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The Worldwide Financial Fragility of Higher Educati on

Fragility (at least of the financial kind—which asguably the source of all kinds
of fragility) is the normal, or default, conditiaf both institutions and systemsf higher
education. This chapter will examine some simiksitand differences in this financial
fragility in the United States and in other couedriof the world, as well as some
similarities and differences in the causes of, appropriate policy strategies in response
to, financial fragility of individual institutiongs opposed to the financial fragility of an
entire country or of a US multi-campus public sgste

It is true that some institutions and some systénghe collectivities of public
institutions in some countries) are more finangidiagile than others, and a few
institutions—notably a handful of heavily endowdidleeAmerican private colleges and
universities—are exceptionally financially robugut there is some fragility to the
financial status of almost all other institutiohsaughout the world. Even some very well
endowed institutions are having to pare expensdsstmiggling to maintain revenues,
although great wealth gives an institution wayslbgorb financial difficulties caused by
temporary shortfalls in revenue or unanticipatedes expenditures without jeopardizing
the fundamental mission or character of the institu The truly financially fragile
college or university, by contrast, is the instdat (or in a macro sense, the higher
educational system of a state or country) thatoisstantly on the edge of having to
compromise its chosen mission or fundamental utgtihal character because of the
inability to consistently raise enough revenue leedsenough expenditures—year after
year—to maintain this mission and character.

That financial fragility is the default conditiori most colleges and universities in
the world is not because of pervasive worldwidemaisagement, nor is it because the
governments of the world do not care enough abiwit institutions of higher education,
whether public or private. Rather the fundamendailse is a natural trajectory of costs, or
necessary expenditures, that tends in most yeatsnamost countries to outpace the
natural trajectory of revenues, both for instita8and (even more) for systems. In short,
the underlying tendency toward financial fragility:

* is a worldwide phenomenon (albeit with significatifferences that can better
illuminate financial conditions and solutions inyasingle country);
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» applies to public and private institutions alikdti{augh the underlying reasons
for the shortfalls in revenues for private and pubistitutions are fundamentally
different);

» applies as well as to public institutions and tblmusystems or to the institutions
of entire countries (although some of the solutitihreoretically available at least
to some publignstitutions—such as downsizing, shedding high cost programs, o
attracting a more socio-economically elite ablep&y higher tuition fees—are
almost certainly politically unavailable to entpablic systems);

» applies to higher cost research universities, letite and non-elite as well as to
lower cost non-research, shorter cycle, collegésy hoth elite and non-elite
(although the vulnerabilities as well as the solsi differ considerably);

e is not fundamentally because colleges and univessiare poorly managed
(although many are);

* is not because a country or a state or a proveg@or (although poverty clearly
exacerbates financial fragility, and wealth givepartunities for more thoughtful
changes and long term solutions);

* is dynamic (that is, is not a function of costs aegenues being out of balance at
a point in time, as in a bad year, when revenueg falashort or when there can
be unanticipated surges in expenditures, but rashéynamic—that is, due to the
long run, natural trajectory of costs exceedingltrey run, natural trajectory of
revenues).

A Caveat about International Comparison$

Looking at macro trends even in a single countriyagacherous, and the practice is
even more so in an international perspective. éfilst place, it is necessary to suppress
the temptation to perceive as actually happeniag which one mainly wishes were so:
the all-too-familiar conflation of a generally agce upon reform agenda with a
reasonable prediction of what will actually be,tbe tendency to view asends such
seemingly worldwide developments as increased fmai#on, institutional autonomy,
sector diversification, or a diminishing correlatid®between one’s higher educational
attainment and the circumstances of one’s birthplirbecause these are on the reform
agendas of political leaders, governments, andspated organizations throughout the
world. In short, the fact that most observweest these things to happen, and the fact that
many political and institutional leadesay they are happening still do not make them, in
fact, happening at all (at least not in an extemaind lasting way).

The second danger in a depiction of internatioreids in higher education is the
tendency to see things through a cultural lens @ to see similarity and even
convergence where reality is so much more complex and fredyefil of subtle but
profound differences. For example, | have been hvagcfor years, with fascination, the
halting and deeply-contested steps throughout Eutoward auition fee: part of a shift
in the costs of higher education from an overwheghreliance on the public taxpayer to
costs that areshared (Johnstone 1986, 2003b, 2004). But shared withmhdn the
American context, a tuition fee rests on the bddmesumption of aexpected parental
contribution—at least to the limit of what can reasonably bgeexed through a common,



verifiable test of family financiaineans or need. However, what we in the United States
too often fail to recognize is the peculiarity, esjlly to a Scandinavian, of the
assumption that a college or university undergreedsdudent should be treated as a
financially dependent child rather than thgoung adult that the Swedes consider him or
her to be. The cost of university instruction inaBdinavia is assumed to the
responsibility of the State—and the parent’s raldimished with the high taxe€ost-
sharing to the Swedes, then, does not mean parents facitugtion bill but students
facing the quite considerable costs of living wafsistance neither from the government
nor from their parents but rather with student kafhis is a little different from
Germany, where the costs of instruction are ditiught to be the responsibility of the
state, but the costs of student living are assutndz® the financial responsibility of the
parent, just like in the United States—with the edigegncouragement that the German
child can take his or her parents to family codirthey do not provide this expected
support.

There are other differences, both legal and cultudniversity students in
Continental Europe are generally a year or two rotlan the traditionatollege age
American student. In many countries, they have exhian legal or even a constitutional
right to university admission by virtue of their acaderhigh school diploma: no SATSs,
college applications, “safe schools,” or anxioustsvhy the mailbox in mid-April for the
young German with higbitur from the Gymnasium or the young French women wh
Baccalaureate from her Lycée.

The Australians have further obscured the finanaaponsibilities of the parents
and students by pioneering the device of chargihgten fee which, for most students
and parents, will never be seen nor even consgiqast for, but will be withheld (with
interest) from the students’ paychecks after cotiggiededucted by their employer along
with the deductions for income taxes, health inscea and pension contributions
(Chapman and Ryan 2002). The Scots adopted a sigyisdem, and the English (with
Wales and Northern Ireland not far behind) are dolesl to do likewise in 2006:
replacing the former UK tuition fee—which has alwayeen detested by the politically
active student leadership and their faculty andigraentary allies on the far political
left—with an additional student debt burden. Ipigzling (at least to this American) that
a non means-tested additional loan can be more politically palatable than timeans-
tested tuition fee it will replace (Richards 2002, Johnstone 2003¢)e point is simply
that a system of higher education with underlyimgts very similar to the American
research university is still embedded in a cult@adl political context. The notion of
parents being financially responsible for at les@stne of the costs of their children’s
higher education, at least through the undergraddagree and at least to the extent of
their measured ability to pay—which is viewed byAamerican as entirely appropriate
and equitable—is not necessarily so as viewed bgratountries that we believe in most
respects to be “just like us.”

The Rising Trajectory of Unit Costs

The underlying financial fragility of colleges andiversities is due to the naturally
diverging trajectories—that is, the tendencies otiare—of per-student costs and
available revenues. The upward trajectory of ingtihal unit, or per-student, costs is a
function of two main factord. The first is the labor intensity of the enterpridoth of



teaching and of scholarship. As a consequence,costs in colleges and universities
tend to track wages and salaries, essentially ienezl by the steady substitution of
capital for labor and/or by the outsourcing of proiibn to regions or countries featuring
lower wages, lower taxes, and fewer regulations ¢haracterize the more productive,
capital intensive, goods-producing sectors of tbedveconomy. This is the phenomenon
first identified in the economics literature by Wam Baumal and William Bowen (1966,
Bowen 1968) as characteristic of the so-calfgdductivity immune sectors of the
economy such as live theater, symphony orchessasial welfare agencies—and
education. Because workers in such enterprises {aaulty) typically get the same wage
and salary increases, at least on average, as ithdse capital intensive sectors of the
economy (in which lower labor costs via additionapital or outsourcing produce real
productivity gains and allow unit cost increasedéoless than compensation increases),
the unit cost increases in the labor intenspductivity immune service sectors will
inevitably exceed those in the capital intenspreductivity receptive, goods-producing
sectors. Thus, the unit costs increases in higlecation will, in most years and in most
countries, be above average. Since the rate latior (in any country) is nothing more
than a weighted average of many price increasas,iitevitable that the unit costs in
higher education will rise in normal years fastert the rate of inflation.

Furthermore, if some of these costs are borne itigniuees, then these tuition fees
must also keep up with the unit cost increase @wlfaster than the rate of inflation. If
the share borne by the government does not keetheip,the tuition fee must rise even
faster—considerably above the underlying rate @i&flon—in order to cover both the
tuition’s share of the cost increase and also thesing governmental share of the
increase. And it is important to note that theset @nd tuition price increases are
incurring even under assumptions of no increasemniollment, no new expenditures,
and no new academic programs that cannot be fulhddd by cuts in existing
programs—any of which, if present, would raise tbsts and the prices (i.e. the tuition
fees) even further.

The Perverse Effect of Technology on Higher Educaiin’s Unit Costs

Critics of higher education’s rising costs say thas presumedmmunity from
productivity is not immutable and that the application of nestructional technologies in
teaching and learning—multi-way, distance learnuig the Internet, for example, or
video- and computer-assisted self-paced learningH#dcgield productivity advances if
the professoriate would but allow their introduntiorhere is some truth to view that
faculty all over the world—especially in the morbtee institutions—are notoriously
resistant to the acknowledgment that their teacloimght (or evercan) be made more
efficient, or that money is scarce, or that cutdaoulty or academic programs must
occasionally be made. However, the barriers to drigkducational cost savings from
technology reflect more than a stubborn, Ludditepasition to technology. Indeed,
faculty in the United States and in other advancetlistrial nations where Internet
connectivity is most accessible are voracious usérgomputers, the Internet, and
technologically assisted instruction. But the daaminpressure is not to do what has
always been donmore cheaply, but to teach and conduct research as alwaygobdm
these traditional academic tasketter with technology. Since producing considerably
more (whether of teaching, learning, scholarshipsesvice) for only a little more cost is



clearly an increase in productivity, there can ibi&ldoubt that technology has already
increased the productivity of higher educationaititntions throughout the world, and
little doubt but that this productivity increasendae expected to go on for the foreseeable
future. But with few exceptions, technology ha#l stade colleges and universities more,
not lesscostly.

Markets and the Costs of Higher Education

This commentary on the unit cost enhancing quattytechnology in higher
education is an illustration of the second factmderlying the inflation of higher
educational unit costs, which is the pressure efntlarket. Far from being complacent, as
our critics sometimes claim, higher educational agament (i.e., presidents, deans, and
governing boards) is perpetually dissatisfied wviishshare of the market and its relative
prestige ranking. At the same time, the acadenofepsion as a whole (frequently for
very different reasons) is also constantly lookiiog greater scholarly recognition,
breakthroughs in research, better ways to teachnpaw academic programs. It may be
true that this collective faculty drive for imprawent is sometimes self-aggrandizing and
with insufficient regard for the good of the ingtibn. And it is not clear that society is
necessarily better served by universities all gting to displace one another on some
putative prestige ladder with little or no sensiyivto the public opportunity costs of this
qguest (which may be less revenue for elementaiseocondary education, public health,
public infrastructure, or even tax relief). Neveldss, this market-driven drive for
betterment—for higher rankings, greater scholargspige, a deeper applicant pool, and a
greater market share of top students and researtnacts—is a major reason for the
elite of America’s colleges and universities beihg envy of the academic world. At the
same time, this market-driven competition also esiwup top faculty and administrative
salaries, the institutionally-borne costs of reskarand the expensive amenities that
attract the most sought after students (and tteggris), and thus contributes to the steep
upward trajectory of higher educational costs anthé financial fragility of US colleges
and universities.

Of course, market pressures can be a force forringieosts as well—as markets
tend to do in most of the goods-producing sectdrghe world economy. Increasing
attention to costs and prices can have similaceffesome colleges and universities—at
least serving to moderate unit cost and tuitiomaases to increases closer to, or even
below, the prevailing rate of inflation. Collegesdauniversities can always cut (or
moderate) unit costehen they absolutely must by such techniques as freezing or even
lowering faculty and staff compensation, substitgtcheap part-time faculty (generally
at very low wages) for regular full-time facultyptnreplenishing library and equipment
budgets or fixing all of the leaky roofs, or bydorg a kind of artificial productivity upon
colleges and universities simply by increasing @ag loads and class sizes. Most of
these examples, however, simply yielctheaper higher education—not necessarily a
more productive one. And this has been the case throughout thédwanere public
college and university budgets have simply beendug to the collapse of national
economies or of taxing capacities, or where privatéege and university budgets have
had to be cut similarly due simply to insufficielgmand.

However, the more likely effect of market pressupescolleges and universities
with any semblance of selectivity (that is, withi@us effective demand) is to drive costs



upward, not downward. This is especially true witeredemand considerably outstrips
capacity, where the heavily subsidized price does begin to cover costs (and in
America, this is true even in the very high priggtvate sector), and where the effective
demand—able to pay the tuition fees and sufficierfill the classrooms—is effectively
tuition price inelastic. In this way, the strong and relatively inelasteimand on the part
of most students and parents for the most pressgi(selective) college possible
complements the inclinations of the faculty and naxademic leaders to provide “more
and better,” largely without regard to the oppoitiyicosts of thesdetterments. And so
the college or university will, at least if it ible, provide compensation increases to its
faculty and staff even as it consumes more cospytis such as computing power, library
resources, sophisticated scientific and telecomoatioins equipment, scholarships to
assure the best class, space, and especially shdaoealty that can be lured from other
universities or from outside the academy. Its engts will rise in what the faculty and
the institutional leaders will genuinely believelte a proper and even a noble quest for a
better product, as well as what the market is delimgn(Johnstone 2001).

Rising Enrollments and the Cost Pressures on Coungs or Systems

As if the nearly inexorable pressure on unit, orgtedent, costs were not enough
of a problem for institutions of higher educatitimese cost pressures are magnified at the
level of the country or higher educational systeynircreasing enroliment pressures.
(Just asncreasing cost pressures translates to actuakpenditures only when revenue is
available and the operating budgets and expenditlewels can rise accordingly,
increasing enrollment pressures refers to increasing numbers gpbtential students
academically prepared for, and desiring to entegliege or university, but translates to
increasing enrollments only with sufficient systeapacity and with enough families
who have thgersonal financial wherewithal to afford the requisite tuition fees and costs
of student living. In the United States and mostha rest of the highly industrialized,
high-income countries, increasing enrollment pressdranslate to enrollments because
there is assumed to be sufficient affordable capaduch of the low-income world,
however, suffers from insufficient affordable capac leaving some students
academically prepared, but unable to find a placany affordable public college or
university.

Increasing enroliment pressures are a functiomwf principal phenomena:

1. Increases in the size of the traditional collegd aniversity going age cohort
(i.e. the basic demographics of the country, med#+as in the United States
and the other major English speaking higher edoalisystems—by substantial
net higher educational exportifig

2. Increases in the proportion of this traditional @dhseeking entry into
institutions of higher education (i.e. increasiragtiipation rates).

3. Increases in the numbers of college and univegtyicipants who are beyond
the traditional college-going age but are desir@fiygnd prepared for, entry into
a tertiary institution (in effect, an increase hetsize, or extent, of the relevant
age cohort).



4. Increases in the number of years (or more accyratieé number of courses
taken) of the average college and university stay.

The basic “enrollment drivers” are the first twestédd above: an expanding
participation rate of an underlying expanding agbort. But these two drivers can be
accelerated by expanding lengths of stay andfatilher accelerated by the addition of
adults who were by-passed by higher educationdicgaation when they were young.
The effect of all of these forces on higher edwrsti system costs, particularly in low-
and middle-income countries with historically hidgirth rates and historically low
participation rates, can be explosive as the niyurecreasing trajectory of per-student
costs are greatly accelerated by increasing pexgestof an increasing population
seeking entry to a limited number of higher edws@l institutions.

All of these forces have at least theoretical témiThe most basic limit is
demographic: the birth rate itself, and birth rates/e been declining in much of
Western Europe, Russia, and Japan. Participatitas,réoo, would seem to have a
natural limit, although it is hard to conceive b&tlimit being reached while there are
still—as there are in virtually all countries—paipiation disparities that are associated
with socioeconomic class, gender, ethnicity, orglaage. But the acceleration of
participation in countries where secondary scheolvirtually universal and where
financial assistance removes at least most of ittenéial disincentives to college or
university attendance will assuredly slow, andambination with flat or declining birth
rates, can conceivably—as may well be the caseapan] Russia, and some West
European countries—actually lead to slightly fajlicollege and university enroliments.
But in most of the world, high birth rates are cammrg with increasing higher
educational participation rates to create increpsimrollment pressures.

The increasing level, or amount, of higher educapartaken of by the average
student also contributes to enroliment growth (evéth no increase in the actual
number of students), but this source of growth &lg® limits. The accretion of courses
and degrees is a function of both the increasinguarinand complexity of knowledge
and also of the tendency of professions to enhdrese status (and control competition)
by requiring more education prior to entry. A velifferent sort ofmultiplier effect—
that is, creating additional enrollments from treeme number of students—can be
observed in countries, such as the United States,hiave been experiencing very high
rates of attrition, or wastage, but that are satpwngaged in efforts to lessen the
attrition (or to improve the persistence), the hedieing to increase the effective
enrollment from the same size cohort of enteringesnts.

At the same time, there are countervailing pressarethe European Continent
that would reduce the number of year the averaggest takes to earn a first degree, and
even reduce the average length or extent—and thdeaps the cost—of an acceptable
first degre€. The rise of non-university sectors such as thehFachschulen in
Germany, the HBO in the Netherlands, or the Instituniversitaires de Technologie in
France, as well as the introduction of an earligl@ne d’Etude Universitaires Général
in the French university are all examples of effart the latter half of the Twentieth
Century to shorten the traditional continental Ep@anlong first degree. These efforts
toward shortening at least the first degree hawn lggeatly accelerated by the so-called
Bologna Process, in which the European higher educational mingstezgan in 1997 to



move their higher education systems toward a mavdutarized (i.e. “course credit”)
degree and to replace the traditional long firgirde with a three- or four-year bachelors
followed by a masters degree (European Higher Hotucérea 1999, European Centre
for Higher Education 2005). It is difficult at thisne (2006) to speculate on the probable
effect of these converging phenomena in Europe han tbtal volume of higher
educational instruction —and thus the total systeroountry level—instructional costs.
But it is likely that the net effect in Europe widitill be country- or system-level
enrollment increases and overall increasing sysiasts.

The Faltering Trajectories of Revenues

We have been examining the phenomena of risingehigducational costs: per-
student, or unit, costs in the case of individumtitutions, magnified by the additional
costs of enrollment increases in the case of higédrcational systems (or entire
countries). The other half of the story of pervasikigher educational financial
fragility—in most years and in most countries, amddether for institutions or entire
systems or countries—lies in the faltering trajeeof higher educational revenue.

For example, returning to the venue of the insttutrather than the country or the
multi-campus system, the upward pressure on usitscdoes not mean that all college
and universitybudgets will rise accordingly. In fact, only the most fortate will be able
to find the increased revenue, year-after-yeaméet these pressures. Others will find
the increased revenue—mainly from the state or fnaitron or from both—only in some
years. In other years, these institutions will cemgate either bgeducing the trajectory
of costs—for example, freezing positions, freezing compénsa or simply deferring
expenditures—or replacing missing revenue fromdwimg or drawing on reserves (i.e.,
internal borrowing).

The revenues from which the naturally increasirghér educational costs are to be
paid (whether for the single institution or thetsys) come from five sources:

1) government, or taxpay€rsvia public budgets;

2) students, via their share of any tuitions and fdegnced by part-time
employment, by loans, or by savings;

3) parents, via their share of tuition fees;

4) philanthropists or donors, through current givimghe returns on past giving
in the form of endowment; and

5) purchasers of university goods or services, vieaeh grants, training fees,
facilities rental, or the purchase of medical drevtclinical services.

Only these five—which, together or at least onrage, must increase in step with
the natural increase in total higher educationattso But let us consider the limits on
each of these revenue sources.

1. Governments and taxpayers. Governments everywhere struggle under
escalating burdens of pensions and other socidhmetosts. Electorates in the highly
industrialized countries have been getting moreseorative, particularly in their distaste
for taxation and government spending. Most Wedinopean countries, with their high
social welfare costs, and typically spending frome-third to more than one-half of
national gross domestic products in the public ®edare trying to shift productive



resources to the private sector and to reduce @uidficits to comply with the
requirements of the European Community and the Emme. Russia, the rest of the
countries that have emerged from the former Sdvyrmabn, and the former Communist
countries of Central and Eastern Europe all lalalen the enormous costs of building an
internationally-competitive productive infrastructuand weaning a labor force away
from its deeply rooted dependence on state ensespiand governmental employment.
The United States struggles with an over-consumimgler-saving population that is
unwilling to tax itself for the public benefitsdemands.

Taxation in many countries is also getting techityaaore difficult. Particularly

in the developing and transitional countries, whanaduction and incomes often tend to
be low anyway, the financial challenge to governtmeis how to get a share of

purchasing power when relatively little wealth seetm be getting produced, and when
both businesses and individuals seem to be so ssfotat hiding taxable incomes and
the value of their taxable assets. And even initbalthy highly industrialized countries

with efficient tax systems, the increasing globatiian of the world economy encourages
productive enterprises and wealthy individualslée to countries with lower wages and
lower taxes.

Finally, governments everywhere are contending vpithitically and socially
compelling competing needs for the increasinglyrszgublic dollars. In the United
States these may be health care, pensions, elayemd secondary education, or, in
2006, the hugely expensive wars in Irag and Afgstani and the seemingly endless and
expensive war against international terrorism.hi@ économic and politicaftansitional
worlds in Russia and the other countries emergingfthe former Soviet Union, the
competitors for scarce public revenue include teplacement of decrepit public
infrastructure, unfunded pension obligations, teedfor a workable social safety net,
and the cost of reversing generations of environatetlegradation. In Sub Saharan
Africa, the competition for the extremely scarceblpu dollar is truly formidable and
includes, in addition to the needs listed abovdlipthealth, the old scourge of malaria
and new pandemic of HIV-AIDS, elementary secondadycation, and assistance to a
badly faltering economy. As a result, althoughdbgernment (or taxpayer) will continue
in the developing world to be the principal reverso@irce for public higher education,
most or even all of whatever limited additionaleaue can be squeezed out of the public
treasuries will be absorbed by the need to accomatedtie inevitably expanding higher
educational enrollments, leaving little (or nothirgr worse) to accommodate the rising
unit, or per-student, costs—that is, the aforenosed natural unit cost trajectory—of the
existing university faculty, staff, and facilities.

The problem with public revenue in the United Staie faltering state tax
revenue—which, unlike federal revenue, cannot Ipplsmented by deficits (at least not
for state operations) and which faces voraciouspatitically powerful competitors such
as elementary and secondary education, MedicareMaticaid, and corrections. In
much of the US South, Southwest, and West, theigpaipstems of higher education are
facing severe enrollment pressures stemming framodeaphics and in-migration on top
of increasing the public college and university tuoost trajectories. Still another
competitor for the already limited public revenndhe United States is the persistent call
in many states (as well as at the federal level}dn cuts. This call—in spite of the fact



that the US average tax burden is the lightest Iofost any higher industrialized

country—is in part a reflection of the swing towanalitical conservatism in the US that
began in the mid 1990s. Along with calls for taxscand smaller public sectors in

general, the 80s and 90s also saw increasing \siepticism about public higher

education and an increasing disinclination towardtinuing annual budget increases at
rates in excessive of the rate of inflation.

Adding to the political vulnerability of public hingr education in the United
States, a US multi-campus public system is oneneflarger items in the typical state
operating budget, but the system frequently ladies passionate political affection
associated, for example, with a state flagship ensity or with state assistance to local
schools, and so presents a vulnerable target m d¢instate fiscal stress (which is most of
the time!). That is, a single entry in the annuatiget of a state college or university
system can carry an effective cut (depending orsibe of the state and the system) of
millions or tens of millions of dollars. In additipas state multi campus systems have
been seeking, and generally getting, greater expugachutonomy—that is, the ability to
allocate and reallocate whatever money they ulefgaget from the state governor and
legislature—governors and legislators become pally insulated from the
consequences of the budget cuts (that is, ablbeitbtse blame for any specific budget
cut on to the system head or the system goverroagd.

In the end, although state tax revenues will cagim the United States as in
other countries to be the most important singlee@@wf public college and university
revenue covering the costs of instruction (i.e.l@dog research and clinical and
auxiliary operations), it is a source that will, nmost years, fail keep pace with higher
education’s rising cost pressures, therefore rewuisupplementation from non-tax
sources, or expenditure cuts.

2. Students. The student as a revenue source for a share afasts of higher
education requires either (or both) accessible-fpad jobs for young people (abundant
in the United States, but not so in most other ttes) or generally available student
loans (also abundant in the United States as vgelh&anada, Japan, Australia, New
Zealand, the UK, the Netherlands, South Africa,n8a@avia, and many other countries),
but not so as of 2006 in e.g. France, Italy, Rydsdia, or most of the other countries in
Africa.” A student loan program with a substantial recovete—meaning minimal
subsidization and low defaults—gives young pershiesability to invest in their own
futures and can provide revenue to higher educdhah in absence of the borrowing,
would presumably not be there at all. With the weitle spread of cost-sharing
stemming from the increasing inability of governnseand taxpayers to assume all of the
costs of higher education, the ability of studewotdear a portion of these costs, but to
defer actual payment until they are out of the arsity and earning income (and
presumably a higher income than they would haven le@ening in the absence of their
higher education), both enables participation thaght be impossible in the absence of
the borrowing and also provides a third sourceeskenue to supplement contributions
from governments / taxpayers and parents.

Borrowing is particularly necessary in the abserfe (or to supplement
insufficient) parental contributions. This lack siifficient parental contribution may be
the obvious consequence of low family income, ortleg parent’s disinclination to
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provide further financial support, or of the stutierdisinclination to be financially
dependent on his or her parents—all of which remswa more compelling the older the
student and/or the more advanced the degree. @r,the Nordic countries, the absence
of any officially expected parental contribution e prevailing socio-political norm
along with the inability of the government to prdeifull cost-of-living subsidies in
addition to free higher education for all studeneiguires the costs of student living to be
born by the students themselves through borrovinally, the family may be given the
option of a deferred contribution from the studghat is, a loan) or an up-front payment
by the parent, as is provided in Australia, Newl@ed, and as of 2006, the UK.

There is a large literature on student loan progréwioodhall 2002, Johnstone
2005a). For the point of this chapter, which isdmcument the financial fragility of
higher education worldwide, student loans are laotlessential as well as a problematic
source of revenue. They are essential in that tagyat least potentially provide much
needed supplementary revenue for the institutisnwell as for student living expenses.
But they are problematic both in their general i unpopularity and in their
unreliability in many countries as a substantiatl @onsistent source of revenue. The
unreliability as an income source comes from thessential properties of student
borrowing: (1) the high risk of default (exacerlthtey the absence of collateral), (2) the
inherently costly nature of small loans that regumng repayment periods and high
administrative expenses; and (3) the tendency of m&ny governments—for political
purposes— to build in insufficient interest charg@gover the true initial cost of money
even if defaults are contained. In fact, only thaeited States and Canada have
sufficiently minimal subsidization and sufficientlpw default rates that their student
loan programs provide a substantial true recovate. r

In short, students will almost certainly grow ingartance as a source of revenue
for both instructional and necessary living cobiswever, a likely growing political and
practical resistance to the very high debt loadd #re emerging in countries like the
United States, Canada, Sweden, and Japan, wherewoog is a real source of non-
governmental revenue for the rising costs of higbéucation, and the political and
technical difficulties that most low- and middlesome and transitional countries have
experienced in obtaining a decent recovery ratdgbly mean that the student as a
source of higher educational revenue, while imparéand not likely to become any less
so, is also not likely to lessen significantly tfieancial fragility of colleges and
universities worldwide. In the United States, whdbe student share of higher
educational instructional costs is arguable théndsg of any country in the world, the
currently high debt loads plus the extent of pamiet (and even full-time) employment
may be nearing a limit: not likely to diminish, bogither able to absorb a significant
additional share of higher education’s rising instional costs.

3. Parents. Parents as an effective revenue source for colsegk university
expenditures vary in significance by country, padtcording to prevailing levels of
personal, or per-capita, income, but more so btuceiland tradition, often enshrined in
framework laws or even in constitutions that eitlpermit, constrain, or forbid the
charging of tuition fees (Marcucci and Johnston@30Within some of the high income
/highly industrialized countries of the OECD world,s assumed that parents have an
obligation—in so far as they have the means—to rdmute towards the higher
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educational expenses of their children, includimghbthe necessary living expenses of
lodging and food (frequently by keeping the college dependent child at home) as well
as whatever portion of underlying instructional tsoare to be borne by tuition fees.
However, tuition fees are significant (i.e. in tfaage of 25 to 35 percent of per-student
public undergraduate instructional costs) only iartN America and Japan, albeit of a
lesser but slowly growing importance in a few Ewap countries. But officially
expected parental contributions toward the undeglyosts of instruction are still very
low or non-existent in most of Europe. Parentseagected to cover only the food and
lodging costs in Germany and France (although mstrdents in France live at home),
but parents in Scandinavia are officially respolesiior neither the costs of instruction
(that is, no tuition fees) nor the costs of studesg (borne by the students themselves
via loans). Higher education is still supposedeadfpee” in Russia and most of the newly
independent states of the former Soviet Union a#i a& the formerly Communist
countries of Central and Eastern Europe. Howevecabse there is not sufficient tax
revenue—and because there are huge competing dsrmarttie little revenue that there
is—governments in these countries have found aholep thedual tuition policy,
whereby a limited number of spaces are designaegoaernment-sponsored, or tuition
free, are allocated by competitive entrance exanasthe rest of the spaces opened to
fee-paying omprivately sponsored students—all the while permitting the governmaiitit s
to claim to be complying with the law and providinigher education free-of-charfje.

In the Unites States, while rising tuitions havedrae a widespread concern and
a growing political issue, the continuing strongnd@d—at least on the part of parents in
the upper half of the US family income distributiefor much more expensive private
higher education in spite of an abundance of lowared, equivalent quality public
alternatives suggests that parents will continuédaa strong partner in the sharing of
higher educational costs. However, even in the ddntates where parents are used to
bearing a heavy cost for their dependent childremmdergraduate degrees, the costs of
student living—that is, lodging, food, clothing, tertainment, transportation, and
incidentals—are already in the range of $8,0001®,800 a year for students who live
away from homebefore any tuition or fees, leaving limited capacity in most families for
any substantially increased parental contributidim& concern on the part of most higher
education policy analysts in the United Statesas for the relatively affluent family,
whose ability to pay a substantial tuition fee tbeir children’s college or university
seems (quite inelastic, but rather is for the middlewer-middle, and lower
socioeconomic families, whose inability to meet tiseng costs of both tuition fees plus
the other costs of student living seems to be dmrting to excessive student borrowing,
excessive student employment, and either unwillesgror inability to attend the college
of their choice.

4. Other Revenue Sources. In countries that are suffering from the faltering
revenues of governments or taxpayers and thatlsodiading little reliable fiscal relief
from tuition fees (whetheup-front from parents ordeferred, from students), it is
tempting to try to close the revenue gap through ghle of university services and
products: that is, to seek corporations, foundati@md government agencies that might
purchase research through grants and contracisidodls and insurance companies that
might purchase medical services and hospital car&dividuals and corporations that
might purchase special training in return for tuitifees. These sources in the wealthy
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countries account for considerable revenue, paatigufor larger research universities,
and especially for those with academic medical emsnt But where such volumes of
revenue are forthcoming, the universities earninghsrevenue are also incurring
enormous additional costs from the activities tbaherate the revenue from grants,
clinical services, and special classes. Moreovas not clear that these entrepreneurial
activities will be able to generate enough of dédditional revenue that is needed to help
cover the escalating costs of those parts of theetsity that do not bring in much, if
any, of their own non-governmental revenue. Alsbilgmthropy, while of enormous
importance to many (by no means to all) US collemy@s universities, both private and
public, requires not only great (and unevenly thstied) wealth and favorable tax laws,
but requires a tradition and a culture of givingttis simply not present in most other
countries of the world—especially in the parts loé tvorld where higher education has
for so long been thought to be the fiscal respolityitof governments and taxpayers
(Johnstone 2005d). Thus, all of the other-than-guwental revenue sources are also
constrained. While cost-sharing—that is, the sbiifthe higher educational cost burden
increasingly to parents and students—as well akmhropy and the entrepreneurial
activities of colleges and universities are on ierease in almost all countries, the
worldwide trajectory of higher eduction revenue—ifioost colleges and universities, and
for most multi-campus systems as well as for moational higher educational
ministries—is likely to remain at best barely sci#nt (and more frequently decidedly
insufficient) to meet the combination of high amgng per-student costs plus the costs of
expanding enrollments.

Governmental Policies and the Financial Fortunes
of Public Colleges or Universities.

The financial effect of system- or country-wide @hment pressures upon public
colleges and universities depends mainly on theegetp which increasing enrollments
will also bring increasing revenue—either from thiate, as in full-time equivalent
enrollment (FTE) driven budgets or from tuition $eesufficient to cover at least all of
the additional, or marginal, operating costs of #uslitional enrollment3.From an
international perspective, this relationship bemveacreasing enroliments and
increasing net revenue to public institutions delsean two political decisions of the
relevant government (whether a national or fedgoakernment, or the government of a
state or province): (1) to charge or to increase-teorallow the public college or
university itself to charge or to increase—a tuitiee sufficient to cover the marginal
costs of expanded enrollments; or (2) to increasete-ail to increase—the underlying
tax-originated revenue to the operating instruetidrudget more or less proportionally
to the increase in enrollments. Much of what thiepter has claimed to be the
underlying default condition of financial fragilityf public higher education throughout
the world is due to one or more of the followingrgmmental actions (or inactions) with
respect to the connection between expanding enealisrand revenue:

» a failure to increase governmental revenues in g@tam to the underlying
per-student, and/or total institutional cost ineseaof the expanding
enrollment (common in US public colleges and ursites s well as
institutions throughout the world);
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» a failure of government to allow institutions toache a tuition fee at all (e.g.
as in most of Europe, Africa, and in much of therfer Communist world) or
to allow a tuition fee increase commensurate withlegitimately underlying
cost increases (common in US states in responssat®r imagined political
pressures against tuition increases—frequentlyl thndi pressure to allow an
increase gets too great, then followed by a vaigelaingle year increase that
causes considerable student hardship);

» allowing a tuition increase but decreasing the gowental appropriations
commensurately; and

* an insistence by government that institutional @kéments be increased even
in the absence of the requisite additional res@receaccommodate them (e.g.
as in the continental European universities whemeeusity admission is an
entitlement to all academic secondary school gradja

The impact of government on the financial conditioih public colleges and
universities is not limited to the effect on thajéctories of revenue. Governments can
also be responsible both for some of the cost pressas well as some of the constraints
on the ability of the college or university to déalthe most effective fashion with a
cost-revenue squeeze. For example, the abilitheotollege or university administration
to shed staff in low priority areas is limited nwmierely by the traditional academic
tradition of tenure, but frequently by far moretrigsive civil service-type laws that
guarantee job security to all staff—academic and-aademic—even without the
extensive probationary periods and rigorous seliéggttommon in most US colleges and
universities for the granting of tenure. Other |laamsl regulations, prevalent in states like
New York where public universities are not publarmorations but are more akin to
state agencies, may limit the ability of collegeuaiversity management from executing
contracts, transferring or carrying forward unspdémhds, or making appropriate
investments in (i.e. borrowing for) new academintuees (Johnstone 1999).

Faculty and staff throughout much of the world l@iing in some US states
such as New York) are civil servants, frequentlwezed by extremely expensive
pension and benefit arrangements that have beestagirefrom governments by
politically powerful public unions. If the faculgnd staff are the equivalent of US Civil
Service, their compensation and sometimes evenstamd conditions of employment
may be established not by the university but bygtnernment (of the country or of the
state or province) with little regard for the alyilof the institution’s budget to cover the
costs and to leave some available funds for esdamin-personnel expenses such as
equipment, facilities maintenance, library expemdi$, assistance to students and the
like.

In short, while a fundamental cause of the findndragility of higher
educational institutions in the US and other cdestris insufficient revenue (or
insufficiently increasing revenue) from governments or taxpayers, this fragilityalso
worsened (again, in very many countries) by govemtad policies that constrain
colleges and universities from helping themsel¥és hopeful significance of this point
is that there are essentially costless solutionthése problems or limitations: that is,
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policy solutions that do not take away revenuemfagher appropriately higher priority
public needs.

The Relative Financial Strength of the US Public Céege or University

Having made the point that financial fragilityesdemic to all or most colleges
and universities in the world, including those e tUnited States, let us now look to
some of the factors that make the US (public) gelland university—in spite of all of
the aforementioned financial strains—generally nforancially robust than colleges and
universities in other countriéd There are five special factors that make them so:

1. Substantial and continuing levels of tuition support

No country in the world comes close to matchingliméed States in the amount of
tuition fee revenue that is collected for its pahlniversities—successfully, consistently,
and with relatively little political dissent. In éhlatest year for which the US National
Center for Education Statistics higher educatidmancial data were available, which is
1999-2000, US public research universities colld&¢tations and fees in excess of $15.5
billion—a figure that, in light of the substantialition increases of recent years, is
probably in 2006 in the neighborhood of $20 billi@dational Center for Education
Statistics 2002, Table 334). According to the ahmal of the College Board, the
average tuition and fees at public four-year ca@tegnd universities in 2004 was $5132,
and the average of the public research universimdd have been considerably higher
(The College Board 2004).

Three factors, in turn, contribute to this quitéraardinary level of tuition fees in
the US public sector. The first is simply the wiplesad cultural acceptance by parents of
the appropriateness of contributing to the costgheir children’s higher education,
including contributions to the costs of instructiginat is, tuition fees) in amounts ranging
from a low of around 25 percent to a high of nedf@ypercent of actual per-student costs
of instruction for in-state undergraduate studeftgsublic colleges and universities. This
acceptance is in part due to the dominant histaie played by the largely tuition-
dependent private higher education sector in théednrStates: that is, many parents
either paid themselves—or their parents paid—fprigate higher education, or at least
know someone who has paid, such that even if theycacomplain about the high and
rising cost of tuition in what used to be a verw ltition public college or university,
most parents of public college or university studdrelieve themselves to be fortunate to
be getting a quality higher education for theirldt@n at far less cost than their neighbor
may be paying for private tuition.

The second factor enabling such high public tuiiees (at least relative to other
countries) is the existence of an extensive andesstul system of need-based grants and
generally available student loans totaling in tl3204 academic year some $114.5
billion—most of it need-based (The College Boardd£0 This extensive financial
assistance reinforces the belief that all youngpfeeotherwise prepared for a higher
education should be able to attend some publiegeleven if their parents are unable to
afford any financial support.

A third factor allowing the ready acceptance of lpulsector tuition fees in the
United States when they are such a politibald rail in many other countries is the fact
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that public higher education in the United statethe province of the fifty states rather
than the federal government. This tends to keepsthee of tuition fees—as politically
volatile as it may seem to be to some Americans-ergwsgly off of the national political
table (as opposed, for example, to such mattersatisnal health insurance, social
security or a federal minimum wage). For that sae®son, and reinforcing the relative
de-politicization of the tuition fee issue, ther@shever developed in the United States
the kind of politically influential national studemnion typical of the UK and other
European countries for which matters of tuitionsfeee the dominate issue and can even
come to dominate the national political agendas.

2. Philanthropic support

A second factor for the relative financial strength the US public higher
educational institution is the relatively new anuitg extraordinary strength qdublic
university philanthropic support (Johnstone 2005d). US higher education receivecesom
$23.9 billion of philanthropic support in fiscal @8 What is especially significant to the
relative financial health of the US public sectsr that more and more of these
philanthropic dollars is going to public collegexiauniversities. For example, nine of the
top twenty university recipients were public unsiges or public university systems.
Furthermore, there were in 2004 some 24 multi-yesgital campaigns with goals in
excess of one billion dollars, 13 of which wergoablic universities or systems. Finally,
of the 39 institutions of higher education in theited States with endowments in excess
of 1 billion, eleven of these endowments are heldpbblic universities or university
systems

3. Governmentally funded research

A third factor accounting for the relative finaakcstrength of American higher
education—particularly the public (and private)e@h university—is the support of
basic governmentally funded reseatbhough universities rather than through stand-
alone research ingtitutes. The channeling of most governmentally supportedid
research in the United States thorough universitiiger than through the kind of stand-
alone research institutes found in, say, FranCent(e National de Recherche
Sientifique), Germany (Théviax Plank Institutes), or Russia (thécademies of Science)
has been an extraordinary source of financial gtreto US research universities, both
public and private. The granting of most of thipport through limited term, peer
reviewed grants has almost certainly sharpened ptioeluctivity of US university
researchers. And the policy of awarding full indtreosts, while adding to governmental
costs, has made all universities financially ableampete on a level playing field and is
the major reason for the competitive success obitBerivate research university.

4. Cost-effective pedagogy

A fourth feature that contributes to the relativéceency of American colleges
and universities—and thus to their relative finahaiobustness—is generally cost-
effective pedagogy. This assertion is contrary at least to the cotiveal wisdom of
American politicians and journalists, who more gailg portray the US colleges and
universities, public and private alike, as anythimuy cost-effective. In further support of
the contrary notion, the American institutions biernational comparison spend lavishly.
However, much of that which seems lavish in congmerito colleges and universities
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elsewhere is in the arena of student servicesestuaktivities, advising and counseling
centers, intramural and intercollegiate athletiacgsidential campuses, and (by
international standards) well maintained buildingdost US faculty, and especially
university faculty, are paid well (again by intetinaal standards) in part because
American colleges and universities are intenselypnpetitive, and compete in part by
salary offers—impossible in countries with natiosalary scales.

But the assertion of the relative US instructioocast-effectiveness refers mainly to
the fundamental underlying production function die ttypical American research
university: essentially the combined scholarly aedagogical output or effectiveness per
faculty member. Thecholarly cost effectiveness of the US public research usityeis
high in part because of relative rigor of the prdioo and tenure policies and the
competitiveness of the top American universitiaghlig and private. Thenstructional
cost-effectiveness is due to several factors treafaund in most American colleges and
universities and only to a lesser extent, if fowtdall, in institutions elsewhere. These
include:

» the undergraduate teaching mode in most large tsii\es of the large lecture
supported by smaller discussion sessions led ugta teaching assistants;

» the requirements of papers and other independdarfailassroom learning
assignments that encourage substantial self legrnin

» the bachelors degree being awarded on the basiscoéssful passage of 30 to
40 or more course modules, which in contrast tostiiieprevailing (although
waning) European system keeps students workingugfmaut the semester
instead of merely cramming for year-end examinatiamd

* the resulting institutional mobility of the US strd which, in combination
with the fierce competition for the “best” studentsotivates the American
public research university to attract and retairenevheir undergraduate
students in a way not found in the European unityers

It is true that both faculty loads and student Fgcuatios are higher and
compensation generally lower in colleges and usities outside the United States—
which to some suggest a high level of efficiencgwdver, while it is possible to label a
Russian or an Italian or Spanish university “prddu on the basis of very high student
faculty ratios, such universities are not necebsattily efficient based on the amount and
quality of scholarship and learning per faculty nbem Thus, in spite of the popular and
political misconception of public universities astlb ineffective and inefficient, it is at
least arguable-based on real scholarship and learning added—that the US public
research university is more pedagogically costetiffe than it is generally given
political credit for, and more able than most agle and universities elsewhere in the
world to withstand the inerrant financial fragilitiyat we have portrayed in this chapter.

5. Sector diversity and the viability of non-university options

A fifth and final feature of US higher education-isthtime of the American
higher educationadystem—that contributes to its financial strength relatto systems in
other countries is its relative sector balance:csigally the extent of academically
attractive but significantly lower cost collegiate (or non-university) alternatives to the
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high cost research university. One of the cost drivers in most countries is tiggstence of
virtually all students on direct entry from seconydachool into the high cost research
university (in spite of the efforts in some couatrito channel some students into less
costly non-university alternatives). This insistermn university entry is especially the
case with academically ambitious students who edpiradvanced degrees or entry into
one of the elite professions such as law or medickarticularly in the European
Continental model, students desiring law or medicifor example, or a Ph.D. in a
discipline have no realistic option other than indilaée entry after secondary school into
a research university, with all of the attendant-giadent cost pressures. Other than
France, where the Grandes Ecoles are fully resplec{@lthough no less expensive)
alternatives to the university for the most acadafiy talented secondary school
graduates, in no country other than the UnitedeStdbes the academically talented and
ambitious student have good non-university altéveat

Although not contrived for the express purpose ailitating a less costly
alternative, one of the most distinctive featurésAmerican higher education is the
nearly total separation of the undergraduate backeldegree from graduate and
advanced professional degrees. Only in American,tfean the most academically
talented and ambitious secondary school studenin betga non-university institution
(admittedly, frequently at an academically elitdlexge) and still aspire to an academic
program and a career in medicine, law, businestheoacademy itself. It is even possible
in the United States to enter a minimally selectwe- or four-year college—at great
financial savings both to the family and to thepayer—and transfer after several
academically successful years to a research urltiverss an upper division
undergraduate, or to a more prestigious baccaltuoediege and then to a university for
graduate or advanced professional work. Thus, aithdJS colleges and universities are
very aware of their place in the myriad of insitaal rankings, and while institutions
and individual faculty almost always aspire to bad especially aspire to be perceived
by others to be) a little more academic and schgltris does not mean that most four-
year colleges expect or even necessarily wantyaastorm themselves into research
universities. In fact, whilecademic drift will always be present and needs always to be
curbed, the United states may have one of the msstutionally and sectorally diverse
systems of higher education in the world. And te focus of this section, this sector
diversity clearly takes some of the enrollment pogs—and in so doing a good deal of
financial pressure—off of the most costly form agtrer education, which is the research
university.

Lessons for US Higher Educational Leaders Coping \h Financial Fragility

This chapter has examined the endemic financiagjility of colleges and
universities through two lenses. This first hasrbape international perspective, seeking
insight from an examination of the financial coms and trends of colleges and
universities elsewhere in the world. The second lteen the dual perspective of the
ingtitution and thesystem, with multi campus systems—not unlike entire comst—
facing different and sometimes even conflictingljpeons as well as different policy tools
than single institutions. Many of the system proide stem from the need to
accommodate increasing system- or country-widellemeats and the need to balance a
number of conflicting pressures (including politigaressures) such as institutional

18



autonomy versus system integrity, or the instingicneed for robust and consistent cost-
sharing versus the political and social need taaoé more equitable higher educational
participation.

Although the topic is large and complex, and altffo the ambitions of this
chapter are undoubtedly overreaching, a few lessoregge from these two perspectives
and provide the pretext for a summary. We presaunt f

1. Tuition fees. The critical importance afost-sharing, or of other-than-governmental-
revenue: in particular of a consistent stream of depenglahlition revenue.
Obviously, tuition fees must remain the principalice of revenue in the private
sector. However, particularly in light of the faltey reliability of governmental
revenue, tuition fees can be just as importantlgast at the margin) in higher
education’s public sectors. What is most importarthe maintenance of institutional
financial viability is less the level of the tuitidee or even the aggregate amount of
net tuition fee revenue at any particular pointtime, but rather that the fee be
allowed to increase over time in accord with theessary and inevitably increasing
costs. A tuition fee that is frozen—most often &irictly political reasons—can
seriously aggravate the financial fragility of dlege or university.

2. Cost-side solutions: While we have portrayed financial fragility as tlaefault
condition of most colleges and universities worldeyi and while we have stressed
the paramount need to buttresses what we have ddaftering revenue trajectories,
and while the alternative cost-side solutions (ngftrestructuring and reallocating)
remain painful and unpopular, theswst-side solutions must nonetheless remain very
much on the policy table of ministries and multrgaus systems. Fond hopes for
increased revenues from philanthropy, sponsoreshrel, and additional enrollments
of tuition-paying undergraduates may be the rigigirations—and they are all more
pleasant to “lay upon the institutional planningléa” But they are all problematic
for the majority of colleges and universities, paland private, in the United States
and worldwide. As difficult as the cost-side sabas may be, some (and in some
instances most) of the cost-revenue gap for mostitutions must come from
reallocation and selective cuts. And system or siiipileadership must take the lead.

3. The access agenda: The agenda of widening participation and promotmgher
educational access among populations hitherto weyi®sented (the poor, the rural,
the ethnic and linguistic minorities, and women)aris agenda that requires system
advocacy and oversight. In spite of the widespréacderican perception of the
academy as liberal, or politically left (which isy-Bnd-large true), universities
worldwide are highly meritocratic and frequentlyt meell suited to provide the kind
of tertiary-level education wanted and needed bystmgouth. System-level
leadership—either in the US form of academic lead#rosen by system governing
boards, or in the more prevalent worldwide formhmfher educational ministers and
their staffs—must carry much of the responsibility advocate for the requisite
resources and to execute the appropriate policiépeograms of an access agenda.

4. Institutional diversification: System or ministerial leadership must curb the
inclinations of college and university leaders [lmiing faculty leadership) to
compete for places only on the dual hierarchy dfokrly prestige and student
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selectivity. There must be room for excellence tren—less costly—dimensions of
quality such as teaching, student retention, conitywservice, professional growth,
and the like.

In summary, financial fragility might be higher exdtion’s default condition. But this
does not mean the condition is without solutions.
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Notes

! gystems refers to sets of institutions—as in the Ameripablic multi campus systems (e.qg. the University
of California System or the Minnesota State Colleggtem) or the collective public institutions aftate

or a country that are governed by an agency omistry with objectives that transcend the welfafary
single institution (e.g. the need to accommodateenstudents, or to present a particular array aflamic
programs that a single institution might not neaggschoose).

2 The section is taken mainly from Johnstone (2005e)

® Theunits referred to irunit costs are most commonly thought of, at least in the &thtates, agudent
credit hours, even though these are clearly not true outputgjyets, and furthermore the costs per credit
hour will vary enormously by institution, discipénlevel, and course. Howevetydent credit hours,

unlike higher education’s true products, are ungunbiisly measured, and these measures also corcespon
closely to the ways that the principal revenue sesiof tuition fees and state assistance are dispefihe
realunits of higher educational output, of course, are umiitearning or of scholarly product, but these
lack the easy and unambiguous metric of the stuctextit hour (or its derivative, tHall time equivalent
student). See Johnstone (2001, 2003a).

* A net export balance in higher education meanistifgacountry receives many more students from
outside the country than it send abroad. The US, Ali§tralia, Canada, and New Zealand are all among
the top exporters of higher education in the world.

® While shortening the length of the first degregimireasonably be thought to lessen costs, inalentr
Europe where the first degree has traditionallgtethe longest (e.g., Germany, Austria, Italy),fbe
student instructional costs have actually beenptiaeally low because of extreme overcrowding, very
large classes, and the absence of any signifitadést—faculty interaction—and the consequent tfzet

so many of the students simply do not attend ctasgeus, the move to a shorter first degree, irciwvhi
classes or courses in the US parlance become significant, may judika$y to increase instructional costs

in spite of the theoretically shorter period oftinstion.

® Taxes can be direct, as on personal income s salgroperty (and so directly felt by the taxpayer
indirect, as on business and ultimately passe® @edple via higher prices. Either way, the purittas
power passes from the general citizen to the gowent. In a very similar way, a government can
effectively acquire purchasing power by the prigtaf money—which similarly confiscates the purchgsi
power of the people, but via a deficit-inducedatifin rather than a direct or indirect taxatione Tbost-
sharing” construct embraces all of these mechanisrdsr the rubricgovernment or taxpayer.

’ Student loan programs exist in some form in mbaa 50 countries, but most of these aregenerally
available: that is, available to students without co-sigriator other tests of credit worthiness.
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8 There are obvious equity problems in a systempitmtides free higher education to a relatively kma
number of potential students who score the highestn entrance examination, and requires tuitien fe
from all the rest—particularly in the absence obimgtested grants and generally available loans.

® We are concerned in this section mainly with pubblleges and universities as the private ingtitist of
higher education—while certainly frequently finaalty fragile—are so mainly because the demand for
their relatively high-priced product is insufficiemn turn, this is mainly because of demographies(
relatively low birth rate of the upper-middle angper socio-economic classes compounded by incigasin
competition from increasingly upscale public codsgnd universities.

2 Wwhile this chapter and this book are concernededswith financially fragileprivate colleges and
universities—and while there are increasing numbétkese in other countries, the policy connediisn
easier to draw with regard to public colleges anidersities.

! Statistics in this section are from The CoundilAid to Education as reported in Taronicle of

Higher Education (various dates) and further reported in Johns{@ae5d).
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