume full-
scrvice campuses. Community
colleges, undergraduate universi-
tics, and rescarchy universities,
fot cxample, should embrace
dilferent missions, give priority
o activitics centeal 1o those
missions, and reduce or climi-

nate more-inarginal activities.

Colleges and universitics should
develop sharing arrangemcnts to
imprave pruductivity. A greater
sharing of resources—require-
ments, classes, services, infra-
structure, libraries—could lead
1o sighificant savings and even

itnprove scrvices.

It is tine to redefine the appro-
priate level of education for all
Amcrican workers in the 21st
century. All citizens planning to
enter the workforce should be

encouraged to pursuc—as a

minimuam—some form of
pustisccondary education or

trining.

This reforin agenda cannor be
implemented by the higher cduca-
tion establishment alone. A sca
change of this sort requires the
active participation of lcaders in
government, business, and educa-
tion, as well as the Amcrican pub-
lic. With this report, we hope to
convey the urgency of the situation.
In our view, the enormous deficits
facing the higher education sector
in the near future are morce critical
than the much publicized crisis in
the Social Sceurity sysiem. Indeed,
unless America manages to open up
the narrowing bottleneck of higher
cducation, thete will not be enough
cconomic growth to support airy
version of the Social Sceuriry plans
Leing discussed. 1n very real and
practical werims, education is the key
10 the nation’s future. Americans
must ensure that it becomes a

national priority. ¢



The Threat from Within

Recent shifts in Ameriea's ccono-
my have made higher cducaiion
more significant than ever. The
industeial jubs that once formed
the backbone of the cconomy

are dwindling and will pravide
emplayment for only 10 percent
uf the warklurce by the year
2000). The servicerelated jabs
that are waking their place requite
alevel of knowledge and skill
thay, lor the mast pars, can be
grined only through programs
offered at colleges and wniversi- |
ties. 1M workers in today's ecuno-
my are cut ofl from higher cdu-
cation, they will be unable w
attain the proficiency levels need-
cd 10 niaster new technologics

and cnter new occupations.

Fhis g?;ulu:ll shiftin the cduca-
tional requirements of wday's
woikfarce bas put great pressurcs
on the entire edducational sysicim,
Thie nation must educate a lager

and muore diverse population o

levels nevee belore sequired.
Thuse who are content with a
high school diplona er with not
compleding high school are likely
to face a hleak economic future.

The growing disparicy in the

mcomes af the rich and the poor
is testimany to this face. If cur-
tent rends in wages and family
income persist, the economic
disparities thac will exisc in
Amcrica by 2015 will posc a
grave danger to socicty:

* A much larger proportion of
the population will fall below
the standard of living consid-

cred average today.

The real hourly wages of the
average inale worker will
decline by aboue 25 percent
compared to what the aver-
age male camed in the
1970s. For those near the
bottom of the wage distribu-
tion, hourly carnings will slip

by about 44 percemt.

* While Family incomes in the
highest carning bracker will
incrane by 50 pereem, ahe
carnings of the poorest fami-
lies will decline by about 36
percent from the levels of
comparable familics in 1976,
creating an unprecedenced
income gap beoween the

nation’s rich and poor.

The proportion of immi-
grants in the population will
increase to 12 percent of the
labur force by 2015. Unless
immigration policy changes,
most of the new immiigrants
will come lrom Mexico and
Cenusal America, a group
with historically low levels

of cducation.

equally distributed among
cthaic/racial groups, creating
linde chance flor undereepre-

sentad groups to improve

College cducation will not be

their standaed of living. As
a resule, the cducational and
ceonomic Gauld lines in the
United States will be drawn
increasingly in teems of

cthnicity and race.

'his portrait of the future is not
a prediction but a simple extrap-
olation of the carning patterns,
described more fully below, of
the 20-ycar period from 1976 10
1995 (the most recent year for
which daca were available). We
believe the growing gap between
the rich and the poor is onc of
the greatest threats to America’s
social order. At the heare of this
problem is the profound change
that has taken place in the level
of knowledge amd skill tequised
to be a productive worker in
today's cconomy. Improving the
education and training of all
Anicricans is, in our view, the
only way 10 combat this threat

and teduce the growing divide.



lrends in Wages and
Family Income

As has been well documented in
research, wage and family
income dispatities have been
growing since 1976. Figure |
shows the distribution of hourly
wages among all imale warkers in
the United States in real tenms,

adjusted for inflation and

indexed 10 1976. (In other
waords, 1976 is shown as a base,
amd wages estimated lor subse-
quent years are shown as a per-
centage of what they were in
1976.) The figure shows only
male wages, but disparities in
female wages are growing at
about the same eate. The top
line shows changes in caring

levels foe workers at the 90dh
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Figure 1—Long-Term lrends in Hourly Wages of Male Workers

percentile of all male wage earn-
crs. e shows slow grawth aver
the 20 years extrapolated out to

the Nuture.

T'he message here is that the

highese paid workers will hold
their own to 2015, Those in the
50th percentile—workers right
in the middle of the distribu-
tion—have lost about 14 percent
in real wages aver the 20 years;
by 2015, they will be caming
about 25 percent less than they
carned in 1976. But the most
striking consequence of cusrent
trends shows up in the figures
for warkers in the bottom 10
percens. I current uends con-
unuc, these workers will be earn-
ing litdde more than hall of what

they earned in 1976.

The numbers for family income
over the same period show even
wider disparicy. As Figure 2

shaws, families at the top of the

scale will be earning about 50

percent miore in 2015 than they
did in 1976, This is not because
|"L'||.’ \V:Igc‘ Hi{d g(li"“ llp. INII
because more women arc work-
ing and families tend 10 be smaller
than they used to be, cseating
mote workers in the economy per
family. Those in the middlc of
the income distribution scale will
be a lictle bewer off, though not
much. But for those in the bot-
tom 10th percentile—consisting
largely of single-parent families
headed by women and families of
low-educated immigrant popula-
tions—ve see a 36 percent fall in
income compared to what families
in that income bracket earned in
1976. In that year, familics a¢

the 90th percentile enjuyed
income levels nine times greater
than those of families at the 10th
percentile. By 1993, the disparity
was awelvefold. Ac this rate, the

ratio will excced sixteen 1o ane by

20155.
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Changes in he
Immigranl Populalion

A doubling in the proportion of
immigrn.ius in the workforce

since the 1970s (over 10 percens
of the wuiklorce is now foreign
bom) and the lower educational
level of more-recent immigrants

are addivional factors in the

growch of income disparity.
Figure 3 shows the changing face
of America’s immigrant work-
force. 1n 1970, only 6 percent of
the immigrant worklorce came
from Mexico or Central Ametica
and 68 percent came from
Furope. In 1990, 21 percent of
the immigrant warklorce came
from Mecxico ar Central America

and only 34 percent from

Europe. Because the educational less than a high schoal diploma

level of Mexican and Central amd will face declining carnings
Ametican immigrants is lower over their lifetimes.
than that of other immigrant

groups, the C.llllillg! of more-

Education and Income:
the Intimale Link

secent immigrants have deterivmt-
cd relative both to native workers
and to carlice immigrants and are
likely to remain low throughout The single most important factoe
these immigrants’ warking lives. in detcrmining level of income is
Il these uends hald, a growing level of education. Figure 4 shows

proportian ul workers will have the distribution of teal houly
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wages of inale workers by educa-

tion kevel. Men with a college
cducation lave kepe pace with
nllation ovee the 20-year peri-
ad. men with some college
cducation have scen a decline
in teal income of 14 percent,
and men with anly a high
school diploma have losi 18
percent. Meanwhile, real wages
of high school drapows have

declined by 25 percent.

If these lines are drawn owt
anuther 20 years using the
samc tates, the resolt is devastat-
g By 2005, male workers
with only a high school cduca-
tion will have lost 3R percent of
\Vll;" c(""Pl\‘:ll‘Ic |||;||L' \Vll‘kcf.‘
cained in 1976. And dhose
without a ||ig|l school diploma
will hiave last 52 percent in real
carnings ovee the same perind.
Il the U.S. economy continucs

10 place a high value un a

college-educated workflorce,
which we believe it will, then
anly callege pradumces will be
able to hold theie own cconvmi-
cally out 10 2015. ‘Those who
artend some college will siot do
badly, but dhose who stop pursu-
ing an education before or alter
graduating from high school will
lose ground over their working

lives.

"T'his economic polarization is
particularly troublesome in that
a growing proportion of the
poos will be African Amcrican
and Hispanic. Like non-

Hispanic whites, African

Auicricans and Hispanics suller

lifclnng cconomic consequcnces

“if they da not pursue higher

cducation. Because larger pro-
portions of these two groups fail
10 go beyond high schouol, larger
proportions of these groups are
among the poor. Figure 5 shows

an ndex that conveys the ratio
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of the number of students in
higher cducation for various
ethnic/racial groups to the total
number of 18- 10 29-year-olds
in thase groups. The figure
plots changes in ¢hat index over
the 20 years and exteapolates

the rates ouc o 2015,

As of 1995, Asians and Pacilic
‘Islanders scored over 40 an
this index, and non-Hispanic
whites scored just over 30. In
comtrast, Alrican Amiericans
and Hispanics scarcd abouc 20
and 18, respectively. Although

participation rates arc increas-
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figure S—Role of Parlicipalion of Different Elhnic/Racial
Groups in Higher Educalion

ing for all groups, they arc cus-
rently increasing more rapidly
for whites and Asians than

lor Alrican Americans and
Hispanics. As a result, the

gap could widen considerahly
by 2015. Only by increasing
the proportion of African

Amecricans and Flispanics going

to college can the gap he
stabilized or reduced.

It is i the interest of all

" Auncericans to promote higher

levels of education and training
for those who arc rapidly losing
catning power in American soci-

ety. Low levels of education are

powetlul predictors of wel-
l‘;'ﬂ.' lll.'l)l.'ll('cl“.'y, lllll.'l“l"llY'
ment, wnd incarceration, all
of whicls are very casily.
Morcover, by 2015 the
number of workers for every
retivee on Sucial Seeunity
will be at least one-filth
what it was 50 years ago.
This means that a shrinking
proportion of American
workers will not only have
to maintain U.S. economic
competitiveness in the global
marketplace, but will also
have to support the cconom-
ic basc of the rest of the
nation ac the same time.

It is moire imporiant than
ever thac this workflorce be
adequately cduced and
tained, Icis therelore in
the national interest that

the widese possible access

to higher cducation be

maintained. o



Dimensions of the Fiscal Crisis

Will America’s higher education
sector be equipped to meet the
necdds of future students? By the
year 2015, dhe nation must be
peepared 1o educate over 4 mil-
Lian more studenis dian it edu-
caed in 1995—simply because
of population growih. If the
propatiion of the population
that wanes 1o atend college alsu
increases, as we think ic should,
then that number will be even
higher. Will the revenue hase of
culleges and universities be sulli-
cient 1o handle such an incicase

in_the nunmibers of students?

OQur analysis shows that if cur-
rent funding trends continue,
the higher cducation sector will
fuce a calamitous shortage of
resources. Unless public funding
increases significamly and insti-
tutions undergo fundumental
intcenal restruciuring to imprave
their productivity, access to high-
er education will he dramatically
reduced in the luure,

Growth in Demand

Enrollment in America’s colleg:::
and universicics has grown rapid-
ly since the 1930s. This growh
was lueled, of course, hy a grow-

"The National Center for Education Statistics has pubilished projections to 2006, We
cosipaied the panticipation rates by age implicit in those projections and exteapolared
the trends in those rates dhraugh 2015, We then muhiplied estimated paricipation
1ates by the census projections of age disusibmions of the populativn to 2015,

Since sany stuedents attend callege on a part-time hasis, placing smalles burdens on
instnations, they are paditionally connted as full-time equivalent sundents. Lor
example, 3 part-time sunlent whase course load is 70 peecent of a full-tie course
load is coumiad 33 0.7 FIE. By this method, higher education will have wo educate

nl.luu‘im.udy 3 million e FTE sondeis,
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Figuie 6—Pas! Enrollmenl and Projecled Demand

ing U.S. population—bur while
the population has only doubled
since 1930, enrollment in higher
education has expanded tenfold.
T'he additional growth reflects
the phienomenal increase in the
pereentage of Americans pursuing
education beyond high school.

U.S. population gnnv(ll i

expected to continue into the
next century, as is the rate at
which Americans go o college.
As Figure 6 shows,! if these
trends continue, the tonal num-
ber of students in colleges and
universities will increase from
the 1995 level of 10.3 million
10 about 13.2 million (ull-time
cyuivalent (FI'E) studems by

2015.2
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Growl_h_ in Cosls

The cnsts per student in higher
cducation have also risen. In
fact, they have grown consistently
for at feast 30 years, escalating,
sharply since the late 19705, "The
Higher Education Price index
(EED, produced by Resech
A)‘I"'.lillc.\' l,r \V'.lslli"l_;“"l, l\'”\‘(ls

the el increases in the prices
paid by higher education institu-
tions for goods and services
(faculiy salarics, for example).?
As Figure 7 shows, the HED]
rose more than sixfold benween
1961 and 1995, much faster

than infladon as measured by

the Consumer Price Index (CI'1).

Between 1980 and 1995, the

annual average ratc of growth

in the costs of providing higher
cducation exceeded the CP'I by
afull percentage point. A sector
whase costs grow faster than
inflation for an extended period
ultinacely reaches e limits of
available resources, as has been

demonstrated in the health

_care industry.

Decline in Public Funding

Given the increases in demand
and costs, it is surprising that
public funding has not shown
similar increases. As Figure 8

shows, overadl public appropria-

tions 10 higher educion—
federal, state, and local sup-
port—grew stowly through the
19705 and early 1980s in teal
terms. In the mid-1980s, public
Illl)l)oﬂ i“c“:“c(l inare "ll“(ﬂll'
dally, but it chen faucened o
in the carly 199054

In effect, the United States

has been underfunding higher
cducation since the mid-1970s.
Figure 9 shows the shate of
personal income allocated
through governnmient appropria-
tions 1o higher education from
1960 to0 1994. In che 1960s and

catly 19705, Americans doublad

F1he HEPI imcasures the aveeage change in prices over time e a fixed basker of
goods and services that higher education institutivns buy to support cutrent opera-
tioms. These goods and servives include salasics of faculty, sdministration, and eiher
prolessional amd nonprofessional persanucl; contracred services such as communica.
tions and sransporiation; supplics amd marerials; cquipment; libraty acyuisitions; aml
wiilities, Sce luflation Menures for Schwols, Colleger, and Libraries, Rescarch Associaies

of Washingion, Washingion, 1.C., 1995

ANationad Cenrer fue Education Stadsiis, Digra of Lelueativnal Statistins, U.S.
Depanment of Educaion, Office of Fducarional Roseardh amd luproveinem,

\thingmu, D.CL, variuug yeaes.
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the share of theie income thae
wunt ta higher education—
from $7 to about $14 per
$1,000 earncd. Since 1976,
hoivever, that share has been

steaddily decreasing.

“Iax revenues as a share af per-
sonal income actually increased

slightly over the period shown

in Figure 9. In fact, they have
been increasing since 1976.
What has changed is govesnment
spending prioritics. At the feder-
al level, the growih of entitle-
monts—most nutably, Social
Sceutity, Medicare, and
Mcdicaid—has dominated fedeeal
spending, as Figure 10 illustraes.
Mandatory spending on entitle-

Apprpbﬁaﬁon§ per $1.000

ment progeams and interest on
the vatonad debr consumed
about 38 pereenc of the fedeeal
budgee in 1965. 1n 1995, they
accountced for about 67 per-
cent. The entitlement pro-
grams fucus largely on older
Amcricans, which means that
as the Laby booniers age, the

population drawing on these

programs will increase. Fhe
Congressional Budget Office
estimates that in 2005 —lcss
than a decade from now—these
programs will consume alinost
75 percent of federal revenues.
This vast intesgencrational
wransler of wealih is squeering
higher education out of the

(ederal budget. ' I

in personal income
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Thic situation ar the state and
local levels is very similar. Like
the lederal gavernment, stae
and local governments are
incicasingly allotting preater
shares of their budges to heallh
and wellare programs. And the
plight of higher cducation in
stare and local |nu|gcl hacles s
exucctluted by aapid increases in

spending on corsections, mainly

. 1895 .. ... 2005 %

' E L

Budgelory Discrelion by EnliHlemenls

prisons. Figure 11 shows the
distribution of state gavernment
spending on higher education,
hicalth and wellare, and corree-
tons from 1976 0 1999 and
exteapolates the trends through
2015 1o indicate their conse-

(llll.‘I)CCS.

Clearly, government sappore for

higher cdueation has decined

Lath economically and politically
aver a long period, and it will be
dithiculs 1o bising it back 1o previ-
ous levels. Now that there ace
sttingent fiscal limits on public
resources, the gavernment is
beginning to ask the same kinds
of questians of colleges and uni-
versitics that it has asked of dhe

healih cire industry—questions

ahout cost, productivity, cfTicien-
cy, amd eflectiveness. Uil
institations of higher educiion
can provide good answers o
such questions, it will be dillicule
1o increase public supporcand

to regain the priarity fonncily
given to higher education in fcd-
cral, state, and local budgets.

Percentage of stal_e_!q_i;dget f

At

1976 1980 1985 1990

1995 2000 2005 2010 2015

Figuie 11=Dislribulion of Slale Expendilures



luilion Growth and ks
Effect on Access

As their government support has
decreased over the years, all
nstitutions of higher education
have had to charge students
higher wition and fees. [n the
mid-1970s, as shown in Figure

12, average annual increases in

tition revenues lor the entire
higher education sector were fair-
ly muodeeae—sliglily above
inflation. “Tuition began to grow
much laster than the fate of )
inflation in the early 1980s. Ny
the mid-1980s, wition was
climbing at rates well above the
rate of inflation: in real (1999)
dullars, tuition revenues in high-

cr education increased by $5 bil-
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fiquie 12—Growlh of luilion

lion between 1976 and 1980,
grew by almost $20 hillion
between 1980 and 1990, and
then increased by another $10
billion in the firse lour years of
the 1990s.3

If appeopriate steps are not
taken, higher education could
liecome so expensive that mil-
lions of studenes will be denied
access. Average real tuition,
adjusted for inflacion, approxi-
matcly doubled in the 20 yearss
from 1976 to0 1995. Figure 13
shows thacif it doubles again in
the next 20-year periad (1996 to
2015), about 6.7 million st-
denes will be priced out of the
system.  In other words, about

onc out of cvery (wo I)COPIC wce

would expect o seck a college
cducation will not be able o
pay toe i, Even if tuition
increases by only 25 percent
over the 20 years, one out of

five students will be excluded.

The consequences of such exclu-
sion will not be confined 1o the
afTected student population.
Those who are denied access to
college might not be able to
afford to send their children 10
college 20 years later. The social
and economic ills generated by
inadequate levels of education
will reverberate through succes-

sive generations.

Increased private scctor support
of higher education by alumni,

5liil;m< 12 shuws gross wition revenue amd thus dues not speak, fur exanyile, 1a ihe

increasing clloeis of private instivntions 1o Jower die net tuitian price 10 many sundens.

Few sudents actually pay dhe full price of wition,  Tndeed, one of the reauins fur the

incrcasing, cos ol ition is that aniversitics and colleges are aticnpting o mainiain

aceess for low-income stndents by substinnting aid packages for bast siare suppore.
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other individuals, corporations,
and foundations can help and
has dune so already: private
gmn'(:s, pifts, and endowment
income have roughly doubled
over the past two decades.
However, in 1995, they provid-

cd valy 8 pereent of higher

cducation’s revenues—almost
the same percentage as they
provided in 1975. This private
scctor and endovwment income
represents a relacively small pro-
pottion of the total higher edu-
cation budget and is inore con-

centrated in the private, rela-

lavel .:- e

axd
o

tively clite, and wealthy instiv-
tions that serve a simaller share

ol the tonal student population.

Ihe Bollom Line

Given the funding projections,
it will be exteamely difficule
even 1o maintain today's enroll-
incne tates, let alone provide for
those of the fuure. Figure 14
illustrates the dimensions of the
problem. The combination of
governaient support to institu-

tions and govcrnment SUPPOI’(

to students (i.e., the cost of
subsidizing loans and giving
grants) has Faifed o grow a
anywhere near the rate at
which costs have increased.
Using 1976 as a point of
compatison—ihe year that
public funding for higher edu-
cation as a share of personal
income was at its highest—
the figure shows the growing
gap between the funding col-
leges and universities will need
to operate, of their “resource
requirements,”” and the fund-
ing that will be available if

current trends in encollment

OFor trends in private giving, see Voluntary Suppors of Education, Council for
Aid 10 Education, New York, annual. (See also www.cac.org.)

TResance requirements do not inchalde wition revenue. They are the funds
ncerded from federal and sate suppore and volumary giving by corporations
and foundations, minus exteenal funds for rescarch. Figuee 14 plots the
ddegree of change in resource requirements since 1976, asswning that 1uition
increases are held 1o dhe rate of inflation. The value of ihese 1cquirements in
1991 ivshown as 2.0, suggesting 1that resource scquisements Joubled sduring

that perind,
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and cosis continue. Ly 2015,

that gap will have nearly quadru-

" pled. The “presidential propos-
al” linc in the Ngure shows an

initial cstimate of how the plan
proposcd by President Clincan

in his State of the Union mes-

sage might afect these caleula-
tions. While his proposal is
clearly a seep in the right dirce
tion, most of s increases arc in
the form of 1ax credits, which
will beneflit middle- radher than

lower-incomne familics,

Translaced into 1995 dollars,
the resonree requirements of
the ighee cducation sector

(assuming it will serve the

- same proportion of students it

serves today) will be approxi-
matcly $131 billion annually.
Again, this amount represents
Nscal requirements over and
ahove tuition, with wition
being assumed 10 increase no
faster than the rate of infla-
tvon. Il the trends in public
funding of higher education
over the 20-year period from
1976 to 1995 do not change,
toal appropriations from fed-
eral, staie, and local govern-
ment will be $47 billion by
the year 2015, President
Clintan’s plan, if appraved,
would increase dhat amount
10 357 hillion; loans amd
prants woubd account for
another 38 billion. That gives
a total ol $65 billion—half of

what will be needed o seeve the
same propottion of the popula-
tion naw acvending higher cdu-

cation institutions. &



Institutional Roadblocks

Given the magnitude of the
deficit facing American colleges
and sniversities, it is sueprising
that chese institutions have no
taken mose serious steps 1o
increase productivity without sac-
nificing quality.d Many have
adupied cast-saving measuics,
such as forced seticements and
hiring fieczes, but mast of these
actions have been partial and
ad hoc.

The main reason why institutions
have not taken more elfeceive
action is their ontmoded gover-
wance structure—i.c., the deci-
sion-mgking units, policies, and
practices thar contral resource
allocation have remained Lagely
unchiged since the steuciure’s
establishmenc in the 191h centu-
ry. Designed for an era of
growth, the cureent stsuciurce is

CIllIIliClSUll\C :\lld cven \l)'.\'flll\(-

tional in an enviconment of scarce
resources. In face, impediments
o change are built int the man-
agement assumptions and prac- -
tices of colleges and universities.
tu that sense, higher education is
a prime example of a public-sec-
tar institution struggling to deal

with a changed environment.

The academic deparement, for
cxample, which is the heare of
ihe current governance structure,
is based on the assumption that
faculty members should govern
themisclves, making all decisions
aboue what should be aught,
wha should be hired, and so
forith. The continucd sway of
the department might be jusiificd
if departments were wruly awto-
nomaus. In realiy, however,
they function as parts of a greater
whole—aone on which they are

Ginancially dependent.

Besides being decentralized and
deparimenialized, institutions
are o nve ol hicrarchical strue-
wiees aperating independently of
anc another. The dean of a col-
lege of ares and sciences allocates
rcsources amaong xcvcfﬂl d()u"
sucial scicnce, humanitics, life
scicnce, and physical science
depactments. “The dean of engi-
neering docs the same for a vari-
cty of engincering programs.
And the vice president for apes-
ations manages facilities, mainte-
nance, parking, and campus
sceurity. Adininistrators report
up or down their narrow chains
of command, largely ignorant of
whar those in other pans of the

mstitution are doing.

What is nceded now is a sys-

temwide process for reallocating

Bty incrcases in prodduciivity we mican a measurable red

resources among departments
and uther pacts of the instit-
tion. Just as successful compa-
nics have learned 10 focus on
their cote competencies—ihe
products and services they
supply at a bewer qualicy and
lower price than their com-
petitars—higher education
institutions and systems neail
to reexamine their missions
and streamline their services o
scrve those missions. This
task requires that operations
be scen from a broad perspec-
tive, one thae will lead 1o such
questions as: Which of our
centers, deparements, colleges,
of services enjoy comparative
advantage over those of other
cducation or training institu-
tions? Would another classics

professor contribute 10 the

on in cons achieved while

maintaining ot improving clectivencss without sacriticing quality.,



cducational mission more than
another mathematics professae?
Muee thn acquiring addivional
equipment for the geophysics
laboratory? More than
expanding the student counsel-
ing program? More than
epaining dassroom and dormi-

tory roofs??

The curtent gavernance steuc-
wure actually prevents instit-
vions and institutional systems
[rom asking such questions.
Moucover, finding answers for
these types of questions will
tequire not only a new deci-
sion-making process, but a
capcerted effore 10 gencraic
duta on the costs and benefies
of providing different services,
With the structure as it is now,
decision makers have not had
ta choose among competing
funcuions, so cumpu'lu.‘usivc

information systems bave noy

cevalved to support such deci-
sions. Higher education ofli-
cials simply do not have the
infurmation they nced to com-
pate missions and lunctions an-|
undersiand the trade-ofTs
amaong the potendial allocations

Leing considered.

Cleatly, chese roadblocks need
to he 1aken inta account and
surmounted belare colleges anc
universities can streamline.
One of our strongest recom-
mendations is that institutional
restructuring, including mission
difTerentiation, be made a
national prioriry.1? Like the
health care industey, the higher
cducation sector must systemat-
ically address issucs of cust, pro-
ductivity, efficiency, and cffec-
tivencss as a prerequisite for
increases in public sector invest-
ments, Tndead, il ithe higher

cluction sector is to get a sym-

pathctic car from legislators, it their governance systems must he

needs sicong advocacy from the changed 2o that they can reallo-

business community, wn ally ic s cate scarce sresonrces and peroie

unlikely to win unless it has put fundamental reform in the way

isell through the same sort of they do business. Murcover, we

strcanslining and reengineccing urge academic leaders to actively

thac the business community has involve the business community

impleaiented to reduce costs and in their restructuring.  Business

improve service. leaders have extensive experience

. . in such mattets, as well as a 7
We belicve thae colleges and uni- . . .
o B direct interest in the outcone of
versitics must make major orga- .
o . education reform. ¢
nizavonal changes. To do so,

IUulike large tesearch universities, sinall liberal arts colleges do not have muliiple lay-
ert of management. While this incans that their administrative costs are lower, it also
means thar there is less room to mancuver internally when resiucturing.  As a result,
other measures—such as sharing among institutions and creative use of edlucational
technology—hecome even more imporeant.

101y is inmpuriant 10 note that some colleges and universities have 1aken important steps
down the restructuring path, beginning with teforms of administrative functions. The
Pesw Highee Education Roundiable, for example, has pesformed a uselul role in ning-
ing togciher beaders of private universities and calleges 10 discnss restruciuring ideas.
(Sce Ivlicy Penpectives, 3 continuing series edited by Robere Zemsky and William
Massy, I'ew Higher Education Rescarch Program.) Important expetiments are being
conducied by highee education leaders in Califuenia and Flotida, 10 naine just twve
s1ates; and the Foundation for Independent Higher Education has launched a pilos
piaject 1o nsistindependent colleges that want o wnilertake cost containmeny clfons.
These are isolated dfTons, howerer—not the resimctaring of the entire highee educa-
tion sccrar thae we hdlicve is an uigent necessiny.



Recommendations

The problems delincared in this
ecport must be addressed. We
challenge Ametica 1 adopt—
and miake into goals—our rec-
ommendations for putting U.S.
colleges and universities on a
path o financial healdh and
keeping the door open tu all
Ameciicans willing and able to
reap the benelits of higher edu-
cation. Meeting this challenge
will tequire a combination of
incrcased government invest-
ment and far-reaching institu-
tional reforms that will provide
high-quality cducation at lower
cost. [nceeased public funding
could be ticd 10 institutional
refarnm 1o create incentives to

innovate.

Recommendalion 1

Americay political leaders—1ihe
President. Congress, governens,

mayars, wid other state and local

officiuls—slorld reallocate public
reionrces (o ffﬂfff Illf ‘m“’i"x
importance of education 1o the
cconomic pml/’(fl‘l] I"l(, ‘ﬂfl.ﬂl sna-

bility of the United States.

Il the American people had
known how the educational
requiremients of the workforce
wete going.to grow in the 20
years from 1926 10 1995, it is
doubtful that they would have
allowed public funding to stag-
nate as it has. We belicve
Amecricans should no longer
tolerate inaction: The nation
should nat be allowed to con-
tinue to drife toward educational
mediocrity and the ominous lev-
cls of cconomic inequality that
are arising.  We are confident
that ance the American public
and their leaders are aware of
the dangers of the currem
course, they will act 10 increase

pulilic suppor for llighcr cduca-

tion—even il that means
recdducing the level of suppore

for other public sectars.

For examiple, we believe it is a
reasonahle goal for the
nation’s government—the fed-
cral, staie, and local levels—i0
attempt 1o reduce the deficit
facing the higher education
scctor by half, At present, the
fedesal government provides
slighily less dhan a third of
Lovernment appropriations to
higher cducation; state and
local governments provide the
rest. The federal gavernment
might commiit o providing
anc-thid of the public scctar
share of the needed increase,
with state and local govern-
ments providing the remain-
ing two-thinds. We realize
tha this is an audacious goal
given the current stresses on

fedenal, stare, and local bud-

gets, buc to do less is 1o put

the nation at grave risk.

Meeting this goal would provide
50 percent of the future delicit.
The rest of the shortfall would
e made up by productivity
gains achicved through the
structural reforms deseribed

in the lollowing three reconi-
mendations, and by modest

increcases in tuition and fees.

Recommendalion 2:

Institusions of higher education
should make major structural
changes in their governance systen
so that decision makers can asess
the relative value of departments,
programs, and systenns in order 1o

reallocate scarce resources.

In vur view, the most pressing
rcform needed today in the

higher cducation sector is the



redesign of the governance
strnctire of institutions so that
decision makers can dhink and
act stategically. o pariicular,

colleges and universities must

1. lprove perfermance-
based assessment.
Academic institutions
must develop a process
of assessing the costs and
benefits of providing all
services. The gaal of this
clTorc is 10 provide an
integrated information
system abouc all cosis,
including capital costs
and the value-added to
students of their educa-
tional experience. We
believe that unless higher
cducation leaders move
toward systematic perfor-
mance-hased assessiment,
the higher education scc-

tor will not be able 1o

compete cffeciively with
other demands on public

lnding in the Muure,

Define and measure
faculty productivity.
Productivity in higher edy-
cation is, of course, difficult
1o define, but analysis needs
tw be conducted 10 idemifly
productiviry measures for
cducation in general and for
faculty in particular. The
average teaching load in
major rescarch universitics,
for example, has heen
reduced from about eighe
courscs a year to four or
five. Institutions muse cal-
culate the cffect of such
changes on costs and bene-
fis. No fundamenual
festructuring can occur
until the current incentive
system governing faculry

behavior is changed.

3. lmprove internal
accountability in linan-
cial management.
Budgeting and fund
accounting systems, for
cxample, are now com-
pletely separate. They
should be reconciled so
that higher education
leaders have access 1o
tmely “profit and loss”
inflormation in arcas for
which they provide

vversight.
4

Recommendation 3;

As part of their overall resiructur-
ing. colleges and universities
should pursue greater mnission
differentiaiian to strearnline their
services and better respond to the
r/mngiug needs afl/;(ir con-

Hitucncies.

Greater mission differentistion
:“""“l,: I)U’lsl‘c""‘l:lf’ c(lllc:"i""
institutions and systems is the
only way to ensure eflective and
clTicient provision of all teach-
ing and research funciions over
the nexe several decades. The
currcnt mission “creep™—e.g.,
communiry colleges attempting
10 become four-year degree- 9
granting institutions, state
universities becoming research
centers, and research universi-
tics offering remedial instruc-

-tion—violates the mission dif-

ferentiation principle.

If higher education institutions

and systems locus on their

points of comparative advantage
within the overall ecology of .
higher education, both praduc-

tivity and improved quality will

sesult. Specifically, the commu-

niry colleges, undergraduare

universitics, and rescarch uni-
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versitics should embrace different
missiong, give priority 10 activi-
tics centeal 10 those missions, and
reduce ar climinate mote-margin-
al activities.!? We recommend

the following specilics:

1. Comumunity calleges
should take a leadership
role in workforce prepara-
tion. They nced 10 expend
more ellort on education
and training targeted to
muliiplc constituencies, par-
ticularly workflorce prepara-
tion, adult education, reme-
dial education, and English
as a Second Language. As
our_analysis suggesis, one of
the nation's most pressing
sacial needs is improving
thé cdueation level of all
50CIoECONOIMIC proups to
avaid creating a larger and

more permanent underclass,

Institnions of higher educa-

tion need 1o become me

active pariners in this encer-
prise. Decause euployers, high
schools, and local governmeins
are impurtant stakeholders,
community colleges should
develop long-term strategic
partnerships with these enti-
ties. We recommend that
Congress and the states contin-
ue o provide incentives for
employers, high schools, local
authoritics, and colleges 10
work topether in designing and
funding school-10-werk pro-
grams that reach out to the
community at large and 1o
utilerrepresented groups in

pacticular.

As part of this initiative, col-
leges need to identify, strength-
en, and give visibility 0 pro-
grams already focused on this

outcome. These should be

continued, improved, and buile

upon. ‘To encourage commit-

ment 1o such socially respon-

sive inttitives, collepges
should evabuate amd rewand
faculty work in ways tha

provide the right incentives.

. State undergraduate institu-

tions should take the lead in
teacher training and areas
related to regional cconomic
development. Eligibility for
college will not improve
among low-incomie saciocco-
nomic groups unless K~12
school refurm succeeds, and
training and retraining of
K-12 teachers is a prerequi-
site to that success. Recent
studlics show thae teacher
taining in America is in dis-
array. We believe the most

eflective response o this

ally depressed aseas.

national problem is for stare
undergraduate institutions w
assume centeal leadership for
teacher wraining and to make
teacher training one of their
highest privritics. In addi-
tion, faculty of state under-
graduate institutions should
be encouraged to assume a
stronger leadership rolc in
rescarch and technical assis-
tance for regivnal econamic
devclopment. This applied
rescarch capability will enable
these institutions to relate 1o
the nceds of the segions in
which they exist.'? The inde-
pendent college scctor should
{ocus on its comparative
advantage: the liberal ants

undergradiate mission.

VLA Framewsrl: for Linking Resourcer 1o Minion in Higher Education, provided in ihis
teport’s volume of supporting analysis, presents a ser of analytic 100ls usclul for any
institution or sysiem of highet education cantemplating changes in its mission,

s is epedially peetinent in fasc-growing seates having harge uiban populasions
ﬂll\l cconviIn



3. The major cesearch univer-

sitics should focus on the
promotion of rescarch and

graduate education.

To help maintain the criti-
cal funding needed 1o sup-
ot research, o Nadional
Rescarch University Act
should be passed thae allows
federal investment in
research 10 be concentrated
in the nation’s top-ranked
research universirics.

Unlike its international
competitors such as Japan
and Germany, which discct
their scarce federal resources
- 10 a few clite research
groups, the United States
spreads its dwindling feder-
al dollars among more than
800 universitics and labora-
torics. F'eom 1976 10 1995,
research funding giew only
slightly, bue the number of

institusions secciving this

funding increased by several
hundral. Even more
important, most of the
institutions now recciving
federal support for rescarch
are not even Carnegie-rated
rescarch and dactorare-
granting universitics. !
This pootly targeted fund-
ing may nat have martered
as much in the golden years
of U.S. science and tcchnol-
ogy development, but now,
with the dedine in fedcral
suppart of research, it may
be a serious threat to the
lang-teem health of che

nation’s economy. !

Recommendalion 4:

Colleges and universities should
develop sharing arrangements to

improve pmductivity

As increased mission dilterenti:

tion is achieved, a greatee sharing

af resources will lead o technically feasible and

impraved productivity ol the should be achicved over the

entire higher educaion system: next deeude. Given the ben-

elits of the new educational

I. Alignment. Secamless technologies alTorded by the

alignment of undergraduate laternet, it is time lor inter-

requirements, transfer segmental alignment of

requirements, and joine undergraduate instructinn w

tcaching and degree- be encouraged by policymak-

producing atrangeinents crs inside and outside higher 2

between community col- education. Achievement of

leges, state undergraduace this goal alone would sub-

univesities, and public stantially increase undergrad-

research universities is now uate participation rates.

13T top 30 science and engineering depastnients garner 70 percent af federal
tescarch support while the other 30 petcent is shased among seveeal humlied other
such depanmencs.

14e leave open to public debate the most appropriate mechanism for impleinenting
this icforn. Oue option would be for the National Science Foundation 10 request
univetsities 1o provide their qualifications in each rescarch area. The Foundation
couldd then identify the most qualified in each area and guarantee them a minimum
level of suppart. Another option would e fue the federal government 1o provide
funding 1o graduate scudents for vouchers that could he used at the instituion of
their choice. The tesuliing competition would cfTectively decrease the fiagmentation
of funding 1o research universities. Whatever the miechanism, we believe there is
great value in concentraring scarce dollars in the most worthy instivusions. This dues
not ancan, however, that elite tescarch universities neal not improve their eflins o
diveusify the cihinic makeup of theie faculkies. The failute to 1ap potential op-leve!
scieniific 1alent frons all segments of socicry temains a significant barcicr 1o full real-
itation of Amcrica’s human capial,
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Classes. Every college and
university teaches micro-
ceonomics at the freshman
level; vircually every
rescarch university offers
several introductory statis-
tics coutses.  Departments
and universities should col-
Taborate ta pool invraduc-
wory courses and instructors
as 2 way (o save resources
and pravide the best
instruction available in

the subject. Use of the
lniernet may facilitate

this task.

Services. Jaint outsourcing
of functions eanging from
physical plant mainienance,
clectric powes, healih eare,
and police protection to
joint purchasing of instruc-
tanal and rescarch equip-
ment andd supplics should -

be cncouragud.

4.

A

Infrastructure. Free-stand-
ing. scparate physical
planis—and, if they are
public institutions, the
system adwninistrations that
govern them—are currendly
an unquestioned require-
ment. In the coming cyber-
space age, physical space will
assume less importance.
Combining all or pans of
physical plants of, say, state
undergraduate universities
and community colleges that
serve the same geographical
area could save considerable
resources.

Libraries. Subscamtial sav-
ings and improved libeaey
services can be obtained by
focusing on the software
needed 1o place library
tesources on the Internet
rather than cuntinuing to
suppore individual research

library collections.

‘Recommendation 5:

iy time 10 redcfine the appropri-
ate level of education for all
American workers in the 213t cen-
sury. Al citieens planning 1o
enter the workforce should be
enconraged fo pursiie—as a mini-
mum—some form of postsec-

ondary education or training.

Almost a century ago,
Amcricans established a high
school cducation as the basic
educational requicement for all

citizens. At that time, the tele-

graph was the height of commu-

nications technology and the
telephione was on the horizon
b Lar Trom an cveryday instru-
ment. Engincers and scientists
looked to their slide rule as the
best insteument for advanced
calculations. Today, computers,
the Interner, and a host of
advanced wehnologies arc every-

day work waols, Cleady, itis

time to recognize that the
required educational level of a
century ago is no longer ade-
quate for preparing the modern
workflorce.

Instead of retaining the teadi-
tional sharp distinction between
the bachelor's degree and all
other nondegree categories, we
find it preferable to think in
terins of a continuum of learn-
ing activitics appropriate for
autaining specific goals. In the
future, the focus should be on
the attainment of more specilic,
mcasurable knowledge sets,
tather than on simple atainment
af a bachelor's degree. Ieis time
to encourage the rich range of
subbaccalaurcate apportunitics
that can provide millions of citi-
zens with the tools nceded o
survive in the emerging high-
skill cconomy. ¢
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Dear David:

I hope all is well with you. I understand that you are out on travel today. The reason I had
left you a phone message this morning was to ask about your schedule and invite you to lunch
with Joe Dionne and former New Jersey Governor Tom Kean on June 17, 1997.
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are announcing to the public that moming at a press conference at the National Press Club.
As you probably are aware, Joe and former Governor Kean co-chaired the Council for Aid to
Education’s Commission on National Investment in Higher Education. Their report, which is
the result of their studies and deliberations since the Commission joined together in 1994, is
entitled: Breaking the Social Contract: The Fiscal Crisis in Higher Education. Enclosed is
an advance, preliminary copy for your review.

Please let me know if this lunch appointment would work for you. I look forward to hearing
from you.
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Overview

lor well over a century, the
American higher education system
has sct the world seandard for
academic excellence and cquitable
access for all citizens. The Morrill
Act of 1862, which created the
land grant universiry, guarantees
that all citizens who can profit
from higher education will have
access to it. Today, however,

there are signs that this far-sighted
sacial contract may soon be bro-
ken. The higher education scc-
tor—by which we mean both
public and private institutions

of posisecondary education and
training—Tfaces challenges
unprecedented in its history, and
it is floundering in response.

The m:unc(:uy difTicultics of col-
leges and universities, thought

for a time to be temporary, now
appear 10 be pare of long-term
trends in the demand for enroll-
ment and the supply of funding.
Demand has increased sevenfold
since World War 11 and is expect-

cd to continue growing over the
next two decades. At the saine
time, operating costs have cscalated
and public-scctor financial support
has flactened. As a resule, many
colleges and universities have had
to shaeply increase tuition and fees
and look for ways to control costs
in order 1o avoid financial disaster.

"l'o examine the dimensions and
implications of these trends, the
Council for Aid 1o Education
(CAE) launched the Commission
on National Investment in Higher
Education in 1994, As members
of the Commission, we addressed
two major questions:

¢ Will the current revenue basc
and funding sources be
suflicicne for meeting higher
cducation’s future needs?

* If not, what steps can be

taken to avert a fiscal crisis?

What we found was a time bomb
ticking under the nation’s social
and cconomic foundations: At «

time when the level of education
needed for productive emplayment
is increwsing. the apportunity to go
10 college will be denied to millions
of Americans unless sweeping
changes are made to control costs,
bhalt sharp increases in tuition, and

increase Dll)(" jonrces ﬂfl'(l'(lllll.

As scrvice-rclated jobs have come
10 dominate the workplace, the
college degree—or at least some
form of postsecondary education
and training—has replaced the
high school diploma as the entry
card into rewarding employment.
Those who anly finish high
school—or drop out—stact on

the lowest rung of the wage ladder
and will sce their real hourly
wapes actually decling over their
working lives. Unless the nation
makes a concerted cflort to raisc
the level of cducation and skill of
these Americans, the wage dispari-
ty batween the rich and the poor
will becomie so large that it will

threaten both Amcrica’s social ‘sta-

bility and its core demucratic val-
ues. Widespread access to higher
cducation is theselore critial 1o
the cconomic health and social

wellare of the nation.

The higher education sector,
however, is facing a catastrophic
shortfall in funding. Given cur-
tent teends in bath funding and
the costs of higher cducation, the
dcficit in operating expenses for
the nation’s colleges and universi-
ties will have quadrupled by
2015. Assuming tuition increas-
cs no faster thau inflation, by
thar year U.S. colleges and uni-
vesitics will f[all $65 billion short
{in 1995 dollacs) of the annual
budget they need 1o cducate the
same proportion of the popula-
tion they serve woday. If, howev-
cr, tuition increases at current
rates—basically doubling by
2015—the impact on access will
be devastating: eflectively half of
those who want 1o pursuc higher

cducation will be shut out.



“Fo address a crisis of such
proportions, we call for a (wo-
pronged steategy: increased public
investment in higher cducation
and comprehensive reform of
higher education institutions to
luwer costs and improve services.
The second of these, institutional
seform, is in fact a presequisite for
increased public funding. Unless
the higher education scctor
changes the way it operates by
undesgoing the kind of restructur-
ing and streamlining that success-
ful businesses have implenented,
it will be difficult to garner the
increases in public funding needed
10 mect future demands.

Mote specifically, we make these

sccommendations:

* America’s political leaders—the
President, Congress, governors,
mayors, and other state and
local officials—should seallo-
cate public resources to reflect
the growing importance of

education to the economic

prosperity and social stability
of the United States. Public
funding of higher cducation
has stagnated since 1976. It
is time for the nation to
reverse this policy.

Institutions of higher educa-
tion should make major struc-
wural changes in their gover-
nance system so thae decision
makers can assess the relative
value of departments, pro-
grams, and systems in order
to reallocate scarce resources.
This will entail improving
petformance-based assessment,
defining and measuring faculty
productivity, and intcgrating
accounting systems.

As part of their overall restruc-
turing, colleges and universitics
should pursue greater mission
differentiation to streamline
their services and better
tespond to the changing

needs of their constituencies.

Individual institnions and
parts of stuewide sysicms
should focus on their poims

ol comparative advantage eather
than all striving to become full-
scrvice campuses. Community
colleges, undergraduate universi-
ties, and research universities,
for example, should embrace
different missions, give privrity
10 activitics central 10 those
missions, and reduce or elimi-

nate more-marginal activitics,

Colleges and universitics should
develop sharing arrangements 10
improve productivity. A greater
sharing of resources—rsequise-
mais, classcs, scevices, infra-
suucture, libraries—could lead
to significant savings and even
improve scrvices.

leis time to redefine the appro-
priate level of education for all
Amcrican wotkers in the 21st
century. Al citizens planning to
enter the workforce should be
cncouraged to pursuc—-as a

.

minimum—some form of
pustsccandary cducation os
trining.

This sclorn agenda cannot be
implemented by the higher educa-
tion establishment alone. A sca
change of this sort requires the
active participation of lcaders in
governmient, business, and cduca-
tion, as well as the American pub-
lic. With this report, we hope to
convey the urgency of the situation.
In our view, the enormous deficits
facing the higher education sector
in the near future are more critical
than the much publicized crisis in
the Social Sccurity system. Indecd,
unless America manages 1o open up
the narrowing botdeneck of higher
cducation, there will not be enough
cconomic growth to support any
version of the Social Security plans
being discussed. In very real and
practical terms, cducation is the key
to the nation's future. Americans
must ensure thae it becomes a
national priority. ¢



The Threat from Wilhin

Recent shifis in America’s ccono-
wy have nade higher educntion
maore sipnificant than ever. The
industrial jobs that once formed
the backbone of the cconomy

are dwindling and will pravide
emplayment for only 10 percent
of the warkforce by the year
2000, “Fhe service-related jobs
that are taking their place requite
alevel of knowledge and skill
that, for the most pan, can be
gained only through programs
offered at colleges and univessi-
ties. If workers in today's econo-
my are cut off from higher cdu-
cation, they will be unable 10
attain the proficiency levels need-
ed 10 ninster new technologies

and enter new occupations.

This l.:;:ltlll;l' shift in the educa-
tinnal requirements of woday’s
wotkflarce has pue great pressurcs
on the entire cducational sysiem.
The nation must educace a larger

and more diverse population to

levels never hefore required.
Thase whe are content with a
high school diploma or with not
completing high school are likely
10 face a bleak economic future,
“The growing disparity in the
incomes of the rich and the poor
is testimony to this fact. If cur-
rent trends in wages and Gamily
income persist, the economic
disparities that will exist in
America by 2015 will pose a
grave danger to saciety:

* A much larger proportion of
the population will fall below
the standard of living consid-
cred average today.

* The real houtly wages of the
average male worker will
decline by about 25 percem
comparcd to what the aver-
age male carned in the
1970s. For those near the
bottom of the wage distribu-
tion, hourly earings will slip

by about 44 percent.

* While family incomes in the
highese carning bracket will
increase by 50 percem, dhe
carnings of the poorest fami-
lics will decline by about 36
percent from the levels of
comparable families in 1976,
creating an unprecedented
income gap herween the

nation’s rich and poor.

* The proportion of immi-
grants in the population will
increase to 12 percent of the
labor force by 2015. Unless
immigration policy changes,
most of the new immigrants
will come from Mexico and
Central America, a group
with historically low levels

of cducation.

* College cducation will nat be
cqually distributed among
cthnid/racial groups, creating
litde chance for underrepre-

sented groups o improve

[

their standard of living. As
a result, the cducational and
cconomic faale lines in 1the
United States will be drawn
increasingly in terms of
cthnicity and race.

“This portrait of the future is not
a prediciion bur a simple exurap-
olation of the carning patterns,
described more fully below, of
the 20-ycar period from 1976 to
1995 (the most recent year for
which data were available). We
believe the growing gap between
the rich and the poor is onc of
the greatest thrcats to America’s
social order. At the heare of this
problens is the profound change
that has taken place in the level
of knowledge and skill tequired
to be a productive worker in
today's economy. Improving the
cducation and training of all
Americans is, in our vicw, the
only way to combat this theeat

and reduce the growing divide.



frends in Wages and
Family Income

As has been well docwmented in
research, wage and family
income disparities have been
growing since 1976. Figure 1
shows the distribution of hourly
wages among all male workers in
the United States in real wenms,

adjusted foc inflation and

indexed to 1976. (In other
words, 1976 is shown as a hase,
and wages estimated for subse-
«quent years are shown as a per-
centage of what they were in
1976.) The figure shows only
male wages, but disparities in
femnale wages are growing at
about the same rate. The 1op
line shows changes in caring
levels foe workers at the 90th
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Figure 1—Long-Term Trends in Houly Wages of Mole Workers

percentile of all male wage carn-
crs. It shows slow growth over
the 20 years extrapolated our to

the Muture.

I'he message here is that the
highest paid workers will hold
their own to 2015. Those in the
50th percentile—workers right
in the middle of the distribu-
tion—have lost about 14 percent
in real wages over the 20 years;
by 2015, they will be carning
about 25 percent less than they
carned in 1976. But the most
striking consequence of current
trends shows up in the figures
for workers in the bottom 10
percent. If current trends con-
tinue, these workers will be earn-
ing litde more than hall of what
they carned in 1976.

The numbers for family income
over the same period show even
wider disparity. As Figure 2
shows, families at the top of the
scale will be carning about 50

percent more in 2015 than they
did in 1976. This is not because
mien's wages are going up, but
because more women are work-
ing and families tend 1o be smaller
than they used 10 be, creating
mote workers in the ccunomy per
family. Those in the middle of
the income distribution scale will
be a fide better off;, shough not
much. But for those in the bot-
tom 1th percentile—consisting
largely of single-pasent families
headed by women and families of

_ low-educated immigrant popula-

tions—ve see a 36 pescent fall in
income compared 1o what familics
in that income bracket earned in
1976. In that year, familics ac

the 90th percentile enjoyed
income levels nine times greater
than those of famiilies at the 10dh
percentile. By 1993, the disparity
was nwelvefold. At this race, the

ratio will exceed sixteen 10 one by

2015,
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growth of income disparity.

Changes in lhe
Immigrant Population

Figure 3 shows the changing face
of America’s immigrant work-

force. 1n 1970, only G percent of
A doubling in the proportion of the immigrant workforce came
immigr:ﬁm in the workforce from Mexico or Central America
since the 1970s (over 10 percent and 68 percent came from
of the wuiklorce is now forcign Europe. In 1990, 21 percent of
born) and the lower educational the immigrant workforce came
level of more-recent immigeants from Mexico ar Central Amcrica

are additional facrors in the and only 34 percent from

Europe. Because the educational
level of Mexican and Central
Amcrican immigrans is lower
than that of other immigrant
groups, the earnings of more-
recent immigrants have deteriorac-
cd relacive both 10 native workers
and 1o carlicr immigrants and are
likely 10 semain low throughout
these immigrants’ woarking lives.
If these trends hald, a growing
proportion of workers will have

E 3%’ Japan/KorealChlna :
2% Phlllpplnes 5 o
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less than a high school diploma
and will face declining earnings
over their lifetimes.

Educalion and Income:

the Intimale Link

The single most important factor

in detcemining level of income is
level of education. Figure 4 shows
the distribution of real howrly

1990

fiqure 3—Changing Composition of America’ Immigronl Populalion



wages of male warkers by educa-
tion level. Men with a college
cducation have kept pace with
inflatioin over the 20-year peri-
o, men with some college
education have seen a decline
in real income of 14 percent,
and men with only a high
school diploma have lose 18
percent. Meanwhile, real wages
l)r llil;l‘ SC'I(ND' (||‘u|)oll|! ||.'|Vc
declined by 25 peccent.

If these lincs are drawn owr
anuther 20 years using the

samc ratcs, the resuli is devastat-
ing. My 2015, male warkers
with only a high school educa-
tion will have lost 38 percent of
what camparable male workers
catned in 1976, And those
without a high school diploma
will have lost 52 percent in real
carnings over the same period.
If the U.S. economy continues

1o place a high value on a

college-educated workforce,
which we helieve it will, then
only college graduates will be
able to hold their own cconomi-
cally out 10 2015. Those who
attend some college will nor do
badly, but those who stop pursu-
ing an education before o after
graduating from high school will
lose ground over their working
lives.

"I'his economic polarization is
particularly troublesome in that
a growing propastion of the
poor will be African American
and Hispanic. Like non-
Hispanic whites, African
Americans and Hispanics sufler
lifclong cconamic consequences

“if they da not pussue higher

education. Because larger pro-
portions of these two groups fail
10 go beyond high school, larger
proportions of these groups are
among the poor. Figure 5 shows
an index that conveys the ratio
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Figure 4—Dislribulion of Real Mean Hourly Wages for Male
Workers by Educalion Level

of the number of students in
higher education for various
ethnic/racial groups to the toral
number of 18- to0 29-year-olds
in those groups. The figure
plots changes in that index over
the 20 ycars and extrapolates
the rates our to 2015,

As of 1995, Asians and Pacific
Islanders scared over 40 on
this index, and non-Hispanic
whites scored just over 30. In
contrast, African Americans
and Hispanics scored about 20
and 18, respectively. Although

participation ratcs are increas-
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ing for all groups, they are cur-
remly increasing more rapidly
for whites and Asians than

loe Alrican Americans and
IHispanics. As a result, the

gap could widen considerably
by 2015. Only by increasing
the proportion of Aftican

Amceicans and Hispanics going

to college can the gap he
stabilized or reduced.

1t is in the interese of all
Americans to promote higher
levels of education and training
for those who arc rapidly losing
carning power in American suci-

cty. Low levels of cducation are

powerful predictors of wel-
fare dependency, unempluy-
ment, and incarceration, all
of which are very costly.
Morcover, by 2015 the
number of workers for every
revirce on Social Security
will be at least one-fifth
what it was 50 years ago.
This means that a shrinking
proportion of American
workers will not only have
to maintain U.S. economic
compcetitiveness in the glabal
narkerplace, but will also
have to suppost the econom-
ic base of the rest of the
nation at the same time.

It is more important than
ever that this workforce be
adequatcly educated and
wrained. I is therefore in
the national interest that

the widest possible access

to higher education be

maintained.



Dimensions of the Fiscal Crisis

Will America’s higher education
scctor be equipped to micet the
nceds of future studenis? By the
year 2015, the nation must be
prepared to educate aver 4 mil-
lion more students than it edu-
cated in 1995—simply because
of population growth. 11 the
propattion of the population
that wans 1o attend college also
increascs, as we think it should,
then that number will be even
higher. Will the revenue base of
colleges and universities be sulli-
cient 10 handle such an increase

in_the numbers of studems?

Our analysis shows that if cur-
rent fumeling trends continue,
the higher education sector will
face a calamitous shortage of -
resources. Unless public funding
increases significantly and insti-
tutions undergo fundamental
internal restructuring to improve
their productivity, access to high-
er education will be dramadically
reduced in the future,

Growth in Demand

Enrollment in America’s college:
and universitics has grown rapid-
ly since che 1930s. This growth

was fucled, of course, by a grow-

YThe National Center for Education Staristics has published projections 1o 2006, We
cotipuned the participation eates by age implicit in those projections and extrapolated
the trends in these raies chrough 2015, We then muliiplied estimated participation
tates by the census projections nf age disuributions of the population to 2015.

ISince smany students atiend college nn 2 pari-time basis, placing smalles burdens on
institations, they are traditionally counted as full-time equivalent studens. For
example, a part-time stadent whase course load is 70 pescent of 2 (ull-time course
Toad is commted a3 0.7 FTE, By ihis methad, higher education will have 10 educate

approximatcdy 3 million more FUE siudenis,

(millions of FTE students)
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figure 6—Past Enrollment and Projecled Demand

ing U.S. population—but while
the population has only deubled
since 1930, enrollment in higher
education has expanded tenfold.
‘The addicional growth reflects
the phenomenal-increase in the
percentage of Amcericans pursuing
cilucation beyond high school.

U.S. population growth is

expected to continue into the
nexc century, as is the rate at
which Americans go to college.
As Figure 6 shows,! if these
trends continue, the total num-
ber of students in colleges and
universities will increase from
the 1995 level of 10.3 million
10 about 13.2 million full-time
equivalent (IFTE) studenes by

2015.2
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Growl.h in Cosls

The costs per student in higher
cducation have also risen. In
fact, thty have grown consistemly
for at least 30 years, escalating
sharply since the late 1970s. The
ighes Education Price Index
(FIEPY), produced by Reseasch

Assuciates of Washingum, relleas

the real increases in the prices
paid by higher education instit-
tions for goods and services
{faculty salarics, for cxample).?
As Figure 7 shows, the HEP]
ruse more than sixfold benween
1961 and 1995, much faster

than inflation as measurcd by

the Consumer Price Index (CP1).

Between 1980 and 1995, the

annual average rate of growth

in the costs of providing highcs
education exceeded the CI'l by
a full peecentage point. A sector
whose costs grow faster than
inflation for an extended petiod
uliimatcly reaches the limites of
available resources, as has been

demonsurated in the healih

_care indusry.

Decline in Public Funding

Given the increases in demand
and costs, it is surprising thac
public funding has not shown
similar increases. As Figure 8

shows, overall public appropria-

tions to higher education—
federal, starc, and local sup-
port—grew slowly through the
19705 and casly 1980s in real
terms. In the mid-1980s, public
support increased more substan-
tially, bun it then Nattened ot
in the carly 1990s.4

In effect, the United States

has been underfunding higher
education since the mid-1970s.
Figure 9 shows the shace of
personal income allocated
through gavernment appropria-
tions to higher education from
1960 10 1994. In the 19605 and
carly 1970s, Amcricans doubled

3The HEPI nicasures the average change in prices over tine for a fixed basker of
guods and scrvices that highes education institutions buy 10 suppost curient opera-
tians. These poods and services include salaries of faculty, administeation, and othet
professional and nonpsoflessional personncl; contracted services such as conmumica-
tions and 1rausponiadion; supplics and materials; equipmeny; libraty acquisivions; aml
wtilitics. Sce Inflation Meamres for Schoobs, Colleges, and Libraries, Rescarch Associates
of Washington, Washington, D.C., 1995

ANational Center for Education Statistics. Digerr af Educational Staivics, U.S.
Depaniment of Education, Office of Fducational Rescarch amd hnprovement,
Washington, D.C., vacivus yuars.
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the share of their income that in Figure 9. lu fact, they have
wont to higher education— bicen increasing since 1976.
from $7 10 about $14 per What has changed is government
$1,000 earncd. Since 1976, spending priorities. At the feder-
hoivever, that share has been al level, the growth of entitle-
steadily decreasing. ments—most notably, Social

' Sccurity, Medicare, and
“Tax revenues as a shace of per- Medicaid—has dominated federal
sonal income aciually increased spending, as Figure 10 illustrates.

slightly over the period shown Mandatory spending on entitle-

10}- g

inent programs and interest on programs will increase. The

the national debt consumed Congressional Budgee Office
about 38 percent of the federal estimates that in 2005—less
budget in 1965. In 1995, they than a decade from now—these
accounted for about 67 pes- programs will consume alinost
cent. The entitlement pro- 75 percent of federal revenucs.
grams focus largely on older “T'his vast intergenerational
Ameticans, which micans that transler of wealth is squeezing
as the baby boomess age, the higher education out of the
population drawing on these federal budge:.

14

12
- 8 2 10
ng "
8 ¥ B0

é
-.i._:'az! :8:,: 6
. gg' 4 r—‘ r,/‘(w“ " Il Ceniy o ,F.ede’a‘ .
< »
a 21
oLl 10t .J‘l‘ : .|.l.: .n.l.: .l .l.{ Hreh .l.L.LL‘.:s?; Y

1960 1964 1968 1972 1976 1980 1984 1988 1992

Fiqure 9—Share of Personal Income Allocaled lo Higher
Educalion Since 1960



100

- Discrationary

> 80|

.0

B Nel Interest RE
.o 60}

R -

2 .

‘6 .

g ' 40 [~

g Mandatory

]
.o 20}-

n_.

hguxe 10 Eronon of chclol Budgelmy Dumhon by [nhllcmenls

The sitvation ac the state and
local levels is very similar. Like
the federal government, state
and local governments are
increasingly alloning preater
shares of their budgets 10 healdh
and welfare programs. And the
plight of higher education in
state and local budger baciles is
exaccrlated by rapid increases in

spendding on corrections, nainly

prisons. Figure 11 shows the
distribution of state government
spending on higher education,
healih and welfare, and corrcc-
vions from 1976 1 1995 and
extrapolates the wrends through
2015 10 indicate their conse-

quunces,

Cleary, gavernment support for

higher education has declined

both econamically and politically
over a long period, and it will be
dillicult 1o bring it back o previ-
ous levels. Now that there are
stringent fiscal limits on public
resources, the government is
beginning to ask the same kinds
of questions of colleges and uni-
versitics that it has asked of the

health care industry—questions

about cost, productivity, efTicien-
cy. andd eflectiveness. Until
institutions of higher cducation
can provide good answers 10
such questions, it will be difficul
to increase public support and

1o regain the priority formerly
given to higher education in fed-
eral, state, and local budgets.
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Fiqure 11=Dislribulion of Slole Expendilures



luition Growth and Ik

Effect on Access

As their government support has
decreased over the years, all
institutions of higher education
have had to charge students
higher tuition and fees. In the
mid-1970s, as shown in Figure

12, average annual increascs in

tuition revenues for the entire
higher education scetor were fair-
ly muderate—slighily above
inflation. “Tuition began to grow
much faster than the éate of )
inflation in the carly 1980s. By
the mid-1980s, tuition was
climbing at races well above the
rate of inflation: in real (1999)
dullars, tuition revenues in high-
er cducation increased by $5 bil-
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Fiqure 12—Growth of luilion

lion hetween 1970 and 1980,
grew by alinast $20 hillion
bewween 1980 and 1990, and
then increased by another $10

billion in the firse four years of
the 1990s.3

If appropriate steps are not
taken, higher education could
become so expensive that mil-
lions of students will be denied
access. Average real tuition,
adjusted for inflation, approxi-
matcly doubled in the 20 years
from 1976 t0 1995. Figure 13
shows that if it doubles again in
the next 20-year period (1996 to
2015), about 6.7 million stu-
dents will be priced out of the
system. In other words, abowt
one out of every two people we

would expeet to seck a college
cducation will not be able o
pay for i, Even il wiition
increases by only 25 pescent
over the 20 years, one out of
five students will be excluded.

The consequences of such exclu-
sion will not be confined 1o the
affected scudent population.
Those who are denied access 1o
college might not be able 10
afford to send their children 10
college 20 years later. The social
and economiic ills generated by
inadequate levels of education
will reverberate through succes-
sive generations.

Incseased private sector support
of higher education by alumni,

Stigure 12 shows gross tuition revenue and thus dues not speak, fur example, in the

increasing elforts of private instinnions 10 lower the act wition price 10 many sunlenss.

Few stidems actuatly pay b full price of wition. lndeal, one of the rcasons for the
increasing cost of mition is that universitics and colleges are atcmpring 10 mainain
access for low-income students by substitating aid packages for bose state suppore.

3
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other individuals, corporations,
and foundations can help and
has done so already: private
granis, gifts, and endowment
income have toughly doubled
over the past two decades,
However, in 1995, they provid-
cd unly 8 percent of higher

education’s revenues—almost
the same percentage as they
provided in 1975. This privacc
scctor ﬂ“ll C|l(|0\V|“cﬂl income
represents a relatively small pro-
portion of the total higher edu-
cation budget and is imore con-

centrated in the private, rela-

tively clite, and wealthy institu-
tions that seeve a smaller share

of the total student population.©

The Bottom Line

Given the funding projections,
it will be extremely difficult
even to maintain today’s enroll-
ment rates, lct alone provide for
those of the future. Figure 14
illustrates the dimensions of the
problem. The combination of
government support to institu-

tions and government supporc

to students (i.c., the cost of
subisidizing loans and giving
grants) has failed to grow at
anywherc near the rate at
which costs have increased.
Using 1976 as a point of
comparison—ihe year that
public funding for higher edu-
cation as a share of personal
income was at its highest—
the figure shows the growing
gap between the funding col-
leges and universities will nced
to operate, of their “resource
requirements,”? and the fund-
ing that will be available if

cusrent trends in enrollment

SFor trends in private giving, sce Voluntary Support of Education, Council for
Aid 10 Education, New York, annual. (See also www.cac.erg.)

Tiesnurce requirements do not include tuition revenue. They are the s
needed from federal and state suppore and voluntary giving by corporations
aml foundations, minus external funds for scscarch. Fignee 14 plots the
degree of change in sesource requirements since 1976, assuming that wition
incrcases are helld 1o the rate of inflation. The valuc of these requisements in
1991 is shawn as 2.0, suggesting that sesource requireiments doubled dusing

that period.
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and costs comtinue. By 2015,
that gap will have ncarly quadr-
pled. The “presidential propos-
al” line in the figure shows an
initial cstimate of how the plan
proposed by President Clinton

in his State of the Union mes-

sage might alTect these caleula-
tions. While his proposal is
cleasly a step in the righe direc-
tion, most of its increases are in
the form of tax credits, which
will benefic middle- rather than

lower-income familics.

Transhated into 1995 dollars,
the resource requirements of
the higher education scctor
(assuming it will serve the
same proportion of students ic
serves taday) will be approxi-
matcly $131 billion annually.
Again, this amount represents
fiscal requirements over and
above tuition, with wition
Licing asswimed to increase no
faster than the rate of infla-
tion. If the trends in public
funding of higher education
over the 20-year period from
1976 to 1995 do not change,
total appropriations from (ed-
eral, starc, and local govern-
ment will be $47 billion by
the year 2015, President
Clinton’s plan, if approved,
would increase that amount
10 $57 billion; loans and
grants would account for
another $8 billion. “Thae gives

a toal ol $65 billion—hall of

what will be needed to serve the
same praportion of the pupula-
tion now attending higher adu-

cation institutions. ¢

15



Institutional Roadblocks

Given the magnitwde of the
deficit facing American colleges
and wniversitics, it is surprising
that these institutions have not
taken minre serious sieps to
increase productivity withaue sac-
sificing quality.3 Many have
adopted cost-saving measures,
such as forced retirements and
hiring freezes, but most of these
actions have been partial and
ad hoc.

The main reason why institutions
have not taken more effecrive
action is their owtmoded gover-
nance structure—i.c., the deci-
sion-mgking units, policics, and
practices that control resouece
allocion have remained largely
unchasiped since the strucrure’s
establishment in the 191h centu-
ry. Desipned for an eta of
growth, the current structure is

cumbersome and even dysfunc-

tional in an environment of scarce
resources. In face, impediments
1o change are buils into the man-
agement assumptions and prac-
tices of colleges and universities.
In that scnse, higher education is
a prime example of a public-sec-
tor institution struggling to deal
with a changed environment.

The academic departinent, for
example, which is the heart of
the current governance steucture,
is based on the assumption that
faculy members should govern
themselves, making all decisions
about what should be saught,
who should be hired, and so
forth. ‘The continued sway of
the department might be justificd
if deparuments were truly auto-
nomous. In reality, however,
they function as parts of a greater
whole—one on which they are

linancially dependent.

Besides being decentralized and
departmentalized, institutions
are a mare of hicrarchical siruc-
tures operating independemly of
one another. The dean of a col-
lege of arts and sciences allocaies
resources among several dozen
social scicnce, humanitices, life
science, and physical science
departments. ‘The dean of engi-
neesing does the same for a vari-
cty of engincering programs.
And the vice president for oper-
ations manages [acilities, maiote-
nance, parking, and campus
sccurity. Adininistrators report
up or down their narrow chains
of command, largely ignorant of
what those in other pasis of the
institution arc doing.

What is nceded now is a sys-

temwide process for reallocating

1esources among depastments
and other pasts of the instit-
tion. Just as successful compa-
nies have learned to focus on
their cote competencies—the
products and services they
supply ac a bewer quality and
lower price than their com-
petitors—higher education
institutions and systems necd
10 reexamine their missions
and sireamline their services o
scrve those missions, This
task requires that operations
be seen from a broad perspec-
tive, one that will lead 1o such
questions as: Which of our
centers, departmens, colleges,
or scrvices enjoy comparative
advantage over those of other
education or training insti-
tions? Would another classics

pmfcssot COIllliblI(C 1o the

Bily increases in praducrivity we mean a measurable reduciion in costs achieved while
maintaining or improving cffectivencss withowt sacrificing quality.



cducational mission more than
another mathematics professor?
More than acquiring additional
equipment for the geophysics
faboratory? More than
expanding the student counsel-
ing program? Morc than
sepairing classroom and dosmi-

tory roofs??

The current governance struc-
wire actually prevents instit-
vions and institutional systems
from asking such questions.
Moscover, linding answers lor
these rypes of questions will
require not only a new deci-
sion-making process, but a
copeerted efTort to generate
data on the costs and benelus
of providing diffesent services.
With the structure as it is now,
decision makers have not had
10 choose among competing
funcrians, s comprehensive

mformation sysicms have not

evolved to support such deci-
sions, Higher education ofli-
cials simply do nor have the
information they necd 10 com-
pare missions and funcions an -
undersstand the teadc-ofTs
among the potential allocations
being considered.

Clearly, these roadblacks need
10 be 1aken into account and
surmounted hefore colleges ana
universities can streamline.

One of our strongest recom-
mendations is that institutional
restructuring, including mission
differentiation, be made a
national priority.! Like the
health care industry, the higher
education scctor must systemat-
ically address issucs of cost, pro-
ductivity, efliciency, and clTec-
tiveness as a prerequisite for
increases in public sector invest-
menis, Inded, if the higher

cducation scctor is 1o get a sym-

pathetic car from legislators, ic
needs strong advocacy from the
busincss community, an ally it is
unlikely to win unless it has put
iself through the same sort of
streamlining and reenginecring
that the business community has
implemented to reduce costs and
improve service.

We biclicve that colleges and uni-
versitics smust make major orga-

nizational changes. To do so,

their governance systems must he
changed o that they can reallo-
cate scarce yesources and permi
fundamental reform in the way
they do business. Moreover, we
urge academic leaders 1o actively
involve the business commmunity
in their resiructuring.  Business
leaders have extensive expericnce
in such matters, as well as a
direct interest in the outcome of
education reform. o

IUnlike large research universities, sinall liberal ants colleges do not have muliiple lay-
crs of management. While this ineans that their administative costs are lower, it also
means that there is less room to mancuver internally when restructuring.  As a resul,
other mecasurcs—such as sharing among institutions and creative use of educational

technology—become even more important.

101 is imporiant 10 note that some colleges and univeusities have taken important sieps
down the sestructuting path, beginning with reforms of administrative functions. The

Pew Higher Education Roundiable, for example, has performed a useful role in bring-
ing together leadess of private universitics and colleges to discuss restrucouring ideas.
{Sce Molicy lenpectives, a continuing serics edited by Robert Zemsky and William
Massy, Pew Higher Education Research Program.) lmipostant experiments are bicing
conducsed by higher education leaders in Califuenia and Florida, 10 name just two
states; and the Foundacion for lndependent Higher Education has launched a pilot

paojeut to asist independent colleges that want to underiake cost contai

wot clloas.

These are isolated cfforss, however—nnt the tesincinring of the entice higher educa-
tion sccror that we belicve is an uigeat necessiny. :



Recommendations

‘The problems delincaicd in this
report must be addressed. We
challenge America o adopr—
and miake into goals—our see-
ommendations for putting U.S.
colleges and universities on a
path 1o financial health and
keeping the door open 10 all
Americans willing and able 10
reap the benefus of higher cdu-
cation. Mecting this challenge
will require a combination of
increased government invest-
meat and far-reaching instin-
tional reforms thar will pravide
high-quality education at lower
cost. facreased public funding
could e tied 10 institutional
reform Yo create incéntives to

innovate.

Recommendation 1

Americas political leaders—the
President, Congress, governors,

mayars, and other state and lacal

officialsi—should reallocate public
resources to reflect the growing
importance of education to the
economic prosperity and social sta-

bility of the United States.

If the American people had
known how the educational
sequirements of the workforce
were going to grow in the 20
years from 1976 1o 1995, it is
doubtful that they would have
allowed public funding o stag-
nace as it has. We believe
Amcricans should no longer
wilcrate inaction: The nasion
should not be allowed 10 con-
tinue 1o rilt toward educational
mediocrity and the eminous lev-
els of economic inequality that
are arising. We are conflident

that ence the American public

" and their leaders are aware of

the dangers of the currem
course, they will act to increase

public support for higher educa-

tion—even il that means
reducing the level of support
for other public secrors.

For example, we believe it is a
reasonable goal for the
nation’s government—the fed-
cral, state, andl local levels—to
attempt to reduce the deficit
facing the higher education
scctor by half. At present, the
federal government provides
slighily less than a third of
government appropriations to
higher cducation; scate and

local governments provide the

“rest. The federal gavernment

might commit to providing
onc-third of the public scctor
share of the needed increase,
with statc and local govern-
ments providing the remain-
ing two-thirds. We realize
tha this is an audacious goal
given the curtent suesses on

federal, state, and local bud-

gets, but to do less is w0 put
the nation at grave risk.

Meceting this goal would provide
50 percent of the future deficit.
The rest of the shonfall would
be made up by productivity
gains achicved through che
scructural reforms described

in the following three recom-
inendations, and by modest

increases in wition and fees.

Recommendalion 2:

Institutions of higher education
should make major structural
changes in their governance syem
s0 that decision makers can assess
the relative value of departments,
programs, and systems in order to

reallocate scarce resources.

In our view, the most pressing
reform needed 1oday in the

higher education sector is the



redesign of the governance
structure of institutions so that
decision makers can think and
act steaiegically. In panicular,

colleges and universities must

1. Improve performance-
based assessment.
Acadcmic institutions
must develop a process
of assessing the costs and
benelits of praviding all
scrvices. The goal of this
elTore is to provide an
integrated information
system about all costs,
including capical costs
and the value-added 10
students of their educa-
tional experience. We
believe that unless higher
cducation leaders move
towasd systematic perfor-
mance-based assessment,
the higher education see-

tor will not be able o

compete cffectively with
other demands on public
fumding in ihe futare,

Define and measure
faculey productivity.
Productivity in higher edy-
cation is, of course, difficult
to define, but analysis needs
to be conducted 1o identily
productivity measures for
education in general and for
faculty in particular. The
average teaching load in
major research universities,
for example, has been
reduced from about eight
courses a year to four or
five. Institutions must cal-
culate the effecr of such
changes on costs and bene-
fits. No fundamenial
restructuring can occur
until the cutrent incentive
system governing faculty
behavior is changed.

3. lmprove internal
accountability in linan-
Ciill "Ia“asclllc"‘.
Budgeting and fund
accounting systems, for
cxample, are now com-
pletely separate. They
should be reconciled so
that higher education
leaders have access to
timely "profit and loss”
information in arcas fof
which they provide
oversight,

Recommendation 3:

As pari of their overall restruceur-
ing, colleges and universities
should pursue greater mission
differentiation to streamline their
services and better respond to the
changing needs of their con-

stituencies.

Greater mission differemtiation
among l)()sl’(‘cﬂ"('llfy C!Illcilli"ll
institutions and systems is the
only way to ensurc cllective and
efTicient provision of all teach-
ing-and research funcrions over
the next several decades. The
current mission “creep —e.g.,
comnumirty colleges atempting
to become four-year degree-
granting institutions, state
universitics becoming research
centers, and reseasch universi-
tics offering remedial instwruc-
tion—violates the mission dif-
ferentiation principle.

If higher education institutions
and systems focus on their
points of comparative advantage
within the overall ecology of
higher education, both produc-
tivity and improved quality will
resuli. Specifically, the commu-
nity colleges, undergraduate
universitics, and sescarch uni-
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versities shoukl embrace different
missions, give priority 1o activi-
tics central to those missions, and
teduce or climinate more-margin-
al activities.!! We recommend

the following specifics:

1. Community colleges
should take a leadership
role in workforce prepara-
tion. They need to expend
more cffort on education
and training targered 1o
multiple constituencies, par-
ticularly workflorce prepara-
tion, adult education, reme-
dial education, and English
as a Second Language. As
our analysis suggests, one of
the nation’s most pressing
social needs is improving
thé cducation level of all

socioeconomic groups to

avoid creating a larger and
moie permanent underclass.
Institntions of higher educa-

tion necd to became more

active partners in this cnrer-

prise. Because cmployers, high

schools, and Jocal governments

are importane stakcholders,
community colleges should
develop long-term stratcgic
partnerships with these eni-
ties, We recommend that

Congress and the states contin-

ue to provide incentives for
employers, high schools, local
authorities, and colleges to

wark together in designing and

funding school-to-work pro-
grams that reach out to the
comnnmity at large and 10
underrepresented groups in
particular.

As part of this initiative, col-

leges need 1o identify, strengeh-

cn, and give visibility to pro-
grams alreadly focused on this
autcome. ‘These should be

continued, impraved, and buile

upon. To encourage commit-

ment to such socially respon-

sive initiatives, colleges
should evalnate and reward
faculty work in ways dhae

provide the right incentives.

State undergraduate institu-
tions should take the lead in
teacher training and areas
related to regional economic
development. Eligibilicy for
college will not improve
among low-income sociocco-
nomic groups unless K-12
school reform succeeds, and
training and retraining of
K-12 teachers is a prerequi-
site to that success. Recent
studics show thar weacher
training in Amncrica is in dis-
array. We believe the most
elfective response to this

national problem is for stae
undergraduate institutions w
assume central leadership for
tcacher training and 1o make
teacher training one of their
highest priorities. ln addi-
tion, faculty of state under-
graduate instituions should
be encouraged to assunic a
stronger leadership role in
rescarch and cechnical assis-
tance for regional cconomic
development. This applied
research capabifity will enable
these institutions to relate to
the needs of the regions in
which they exist.!? The inde-
pendent college sector should
focus on its comparative
advantage: the liberal arts

undergraduate mission.

WA Framework for Linking Raources to Mision in Higher Edveation, provided in this
tcport’s volume of supporting analysis, prescnts a set of analytic 1ools wscful for any
instivtion or systein of higher education contemplating changes in s mission.

2 his is especially pertinent in fast-growing states having large wihan populations
and cconvmically depressed areas.



3. The major research univer-

sities shonld focus on the
promation of rescarch and

graduate education.

To help maintain the criti-
cal funding needed 10 sup-
port rescarch, a National
Research University Act
should be passed that allows
federal invesiment in
research 1o be concentraied
in the nation’s top-ranked
research universitics.

Unlike its international
competitors such as Japan
and Germany, which dircct
their scarce federal resources
- to a few clite research
groups, the United States
spreads its dwindling feder-
al dollars amaeng more than
800 universitics and labora-
tories. From 1976 10 1995,
rescarch funding grew only
slightly, but the number of -

institutions recciving this

funding increased by several
hundead. Even more
important, most of the
institutions now recciving
federal support for rescarch
are not even Carnegie-rated
rescarch and doctorare-
granting universities. !
This poorly targeted fund-
ing may not have mattered
as much in the golden years
of U.S. science and technol-
ogy development, but now,
with the decline in federal
support of research, it may
be a serious threat to the
long-term health of the
nation’s economy. !

Recommendation 4:

Colleges and wniversities should
develop sharing arrangements 1o
improve productivity

As increased mission diflerenti:
tion is achieved, a greater sharing

of resources will kead to ~ technically feasible and
improved productivity of the should be achicved over the
entire higher education sysiem: next decade. Given the ben-
efits of the new educational
1. Alignment. Seamless technologies alfotded by the
alignmnent of undergraduate Internet, it is time for inter-
requisements, transfer segmental alignment of
requirements, and joint undergraduate instruction o
teaching and degree- be encouraged by policymak-
producing arsangements crs inside and owside higher ]
hetween community col- education. Achievement of
leges. state undergraduate this goal alone would sub-
universities, and public stantially increase undergead-
rescarch universities is now uate participation raies.

13The top 30 science and engincering deparinients games 70 percent of fedesal
research support while the othee 30 percent is shared g several hundred other
such departmenas,

14\We keave open 1o public debate the most appropriate mechanism for implementing
this reforin. One option would be for the National Science Foundation 10 1equest
universitics to provide their qualifications in cach research atea. The Foundation
could then identify the most qualified in each area and guaranice them a minimum
level of suppore. Another option would be fur the federal governimnent 1o pravide
funding t graduatc stndems for vouchers that could be used ac the institation of
their choice. The tesulting competition would cffectively decrease the fragmentation
of funding 10 sesearch universitics. Whatever the miechanism, we belicve there is
great value in concentaaring scarce dollars in the most worthy institutions. This dues
not mean, however, that clite rescarch univessities needd not improve their efluis to
divensify the cihnic makeup of theie facultics. The failuse o 1ap poteatial wop-level
scientific valent from all segments of socicty semains a significant bartics to full real-
ization of Ainctica’s humnan capical.
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2.

w

Classes. Every college and
university teaches micro-
cconomics at the freshman
level; vircually every
rescarch university offers
several introductory statis-
tics courses. Departments
and universities should col-
laborate to pool introduc-
tory courses and instructors
as a way 10 save resources
and pravide the best
instruction available in

the subject. Use of the
Internet may facilitate

this task.

Services. Joint outsotrcing
nf.‘:um_:linns ranging from
physical plant mainienance,
clectric power, health care,
and police protection to
joint purchasing of insirue-
tional and rescarch equip-
ment and supplies should
he encoutagud.

4. Infrastructure. Free-stand-
ing, scparate physical
planis—and, if they are
public insticutions, the
system adinistrations thas
govern them—are currently
an unquestioned require-
ment. In the coming cyber-
space age, physical space will
assume less importance.
Combining all or pars of
phiysical plancs of, say, state
undergraduate universities
and community colleges that
serve the same geographical
area could save considerable
resources.

bl

Libraries. Substantial sav-
ings and improved library
services can be obtained by
focusing on the software
needed to place library
sesources on the Internes
rather than continuing to
support individual rescarch
library collections.

Recommendation 5:

It is time to redcefine the appropri-
are level of education for all
American workers in the 213t cen-
tury. All citizens planning 1o
enter the workforce should be
encouniged to pursue—as a mini-
mum—some form of postsec-
ondary education or training.

Almost 2 century ago,
Amcricans established a high
school cducation as the basic
cducational requirement for all
citizens. At that time, the tele-

graph was the height of commu-

nications technology and the
telephone was on the horizon
but far from an cveryday instru-
meot. Engineers and scientists
looked to their stide sule as the
best instrument for advanced
calculations. Today, computers,
the Interner, and a host of
advanced technologies arc every-
day work wals. Cleasly, it is

time to recognize that the
required educational level of a
century ago is no Jonger ade-
quate for preparing the modern
worklorce.

Instead of retaining the eeadi-
tional shacp distinciion between
the bachelor’s degree and all
other nondegeee categories, we
find it preferable 1o think in
terms of a continuum of learn-
ing activities appropriate for
auaining specific goals. In the
firture, the focus should be on
the atrainment of more specific,
measurable knowledge sets,
sather than on simple atainment
of a bachelor’s degree. e is time
to encourage the rich range of
subbaccalaureate opportunities
that can provide millions of citi-
zens with the tools needed 10
survive in the emerging high-
skill cconomy. ¢
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