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RAND’s Institute on Education and Training conducts policy analysis
to help improve education and training for all Americans.

The Institute examines all forms of education and training that peo-
ple may get during their lives. These include formal schooling from
preschool through college; employer-provided training (civilian and
military); postgraduate education; proprietary trade schools; and the
informal learning that occurs in families, in communities, and with
exposure to the media. Reexamining the field’s most basic premises,
the Institute goes beyond the narrow concerns of each component to
view the education and training enterprise as a whole. [t pays special
attention to how the parts of the enterprise affect one another and
how they are shaped by the larger environment. The Institute

+ Examines the performance of the education and training system

* Analyzes problems and issues raised by economic, demographic,
and national security trends

+ Evaluates the impact of policies on broad, system-wide concerns

* Helps decisionmakers formulate and implement effective solu-
tions.

To ensure that its research affects policy and practice, the Institute
conducts outreach and disseminates findings to policymakers, edu-
cators, researchers, and the public. It also trains policy analysts in
the field of education.

RAND is a private, nonprofit institution, incorporated in 1948, which
engages in nonpartisan research and analysis on problems of na-
tional security and the public welfare. The Institute builds on
RAND’s long tradition—interdisciplinary, empirical research held to
the highest standards of quality, objectivity, and independence.



PREFACE

This report argues that a set of fundamental changes underlies the
growing number of critical difficulties American higher education
faces. The governance system—the written and unwritten policies,
procedures, and decisionmaking units that control resource alloca-
tion with and among institutions—is inadequate to deal with the
changed environment. The study suggests guidelines for higher edu-
cation leaders now coping with the effects of the changed environ-
ment. The study is part of a project on “Redesigning Higher Ed-
ucation” sponsored by the RAND Institute on Education and
Training with funds from a grant by the Lilly Endowment Inc.

The study contributes to the restructuring of higher education insti-
tutions and postsecondary systems. The report should also be of
interest to those parties interested in the broader question of restruc-
turing public institutions.
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SUMMARY

There is increasing concern over the health of higher education in
America. As a result of fiscal constraints, colleges and universities
are retrenching, cutting back enrollments, reducing course offerings,
increasing class size, deferring facility maintenance, reducing library
acquisitions, postponing the acquisition of needed research and in-
structional equipment, freezing and cutting salaries, and cutting
faculty and staff. These cuts also threaten access to postsecondary
education for students from middle- and low-income families. At
the same time, there are widespread concerns that: (1) the quality of
undergraduate education has eroded over the past two decades;
{2) higher education’s response to minorities remains inadequate;
(3) the production of scientists and engineers is insufficient to meet
national needs; and (4) the quality of American research and develop-
ment may be deteriorating in comparison with that of competitors.

Our preliminary research strongly suggests that many of these prob-
lems are effects of a set of fundamental changes in higher educa-
tion’s environment. Higher education is faced with an increasingly
diverse student population, new and changing demands from so-
ciety, limited or even declining resources, and escalating costs.
Changes in any one of these dimensions would present a significant
new challenge to higher education. However, the combination of
changes now under way adds up to a whole that exceeds the capacity
of the current system.

To effectively respond to the changing environment, higher educa-
tion must be able to reallocate resources from low to high priorities,
focus missions, and implement choices. Unfortunately, the track
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record of higher education institutions and postsecondary systems in
accomplishing these tasks is poor. The governance system—the
policies, procedures, and decisionmaking units that, taken together,
control the allocation of resources within and among postsecondary
institutions—is inadequate. The current governance system evolved
in response to the problem of managing growth. It is incremental,
equipped to add, say, 5 percent to already existing budgets or make
across-the-board cuts. To state the situation more explicitly, this
governance system is structured to deal with an environment that no
longer exists.

An improved governance system is necessary so that higher educa-
tion leaders can transform their institutions to address the problems
effectively.

In fact, the overall effects of the changed environment are forcing re-
design of existing governance systems within and across postsec-
ondary education systems throughout the country. The problem is
that higher education policymakers at all levels are focusing on cut-
ting costs without sufficient regard to defining missions, reallocating
resources, and making choices among the present activities in which
higher education institutions are engaged.

This report suggests guidelines for higher education leaders now
faced with the necessity of dealing with the changed environment.
First, improvements in the governance system can neither be top-
down nor bottom-up: they must be interactive. Second, to ensure
cooperation by all academic and administrative units in planning
and priority setting, all participants must have a role in forming the
rules of the process. The planning and priority-setting process must
be university-wide: All units must be asked to participate. Third, the
planning and priority-setting process should be conducted to pro-
vide as much open information and discussion as possible. Initial
recommendations of faculty task forces and central administrators
should be public and preliminary so as to allow affected units to re-
but and reply. Appeal mechanisms must be put in place to allow
units that are affected by tentative recommendations to respond.

Among the reasons for these guidelines is our assumption that no
one small group of decisionmakers has sufficient knowledge to set
priorities and reallocate resources within today’s highly complex
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higher education and postsecondary institutions. The focus should,
therefore, be on creating the best possible process through which
priorities can be set and resources (re)allocated. Thus, the focus of
higher education leaders should be on higher education’s gover-
nance system: how it functions and how it might be changed to cope
more effectively with the challenges of the changed environment.
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Chapter One
INTRODUCTION

Near the beginning of the twenty-first century, higher education re-
mains one of America’s greatest strengths. For well over a century,
our higher education institutions have provided an ever increasing
number of students with an education that allowed them to achieve
their individual aspirations for a better life. In turn, the United States
has become the preeminent economy in the world. Many of the
world's scientific advances occur in American university laborato-
ries. While few international students come to study in American
primary and secondary schools, millions have attended U.S. colleges
and universities. The American higher education sector has set the
standards for equity and access for all citizens and for excellence in
academic achievement.

There are ominous signs, however, that the higher education sector
is no longer able to respond to new challenges as vigorously and ef-
fectively as in the past. Indeed, an increasing number of commen-
taries point to clear signs of deterioration that warrant attention.
Observers differ in the problems they emphasize and the solutions
they offer. However, many observers’ concerns, though important in
their own right, are symptoms or effects of a fundamental disjunc-
tion between higher education’s changing environment and its gov-
ernance system—the constellation of written and unwritten policies,
procedures, and decisionmaking units that control resource alloca-
tion within and among higher education institutions at all levels.

The challenge to higher education emanates from dramatic changes
simultaneously occurring in its role in society, the demographic
composition of students, societal demands for research and service,
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the costs of instruction and research, and the availability of public
support. Any one of these changes by itself would present significant
new challenges to the sector. However, the combination of changes
now under way adds up to a fundamental transformation.

To effectively respond to these changes, higher education institu-
tions and systems must be able to reallocate limited resources
among competing demands. New demands require new responses
that, in turn, require new combinations of inputs. However, because
resources are limited, changes in the input mix can be accomplished
only by redirecting resources.

Unfortunately, higher education does not have a good track record in
the reallocation of resources. Examples of gross misallocations of re-
sources are common. While some of these examples can be traced to
poor or inattentive management, most stem from a deeper, more
fundamental problem: The existing governance system in higher ed-
ucation, designed to manage growth, cannot effectively cope with
the problem of reallocating resources. It cannot meet the challenges
of the rapidly changing environment. The central issue is how to de-
sign improved governance tools that will allow decisionmakers to
more effectively reallocate resources from low to high priorities and
focus missions within and among higher education institutions.

This places the policy focus squarely on governance. A redesigned
governance system is a prerequisite to effectively responding to the
various problems threatening the sector. In fact, the long-term
question of whether higher education’s governance system needs to
be restructured is largely moot. Current fiscal pressures, accelerating
the long-term changes, are already forcing higher education institu-
tions and systems across the country to restructure. And there are no
signs of fiscal relief anytime in the foreseeable future. If anything,
the numbers of institutions and systems forced to address the prob-
lems of identifying priorities, focusing on central missions, and real-
locating resources are likely to grow. The central question is how,
not whether, higher education’s governance system should be re-
structured to provide,

e At the national level, an appropriate federal government role

* At the state level, better differentiation of missions among post-
secondary institutions
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¢ At the institutional level, improved organizational designs and
decision support systems and more focused mission differentia-
tion.

The purpose of this report is to develop and justify a thesis concern-
ing the fundamental problems facing higher education. We believe
the thesis is sufficiently novel to warrant exposition now in hopes of
stimulating comments and criticism. We also note, however, that we
are at the beginning, not the end, of a substantial program of re-
search on the subject that must be carried out to more fully corrobo-
rate the thesis. This particularly includes more precise solutions.
The available data are not sufficient to conclusively demonstrate the
validity of our thesis. And we presently lack the information neces-
sary to identify the most appropriate responses to the rapidly
changing environment.! However, higher education leaders are now
confronted with difficult problems that must be addressed in the
near term. This report offers our analysis of the problems that now
confront higher education, our diagnosis, and the policy guidelines
that follow from the thesis.

Chapter Two places the higher education sector in its larger social
context and catalogues the major problems observers believe
threaten the sector. Chapter Three presents evidence for the
changed environment thesis that suggests that resource allocation is
the key. Chapter Four presents illustrations of higher education’s
ineffectiveness in (re)allocating resources and focuses on the deeper,

lwe are beginning a number of research projects designed to corroborate the changed
environment thesis, to model existing resource allocation mechanisms, and to design,
and assist in the implementation of, new governance structures.

Our principal unit of analysis is the higher education institution set within the system
of postsecondary education institutions of the state to which they belong. The frame-
work encourages constituent parts to think about their particular comparative advan-
tage. Thus, departments are examined in the context of the institution, public or pri-
vate, and institutions are examined in the context of the postsecondary system to
which they belong. Each system is to be analyzed in the context of the overall ecology
of higher education in the state. So, for example, we are interested in mission differ-
entiation questions between departments within higher education institutions and
between the community college and university systems within the state. By compari-
son, Massy and his colleagues (see the basic references for this group in Odden, 1992)
are developing a profitable research program focused on the department as the prin-
cipal unit of analysis. The two units of analysis are complementary; one takes the
other as largely given. For justification for the focus on the institution as the appropri-
ate unit of analysis in policy research, see March and Olsen, 1989, and Moe, 1984.



4 The Redesign of Governance in Higher Education

underlying source of the problems facing the higher education sec-
tor: the current governance system. Chapter Five proposes guide-
lines for higher education leaders that follow from, or are implied by,
the argument.



Chapter Two
HIGHER EDUCATION IN AMERICA

THE HIGHER EDUCATION SECTOR

Higher education in America is a major enterprise. In 1989 just over
13.5 million students were enrolled in the nation’s 3,500 public and
private colleges and universities.! Most of these students, about 11.7
million, were undergraduates; about 1.8 million students were en-
rolled in professional and graduate programs. Private colleges and
universities accounted for about 20 percent of total enrollments.

Higher education institutions employed over 2.3 million people. Just
over one-third of the total were faculty. Administrators, research and
instructional assistants, and other professional staff numbered about
650,000. Higher education employed almost 900,000 nonprofes-
sional staff.

Table 1 shows the sources of the sector’s $140 billion in current fund
revenues (1989). The public good aspect of higher education is re-
flected in the 42 percent share of higher education’s current rev-
enues provided directly by federal, state, and local governments.
Federal and state governments also indirectly support higher educa-
tion by providing grants and subsidizing loans to students to help
them pay their tuition and fees. State governments are the most im-
portant source of direct support to higher education, accounting for

1The data presented in this section are from the National Center for Education
Statistics (NCES), Digest of Education Statistics, 1992, various tables.
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Table 1
Revenues
Revenues Revenues
Source (in billions of dollars) (percentage)
Federal government 17 12
State government 38 27
Local government 4 3
Tuition and fees 34 24
Sales and services 31 22
Private gifts, grants, and contracts 8 6
Other 8 6

$38 billion. Over 90 percent of these funds are provided in the form
of appropriations to public colleges and universities. Of the $17 bil-
lion that the federal government provides directly to higher educa-
tion, most, about $13 billion, is restricted grants and contracts, pri-
marily for research, and support for federally funded research and
development centers. The federal government also provides about
$12 billion in student financial aid, about half in the form of grants to
students and about half in the form of subsidies for work-study and
student loan programs. Local governments contribute about $4 bil-
lion, mostly in support of public two-year institutions.

Colleges and universities earned over $31 billion from sales and ser-
vices. A substantial fraction of these funds were fees levied by uni-
versity hospitals. Tuition and fee revenues to higher education insti-
tutions added up to about $34 billion, just under a quarter of their
current fund revenues. Students and their families provided about
$27 billion of these funds; the remainder came from the federal gov-
ernment’s $6 billion in direct federal student financial aid. Private
gifts, including endowment income, grants, and contracts, and other
sources of current fund revenue made up the remaining $17 billion
in higher education’s 1989 current fund budget.

There are growing indications that the health of the American higher
education sector is in jeopardy: Fiscal problems now confront public
and private institutions across the entire country. The resulting bud-
get reductions threaten to plunge the sector into confusion and
chaos. Moreover, there are growing concerns about low- and mid-
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dle-income students’ access to higher education, the extent to which
the sector is meeting the needs of minority students, the quality of
undergraduate education, the sector’s contribution to the com-
petitiveness of the American economy, and leadership turnover.

FISCAL PROBLEMS

Thirty-six states have cut their higher education budgets over the
past two years (Jaschik, 1992). A recent American Council of
Education (ACE) survey (El-Khawas, 1992) reports that 57 percent of
U.S. colleges and universities reduced their operating budgets during
the 1991-1992 academic year, even more than the 45 percent that did
so in the 1990-1991 school year. According to this survey, the
majority of the nation’s colleges and universities—73 percent of
public two-year schoaols, 61 percent of public four-year institutions,
and over one-third of U.S. private institutions—had to reduce
operating budgets during the past year. As a result of these cutbacks,
colleges and universities are retrenching, cutting back enrollments,
reducing course offerings, increasing class size, deferring facility
maintenance, reducing library acquisitions, postponing the acqui-
sition of needed research and instructional equipment, freezing and
cutting salaries, and cutting faculty and staff.

These responses are not self-evidently negative: If the sector were
overbuilt, for example, cutbacks might be highly desirable, eliminat-
ing excess and waste. Or if overly generous governmental support
for higher education had resulted in inappropriately low costs to stu-
dents and, consequently, enrollments in excess of socially desirable

2California’s recent experience is representative of the impacts that fiscal constraints
have on higher education: In 1992, California’s community colleges received no state
funding for 88,000 students and had to increase fees 20 percent. The California State
University system canceled 4,000 classes, sent layoff notices to over 1,300 tenure-track
faculty, and increased fees 40 percent. One institution proposed the elimination of
nine academic departments and termination of 150 tenured faculty. Another pro-
posed terminating all library acquisitions. A third suggested dropping 639 class sec-
tions. A fourth proposed terminating all temporary and part-time faculty. The
University of California system responded to budget cuts by increasing fees 24 per-
cent, on the heels of a 20 percent fee increase in the previous year. In addition, attrac-
tive voluntary retirement packages have resulted in hundreds of senior faculty early
retirements without regard to the size, type, or quality of each faculty member’s unit.
Virtually every other state's higher education system is experiencing similar problems.
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levels, shifting the revenue base away from public support and to-
ward higher tuition and fees might result in a more efficient system.
And there may well be other arguments in support of greater fiscal
constraints on higher education.

However, these cutbacks and fee increases do not reflect public pol-
icy choices regarding either the appropriate size of the nation’s
higher education sector or the degree to which public support of
higher education is overly generous. If anything, a variety of current
concerns underscores the importance of an expanding higher edu-
cation sector for the well-being of the American economy, society,
and polity.? Further, there is no evidence that higher education’s re-
sponses to fiscal constraints have been effective. There is no com-
pelling evidence that the cuts higher education systems and institu-
tions have made to date are focused on areas of waste and excess, or
that the increased reliance on private support for the sector has re-
sulted in greater efficiency or responsiveness. However appropriate
fiscal constraints might be in the abstract, there remains the ques-
tion of whether the sector has either the incentive to respond in ways
that best serve the public interest or the tools needed to implement
appropriate responses.

ACCESS CONCERNS

When government funding falls, higher education institutions are
forced to seek financing from other sources. The most obvious solu-
tion is to impose student fee increases. Between 1979 and 1989, the
cost of attending a public or private college rose by over 109 and 145

3Higher education is the linchpin necessary, if not sufficient, as infrastructure for
economic growth and international competition. Moreover, postsecondary education
remains the principal mechanism for social mobility for all ethnic groups and social
classes in American society. As such, access to colleges and universities is a major
public policy concern. Higher education is an indispensable element in the reform of
K-12 education. Higher education’s admissions and curricular requirements are im-
portant leveraging mechanisms affecting what is taught in high schools. And higher
education is both the source of future K~12 teachers, and thus the primary determi-
nant of their capabilities, and the primary mechanism for improving the skills of cur-
rent teachers.
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percent, respectively. In contrast, the Consumer Price Index rose
about 64 percent over the same period. Rates of increase in tuition
and fees have outpaced health care increases over the past decade
{Hauptman, 1991). This trend appears to be accelerating. The ACE
(El-Khawas, 1992) reports that 81 percent of public four-year colleges
and universities and 55 percent of private colleges and universities
raised tuition over the past two years.

One has only to reach for the nearest newspaper to verify that this
trend continues unabated. Unless colleges and universities find
additional sources of institutional support, or can reduce the relative
cost of producing an education, we can extrapolate from a decade of
indicators to predict a future of continued fee increases. These in-
creases threaten access for low- and middle-income students.

MEETING THE NEEDS OF MINORITY STUDENTS

There have been dramatic increases in access of African-American
and Hispanic students to postsecondary institutions over the past
five decades. Nonetheless, serving the needs of minority students
adequately remains an unfulfilled goal. Participation rates of Afri-
can-American and Hispanic students remain well below those of
white and Asian-American students (Koretz, 1990). For example, 16
percent of Hispanic 18-24 year olds and 25 percent of African-
Americans were enrolled in college in 1990, compared with 33 per-
cent of whites in this age group enrolled in college. Strong gains in
minority enrollment rates seen in the 1960s and 1970s appear to be
leveling off, and in some cases even declining.

Rates of achievement, retention, and graduation are lower among
African-Americans and Hispanics than whites or Asian-American
students (Eaton, 1992; Finn, 1992). Among students who started at a
four-year college or university in 1980, fewer than one-half of
African-Americans and Hispanics had completed a degree by 1986
(Porter, 1989). Also, participation of minorities in graduate educa-
tion continues to be low. In fact, the number of African-American
doctoral degree recipients actually dropped between 1977 and 1990
(from 1,253 to 1,145) (NCES, 1988-1991).
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QUALITY CONCERNS

Criticism of the quality of education, especially undergraduate edu-
cation, delivered by our nation’s colleges and universities has in-
creased over the past decade. Only about half of the students enter-
ing four-year colleges and universities will earn degrees, and the time
needed to earn a baccalaureate degree is increasing, especially at
public universities. In addition, critics contend that many of those
students who do get B.A.s have failed to master skills in writing,
quantitative analysis, and critical thinking.*

Quality concerns span a wide variety of issues, including: declining
student achievement, the apparent decline of liberal education (and
concomitant rise in vocationalism), the rise in employment of part-
time faculty, the increasingly impersonal undergraduate education,
the decline in the numbers of students majoring in science and
mathematics, the divisive effects of Eurocentrism on the one hand
and “political correctness” on the other, the imbalance between fac-
ulty teaching and research activities, and the philosophical under-
pinnings of the educational system.?

CONTRIBUTIONS TO SCIENCE AND TECHNOLOGY

Scientific and technological knowledge is critical to the ability of the
United States to compete in a global economy. The future of science
and engineering research and education in the United States hinges
on the production of the next generation of scientists and engineers.
And much of the research that underlies advances in knowledge is
conducted within the sector. There are serious concerns about the

40ver one-half of a national sample of college upper-class students were unable to
perform cognitive tasks at a high school level; three-quarters of faculty surveyed in a
recent poll felt that their students did not meet minimum preparation standards; and
a growing proportion of students required remedial instruction. In three out of ten
campuses, more than one-half of the freshmen require remedial work. See Finn, 1992,

S5See, for example: NIE, 1984; Bennett, 1984; Smelser, 1986; Bloom, 1987; Boyer, 1987;
Porter, 1989; Carnegie Foundation, 1990; Pew Higher Education Research Program,
1990; Duster, 1991; and Richardson, 1991. The business community has also ex-
pressed considerable concern about the preparedness of college graduates, especially
with regard to their analytic and communication skills (cf., Finn, 1992).
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ability of the sector to fulfill these missions as effectively as needed to
improve, or even maintain, the nation’s competitiveness.

The number of doctorates awarded by American universities in
mathematics, engineering, and the physical sciences declined
throughout the 1970s. Although the downward trend was reversed in
1980 and the number of Ph.D.s awarded in these critical fields has
slowly grown through the 1980s, the production of new Ph.D.s in
1989 had barely regained that of 20 years earlier. The story is much
the same with respect to the production of new Ph.D.s in the life sci-
ences, an area many expect will become the most important techno-
logical frontier. Here, too, the numbers of doctorates awarded by
American universities peaked in the early 1970s and has not in-
creased since then (NCES, Digest of Education Statistics, various
years).5

The eventual impact of declines in the numbers of Americans earn-
ing Ph.D.s in the sciences and engineering is uncertain. But the
steady decline in the numbers of American citizens completing
Ph.D.s in these critical fields raises the possibility of serious adverse
future trends in the quality of both science education and research in
the United States and, consequently, on the production of scientific
and technological knowledge.

TURNOVER IN LEADERSHIP

The difficulties that now confront higher education are reflected in
the turnover rates for presidents of the nation’s campuses
(Leatherman, 1992). Leadership instability rises when institutional
problems become less tractable. We found that more than one in
four of the public institutions listed as Research University I in the
Carnegie Classifications that hired a chancellor in the 1980s needed
to look for a replacement within three years. Similarly, 22 percent of
those who assumed the presidency of a major research university

6The problem may be even more serious than implied by the gross trends in Ph.D.
production. An increasing proportion of the new doctorates awarded each year in
these fields has been earned by foreign nationals. For example, more than half of the
doctorates awarded in engineering in 1989 were to non-U.S. citizens (Ottinger, 1991).
U.S. students are not completing Ph.D.s in mathematics, engineering, and the sci-
ences in sufficient numbers to meet national needs (Bowen and Rudenstine, 1991).
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sometime in the 1980s left their posts within three years. (If those
appointed as “acting” or “interim” presidents were included, this
percentage would increase to 32 percent.)

In contrast, during the 1970s, only 13 percent of the institutions in
our sample needed to replace a newly hired chancellor within three
years. And only 15 percent of the individuals who assumed the
presidency of a major research university sometime in the 1970s left
their posts within three years.

Given the time needed to create change in higher education, and
given the expense and disruption associated with hiring new leaders,
this increased turnover represents a substantial loss to the sector and
a warning signal for the future.



Chapter Three
THE CHANGED ENVIRONMENT

Each of the problems facing higher education, from fiscal cuts to
concerns about the quality of undergraduate education, is important
in its own right and warrants attention. These concerns take on a
much greater importance, however, when considered as a whole.
They are symptoms of a fundamental transformation in higher
education’s environment. Recent economic, demographic, political,
and social changes in American society have come together to
dramatically alter both the purposes the sector is asked to serve and
the resources available to it. Higher education is now faced with a
new set of social roles and responsibilities, an increasingly diverse
student population, new and changing demands from both students
and society, limited or declining resources, and escalating costs.
Together, these changes compose a fundamentally new set of
challenges to the higher education sector.

THE ROLE OF THE HIGHER EDUCATION SECTOR

For two centuries following the founding of Harvard in 1636, the
American higher education system comprised small, private colleges
that focused on meeting the needs of an agrarian society. For the
most part, they provided a “classical” education to a small number of
citizens, primarily the sons of the wealthy. The society looked to the
higher education system to provide professionals—ministers, doc-
tors, and lawyers—and the political and social leadership to guide a
new nation.

In 1826, Thomas Jefferson initiated a redefinition of the role of
American higher education. Jefferson saw mass public education as

13
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a way to provide the educated citizenry needed for economic devel-
opment and democracy. His bold argument placed the future of the
country squarely in the hands of a system that provided practical
“technical” education at low cost to a sizable fraction of the popula-
tion. The institutional inspiration, the land grant university, was
founded on the principles of access and excellence—access for all
qualified applicants combined with the opportunity to achieve to
one’s fullest intellectual capacity. The state-based structure Jeffer-
son’s heirs adopted, rather than a national-based governance model,
made sense in a time when communication and coordination across
a diverse and vast continent were difficult, and the structure was
appropriate for an economy relatively sheltered from global
competition.

Now, however, society’s demands on higher education are changing
yet again. An individual's opportunity to pursue his or her goals
continues to be an important public policy objective. However, the
implication of this goal for the higher education system is very differ-
ent from what it has been. Today the system is expected to prepare
the next generation of Americans to live in an interdependent world
in an information-centered economy. In addition, as the American
economy goes global and moves more centrally into the information
age, higher education is increasingly perceived as America’s princi-
pal point of comparative advantage against international competi-
tors. Human capital is clearly becoming the central engine for eco-
nomic growth, and human capital is the main product of higher
education.

CHANGING STUDENT DEMOGRAPHICS

One of the most dramatic changes in the higher education environ-
ment has been the sharp decline in the rate of enrollment growth
since the mid-1970s. Fueled by a combination of rapid growth in the
traditional college-aged population and dramatic increases in partic-
ipation by other groups, enrollments in colleges and universities
grew rapidly from the turn of the century until World War I and
soared through the 1960s and into the early 1970s. The rate of
growth in enrollments then flattened dramatically, averaging be-
tween 1 and 2 percent through the late 1970s and the 1980s. (See
Figure 1.)
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Figure 1—Annual Average Growth in Enrollments

Most of the increases in enrollments since the mid-1970s resulted
from increasing participation by nontraditional groups in the sector.
While detailed data on students’ characteristics are not available
prior to 1965, the changes since then are dramatic. The proportion
of students who are female, older, minority, or part-time has grown
considerably both absolutely and relative to their respective male,
younger, white, or full-time counterparts. The number of female
students has increased from 38 percent of the student population in
1962 to 54 percent in 1990. The number of students over the age of
35 has risen from 4 percent in 1965 to 19 percent in 1990 and is pro-
jected to rise to 24 percent by the turn of the century. Minority en-
rollments accounted for 19 percent of the student body in 1990, a
level up from 6 percent in 1965 and expected to rise to 26 percent by
the year 2000. Finally, part-time enrollments have risen from less
than 30 percent in 1965 to more than 43 percent in 1990.

This growth in traditionally underrepresented populations is simul-
taneously one of the most impressive achievements and most diffi-
cult challenges of the higher education sector. Diversity has invigo-
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rated many campuses, and higher education is increasingly available
to those who would once have been denied access. However, in-
creased diversity presents new demands on higher education be-
cause of changing student needs, values, and aspirations. Some of
these changes stem from students’ increasing need to balance
school, work, and family obligations. Some stem from increasing
numbers of underprepared students entering the higher education
sector. Others reflect fundamental challenges to the nature and
substance of intellectual inquiry. But, regardless of the source of
these changes, traditional ways of doing business are proving in-
creasingly inadequate.

DEMANDS FOR RESEARCH AND SERVICE

The changes in demands for research and services provided by
higher education are striking as well. Societal demands for basic re-
search continue unabated. At the same time, there have been im-
portant new demands placed on the postsecondary education
sector. Increasingly, universities are expected to address the societal
issues of the day—everything from the causes of urban riots in Los
Angeles to the need for a vaccine for AIDS. While universities are
expected to continue research on field theory in physics, they are
now also expected to make breakthroughs in applied fields, such as
superconductivity, that give promise of generating new practical
applications. Moreover, through university/industry partnerships
and even start-up companies, higher education institutions are
increasingly asked to directly stimulate local or state economic
growth.

The pattern is similar with respect to demands for services. Familiar
services, such as agricultural extension and continuing education,
remain important ingredients in the service mix of many
institutions. There also continues to be a steady increase in the
number and types of miscellaneous services higher education
institutions are expected to provide their communities. For
example, universities are hosts for radio stations, elder hostels,
airports, a variety of cultural centers, and real estate services. The
list is very long. Finally, universities are increasingly expected to
provide pro bono consulting and technical service to all levels of
government.
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TECHNOLOGY

Higher education’s environment is profoundly affected by changes
in technology. Advances in data storage, analytic speed and capa-
bilities, and communications are having major impacts on instruc-
tion, research, and, increasingly, administration. The new tech-
nologies have already significantly transformed scholarship, and this
process is expected to continue. Technology and innovations in re-
search methodologies, library resources, dissemination of informa-
tion, and worldwide communication and collaboration among re-
searchers create adaptive challenges for higher education, ranging
from the costs of providing faculty with hardware, software, and user
support services to the transformation of basic mission and
functioning of the research library. Similarly, administration is
undergoing fundamental modifications due to new technologies.

Although new technologies may greatly increase access to higher ed-
ucation and improve the quality of instruction, their adoption poses
obvious technical and financial challenges. In addition to assuming
hardware costs, institutions or systems must support staff and facul-
ty in developing applications, modify pedagogy, adapt or renovate
classroom space to accommodate computer technology, provide
user support services, and maintain equipment and software.

FINANCES

Higher education was awash in “new public money” through the
three decades following World War II. While the numbers of stu-
dents to be served grew rapidly, the revenues governments made
available for higher education grew even faster, even after adjusting
for inflation. (See Figure 2.) With substantial increases in real public
resources, colleges and universities could readily accommodate to
changing growth demands and without recourse to increased tuition
and fees. The issue of where to cut expenditures rarely arose. Rath-
er, the dominant problem was which of many new activities would
be initiated this year and which would have to be deferred to a future
date.
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Figure 2—Higher Education Resources’ Average Annual Growth

This picture changed dramatically in the late 1970s. The rate of
growth in the real resources governments provided to higher educa-
tion fell sharply, averaging 1.8 percent from 1975 to 1990. Because
the rate of growth in enrollments also fell sharply, real public re-
sources per student continued to increase through the late 1970s and
the 1980s, but at much lower rates than those experienced in the
prior three decades. Estimates of higher education’s likely future
revenues from governmental sources are not now available, but
there is no reason to expect a turnaround anytime soon.! Thus, it
appears that higher education is going to experience a lengthy
period of slow growth, if not outright declines, in real public
revenues per student.

lwe believe the recent cutbacks in public support to higher education are long term in
nature and not a function of the recent recession. The trend toward slower growth in
public support to higher education was under way well before the current recession.
Furthermore, this slowdown came not only at the federal level, but also at the state
and local levels, reflecting the increased competition for public resources overall. As
the ACE study indicated, there is little or no evidence, at least at the crucial state and
local levels, that the level of support for higher education is likely to increase as the
country emerges from recession.
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The mid-1970s slowdown in revenue growth introduced an entirely
new era. The combination of slowly growing enrollments and
minute increases in real revenues per student means that there is
very little annual growth in the real resources available to the sector.
There is little “new money.” Simultaneously, new and more de-
mands are placed upon the sector. In this environment, these new
activities can be supported only by cutting support for preexisting
activities. Thus, the problem facing higher education decisionmak-
ers is whether, not when, a new demand should be met and, if so,
which current activities should be cut back or terminated to accom-

modate the new activity.

COSTS

Concurrent with this slowdown in the level of resources committed
to higher education is significant evidence that the costs of providing
higher education are far outstripping inflation. For example, faculty
salaries, a major component of higher education’s costs, did not
keep pace with inflation in the 1965-1979 period.2 They have grown
at an average annual rate that exceeded the rate of inflation since
then. (See Figure 3.)

The costs of other goods and services particularly important to
higher education have also increased more rapidly than inflation
over the last couple of decades. For example, National Science
Foundation (Office of Technology Assessment, 1991) estimates imply
that the cost (in 1988 constant dollars) of equipping a full-time in-
vestigator in the physical or natural sciences has risen from $85,000
in 1958 to $225,000 in 1989. Notwithstanding improvements in the
equipment available for the faculty, which are reflected in the quality
of the research produced, the costs of the research equipment
needed by the average investigator in these fields have increased
about two and one-half times faster than inflation over this time pe-
riod.

ZRank-specific data on faculty salaries are not readily available prior to 1965. Growth
rates cited here are calculated from data in the NCES, Digest of Education Statistics,
various years and tables.
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Figure 3—Average Annual Change in Real Faculty Salaries

Similarly, a private research university built a brand new, state-of-
the-art medical school in the early 1960s at a total cost of approxi-
mately $75 million (in 1988 constant dollars). That expenditure in-
cluded the physical plant and all equipment and facilities. In 1989,
that university budgeted $170 million (in 1988 constant dollars) for
the modifications and upgrades needed to maintain its medical
school at the state of the art.?

Other higher education costs grew more rapidly than inflation in the
1970s and 1980s as well. The costs of journals and books have grown
at or above inflation rates over the past 15 years. And many well-es-
tablished higher education institutions began to face serious
physical plant repair and maintenance issues in the 1980s, the result

3An important task is to collect, organize, and interpret the disparate data on research
and physical plant costs. One hypothesis, uncorroborated, is that costs of research
equipment began to escalate to virtually exponential levels in the 1980s in the wake of
the telecommunications revolution, and increases in size and capitalization of scien-
tific equipment. We see this analysis as a high priority of our future research.
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of decades of neglect and accounting practices that did not provide
for physical capital depreciation.

THE CHALLENGE OF THE CHANGED ENVIRONMENT

Society continues to expect higher education to respond to tradi-
tional demands for instruction, research, and service but also
expects the postsecondary sector to meet a wide variety of new
demands as well. The sector’s resources, however, are not growing
as fast as are the demands it is expected to meet. If anything, the
purchasing power of the resources available to higher education per
student is declining.

To be sure, higher education organizations are not passive recipients
of environmental forces. They may strive to modify or influence
public perceptions and expectations of higher education;* they can
also attempt to increase the resources available to the sector.> Al-
though such efforts might ease pressures on the system for a time,
they do not address the fundamental problem of allocating limited
resources among competing demands. The demands on the sector
reflect social needs. Reducing demands on higher education implies
that important social needs go unmet. Tuition and fee increases
similarly substitute one problem, access, for another, revenue short-
falls. Higher education may be able to increase its revenues by offer-
ing new services. But the resources that must be devoted to the pro-
vision of new services will consume much of whatever new revenues
are thereby generated, leaving the problem of how to best allocate
preexisting revenues among preexisting demands.

Higher education institutions and systems can also attempt to make
better use of their resources through increased efficiency. For exam-

“4Higher education leaders have attempted to shape demands on the system through
activities ranging from lobbying legislatures and negotiation with state-wide higher
education coordination commissions to direct appeals to the public. They may also
choose to disregard specific expectations or demands, generally in the hope that the
demand will pass and business as usual can resume.

5Colleges and universities have responded to fiscal constraints with tuition increases,
fundraising campaigns, the development of new markets (e.g., adult students) or new
“products” (e.g., new extension services or degree programs), partnerships with busi-
ness and industry, or the imposition of new fees for services that were formerly cov-
ered by general fees and tuition {e.g., health services and career workshops).
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ple, institutions have increased class sizes or asked faculty to teach
extra courses. Yet asking faculty and staff to “do more with less” has
obvious limits, as well as negative effects on the quality of instruction
and research. Higher education systems and institutions may gen-
erate cost savings through freezes on hiring, equipment purchases,
and travel; on work furloughs; or on incentives for early retirement.
These and other methods may cut costs in the short run, but the re-
sults may leave critical functions unfulfilled, impose heavy burdens
on some staff and faculty, and limit the ability of the institution to
pursue quality or excellence. Further, unless those costs were for
entirely unnecessary activities, quality must eventually suffer.

In any event, regardless of institutions’ and systems’ success in re-
ducing expectations, attracting increased revenues, and improving
efficiency, the sector is now faced with new and changing demands
from both students and society, limited or even declining resources,
and escalating costs. To effectively respond to changing demands,
higher education institutions and systems must be able to (re)allo-
cate their limited resources among competing demands. The pri-
mary management challenge facing higher education leaders is to al-
locate the available resources in ways that best meet the demands
placed on the sector.



Chapter Four
RESOURCE ALLOCATION IN HIGHER EDUCATION

We use the term “governance system” to refer to the constellation of
policies, procedures (written and unwritten), and decisionmaking
units that control resource allocation within and among higher edu-
cation institutions at all levels. The current governance system
evolved in an environment of relatively stable growth. Incremental,!
decentralized decisionmaking became the dominant approach to
allocating resources within and among postsecondary institutions.
This approach served well in an era of stable growth. But it is poorly
suited for setting priorities and reallocating resources. Here, then, is
our argument, followed by illustrative evidence.

THE CURRENT GOVERNANCE SYSTEM

The current governance system evolved in an environment of rapid,
sustained growth. Budgets grew as fast as did enrollments. Any
changes in students’ demands could be accommodated by increases
in overall budgets; there was little need to think of reallocating re-
sources from existing programs to new ones. Because state-level
administrators were focused on expanding overall capacity to keep

1The classic explication of incremental decisionmaking remains Lindblom, 1959.
There are a number of themes in recent work in organization theory to be researched
further to corroborate the arguments and assertions made here. There is a good deal
of current interest in restructuring governance in the private sector. The question is
the extent to which this work provides guidance for our topic. For representative cita-
tions see Istvan (1992) and Ostroff and Smith (1992). There is a longer tradition of
studies of decentralized decisionmaking relevant to the public sector to examine; see
Pateman (1970).

23
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pace with enrollment growth, resource allocation among institutions
was largely ad hoc. Little attention was given to differentiation of
mission between institutions. Finally, the federal government took
no responsibility for the overall health of the system; the federal gov-
ernment remains focused on higher education primarily as a means
for the pursuit of specific national objectives such as scientific ad-
vancement and national security.

Most higher education institutions and systems evolved decentral-
ized and “stovepiped” governance structures in which organizational
entities or components, such as departments, which may themselves
employ participatory decisionmaking principles, report to higher-
level organizations with little communication between entities at the
same level. The specifics differ across higher education systems and
institutions. Context, history, tradition, size, complexity, and mis-
sion are all important considerations. However, irrespective of the
many differences among institutions and systems, the common
principles, routines, and practices of the governance structures
found in most higher education institutions and systems constrain
reallocation of resources and, in so doing, limit higher education’s
ability to adjust to a changed environment.

The governance system that emerged to deal with the problem of
growth was and remains incremental, equipped to add, for example,
5 percent onto already existing budgets or to add new functions
without subtracting existing ones.

The governance system is also decentralized in that individual units
and departments have a great deal of autonomy over how they allo-
cate their resources. In the typical institution or system, the various
academic and administrative units operate independently and in
isolation from one another. Within a single university, for example,
the Dean of the College of Arts and Sciences may allocate resources
among the several dozen social science, humanities, life science, and
physical science departments; the Dean of Engineering may do the
same for a variety of engineering programs; and the Vice President
for Operations may do the same for such departments as facilities
maintenance, parking, and campus security. Yet these processes oc-
cur largely in isolation from one another. Further, each academic
department has considerable independence in decisionmaking
about how to use its allocation. Departments generally make major
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decisions regarding goals, curricula, and new hires, internally, with
subsequent review and refinement by the faculty senate and/or
academic administration. For example, the academic departments
within most institutions not only recommend the specialty of the
faculty to be hired but the minimum number required and their

preferred rank.

Yet, the governance system is hierarchical in the sense that depart-
mental chairs report to deans who, in turn, report to vice presidents.
The collegiate or administrative units report up or down but tend not
to be connected across to collateral collegiate or administrative
units. At the system and state level the salient characteristics of the
governance system are similar. The central administrators of the
community college system report to a state postsecondary authority
but typically have little or no relationship with the state college or
university systems within their states. And the university system
leaders similarly have little or no knowledge of the state college or
community college systems.

Even those leaders at the very top of the governance hierarchy, how-
ever, must build coalitions with administrative and faculty leaders to
implement change successfully. Higher education governance is
largely consensual, and few presidents or chancellors can impose
their will without the support of the faculty senate and other key de-
cisionmaking groups. Consensual decisionmaking generally acts as a
conservative force, slowing the rate of change, avoiding extremes,
and protecting the pursuit of multiple goals and objectives.

Another salient characteristic of higher education governance is its
complexity, particularly within large research universities. Figure 4
displays the organization chart of a representative College of Letters
and Science in a major research university. Although this chart is
complex itself, it does not reflect the larger institutional, state, or fed-
eral context. For example, the unit shown is one of over a dozen col-
leges within this institution. And, outside the institution, accrediting
agencies, the state legislature, and a variety of special interest and
advocacy groups exert pressure and sometimes require the college to
respond to demands ranging from the content and rigor of the cur-
riculum to the number of books in the library. It is difficult to imag-
ine how to manage this structure effectively.
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LIMITATIONS OF THE CURRENT GOVERNANCE SYSTEM

The current governance system presents severe challenges to the
administrators of any college or university confronted with changing
demands and limited resources. For example, the current financial
climate forces administrators to consider such trade-offs as whether
the institution should hire an assistant professor of classics, provide
resources for research equipment for a physics institute, or provide
funding for more student counselors. The incremental, decentral-
ized, and consensual nature of decisionmaking has enabled the insti-
tution to pursue multiple goals and directions for many years, so
there is likely to be considerable disagreement about decisionmaking
criteria. The complexity and weak horizontal linkages further in-
crease the difficulty of conducting comparative analyses to assess the
relative merits of the competing proposals. And the influence of
various stakeholder and constituent groups may reduce the real op-
tions open to administrators and force them to pursue particular

paths.

PROCESS FLAWS IN THE CURRENT SYSTEM

The current decentralized, hierarchical governance system virtually
makes inevitable the inability of institutions and systems to set prior-
ities, focus missions, and implement choices among academic pro-
grams. We noted above that the current governance system gives a
substantial amount of autonomy to departments in resource alloca-
tion. Negotiation about allocation decisions is two-way, with mes-
sages going up to the dean or down to the department. This is the
system that served institutions well in the earlier period of growth. It
is serviceable for operating in a steady-state environment. And in the
early stages of fiscal cutbacks, academic units can absorb mandated
across-the-board cuts. If fiscal cuts continue long enough however,
the perverse effects of across-the-board cuts become clear and
salient enough to persuade most participants in the governance sys-
tem that another method of resource allocation is needed.

As higher education systems and institutions seek alternative ap-
proaches to resource allocation, however, they face additional ob-
stacles stemming from the governance system. The characteristics of
the governance system described here lead to “top-down” and
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“bottom-up” decisionmaking processes—i.e., communication flows
along narrow vertical columns, with few feedback loops or horizontal
linkages.

The department-centered, bottom-up governance structure is ill
equipped to meet the challenges of resource reallocation in a rapidly
changing environment. Economists, for example, may be able to
persuasively argue the necessity of econometrics, given the presence
of an economics department. They may be able to point to mini-
mum critical mass required for an economics department to cover
the agreed upon core undergraduate and graduate curriculum of
economics—agreed upon by economists. Economists are also con-
sidered the best judge of the research quality of economists’ pub-
lications and, therefore, are best suited to deciding whom to hire and
recommend for tenure and promotion. But economists have little
experience, standing, or competence concerning the same decisions
regarding the classics department. In other words, economists can
make the case for their unit but do not have the decisionmaking
evaluation criteria or information useful in evaluating the case for
the classics department or, more important, for comparing the cases
of the two units.

When faced with the need to go beyond the across-the-board cuts
strategy necessary for the current governance system, a department-
based, bottom-up solution is not feasible. Indeed, this conclusion is
what typically leads to the error most frequently committed when
higher education institutions are faced with the necessity of choice,
the top-down strategy.

When faced with the necessity of choice, the only decisionmakers
with formal authority and relevant information are deans and/or
central administrators. Indeed, under immediate threat of fiscal cut-
backs, central administrators do propose sweeping cuts of entire de-
partments, professional schools, collegiate units, or even branch
campuses. Such attempts virtually always fail to be carried out. And
they fail for the same reasons that department-based solutions are
doomed: absence of comparative information and decisionmaking
evaluation criteria. Because central administrators are accustomed
to operating in vertical relationships with academic units under their
authority, they also lack the means to compare the costs and benefits
of hiring an economist versus a classicist. Thus, when central
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administrators do attempt to establish priorities and implement
selective cuts in academic programs, they are vulnerable to criticism
from below to a number of arguments.

First, academic units argue that cost criteria are not enough for es-
tablishing priorities, that each unit is unique; i.e., only economists
can judge the qualifications of economists. Thus, each academic
unit targeted for cuts invariably can and does make a strong case for
the preservation or enhancement of its program, based on absolute
criteria, e.g., the department of speech communication shows that it
is important to the goals of research, teaching, and service and,
moreover, shows that this particular department of speech commu-
nication needs only steady-state funding to maintain its present
quality, or it needs additional funding to increase its quality. The
academic units selected by central administrators for fiscal cuts or
elimination also argue that they were not given an opportunity to
present their case based on their data and their criteria. This usually
is a strong argument because appropriate statistical information
concerning cost of the academic program, faculty/student ratios,
and output measures are seldom collected routinely by central ad-
ministrators. Moreover, because central administrators have tar-
geted particular academic units for cuts, those units then can argue
that potential alternative cuts of other units have not been ade-
quately explored and that they have been unfairly singled out.

The top-down solution is, therefore, usually rejected by the faculty,
many of whom have tenure, who successfully argue that the top-
down strategy and recommendations are illegitimate, that they vio-
late the collegial decentralized nature of the governance structure in
place. Indeed, there are significant numbers of higher education
institutions that have been damaged by top-down efforts that were
eventually aborted but that nonetheless have left individual aca-
demic units weakened because of negative publicity, the sense of
collegiality between departments and central administrators
destroyed, and the reputation of the institution as a whole weakened.
Attempts at setting priorities, a mission, and implementation of
choices that fail to be implemented can create more problems for the
institution than it faced before it began the process of setting
priorities.
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FOUR EXAMPLES OF THE LIMITATIONS OF THE CURRENT
GOVERNANCE SYSTEM

The following examples, derived from case studies of two states’
higher education systems, demonstrate the problems that result
from a governance system that impedes reallocation of resources in
the face of a rapidly changing environment.?

The Inability to Set Priorities Within an Institution

Figure 5 presents the percentage changes in per student expendi-
tures (constant dollars per student) from 1971 to 1987 for five col-
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Figure 5—Percentage Change in Constant Dollars per Student, 1971-1987

2The sources for the examples can be obtained from the authors. The data are from
nonproprietary sources. However, the data are used here for illustrative purposes
only, and the authors do not wish to particularly call attention to any specific institu-
tion.
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leges within a major public research university. Although the 77 per-
cent increase in the public health field is congruent with the growing
national importance of the field, other results are less easily ex-
plained. For example, the 104 percent increase in the Forestry field
appears discrepant with the declining importance of the field both
nationally and state-wide during this time period. Conversely, de-
spite the growing importance of the sciences, expenditures in this
field declined over 20 percent.

Resource allocation in this institution has been incremental and de-
centralized, driven by a combination of tradition and politics. The
shifts in resources evidenced in Figure 5 do not reflect deliberate
choices to emphasize some areas (e.g., Forestry) at the expense of
others (e.g., Science and Engineering). Rather, student preferences
changed over time, but the resource allocations to colleges were
“locked in” and were not shifted to follow the changes in enrollment
patterns. Decreasing numbers of students enrolled in the College of
Forestry while the number of students enrolled in the College of
Science and Engineering increased. But the university lacked the
capacity to shift resources in accordance with shifting student de-
mands. Had the resource allocation process been guided by institu-
tional goals and priorities, the results would most likely have been
very different. Further, had university decisionmakers had access to
comparative trends, such as those provided in Figure 5, they might
have recognized the need to better align expenditures with priorities.
In the absence of this information, however, they failed to recognize
the cumulative consequences of their incremental decisions.

The Inability to Set Priorities Among Institutions

The anticipation of deep cuts in a particular state’s higher education
budget forced each of the campuses in the state’s university system
to consider how it might achieve cuts of over 10 percent. The plan-
ning process and its results are noteworthy for each university’s gen-
eral neglect of institutional, system-wide, or state goals. Each cam-
pus planned independently of the others, and there was little to no
effort to develop a coordinated response. Further, the campuses de-
veloped a wide variety of plans to achieve their budget cuts, the vast
majority of which focused on cost criteria and political factors to the
exclusion of other possible factors. For example, one administration
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planned to eliminate several departments where the most expensive
faculty were located, although these departments were basic to the
ability of the institution to meet its core undergraduate teaching
mission. Campus resistance to this plan ensured that it would not be
implemented. The result was a drop in morale, worsening of rela-
tions between faculty and administration, loss of some of the most
talented and productive faculty, and intervention by the system-wide
administration. The campus still lacks a plan for achieving future
budget cuts. Another campus planned to eliminate all part-time fac-
ulty despite the fact that these instructors teach the greatest number
of sections and courses at the most cost-effective rates. Another
planned to eliminate all library acquisitions—a fundamental com-
ponent of the research and undergraduate teaching mission. In each
case, the retrenchment plans reflected political agendas and expedi-
ency—not a strategic analysis of the institution’s or the system’s mis-

sion.

The Lack of Comparative Tools

A particular public flagship university spent $4,300 per student in its
liberal arts college in 1988. The same year, one of that state’s com-
munity colleges spent over $25,000 per student in one of its pro-
grams—mobile home repair. We had to conduct a number of fairly
complex programming operations on several different databases to
obtain these two numbers. Although the comparison itself is quite
simple, these two numbers had never appeared on the same page
prior to our analysis. State policymakers were both surprised and
dismayed by this chart. Because they lack access to the tools and
methods for obtaining such comparative information, however, they
were unable to determine if funding allocations were congruent with
their goals. This incident demonstrates the importance of compara-
tive information.

The Inability to Implement Priorities

In the mid-1960s, with support from the United States Office of
Education and The Ford Foundation, a midwestern research univer-
sity established a South Asian Studies department. The university
hired and then tenured eight faculty members through normal uni-
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versity hiring, tenure, and promotion practices. In the mid-1970s,
interest in South Asia waned in the wake of the end of the Vietham
War. The Office of Education and Ford Foundation terminated sup-
port for the department. As a result, the university was left with
a department with eight faculty members averaging two full-time
equivalent students each in 1990.

This example illustrates the constraints and lack of flexibility in re-
source allocations. Once established, institutional leaders found it
close to impossible, and certainly not worth the resistance they
would encounter, to modify the structure, mission, or programs of
the department.

THE FUNDAMENTAL PROBLEM: AN INADEQUATE
GOVERNANCE SYSTEM

These examples raise questions about the ability of the higher edu-
cation sector to allocate resources effectively. However, these ex-
amples also suggest that difficulties in resource allocation are the
result of a deeper, more fundamental problem. In our view, the cur-
rent governance system is itself the basic problem. As our examples
demonstrate, the governance system lacks the ability to set priorities,
fails to provide tools for conducting comparative analyses to con-
sider the relative merits of alternative decisions, and is subject to a
wide variety of constraints in decisionmaking due to the influence of
various interest groups both within and outside the system.



Chapter Five

NEW GOVERNANCE SYSTEMS: GUIDELINES
FOR CHANGE

We suggest that higher education’s current governance system is in-
adequate for strategic reallocation of resources. The changed envi-
ronment is making redesign of higher education institutions and
systems not just necessary but inevitable. The central issue is how to
design improved governance tools that will allow decisionmakers to
reallocate resources from low to high priorities and to focus missions
more clearly within and among higher education institutions.!

Should empirical analysis confirm our hypotheses,2 what are the
implications of this approach for policy and practice in higher edu-
cation? This section describes some of the possible directions for
action based on our conceptual framework.?

lwe do not argue that changing the governance system will itself suffice to solve the
serious set of problems that the higher education sector faces. We do argue that a
governance system that permits or compels reallocation is a prerequisite to the solu-
tion.

2EIsewhere, we have proposed a research program that needs to be carried out to (1)
corroborate the changed environment thesis, (2) map patterns of research allocation
within higher education institutions and postsecondary systems, (3) derive and evalu-
ate the decisionmaking criteria that are used in making these resource allocations, and
(4) develop improved governance models.

3The guidelines are directed primarily at changes in the decisionmaking process
within institutions. The guidelines do not, for example, tackle the larger issue of recal-
ibrating the basic missions of higher education institutions and postsecondary educa-
tion systems. The effects of the changed environment thesis may well point to
changes of greater magnitude in mission between and among institutions. A percep-
tive critic of an earlier draft of this report observed that it may no longer be appropri-
ate for so many students to approach the four-year period of the baccalaureate as life

35
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THE CONTEXT

The current decentralized, incremental governance structure exists
in a supportive decisionmaking culture typically shared by faculty if
not administrators and staff. Effective innovations must be sensitive
to the context—the local environment and culture. The history of
education reform repeatedly demonstrates the futility of imposing
externally developed “solutions” on an institution or system. It is
important to recognize that the only groups appropriate to develop
and implement improved governance structures are the constituen-
cies within the existing governance structures of higher education
institutions and postsecondary systems.

Because there is little or no experience in reallocation, there is likely
to be considerable reluctance on the part of all parties, but especially
faculty, to allow the decentralized governance system and the culture
that supports it to be transformed. The evidence we have about uni-
versity planning and priority-setting efforts is mixed. Without clear
evidence to the contrary, a member of the sociology department is
unlikely to view fiscal problems of physical plant administrators as
directly linked to the future of the sociology department. Without a
sense of how a new governance structure would improve on the
present one, faculty are unlikely to abandon the old structure even
with all its present flaws.

Most academic planning and priority-setting efforts are “rational”
constructs developed by policy analysts. These constructs almost in-
variably ignore or oversimplify the existing formal and informal po-
litical forces that impose determinative constraints on the current
governance structures. Under conditions of financial stress, for ex-
ample, participants—faculty, staff, students, and interest groups—
will question even the most basic and apparently neutral informa-
tion and analyses.

enrichment rather than preparation for work. He questioned whether the fact that the
baccalaureate is four years (supposedly) in such disparate fields as electrical engineer-
ing and Spanish made sense. In our view, even if the critic is correct, a version of the
institution-biased guidelines presented below will be necessary to use in, for example,
state government-level debates to achieve sufficient agreement that stronger system-
level controls on institutions are needed.



New Governance Systems: Guidelines for Change 37

The changed environment may provide an opportunity for fun-
damental restructuring of present governance systems. When re-
trenchment makes reallocation inevitable, this gives all participants
in the current governance system strong incentives to search for a
better way to, at a minimum, carry out retrenchments in a less dam-
aging fashion. In other words, we assume that the college or uni-
versity is a political process as in all other bureaucratic institutions.
This means that decisionmakers within the institution or system of
institutions have strong incentives to compromise with other co-
participants in their bureaucratic unit, to engage in logrolling tactics
when faced with conflict, or to make trade-offs with other members
of the unit. However, at critical threshold points, the world of policy
analysis and the political reality of nonprofit decisionmaking systems
can come together, if only for a brief period, to set new assumptions,
structures, and procedures by which resource allocation decisions
will be made.

BASIC ELEMENTS OF REFORMED GOVERNANCE

We suggest that reform of the governance system should be directed
toward increasing the capacity of the system to strategically deploy
resources. To achieve this goal, the system must address the three
structural flaws of the current governance system: the inability to set
priorities, the lack of comparative information, and a high level of
external constraints.*

IMPROVING THE ABILITY OF HIGHER EDUCATION TO SET
PRIORITIES

Because past eras of incrementalism enabled higher education to
pursue multiple goals simultaneously, it did not need to develop
ways to clarify priorities. In the face of retrenchment, however, insti-
tutions face new pressure to cut the areas of lowest priority while
maintaining the areas of highest priority. Given the absence of any

“The governance system evolved over the past century, during which time the
American higher education system has gained worldwide preeminence. Thus, inter-
ventions and modifications to governance must be approached with extreme caution,
lest the benefits of the current governance system be lost along with its limitations.
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consensus among decisionmakers about what these high- and low-
priority areas are, some criteria are needed to establish priorities.

To go beyond the current governance structure requires evaluation
criteria that permit comparison, for example, of classics versus eco-
nomics. However, the development of such comparative evaluation
criteria also requires wide discussion in order to generate an agreed
upon set of definitions and contexts to which they should apply. The
criteria need to reflect the input of diverse units and individuals be-
cause they are ultimately a reflection of organizational values.

Although it may seem impossible to develop a set of criteria general
enough to evaluate disparate academic units, comparative evalua-
tions must be undertaken. Hence, criteria, however imperfect, must
be employed. We propose the following:®

1. Quality. This applies to the quality of the faculty (in teaching,
research, and service), the students, library collections, and ser-
vices provided. Both locally designed and standardized quality
measures can be used. Indicators of quality include faculty pub-
lications, patents, and citations; national ratings and rankings;
attrition or graduation rates; and results of standardized assess-
ments.

2. Centrality. Each program should be evaluated in terms of its
contribution to the mission of the institution, or system. For ex-
ample, participants could determine the degree to which the
program is an essential component of a liberal arts, preprofes-
sional, or professional education that is regarded as central to the
institution’s or system’s mission. The typical institutional mis-
sion statement that emphasizes teaching, research, and service
may be too broad to provide meaningful guidance in this task.
Thus, consideration of other written documents (e.g., strategic
plans or accreditation self-studies) as well as discussion among
policymakers and practitioners are required.

50ne of the authors of this report has participated in three exercises in university
strategic planning, each of which developed versions of these criteria listed in the
same order of importance. Thus, for example, perception that an academic program
is of high quality appears to override low scores on the other criteria. So far, an infor-
mal survey of strategic planning efforts in Big Ten and a number of other research uni-
versities confirms this point.
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3. Demand and Work Load. Both short-term and long-term de-
mands (increasing, stable, or declining) for each program must
be considered in priority setting. Demand indicators might in-
clude trends in the number of applications, acceptances, and
admissions, as well as trends in students’ choice of majors, ser-
vices performed in support of other programs, instruction of
students in or conduct of research for the solution of pressing
societal problems, and the prospective market for graduates.
Most institutions calculate and track faculty work load (based
very generally on the number of courses offered or students
enrolled in courses).

4. Cost-Effectiveness. Because aspirations are always limited by the
resources available, programs must be continually examined to
see if more economical or more efficient ways are possible to
accomplish the same ends. Yet cost alone must not govern the
decision; the effectiveness of the program must also be weighed.
When taken together, cost and effectiveness provide one impor-
tant measure of whether funds are being put to the best use.

5. Comparative Advantage. What is the rationale for the program
at the institution or system? What are the unique characteristics
of each program that make it essential to the community, region,
nation, or other programs within the institution or system?

OBTAINING COMPARATIVE INFORMATION

Following the establishment of agreed upon criteria for establishing
priorities, the next step is to assess various departments, divisions, or
institutions against the criteria. This process requires standardized,
comparative information about each unit. Ideally, multiple mea-
sures will be used for each set of criteria, in order to broaden the
range of information and increase the validity of overall ratings. The
usefulness of comparative information for decisionmaking also re-
quires that the information be publicly available and perceived as
accurate and meaningful.

Both quantitative and qualitative data may contribute to the devel-
opment of this information base. For example, departmental rank-
ings provide quantitative (ordinal) measures of quality, and the ratio
of student to faculty FTEs (full-time equivalents) provides a quanti-
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tative (interval) measure of work load. On the other hand, centrality
or comparative advantage is perhaps best assessed through inter-
views with preeminent faculty (both within and external to the unit
under review), essays prepared by department chairs, or academic
program reviews.

The development of criteria for decisionmaking, coupled with infor-
mation about the extent to which diverse units meet these criteria,
greatly enlarges organizational capacity for resource reallocation.
When faced with the necessity to make difficult choices, decision-
makers have some analytic tools at their disposal. This is not to say
that the political components of decisionmaking can ever be com-
pletely overcome. For example, the possibility always exists that the
criteria and associated information will be used to legitimize a priori
decisions. Nonetheless, these tools reduce the likelihood of organi-
zational paralysis and enable disparate units to argue the merits of
various decisions based on shared values and information.

OVERCOMING CONSTRAINTS

Almost every organization needs to contend with constraints and in-
terest group influences. In the absence of clearly articulated priori-
ties and comparative information, however, higher education is es-
pecially vulnerable to such influences.

There is no doubt, for example, that tenure acts as a conservative
force against, or a drag on, reform efforts in higher education. Once
granted, tenure offers professors freedom from almost all attempts to
remove them excepting only a variety of personal misconduct
charges. Tenure, thus, has become a central ingredient in the current
incremental governance system. The inability of administrators to
lay off individual professors in the face of fiscal stress is often cited as
a rationale for across-the-board cuts. If financial exigency is de-
clared, tenure can be voided and departments and professional
schools can be targeted for elimination. However, declaration of fi-
nancial exigency is seen as a declaration of bankruptcy. There are
very few examples of such actions. In our view, the paralysis that
declaration of financial exigency induces in decisionmakers out-
weighs its benefits. It is possible to eliminate departments or target
them for reduction in size or restructuring without eliminating
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tenure. It is also possible to offer faculty only in targeted units the
option of moving to another department, early retirement, or volun-
tary separation. The effectiveness of such strategies, however, re-
quires that the institution (or system) establish and apply criteria for
identifying priorities; in the absence of this decisionmaking criteria,
fairly applied, efforts to overcome the constraints associated with
tenure will be perceived as illegitimate and probably will be defeated.

The standards and evaluative criteria of the accrediting associations
also constrain administrative action and may deter restructuring or
reallocation efforts. Again, however, the absence of clearly articu-
lated priorities, criteria for decisionmaking about allocation, and in-
formation about how disparate units fulfill these criteria leaves cen-
tral administration officials largely unable to justify actions directed
toward reallocation or restructuring. If central administrators pos-
sess comparative evaluation criteria and supporting comparative
information systems when meeting with accrediting associations, the
discussion might be more equal.

Interest groups also exert powerful influences over higher education
policies, ranging from admissions policies to partnerships with busi-
ness. We know from the logic of collective action literature (Olson,
1965, 1983) that single-purpose groups are more effective in organiz-
ing and obtaining their goals than larger, multiple-purpose groups.
In universities, the only possible safeguard against private interests is
more effective institutional arrangements that support university-
wide goals as opposed to any particular set of interests. The devel-
opment and application of comparative decisionmaking evaluation
criteria offer a beginning in the reestablishment of university-wide
goals.

GUIDELINES FOR THE CHANGE PROCESS

The current governance structure is unable to support decisionmak-
ers in setting priorities and differentiating missions; nor does it com-
pel or even encourage implementation of any priorities or choices
made. Because of this, or perhaps as a function of it, the current
governance system does not have in place comparative, university-
wide decisionmaking evaluation criteria. When faced with the ne-
cessity to reduce budgets in academic units, the preferred strategy by
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most higher education institutions is typically one of mandating
across-the-board fiscal cuts. This strategy is seen as fair because
everyone shares the “pain” equally. However, if the fiscal cuts
continue long enough and are deep enough, the negative effects of
this strategy become clear. For example, to deal with a fiscal crisis,
institutions often freeze all faculty vacancies, meaning that all faculty
vacancies due to resignations or retirements revert to the control of
college or central administration. The problem with this strategy is
that it affects large and small departments equally. It falls equally on
departments that teach the most or the fewest students. It falls
equally on departments that produce the most and least research.
And so on. If fiscal stringencies persist, therefore, responsible faculty
and administrators begin to weigh alternative strategies, which
translates into the need for a governance system that sets priorities,
focuses missions, and compels or facilitates implementation of

choices made.

On the assumption that the changed environment requires reforms
to existing governance systems, we present a set of inferences that ei-
ther follow logically from our critique or are reasoned inferences
from the critique. Here, then, are guidelines for higher education
leaders to follow.

First, an improved governance system can neither be top-down or
bottom-up. Neither department-based solutions or central adminis-
tration solutions imposed from above are likely to succeed. A new
governance system must be iterative. Central administrators possess
a broad perspective on systemic activities and functions. They must
have the authority as well as the responsibility to set priorities and
reallocate resources from low to high or new priorities between and
among the units under their purview. They must provide the leader-
ship to make the reform efforts work. But they will not be empow-
ered to exercise this authority if the academic departments lack the
opportunity to contribute to decisionmaking. Only departments
really know what their low and high or new priorities are. Conse-
quently, academic departments must be integrally involved in the
new governance system in a way that ensures that they have as much
of a stake in the governance system as the central administrators.
This iterative process is critical to developing the capacity to es-
tablish priorities and criteria for decisionmaking.
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Second, even if department leaders accept the need for their institu-
tion to move beyond across-the-board cuts, they will be reluctant to
cooperate unless they have guarantees and incentives as well as the
threat of sanctions. This involves establishing a planning and prior-
ity setting process viewed as legitimate by all participants. The
planning process will vary by institution or postsecondary system
but will be composed of the following rules of the game.

The planning and priority setting process must be university-wide,
and everyone deemed eligible should be asked to participate on the
same basis. This rule ensures that all academic and nonacademic
units are subjected to the same comparative scrutiny from the
standpoint of the university. Representatives of the units to be eval-
uated should be asked to help set the guidelines for the planning and
priority setting documents each unit submits to central administra-
tors, i.e., deans or vice presidents. The statistical information to be
collected and used should be agreed upon by participants as well.
Participants should also have a role in deciding the length of the
planning and priority setting process—what date it should begin,
when preliminary documents must be submitted, when preliminary
recommendations from the dean'’s or vice president’s office must be
made, etc. Such a governance process envisages central administra-
tors setting priorities and implementing them. However, academic
units must be able to propose their plans and priorities and present
supporting documentation. Because of the complexity of most
higher education institutions and particularly the fact that multiple
goals and missions are pursued, multiple review mechanisms are
important to build into the planning effort. While central adminis-
trators must have final authority to make decisions, deans and vice
presidents can appoint blue ribbon faculty committees from faculty
assemblies to review and evaluate the planning documents that
come forward. While central administrators may deviate from the
recommendations of the faculty committees, these committees pro-
vide a check on central administrators. And to the extent that the fi-
nal decisions of central administrators follow the recommendations
of the faculty committees, the legitimacy of the decisions is strength-
ened in the eyes of the faculty.

Third, the question of whether to conduct planning and priority set-
ting processes behind closed doors or to provide as much open in-
formation and discussion as possible is always debated at the start of
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such efforts. Openness brings with it negative publicity for any unit
identified as a low priority. There are several arguments, however,
for opting for openness. For example, individual faculty, depart-
ments, and colleges have legal and political avenues of redress avail-
able to them if they can argue that they have not been given due pro-
cess. Indeed, initial recommendations of faculty task forces and
central administrators should be public and preliminary so as to
allow affected units to rebut and reply. Thus, appeal mechanisms
must be put in place to allow units that are affected by tentative
recommendations to respond. After all, the idea behind the new
governance system is to set priorities, focus missions, and imple-
ment choices, not just to create winners and losers. Achieving con-
sensus on sharp, unevenly distributed cuts may sound impossible.
But if the process is well designed, and if participants help design it
and participate under rules developed through wide consultation
among all levels of decisionmaking, the institution may well accept
the results.

In other words, we reject the idea that any one small group of deci-
sionmakers alone can set priorities and reallocate resources in line
with a vision that they have created for the large and highly complex
higher education institution’s organization described in Chapter
Four. Thus, the focus should be on creating the best possible process
by which priorities can be set. Finally, institutions can improve even
while shrinking budgets and cutting back academic programs. If, for
example, the missions of a higher education institution are more
sharply focused, it may be easier to raise outside funds for an attrac-
tively defined set of missions. If at all possible, as well, academic
units should be encouraged to put forward ambitious plans that
would require increased budgets—as well as listing their low priori-
ties.

COROLLARIES

Under the assumption that choices will have to be made and the
across-the-board strategy has outlived its usefulness, a surprising
number of possibly counterintuitive recommendations arise:

1. The planning and priority-setting process should begin with
broad institution-wide reductions, restructuring goals, or new
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missions but not specific targets in mind. Every unit should have
an equal opportunity to “make its case” in the planning and pri-
ority-setting process.

2. There should not be any closed “star” chambers of administra-
tors or faculty task forces charged with carrying out the priority-
setting task.

3. There should be clear goals—based on what the institution is
asked to do, for example, by its board of trustees, the state legis-
lature, or the governor—laid out at the start in terms of the per-
centage of fiscal cuts to be achieved, missions to be clarified, or
new ones to be started.

4. There should be clear timetables agreed to by participants and
adhered to strictly.

5. The central administrators and the governing board of trustees
must agree to accept the set of recommendations and, after ini-
tial recommendations have been refined and changed through
the several steps of the planning process, allow no exceptions.
Because the new governance system produces an institution-
wide set of recommendations, changes for one department or
college will have an impact on other recommendations.

CONCLUSION

If the planning and priority-setting process has been well designed, if
participants help in designing it and participate under the rules de-
veloped through wide consultation among all levels of decisionmak-
ing in the higher education institution, the results are much more
likely to be accepted by members of the institution. The members of
the academic programs most negatively affected by the final recom-
mendations may not agree, but the central administrators and senior
faculty leaders can point to the fairness of the planning and priority-
setting process. Central administrators can then generate or retain
support for the final recommendations from the faculty senates, as-
semblies, councils of deans, and, of course, their own boards of
trustees.

We have illustrated the guidelines with examples from higher educa-
tion institutions. The same guidelines apply, in our view, to postsec-
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ondary systems and states faced with the same necessity to set pri-
orities, focus missions, and implement choices.

Overall, we have argued that there is a growing list of significant
problems that appear to threaten the higher education sector. More
important, from our point of view, is a wholesale set of shifts in the
environment of higher education, changes that place a premium on
the ability of the higher education sector to (re)allocate its resources
effectively. Unfortunately, our preliminary research suggests that the
higher education sector does not allocate resources effectively. A
deeper, more fundamental problem is that the governance system it-
self is inadequate to deal with this changed environment; the current
governance structure does not give higher education leaders the
tools to deal with this changed environment. This puts the research
focus squarely on governance. We do not argue that a redesigned
governance structure will of itself solve the various problems threat-
ening the sector. However, we do argue that a redesigned gover-
nance structure is a necessary condition, i.e., a prerequisite, to deal-
ing with the problems more effectively.

We believe, then, that the focus of research should be on higher edu-
cation’s governance system, how it functions, and how it might be
changed to cope more effectively with the challenges of this new en-
vironment.
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