Preface

It is not enough that we do our best; sometimes we have to do what's
required.
—Winston Churchill

With combined experience of almost fifty years as academic leaders in four
different public university systems, we have participated in periods of state
budget shortfalls, university cost-cutting exercises, and debate over the social
and private returns from higher education and who should pay. This collec-
tive experience includes positions as interim president, dean of social and be-
havioral sciences, and long-time deanships of schools of business. While both
of us are trained as economists, that orientation has been tempered by our
observations of complex human behavior within organizations.

One impetus for writing this book comes from our knowledge of how
business schools have evolved over the past two decades in response to a dra-
matically shifting environment. We have witnessed many changes in instruc-
tion and research and, especially;, in sustaining financial models. Business
schools have been magnets for students willing to pay for their education,
and that has led to declines, if not reversals, in their public support. Alumni
are interested in giving back, and corporate donors are generous with their
time and money. Business schools and several other programs have be-
come externally focused, increasingly entrepreneurial, and financially self-
sustaining. Success is both shaped by and limited by competition, by the con-
tinued review and assessment of professional organizations, and by media
rankings against aggressive groups of peers.

Fethke’s experience as interim president at the University of Iowa (UI)

provided a strategic view of university’s enterprises, including athletics and
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hospitals, which are independent financial entities that weigh prominently
in the strategies of major public universities. In their incentive and operating
structures, these enterprises overlap with well-run private companies. It be-
came apparent to both of us that the features of competition, consumer focus,
and accountability to donors and alumni that now define business schools
and some enterprises provide insights that can be applied more broadly in
public universities. Not all things apply, but many do.

The academic core of major public universities, which includes liberal arts,
the humanities, and the basic sciences, has suffered with a decline in public
support and the associated need to accommodate more students, who are often
not well prepared. The cuts deriving from the Great Recession, which began
in 2008, continue to wreak havoc on the budgets of subsidized academic pro-
grams. These cuts are not temporary; rather, they portend the extinction of the
low-tuition—high-subsidy financing model that has been the backbone of pub-
lic higher education for over a century. While tuition revenue has increased
to partially close the gap left by reduced public support, it cannot increase by
enough to offset the reduction; as a result, universities can no longer sustain
the array of cross-subsidies that prop up the high-cost-low-revenue programs.

Things have to change. “Wasteful” spending can be reduced, there is
room for further tuition increases, and some programs can be eliminated.
Responses such as these are routinely seen in private business and, indeed, in
some areas of public universities. Change in response to environmental fac-
tors does not come readily in higher education, which is a culture based on
preservation of agendas and equitable treatment for all; it is not a culture that
embraces enhanced efficiency.

We decided to assess the issues and make suggestions for responding to
permanent lower public support predicated on our interests and experiences
in administration, applied economics, and business strategy. In this book,
we examine how public universities, which have been protected by exclusive
franchises, low tuitions, and subsidized access, can survive, if not thrive, in an
environment where these protective mechanisms are eroding. Accepting the
new reality is a necessary first step, and we encourage greater acceptance of
the changes that are occurring.

However, what we suggest requires not marginal but, rather, transfor-
mational realignment of practices and processes. The necessary adjustments
involve changes in the way value is measured, incentives are structured, bud-

gets are allocated, and universities are organized and governed. Attention will
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have to be refocused away from the preferences of internal constituencies,
including faculty and administrators, and toward those of external constit-
uencies, especially students, taxpayers, and donors. Greater emphasis needs
to be placed on financial viability and innovative, market-responsive solu-
tions. Recognizing that rising enrollments and higher quality will cost more
and that those objectives will compete with one another requires strategic
attention. Policies for determining both tuition and academic and research
quality need to be based on the willingness of students and taxpayers to pay
and on the university’s cost structure. Unfunded research and programs will
continue to exist, with some acquiring and retaining distinction, but only if
subsidized programs are complemented by revenue-generating programs and
they are aligned with the positioning strategy of the university.

Our intended audience includes university administrators and faculty,
legislators, members of university governing and advisory boards, research-
ers and students of higher education, and interested business executives. We
attempt to develop a context-rich discussion of issues using the prospective
of economics and modern strategic and competitive analysis. We illustrate
issues as much as possible using numerical examples and supporting data.
The analytical models underlying our analysis are developed in chapter ap-

pendices, endnotes, and references.

Organization of the Book

We first provide a historical overview of the erosion of state support and the
mostly tactical adjustments that have been made by public universities. We
then characterize the future environment and develop a roadmap for a suc-
cessful move to greater self-sufficiency, especially as universities adopt a strat-
egy of higher tuition, lower subsidy, and higher financial aid. We examine aca-
demic culture and impediments to change, and argue that an initial step in
the process is accepting that the subsidy is permanently reduced. We develop a
series of recommendations for university leadership based on how universities
add value and can protect quality, how tuition and quality might be deter-
mined, and how resources can be better allocated across large complex entities.

Within public universities there are programs that already adhere to mar-
ket forces and seek greater efficiency and financial viability. Most of these
are “enterprises” that are not part of the academic core, but there are also

academic programs that have attained financial viability without sacrificing
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quality and research productivity. These “public-no-more” programs pro-
vide one plausible forward-looking template, and we offer the public busi-
ness school as an illustration. We predict that schools that move toward selt-
reliance, with strategies that identify and implement a financially viable plan,
will become the top public universities; those that do not will fall into com-
petitive decline.

We divide the book into four parts. In Part I, Environmental Issues, Chap-
ters 1 and 2 provide a review of the primary issues facing public higher educa-
tion. In Part II, Practices, Procedures, and Strategies, Chapters 3 through 6
consider strategy in the context of public higher education, with discussions
focusing on common tuition-setting practices; on university finances and
academic and enterprise programs; and on two common budget practices:
central-administrative and responsibility-centered management. In Part I1I,
Policy and Analysis, Chapters 7 through g provide arguments for and against
a public subsidy and investigate the setting of optimal tuition and quality.
Finally, in Part IV, Culture and Governance, Chapters 10 through 12 examine
both impediments and positive adjustments to change. Here we present ex-
amples of successful program implementation and examine what “public-no-

more” universities may be like and whether they will benefit society.
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