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State Higher Education Funding
(Appropriations per $1,000 of disposable

National Average

Vermont )

Vermont Rank

1screase Needed to Reach
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Mississippi

North Dakota | -

~ South Dakota

Wyoming

personal income)

#40 = FlQrida @ $7.35/$1,000 in FY 01
Vermorit needs a 51.86% increase to be #40_

FY 81 - FY 01
FY81 | FYolL | FYo1 10 yr- 20 yr
: Change | Change
$10.41 $9.31 $858 | -T.8% | -1T.6% |
$7.76 $6.35 |  $4.84 .93.8% -37.6%
- T -5 largest © largest . |
decline of 50 | decline of 50
" states ‘states.
41% | 48® 49
34.1% 46.6% 77.27%
$11.51 $12.11 $11.89
$7.41 $9.07 | $819
$16.30 | $12.96 $16.59
$16.32 $14.67 $12.93
$10.07 .|  $8.76 $7.66
$14.63 | $17.13 $13.42




!’"f Table 1. State Higher Educati ati
' with Employment. Cost lndef* One-Yu;atl'?n Asproprlatxons Compared -
» Y ar, Two-Year, and Ten-Year Change By Region
1-Year : '
. 2-Year .
Approps.-Change Over/Under ECI A . 10-Year
rops.
(FY00 to FYOT) (=3.9%) Frostorvor  ammy e rven CCaaey
(=8.5%) (FY91 to FYO1) (=39.5%)
New England '
Connecticut 2.0% - : ' )
Maine Tsn ;2 138% 5.4 35.9% -3.6
Massachusetts O 101% 6.2 : 14.5% » 6.4 : 33.0% -6.5
New Hampshire 3.0% . | S 09 - 1;;:? ‘ 839, 64.2% 247
Rhode Island 7.1% 3.2 13'8"/0 - 0.2 353% -4.2
Vermont 6.9% » 3.0 1'4'50; R 5.3 . 40.7% 1.2
. 5% 6.0 19.3% -20.2
mMid-East ’ :
Delaware ' 5.8% 1.9 : '
Maryland 12.5% 8.6 ;ié;/" 47" 58.3% 18.8
New Jersey 8.4% . 45 _ 14-90/0 ) o 16.1 45.0% " oy
New York 7.6% 3.7 112% 54 56.0% 163
pennsylvania © 0 B.8% 2.9 Ba% o S0k 31.0
| 1% 46 43.7% - 42
Great Lakes .
lliinois 4.9% .
Indiana - 4.60/;I ' (1)3 Hg:f’ : 3.4 55.5% : 16.0
Michigan L 70% 31 18.5% 3.3 . 46.3% 6.8
Ohio - © - 7.0% - 3.1 14.1% 10.0 64.4% 24.9
Wisconsin 8.9% 50 1'2'5°° 5.6 49.8% 10.3
_ 12.5% 4.0 38I% - . - -08
Plains . ‘
lowa “3.3% 06 : ' . :
Kansas 4,70/: gg . . 8.4% . -0.1 . 46.8% 73. ¢
Minnesota 4.9% i 12.5% . 4.0 . 50.7% ' 1.2
Missouri - 5.1% oM 8.9% 0.4 33.9% e
1% 1.2 C1I% " J0.8% 58
Nebraska 10.7% . 6.8 19,59 3.2 - 70.6% C311
\rth Dakota 06% - 3.3 7% .o e 59.8% 203
‘1th Dakota  3.4% 0.5 7.1% : -8 37.9% 1.6
] . e -1.4 48.8% 9.3
outheast ’
"Alabama 5.3% . . :
Arkansas 2,1%: : }g 11'7:” 32 - 42.1% 2.6 .
Florida 7.2% 33 . 1;?{/" ’ 2.5 87.9% ' 48.4
Georgia 3.0% -0.9° 7'9.,/: : 4.6 82.8% . 43.3
fentucky 8.2% 4.3 127% : -gg . 66.5% 27.0 -
ouisiana : - . ’ -7 . . 4.4% .
Mississippi 82:? -4.2 2.4% -6.1 gog;: . %gg
North Carolina C 5:6%: ' .?‘71 }-1,2;% 3 A 81:8
iouth Carolina 8.3% 44 : -13-24‘1' 3.1 61.6% . 224
Vgnneissee ‘ 5.5% 16 : 850 gg 37.9% 1.6
irginia . ' 2% . X 46.09 .
WegstVirginia ' 12'23’ ' -8 " 25.4% . 169 sg (s)v//o 50
, . 68% 2.9 6.9% ) : 2 13.0
south : e -1.6 40.5% 1.0
outhwest ‘ . : .
Arizona 3% : ; ' ' . '
g:\lfvri\nexico : 4.4°/: 8§ g;z’ L -1.8 49.2% -
. X ' 97 - -
Okiahoma 53% . . 1.4 75% ' 1-3 . 69.4% , 29.9
s -1.0% -4.9 14.2% : '5‘7 ) 56.1% 16.6
: - . 56.2%
2°ICky Mountain v 187
olorado o ' ’ ;
idaho ' e 03 9.0% : 0.5 | 46.1% 6.6
Montana 2.3% 29 11.9% 3.4 62.1% 2.
Utah . - L LR . -1.6 C91% 0.6 o 6
Yah 6.4% Py S : ‘ 21.5% . -18.0
yoming 9.99% 6.0 9' °° 2.6 78.1% 38.6
o . ' 9.9% 1.4 23.0% . -16.5
ar West
Alaska 8.09 : '
California 17:0"2 1;1 ;1'8:/6 L33 4% 381
S:\v,vac}i -0.9% a8 o ] 158 64.0% 245
Oreaga ‘ 3.5% 0.4 9-‘0% ) '0-s 15.5°ﬁ> -23.0
Washingt - 13 2.6 19.9% e 23.5% chd
ington 7.8% 3.8 16.49 11.4 58.8% 19.3
_ ) ' A% _ 79 46.9% 74
3 7.0% : '
o ‘3.1 ) 14.5% 5.6 52,0% 12.5
Sources: Grapevine (llinais State University; ; :
The £ ! te University); U.5. Department of Labor (Bureau of Labor Statistics), £C/ Historicaf Listi
mployrment Cost lnde‘x is an inflation measure for the cost of wages, salaries and employee benefglsfmca[ L.

b+ State Mscal Conditions ' |
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'Higher Education Expenditure Share of Gross 'S‘tate Product
- 1996 -
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#2)

Appropriations of State Tax Funds for Operating Expenses
of Higher Education per $1000 of Personal Income =
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Table 2. State Higher Education Funding Effort
(appropriations per $1,000 of disposable personal income), FY81-FY01
FYst1 . FY91 FY01 - 10-Year Change  20-Year Change
Alabama $15.67° o $14.29 $12.72 - -11.0% , -18.8%
Alaska $15.86 $17.04 . $11.62 -31.8% 26.7%
Arizona A $12.06 $10.67 - $7.93 -25.7% -34.2%
— Arkansas $12.16 : ~ $10.76- ©$11.87 10.3% -2.4%
California o $1264  $9.65 $9.93 CL2.9% L. -21.4%
Colorado . - $9:71 $8.93 ‘ '$6.27 © -29.8% - -35.4%
Connecticut $7.55 - $6.83 $6.41 C 6% . -15.1%
" Delaware - $11.94 $9.43 £ $9.02 -4:3% -24.5%
Florida : $8.09 - - $6.71 T $7.35 95% . -8.1%
Georgia $10.58 T $9.51 $8.24 C-13.4% -22.1%
Hawaii $1391 - $1346 ©o$1139 -15.4% -18.1%
idaho S$277 $1292 , $11.03 ' -14.6% -13.6%
linois $8.86 : $8.40° $8.00 L 48% 9.7%.
1 Indiana - $10.15 $10.25 | $9.20 - C10.2% ~9.4%°
fowa $13.63 - $13.64 $12.56 -7.9% T -7.9%
| Kansas : $12.65 $11.36 $10.63 -6.4% -16.0%
~Kentucky Cosnss $12.11 $11.89 -1.8% - 2.9%
Louisiana $1223 $10.15 - $9.60 S sA% -21.5%
Maine $7.41 . $9.07 Co $8.a9 -9.7% 10.5%
Maryland Co$913 0 . $8.56 $7.88 : 7.9% - S -13.7%
Massachusetts $6.15 $5.82° $5.82 0.0% o -5.4%’
Michigan $9.79 ' $8.79 $8.97 ' 2.0% . -8.4%
_Minnesota . . $13.20 C$1325 0 L $10.21 -22.9% : ~22.7%
AMississippi ' $1630 $12.96 $16.59 28.0% 1.8%
Missouri : $8.76 - $7.52. - $7.81 ‘ 3.9% . -+ -10.8%.
Montana $1053 $10.58 ' $7.98 T 24.8% o -24.2%.
" Nebraska $13.05 ‘ $12.96 $12.88 -0.6% - -1.3%
" Nevada » §7.41 $7.40 $6.07 -18.0% _-18.1%
New Hampshire $4.07 S $3.56 B $2.78 ©21.9% -31.7%
. New Jersey - $5.81 » $6.42 : $6.50 1.2% o 119%
New Mexico " $14.55 $16.48 $16.04 27% 10.2%
New York $9.87 $8.88 $6.43 -27.6% + «34,9%
North Carolina ' $15.54 , $1461 - $12.83 -12.2% " -17.4%
|- North Dakéta o §16.32 : $14.67 ' $12.93 -11.9% - -20.8%
Ohio §7.58 . $8.25 $8.09 1.9% 6.7%
Oklahoma $10.71 $11.13 $11.05 ‘ "-0.7% , 3.2%
Oregon . $1079 - $9.18 . . $8.19 - -10.8% L 241%
Penrisylvania §7.09 ' $6.73 - $6.50 © 3.4% T 8.3%
Rhode sland o $9.69 $6.47 $6.10 5.7% -37.0%
South Carolina ‘ $15.98 $12.85 oo $10.42 -18.9%. -34.8%
- South Dakota - $10.07 - $8.76 $7.66 -12.6% - -23.9%
Ternnessee $9.87 . $9.58 $7.89 S -176% -20.1%
Utah $14.53 $13.35 $11.75 -12.0% -19.1%
Vermont , $2.76 , $6.35 . $4.84 -238% -37.6%
Virginia $10.81 $9.61 $8.83 : 8.1% , - -18.3%
Washington $1180 -~ $10.43 $8.43 19.2% -28.6%
West Virginia $12.15 ) $11.83 S $11.13 ~5.9% » -8.4%
Wisconsin , $12.31 $10.88 o $9.17 157 % -25.5%
Wyoming : $14.63 $17.13 $13.42 21.7% ' ©-8.3%
S $10.41 _ $9.31 $8.58 -7.8% - 17.6%
Sources: Grapevine (lllincis State University); U.S. Department of Commerce (Bureau of Economic Analysis),
Annual State Personal Income (SA51-52), April 2001
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EEE . 2 .
~ Change in Appropriations of State Tax Funds for Operating
Expenses of Higher Education per $1000 of Personal Income

© FY1990 to FY2000 :

Wlssissippi |
© Arkansas 2 T
Oklahoma 3 T
lowa £
New Mexica §
Louisiana 8
- Missouri 7

(13,7

<

Nebraska 10
. Utah 11
Yest Virginia 12
Connecticut 13-+
. Dlinoiz 14
- Georgia 16
Wichigan 18
Indiana 17 +
. ldaho 18 T
-Ohio 19
South Dakata 20
© Kansar 21
Pennsylvania 22
: Oregon 23
North Dakols 24
Nex lersey 25
Nevada 28
North Carolina 27
Delaware 28
Alabama 29
California 30
New Hampshire 31
Massachusetils 32
Texas 33
Wiscongin 34
Kalne 35
Virginia 36
Yashington- 37
Minnesota 38
Maryland 39
Montana 40 - ;

. Arizona 41
South Carolina 42 + i ~27.5
Tenneszee 43 i b
Yyoming 44
Hawali 45
Colorado 48
Rhode Island 47
Vermon( 48
Mlasks 49
New York 50

All states =|-18.5% .-1-01'? "

o
po.!
o,
o
w
lllllllllllllllll
+ —+—
-
o
w

3t
o B st

I O YOO S W S N S W
1
]
SCor
Pl =
xS

I S NS O S |
———tt

I
it

Lt
—

J
S
N
Py
(=~

}
r
o
>~
ta

-50 40, -30 . -20 -10 0 10 20
| ' - Percent Change

Stsecondary Education OPPORTUNITY



American Association of State.Colleges and Universities * June 2001

" Financing State Colleges and Uni'veréiiies: What Is

~ Happening to the “Public

Overview
From time to time, poHcymakers. and
.analysts are reminded that paradox and
unintended consequences are integral parts
of the nation’s policy landscape. A promi-~
nent and timely example of this presents
itself in the realm of elementary and

* secondary education, where policies

", designed to alleviate teacher shortages (e.g.

alternative/emergency certification) are in

many cases further compromising the

quality of classroom instruction. As a result

of this unintended consequence, the - -
paradok emerges that one of the most
educated nations in the world is weakening
its own educational infrastructure.

These phenomena are at work in the world
of public higher education,andina
similarly troubling fashion. At the very time
that postsecondary education in the United
States is reaching all-time highs in
signjﬁcance as an economic and social good,
the public higher education enterprise is
gradually being privatized. In recent years, a
combination of economic, boﬁtical, and
philosophical cutrents have contributed to 2
shift away from public funding of colleges
and univessities (i.e. federal and state
appropriations) and toward private funding
of these institutions (i.e. student tuition
reveﬁues, exfemal fundraising, and
entrepreneurial activities). This shift is not

without consequence, as the financing of

w =

in Public Higher Education?

A

any public eﬁterprlse, including higher
education; is as much about societal values
as it is about dollars and cents. Such a shift
also poses a number of difficult policy

questions, all of which revolve around the

" central question—how “public” should

public colleges and universities be in the

21* Century?

‘This paper aims to: (a) examine how the

financing of public four-year institutions
has changed from the late 1980s to the
present, with a special emphasis on public
comprehensive in.stitutlons; (b) analyze
these changes and discuss their potential

ramifications for different stakeholders; and

Invest 100,

o

ation
SR e

(c) look ahead to the future of public higher
education finance and assess proposals to
significantly change the current prevailing

financing structure.

The Paradox: Rising Public
Expectations, Shrinking
Public Support

Ower the course of our nation’s history, the
view of higher education as a central part of
our economic and social fabric has enjoyed

broad acceptance. The articulation of this

" view dates back to Thomas Jefférson, who

wrote:




] think by far the most important bill in our
whole code is that for the diffusion of
knowledge among the people. No other sure
foundation can be devised for the
preservation of freedom and happiness.™

* More than tivo hundred years later, the V
United States is 2 vastly different place than
when Jefferson championed the concept of
the I;ublic university. The centrality of the
university in.our nation’s social and

© economic fabric, however, has remained
unchanged. In fact, our increasing depen-
dence on knowledge and information has

only increased the stock of colleges and

universities as the generators and purveyors -

of that knowledge and information. This
sentiment is aptly articulated by noted

~ igher education observer Robert Zemsky,
~who states that: :

“In fact, higher education has never been
more important to society—as an enabler of
individuals, an engine of economic
transformation, and a source of community
cohesion and national awareness.™

Others, such as Patrick Callan, expand on
that reasoning, asserting that a college
education is quickly becoming the sine qua-
non of full pz'xrticipation in the economic
-and civic life of the nation.? The intuitive
logic of this line of argument is buttressed

by the following considerations:

Virtually 4ll of the academics, campus
adrninistrators, and government and
business leaders responding to a 1998
query by Public Agenda agreed with
the statement that “A strong higher
education system is \k/e\;m

continued economic growth and

progress of the U.5,™
M

A majority of the 10 occupations cxpected

e

2008 require an associate’s degree or
higher (including the four fastest-
growing). Over this period, t.});s

degree or higher is projected to
increase 23 percent, cornpared with a
jobs requiring less than a college . '
P

Economists such as Caroline Hoxby of '

Harvard University argue that several -
factors underscore higher education's

role as an economic growth engine for

the nation, including: (a) the high

correlation between educational

attainment and economic growth in
the United States; (b) the fact that the
United States has a comparative

advantage in producing goods and °

" services with high skill content; and (c)

the extent to which growth of the
technology-related sectors of the
economy depends on an ample supply ‘
of educated labor.®

Nearly two-thirds of the parents of Eigh—

school students surveyed in 1999 by
At NP I Pt Nt N ettt

© Public Agenda agreed with the
B N L Wi e NP )

statément that a college education is
“absolutely necessary” for their child/-
children. For parents from racial and
A . . . .
ethnic minority groups, the percent-

ages were even higher.’ [See Figure 1}

- Recent federal analyses indicate that college

graduates are more than twice as likely
to engage in volunteer work and
political activity than high school
dropouts, and are less than half as
likely to participate in public assistancé

programs.®

By this accounting, there appears to be a
simple and straightforward case for

to post the fastest growth from 1998 to  maintaining and even increasing public

- | Brower, Policy Intern

investment in the nation’s higher education

system, The promise of social advancement
I W -

and economic development suggested
above, combined with a widespread public
affirmation of the necessity of a
postsecondary credential, promotes a view
of higher education as a strategic invest-
ment, on par with fiscal commitménts to
public safety, health care, and national

defense. Following this line of reasoning

might also lead those unfamiliar with
contemporary highcr education finance to * -
assume that the nation is in the x.nidst ofa
“g;aldcn age” for pubﬁc colleges and

universities.

The reality is substantially different. The
past two. decades have been among the most
turbulent in hfstory for the ﬁrianciflg of
public higher education in the United |
States. The story, in its most basic form, is
this: states have provided significant
increases for higher.education in recent
yea.r.s, but higher education spendingasa. -
percentage of total state (general fund)
spending has fallen considerably. The share
of institutional revenue represented by state
appropriations has declih.ed significantly as
well. In other words, the total funding “pie”
for states and for institutions has gotten
bigger, but higher education’s piece of the
state funding pie has not concomitantly
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Figure 1 :
Perceived Necessity of College Education,
High School Parents, 1999
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_grown, nor has the state’s share of the
higher education funding pie.

In real dollar terms, appropriatiors of state

tax funds for operating expenses of higher
e It e e e P

education grew from $39.8 billion to
$60.6 billion from FY91 to FY01, an
NVWM

increase of 52.3 percent.’
N

Despite rebounding slightly in the late

B R i g g
1990s, appropriations of state-tax funds
I i e a  and
for operatin enses of higher

education per $1,000 of personal income

In 1988-89, state appropriations repre-
By 1998-99, they repre-
sented only 31.5 percent of such

revenues.? {See Figure 2]
B W ]

universities.*

~ The decline in state support was even more

pronounced at public master's/compre-
hensive institutions, which have relied
more heavily on state appfopriations as a
revenue source than their four-year publ.ﬁ:

peers.

drogped_from $9.74 to $7.94 from FY90 .

to FY2000, a decline of 18.5 percent.®
O il e

Higher education’s share of state and local -

~ government expendifures also dropped—
although not in a straight-line pattern—-.
during the 1990s, decreasing from 7.49
percent in 1990 to 6.28 percent in 1998,
after peaking at 8.25 percent in 1992.1

Due to these trends, state appropriations
have constituted a shrinking portion of total
higher education revenues.

k4

In 1988-89, state appropriations at member
of State Collcgesénd Universities
(AASCU)*™ constituted 50.6 percent of |
proportion of current revenues consti-

tuted by state appropriations had shrunk

to 40.9 percent.?
N S a

In the face of shrinking government
revenues and rising costs, the private sector

has picked up the funding “slack” for public

higher education. Students and their-
families have shouldered the largest portion
of this shift, through increased tuition and

fees.

Between 1988~89 and 1998-99, the
percentage of current revenues consti-
tuted by tuition and fees increased from
14,7 percent to 18.4 percent at public
fouf-year colleges and universitiés. At
AASCU institutions, tition and fes
25.7 percent of current fund revenues

uring the same period, and at non-
AASCU public institutions, they grew
from 12.7 to 15.2 percent of currerit fund
revenues. [See Figure 2] A

Between 1988-89 and 1998-99, the current
* fund revenues generated by tuition and
fees at public four-year institutions
increased 107.4 percent. Revenues from
state and federal appropriations increased
30.9 and 1.5 percent, respectively, during

the same period.

In addition to students and families, other
pnvate sector sources have begun funding
larger shares of the cost of public higher
education. Apart from state and local grants
and contracts, revenues from university
endowments and private gifts and contracts
showed the fargest rates of increase between
198889 and 1998-99—even larger than
that of tuition and fees.-

*To control for data aberrations, mean totals are
used for this and all data generated through the
U.S. Department of Education's Integrated
Postsecondary Education Data System (IPEDS).

wA ASCU member institutions are used here as 2
proxy for non-flagship public four-year,
institutions (primarily Master's/ Comprehenswe T
and 11 and Doctorat 11 institutions, according to
the Carnegie Foundation's Classification of
Institutions of Higher Education).



Figure 2
. Sources of Current Fund Revenue, AASCU Institutions,
1988~89 and 1998-99
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During this period, mean endowment

income at 4-year public colleges and

univgrsities increased 133.3 percent, while
revenues from private gifts and

Cuawracts increased 110.9 percent.!

Given the unprecedented economic growth

that dominated the last half of the 1990s

®

and the arguments for increased PuEﬁc
investment in higher education, why are
public colleges and universities on a path of
increasing privatization? Dufing the period
summarized above, a number of discrete
developments converged, resulting in the
unintended consequence of reduced fiscal
priority for higher education. These

developments include:

4 Increasing demand for public higher

education. As noted above, an increasing
economic reliance on knowledge and
information has prompted a significant
rise in the demand for higher education.
For more than two vdccades, cn:ollfnent at
public four-year colleges and universities
has gradually risen, and proj egtiohs for
the coming decade show the total -
climbing further.’® Recent gréﬁgth,
however, has been uneven. In areas of the
West and Southwest, for example, -

v dc':ma.nd. is oﬁtstr'ipping institutional
éapacity. Nearly all of the recent growth

_has been ﬁfno_r;g historically uﬁde;served

- and underrepresented populati_bns (racial/
ethni¢ minorities, first-generation college
students), which bring a number of
diffefent academic and co-cursicular
needs to the campus. The combination of
these elements poses an array of daunting

" challenges—fiscal and programmatic—to

many institutions.

4 State fiscal pressures/ cbrﬁpeﬁﬁon for
resources. At the.same time that demand .
for public higher education was on the
rise, states were plagued with recession-
induced budget shortfalls and rapidly
growing demands from other services,
particularly Medicaid and elementary/

' seconda;ry education. Medicaid surpassed
higher education as the second-largest
claimant on state general fund spending
in Fiscal Year 1993, a change that has not
been reversed.)” [See Figure 3] This
situation owes to higher education’s status.
as the lirgest single discretionary item in
states’ budgets. Because of this fact and
higher educatior’s ability to tap alterna-
tive revenue sources (such as student
tuition), policymakers have tended to
lavish spending on higher education in
strong economic times and cut dispropor-

tionately in leaner times. This dynamic



FAMILY ABILITY TO PAY (50%) : Vermont Top States
Percent of Income needed to péy
for college expenses minus financial aid:
at community colleges: 26% 17%
ic 4 ' 39% 19%
riv 4 r_co e lversiti 73% 30%
STRATEGIES FOR AFFORDABILITY (40%) ‘
s | .
lovi-ls ' _per f 83% 106%
’ - |
Share_of Income that poorest familles .
need-to pay for tuition at lowest priced colleges 24% 9
RELIANGE ON LOANS (10%)
borrow_each year_ ' $4,172 $3,094

Note: In the Affordability category, the lower the figures, the better the performance for all indicators except

for "State grant aid targeted to low-income families as a percent of federal Pell Grant ald."




