Christopher  The End of the American Funding Model:
Newfield What Comes Next?

Since the current economic crisis has affected education in
more ways than we can possibly know at this time, I wanted to
address that topic in these pages. I therefore invited Christo-
pher Newfield, a former editor of “American Literature” who
has written extensively on the economics and politics of higher
education in the humanities and has turned his attention
recently to the contemporary crisis, to write an essay on that
subject for the journal.

—Priscilla Wald, Editor

-[1e United States has long been seen as the world’s
leader in higher education, and much of what we think of as “Ameri-
can” has flowed from that leadership, in particular from the technologi-
cal and corporate business forms that have managed American afflu-
ence for nearly a century and a half. One remarkable recent study of
U.S. academic history has found strong causal ties between U.S. early
educational development and economic success: the United States
was far ahead of European rivals in high school graduation rates by
1940 and developed a similar lead over virtually every other country in
college graduation rates in the thirty years after World War I1." It con-
solidated this lead during the economic “golden age” of high growth
and broadening national prosperity.

The shocking fact about current educational reality is that the
United States has entirely lost its large global lead in most measures
of college attainment.? U.S. leaders have no intention of changing the
American business system, and yet they have failed to maintain the
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612 American Literature

educational foundations of that system. In the midst of its current
struggle to maintain its position in a global economic order largely of
its own creation, the United States seems to be giving up an essential
ingredient for all of its past success. This turn from education marks
an epochal shift in the country’s world position and in its domes-
tic self-representation. The research university is in the thick of the
action.

The evidence of U.S. educational decline is now unmistakable. For
the first time in its history, younger people are less educated than
their baby-boomer parents.® The proportion of U.S. students starting
college who actually finish is now 56 percent, placing them twenty-
ninth out of the thirty countries in the Organisation for Economic
Co-operation and Development (OECD).* California, one of the world’s
wealthiest places, has seen one of the most astonishing declines in
college achievement. The state’s continuation rate fell from 66 per-
cent to 44 percent in just eight years (1996-2004). California’s rank
among states in investment in higher education declined during the
same period from fifth to forty-seventh, according to Thomas Morten-
son, a higher education policy analyst. The state has cut its investment
in higher education by close to 50 percent since 1980, forcing tuition
increases like the 60 percent rise at the University of California from
2004 to 2008, which was followed by a 32 percent rise between 2009
and 2011. Meanwhile, half of California’s K-12 students are now eli-
gible for the federal school lunch program, up from one-third in 1989.
As Mortenson notes, these students will have no personal resources
to cover the costs of attending college, which at the University of Cali-
fornia is nearing $30,000 a year. California is out in front of a nation-
wide educational meltdown the effects of which, if unchallenged, will
lead to an abandonment of its younger generations that is unprece-
dented in U.S. history.

The seriousness of the country’s educational problems undermines
its global role, its standard of living, and its sense of purpose. It makes
no sense from the perspective of “post-Fordist” capitalist rationality,
which was supposed to maintain U.S. economic leadership by invest-
ing in and nurturing its knowledge workers. That model was ideal-
ized twenty years ago in Robert Reich’s influential book The Work
of Nations (1991), in which Reich argued that “symbolic analysts,” a
global class of knowledge workers, would use their highly profession-
alized ideas and their conceptual expertise to create the new value
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The End of the American Funding Model 613

that would sustain the nation’s wealth as well their own.® The problem
remains that capitalism is, among other things, a race between inno-
vation and exploitation. Without a massively skilled population, which
would support continuous innovation, a country is forced to choose
exploitation, and it sinks rapidly into a competition with the rest of
the world to have the lowest costs, the lowest wages, and the weakest
workplace safety and environmental conditions. Although innovation
by no means eliminates exploitation from capitalist economies, it can
reduce the exposure of the domestic population to the worst varieties.
Reich assumed that the United States would choose innovation over
decline, that out of sheer self-interest it would invest in an infrastruc-
ture that would include the best-funded higher education system in
the world. It now appears that Reich, like nearly everyone else, was
wrong.

The United States has instead chosen a funding model that under-
funds an important piece of its innovation infrastructure—public
higher education. I am going to call this the American Funding Model
(AFM), a special type of public-private partnership in which the pri-
vate partner predominates. The leaders of U.S. higher education are
certainly now worried about this funding model: one of the major
effects of the record-breaking 25 percent cut to the University of Cali-
fornia’s state funding in 2008-10 was to galvanize the University’s
leadership into belated denunciations of the state legislature as an
“unreliable partner.” But their main coping strategy has been a combi-
nation of 5 percent solutions—tweaks on the margins that elsewhere
I show do little to fix revenues.” The tandem coping strategy has been
still more underfunding: austerity, cuts, downsizing, and permanent
restructuring that lowers costs by lowering educational capacity. The
real problem is falling rates of educational improvement, and the real
solution is proper financial support for full access to mass quality, to
high quality on a mass scale, to the scaled-up versions of the superb
educations offered by elite colleges and universities for the racially
most diverse and culturally most dynamic generation in U.S. history.
We are not currently seeing signs of the kind of discussion that puts
the educational attainment crisis ahead of financial issues. Having
watched this process for some time, I have concluded that national
higher education leaders are unable to give up on the existing fund-
ing model for higher education. This is unfortunate, for, as I will argue
here, this funding model—which has dominated American higher
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614 American Literature

education for thirty years—is not the solution to the current problem
but the problem itself.

In this essay I am going to explain why the AFM is the problem.
I am going to look at two areas in particular where the AFM has
failed. The first is overall educational attainment, where I will argue
that the model has not simply failed to prevent educational decline
but has caused it. The second area is university research funding. In
both cases of funding model failure, the problem is that the AFM pro-
duces systemic inequality, which goes on to lower the performance
of the overall system. Inequality, I will argue, causes reduced educa-
tional and research attainment. The researchers whose studies reveal
these unpleasant truths have been reluctant to make my further claim
here of a direct link between declining attainment and the poverty
of “entry-level” colleges and universities. I will note that this poverty
cannot be repaired with a common American strategy, which is to
increase the amount of private funding, because this private funding
is what caused the inequality to start with. This dilemma is as true for
advanced research as it is for general college attainment. [ will end by
mentioning the faculty role here. Our elitist model of meritocracy has
made faculty inadvertently complicit with administrators who are try-
ing to put our Humpty-Dumpty AFM back together again. Faculty will
need to pick the side of educational attainment—which is also the side
of properly funded research—and this is going to require faculty sup-
port for egalitarian goals that we have never before seen.

The Current Funding Model

The AFM has three features that are in tension.® The first is its reliance
on high tuition: the model depends on private funds from students and
their families to a greater extent than does any other system in the
world and has the world’s highest tuition rates (the major private col-
leges charge $33,000-$38,000 this year, while the average for public
universities is about $7,000.° Tuition has increased at about four times
the rate of overall price inflation for nearly thirty years,' creating a
mixture of fatalism and anger in the public’s attitude toward higher
education costs. Some analysts have begun speaking of the “higher
education bubble,” in that, like housing in many U.S. markets, the cost
and debt structure of tertiary education simply cannot be sustained.
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The second feature of the AFM is that two-thirds of four-year college
enrollments and 80 percent of all enrollments are in the public univer-
sity system (CFL)." The private sector includes prominent research
universities like Stanford, elite liberal arts colleges like Swarthmore
and Reed, and a range of local private colleges, but this sector lacks the
scope required to increase the educational levels of the great majority
of younger people. This means that the AFM is split between public
funding obligations to the vast majority of college students, who go to
relatively low-cost universities, and a high-tuition structure tied to the
most prestigious end of that system. In other words, elite American
higher education and democratic American higher education differ in
social philosophy, scope, and funding mechanisms.

For years, the AFM screened the conflict between public service
funding and the private purchase of educational goods with its third
feature, generous public funding. Public universities had enough
money to offer educational facilities and services that were in the
same bhallpark as those of their private counterparts. When state fund-
ing was sufficient, “cross-subsidy” could take place in which high-cost
instruction and research could be subsidized by revenues in large-
enrollment and less expensive fields. I will return to this issue below.
For the moment, I note only that states did provide the revenues that
supported quality education for the masses: lectures with seven-
hundred students helped support seminars with seven.

The latent conflict between public and private objectives, and
between mass scale and top quality, has been gradually worsening for
thirty years. States cut their allocations to higher education by 25 per-
cent per student (in inflation-adjusted dollars) between 1975 and 2000,
and cut them again in two rounds in the current decade.'” Even if the
measurement starts later, in the early 1980s, U.S. public funding for
higher education has been flat for a quarter-century. As state funding
for higher education was falling, private funding—tuition charges and
private donations—rose dramatically. Tuition grew four times faster
than inflation and philanthropy grew rapidly, and the same was true
for the size of university endowments: between 1992 and 2005, average
endowment growth was 7.4 percent annually, while the largest twenty
endowments grow on average 9 percent annually, with double-digit
growth during the middle years of the past decade.” Yet as we will see,
the activities that seemed to be self-supporting with private funds—
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Figure 1 Public vs. Tuition Funding, 1983-2008. Chart provided courtesy of the State Higher
Education Executive Officers, State Higher Education Finance FY 2009 Report, 20.

industry-sponsored research, new buildings and other facilities—also
depended on subsidies from public funds. As public funding declined,
public and private activities came into intensifying opposition.

The current situation contrasts with a postwar “balance” within the
AFM. For a few decades after World War II, the model could be seen
as providing a relatively egalitarian partnership between public and
private sectors. The public sector was largely responsible for educat-
ing the citizenry and workforce and providing public goods like high-
quality teachers and excellent hospitals. Private funding specialized
in the customized training of small elites and in focused research
with near-term product potential. Research and training with benefits
largely for particular firms were either prohibited, as at the University
of California,"* or were relegated to faculty consulting relationships
with a particular firm, where the activity was supported externally.
Mobility among two-year colleges, bachelor’s-granting colleges, and
research universities made all the parts of the system work together.
During the years when state funding was sufficient, portions of these
state funds could be redirected to expensive programs like law schools
and medical schools without harming the undergraduate programs.

This began to change in the early 1980s, but the effects were hard to
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The End of the American Funding Model 617

see at first. Since the United States led the world in higher education
expenditures and attainment, cuts seemed like the fairly trivial elimi-
nation of 10-20 percent of the wardrobe of a rich man who still has
fifty suits and dozens of pairs of shoes. The cuts were also gradual, so
that a shrinking and aging wardrobe was hard to notice. But the pres-
sure on public higher education never ceased to grow. The American
Right under Ronald Reagan and his successors maintained a continu-
ous assault on the very idea of public services: education along with
public health care, public transportation, and so on were redefined as
drains on rather than assets for building national wealth. The more
public funding was attacked, the harder it became to maintain ade-
quate levels of it, and the poorer and less attractive public higher edu-
cation systems became. Inequality of conditions grew dramatically
between the high-cost and low-cost segments of higher education—
not only between Harvard University and Houston Community Col-
lege, but also between a midlevel private university like Loyola Mary-
mount University and good public colleges like the California State
University campuses not far away. One national study found that even
the most prestigious public universities—research universities—
were able to spend less than half what their private counterparts spent
on each student, or $13,800 versus $33,200 per student.!®

Such figures start to tell the central story of the AFM: it supports
a strikingly hierarchical university system, not only in terms of pres-
tige—a major factor for the millions of American students who enter
the competitive admissions process each year—but in terms of direct
expenditures on educational activities. An excellent student who
attends Berkeley instead of Stanford will today receive half the educa-
tional investment as a result of that choice. This discrepancy was not
the case well into the 1980s, but public universities have been steadily
falling behind." This reality, coupled with flat or falling state funding,
further increased the prestige of the private and the disinvestment
from the public. American higher education had never been egali-
tarian in practice, but now the AFM was generating a frankly polar-
ized result—an ever-richer small elite, an ever-poorer large majority.
Higher education had been an equalizer in postwar U.S. life, but it
was now reflecting the antiegalitarian structure of a society that was
increasingly proud of or resigned to its growing disparities. Not all
American leaders were Spencerians relishing the demotion of citizens
of lesser fitness to a permanent condition of inferior resources, but
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they increasingly preferred the private version of virtually any public
service. Public higher education leaders adapted to this change. They
looked to private universities like Harvard as their standard of both
educational quality and financial success. They gave the increasing
disparities in the overall system little mention.

Features of Declining Educational Attainment

As the American Funding Model became dominated by the private
partner, it also stopped delivering the educational goods to society as
a whole. As I noted at the start, for thirty years the U.S. tertiary sys-
tem, although still superb at its top, has endured a period of overall
stagnation and, in relation to other countries, of decline.

Is this just a coincidence? Or can we make a causal claim? Can we
say that decreased public funding caused this lower attainment? The
evidence and argument are both more complex than I can do justice
to here, but I will outline reasons supporting the claim that the shift
toward private funding in public universities has caused this decline in
educational outcomes. In making this argument I will rely particularly
on data from William Bowen, Matthew Chingos, and Michael McPher-
son’s Crossing the Finish Line, which rests on data sets that its authors
constructed with unusual access to individual student records (CFL,
ix), and which has allowed for more precise correlations and esti-
mates of causality than is normally the case. The project also focuses
on public universities of varying positions in the U.S. higher education
hierarchy.

I'm going to make this case as a series of four propositions, and this
is the first:

1. Large gaps in educational attainment persist among groups of
students even after the effects of the students’ secondary school outcomes
are removed (CFL, 22-25; also 32-56).

Although we normally assume that unequal college outcomes
reflect unequal high-school outcomes, the CFL analysis shows that
large outcome gaps persist even after correcting for differences in
high-school test levels. These gaps in university attainment are not
simply the effect of better and worse high-school preparation for col-
lege, but are “systematically related to race/ethnicity and gender, as
well as to socioeconomic status (SES)” (CFL, 224). The ineffective-
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ness of the U.S. primary and secondary school system is skewed by
SES. We might think we know what this means: poor people are sent
to bad schools, with predictable results. For example, one study found
that although 71 percent of high school students graduate, only 34
percent have the academic prerequisites necessary for college,"” and
others have found that “the relatively modest educational gains that
did occur [in bachelor’s degree attainment between 1968 and 2007]
were concentrated among the most advantaged groups” (CFL, 27) .18
But the point here is that SES transcends individual performance:
even if you do well in education, your lower SES will lower your edu-
cational attainment. There is something of a mystery here to look into.
Part of the answer comes with our next step:

2. Larger shares of students with low SES—including racially under-
represented students —attend the less selective segments of public higher
education.”

I emphasize that the primary reason poorer and minority students
are not going to less selective universities is not that they have
weaker academic records. Recent studies have found a faulty “match”
between the schools that students are eligible to attend based on their
individual qualifications and those less selective schools that students
actually do attend. Pioneering work on the Chicago Public Schools
concluded that only one-third of students seeking to attend a uni-
versity actually enrolled in an institution that matched their qualifi-
cations. “The dominant pattern of behavior for students [eligible for
a good four-year college] who mismatch is not that they choose to
attend a four-year college slightly below their match. Rather, many
students mismatch by enrolling in two-year colleges or not enrolling in
college at all.”?° Similar “undermatching” was found by the CFL study
(CFL,112-33). Taking our first and second points together, we can say
that family background, income, racial origins, and similar factors are
more important than academic merit in moving poorer students and
students of color toward less selective colleges and universities. This
research undermines attempts by conservatives to tie American edu-
cational inequality to naturally unequal abilities or even to individual
academic performance as such.?!

Some observers might naturally wonder why this trend is a problem.
Less selective universities have lower status, but does that mean they
are inferior educationally? Unfortunately, it does. They are inferior not
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because they lack great faculty and intelligent students, but because
they are unable to deliver solid academic outcomes:

3. Less selective colleges and universities have lower continuation
and graduation rates.

American degree attainment rates have stagnated for nearly thirty
years, and most of the modest gains are concentrated among the
wealthiest students (CFL, 27) .2 It is well known that graduation rates
vary by race, gender, and SES; poorer students, racial minorities, and
males are all at greater risk of discontinuation during their university
years. But for each social grouping, graduation rates also vary dra-
matically by the institution’s selectivity. The CFL database shows that
aggregate graduation rates (within six years) are 84 percent for their
more selective university group (SEL A) and 56 percent for their less
selective group (SEL B) (CFL, 202-3). That is a significant difference,
one so large that it overwhelms the difference between private and
public universities of similar selectivity, which is almost zero in their
study, and is far more important than other factors such as quality of
the student’s high school (CFL, 202-3, 90-93).

Most important, the CFL study found that graduation rates at the
less selective universities are not lowered by their larger numbers of
low-achieving students. The authors ran an experiment on their data
by “rejecting” from their samples all students below a selected thresh-
old of high school grades, and then comparing graduation rates for
their “more qualified” remaining group. They found that “retrospec-
tively rejecting” these weaker students did not change the graduation
rates at all at the most selective universities, produced “only a tiny
gain in the overall graduate rate” for the next group of schools, and
increased the graduation rate by only six points at the least selective
schools, at which 30 percent of the classes consisted of students below
the grade cutoff (CFL, 197). The surprising “reality is that graduation
rates vary dramatically across universities even when we look [only]
at students with good high school grades and impressive test scores”
(CFL, 198). The most important factor affecting graduation rates is
the university’s selectivity: the greater the selectivity, the higher the
graduation rate.

Looking at the logic of our three points so far, it appears that we
have two choices. The first is to make the large majority of American
universities more selective, on the theory that something about selec-

220z ¥snbny 91 uo 3senb Aq ypd-ddplaymaN90-£0-280TV/¥69Z6E/ L L 9/€/28/Pd-8oie /21Nl |-UBdLIBWE/NPS ssaldnaxnp peal//:dly wolj papeojumoq



The End of the American Funding Model 621

tivity improves graduation rates. This solution is in fact the dominant
strategy in the United States as well as in countries trying to com-
pete with it. Universities are now regularly ranked and compared with
each other, and in prominent rankings such as that produced by the
U.S. News and World Report, selectivity is taken as an index of quality.
The most selective universities in the United States— Princeton, Stan-
ford, Cornell, Duke, Penn, and so on—form the academic gold stan-
dard for most of the public as well as for educational leaders. In this
normative view, to improve ranking and hence competitiveness and
quality involves increasing selectivity. The entrenched practices, the
deep culture, the lived ideology, the life-world of American higher
education all point toward defining excellence through selectivity,
and would seek to improve any university regardless of mission by
tightening admissions standards. Following the genomic impulse
buried in the AFM, many University of California campuses are try-
ing to scramble upmarket by charging higher tuition than other Uni-
versity of California campuses, getting a larger percentage of stu-
dents who pay close to Stanford-level fees, and making this work by
rejecting more of the California students who apply. The promise is
that the outcome of increased selectivity will be both more money
and better students who are more likely to succeed and who will pro-
duce better work while allowing their professors to do better research
and their institution to in turn attract better incoming students and
better —wealthier—donors.

This strategy of course assumes a conventional brand of meritoc-
racy that focuses primarily on creating an elite, generally of a fairly
small size. In reality, the CFL study found, selectivity as such does not
in fact improve college success rates: eliminating the weaker students
in the CFL data pool had no effect at all on attainment at the most
selective schools and only small effects at the schools at the “bottom.”
Although more research must be done, these findings should shat-
ter the complacency of the reflexive quest for “competitiveness” that
combines closing doors with modest financial rewards for those uni-
versities that manage to exclude the masses more successfully than
do their neighbors.

The alternative strategy for increasing educational outcomes seeks
to improve the quality of the less selective schools without increas-
ing their selectivity. This strategy rests on egalitarian meritocracy: it
focuses equally on obtaining high quality outcomes and on ensuring
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their wide distribution in society. Egalitarian meritocracy rejects the
tradeoff between equality and quality. It points out the obvious fact
that just as public health measures are aggregates of an overall popu-
lation’s health—and not just of those with access to deluxe treatments
at the top—so too is the educational quality of a society tied to the
egalitarian expansion of attainment as much as to the attainment level
of an elite. Egalitarian meritocracy rests on an important intuition: it
is bizarre that our country’s sense of quality depends on our power of
rejection, when in fact quality depends on our power to inculcate skill,
knowledge, and craft development across the full extent of society.
The egalitarian intuition also holds that it is perverse for university
faculty, as educators, to prefer selective and vertical over general and
horizontal development. My own version of this intuition holds that
this preference for rejection and narrow, selective development is the
hallmark of a primitive era, and that we bring this prejudicial love of
selection into the twenty-first century at our own peril.

If we look to improve quality without using selection (always ineffi-
ciently) to do it, how exactly would quality be improved? The CFL
study shows correlations between improved outcomes and qualitative
changes in peer groups and good community environments in honors
colleges (CFL, 196). I agree that these qualitative features are crucial
to good educational outcomes but also insist that the correct function-
ing of these features depends in turn on correct funding. Here I must
part company with the CLF study, which claims #ot to have found an
“institutional resource effect” that would allow them to suggest that
more money—or money spent differently—would mean more gradu-
ates (CFL, 200).2% [ take the next and final step in the argument with-
out them, and it centers on funding:

4. The least selective segment of public higher education spends the
least money per student.

We have already noted the expenditure gaps between private and pub-
lic sectors. Similarly large differences exist within the public system
between research universities and two-year associate-degree col-
leges. The former spent on average $8,711 per student in 2006, while
two-year colleges spent $4,609.2 In other words, the top of the public
university system spends nearly twice per student on “Education and
Research” as what a two-year college spends. The data on these expen-
diture differentials is quite clear and abundant. What they mean is that
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the students with the greatest need for the intense deployment of edu-
cational resources in fact have the fewest resources at their disposal.

While we cannot make a crude linear argument for doubling the
money to double the completion rates, we can assemble the four points
in our argument into this claim: the best way to increase American
educational attainment is to improve completion rates for low-income
and minority students, which requires that we dramatically increase
expenditures at the low-spending colleges where most of those stu-
dents go.

When stated this way, the proposal seems like common sense. But
in fact, public higher education expenditures have barely increased
in the past three decades, and this stagnation has frozen the least
selective part of the system into a low-cost model that is limiting life
chances while blocking improvements in U.S. educational attainment.
Furthermore, there are no signs of major funding increases today. In
spite of its goal to improve college attainment, the Obama administra-
tion has been largely uninterested in getting involved in instructional
expenditures, and in 2010 states are continuing to cut higher educa-
tion or at best trying to restore a portion of the money they cut in the
preceding year.?® With honorable exceptions,* higher education schol-
ars are generally silent on the subject or call for improving financial
aid rather than boosting public funding.?” The important work of data
construction and analysis that led to the CFL study I have discussed
did not lead the researchers to any recommendations for improved
funding or even to an acknowledgment that funding shortfalls are a
central piece of the attainment puzzle. The same goes for higher edu-
cation managers. Everyone is sorry about the education funding melt-
down during the crisis, but everyone’s plans consist largely of trying
to goose the existing AFM — continuing now-traditional annual tuition
increases well above inflation and taking more out-of-state students
who pay triple costs, both of which reduce access for in-state students
while infuriating exactly the state taxpayers whose support public
universities desperately need. (UC Berkeley’s fall 2010 class has 16
percent fewer California admits than did the admissions class of fall
2009.)28

We are seeing a near total absence of innovation in mechanisms
of educational access, and the single most important reason is the
ongoing spell of the AFM. This model pumped an enormous cash flow
through the system in the form of investment income, private giving,
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research sponsorships, and high tuition charges. Key educational
leaders are focused only on getting these private spigots turned back
on. The neglect of public funding—of the careful, long-term cultiva-
tion of public support for a high-state funding low-fee model —will lock
in U.S. higher education attainment at its current mediocre, declining
level. The absence of a major renewal of funding for public higher edu-
cation is a growing disaster for the U.S. population. The AFM is not
the friend of needed renewal but its enemy.

The Damage the AFM Does to University Research

The AFM has harmed the democratic vision of higher education: the
egalitarian desire to spread higher learning as broadly as possible,
and to increase social capability, innovation, and social equity at the
same time.* But the AFM also harms elite research. Broad education
and advanced research are equally important to advancing society’s
general capability. If the AFM is shorting instruction for the poorer
and more vulnerable majority, one would think it would be serving
the research of the wealthier and the well-connected. The AFM does
provide massive funding for high-end research of special interest to
influential sponsors, but it provides this funding in a way that hurts
research.

If we look at expenditure patterns for academic research, we see
that the AFM causes two kinds of problems. The first is that it cre-
ates holes in the budgets of cheaper disciplines. Rather than having
set up a funding system in which valuable but high-cost research
can support itself, the AFM has created a scarcity economy in which
expensive research is not fully funded and requires cross-subsidy
from other parts of the academic house. The second problem is that
these cross-subsidies are generally unacknowledged. This means that
most researchers do not realize that their research is losing money.
These systematic accounting errors distort the whole research sys-
tem, allowing even the best-funded research to be underfunded.

Some background is required here.*® The current public univer-
sity funding model generally works like this: state funding and tuition
monies are supposed in a general way to flow to course enrollments
in varying degrees, since both taxpayers and students are paying first
and foremost for undergraduate instruction. States normally appropri-
ate money to public universities according to instructional workload.

220z ¥snbny 91 uo 3senb Aq ypd-ddplaymaN90-£0-280TV/¥69Z6E/ L L 9/€/28/Pd-8oie /21Nl |-UBdLIBWE/NPS ssaldnaxnp peal//:dly wolj papeojumoq



The End of the American Funding Model 625

Although they generally track statistics like the number of degrees
conferred, annual or biannual budgeting mostly defines workload
through overall campus or system enrollments.

Some of this workload money pays the direct costs of instruction,
such as faculty and staff salaries, and some pays indirect costs, such
as the amortized annual costs of building construction and of having
constructed the buildings and of facilities administration shared by
a number of researchers with federal grants. Private universities do
something similar with tuition money: most have formulas to enable
the fair funding of teaching workload. As a result, departments that
have many majors and/or overall enrollments (factoring here is also
variable) would normally receive proportionally more money for fac-
ulty and staff salaries, more money for new hires, more teaching assis-
tant funds, and so on. The formulas can be arcane, but the basic idea is
that allocations should generally reflect instructional load, especially
since instruction has long been seen as the university’s core service
to society.

We can roughly calculate what individual departments or divisions
“earn” based on their student enrollments. We can also—with greater
difficulty—find out what their actual budgets are. We can then see
whether the university is paying every department what it “earns”
through teaching, or whether it is giving various departments more or
less than what they might expect for their teaching effort.

The next figure offers one example of such a calculation from the
year 2001-2 (see table 1). These are actual, though simplified, figures
from a major public research university with a complement of profes-
sional schools that I exclude here. The “earned” figures multiply the
division’s instructional load by the amount of public money that is sent
by the state per student. The private university equivalent would be
the tuition revenues generated by student enrollments. “Actual reve-
nues” reflect what this university administration then really gives
each division. “Research awards” refer to extramural contracts and
grants from all sources, including industry. These figures include
money for both direct and indirect costs, at various rates.

The normal way to read such a table is to look at the last column.
Arts and humanities faculty generate the smallest amount of funds
per faculty member, which leads to the standard view that its relative
poverty of condition derives from its poverty of earning power. When
one adds teaching revenue to research revenue, and then divides by
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Table 1 Earned vs. Actual Instructional Revenues (averaged by divisions)

Ratio of Total Revenues
Earned Actual to (including Revenues
Instructional  Actual Earned Research  Research per Faculty
Division Revenues Revenues  Revenues  Awards Awards, Gifts) ~ FTET

Professional 869,000 2,433,369  279.8% 2,668,012 4,075,309 251,562
School

Arts and 56,684,987 25,665,591 45.3% 1,542,992 60,942,496 230,922
Humanities

Social 40,820,389 15,732,870 38.5% 1,673,422 43,194,634 294,743
Sciences

Natural 40,336,121 30,309,471 75.1% 55,437,901 97,870,016 400,811
Sciences

Engineering 11,398,652 24,348,696  213.6% 43,382,033 64,420,069 530,250

T FTE stands for “Full Time Equivalent.” For example, two faculty members each working half-time equals one FTE.

the number of faculty FTE (not shown), one may reach the standard
conclusion that both sides of campus contribute in their own ways.
The humanities and social sciences contribute with more teaching,
and the sciences and engineering with more research. When one adds
the numbers together in the last column, this standard story goes,
“Funds Generated” by engineering faculty are double those of the pro-
fessional school faculty and more than double those in the human sci-
ences. Natural and physical science faculty are in between, but closer
to engineering. Hence, we seem to have learned yet again that sci-
ences and engineering (SE) faculty earn the bulk of the money and
then have to share a piece of it with their low-income relations in the
human sciences.

But if we look at the fourth column, “Ratio of Actual to Earned Reve-
nues,” we see data that contradicts the standard view. Were the sci-
ences subsidizing the social sciences and humanities, one would pre-
dict departmental budgets in the latter divisions that are larger than
what these departments earn through their teaching. A department
like English or art history would, according to this standard assump-
tion, keep its teaching money, hang onto the tiny scrap of indirect
cost recovery (ICR) it may generate with its minute grants, and then
extract some ICR money from a science or engineering grant on top
of that. In this case study, reality is the opposite. At this public univer-
sity, humanities and social science departments keep only a portion of
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their enrollment money, less than one-half and one-third respectively.
The sciences do somewhat better but are not at 100 percent. By com-
parison, engineering receives double its teaching workload money.
The professional school receives closer to three times its workload
money. Were this a medical school, the gap would be far larger.

It is worth reflecting on the main lesson of column 4, and not just
on the more familiar lesson of the final column. The humanities and
social sciences disciplines are not getting a piece of the SE action but
are sending a piece of their action to the sciences and engineering.

The reason for this exchange is straightforward, though largely
unknown outside of administrative circles: SE research loses money
for universities, when one considers the large but underfunded
indirect costs that modern research incurs.®! This loss results from
the fact that federal agencies systematically underpay the indirect
costs of research. If a university states that for every dollar in extra-
mural funding it must spend sixty cents on facilities and administra-
tion (F&A) to supply the buildings, equipment, staff and so on to sup-
port that research, the government agency will generally send that
university fifty-three cents, or fifty-six cents, or something less. UC
Santa Barbara recently estimated that it loses twenty-five cents for
every dollar of extramural funding. The University of California now
admits that it comes up short 8720 million per year on $3.5 billion in
extramural grants.*

The situation is far worse when the funder is a nonprofit foundation
or corporation. Some nonprofits pay zero F&A as a matter of policy,
and industry generally pays less than federal agencies, and often clas-
sifies its funding as a “gift,” in which case it may pay 2 percent F&A
or no F&A at all. This inequity is logical from industry’s point of view,
since it funds university research in order to reduce its own direct
and indirect research costs, not so it can support those costs at uni-
versities. Industry seeks not to supplement public funding with pri-
vate but to leverage public funding for private benefit. The result is
this: although the science and engineering fields have much higher
per-capita extramural gross “incomes,” the even higher overall cost of
that research (adding indirect to direct costs) forces them to spend
all extramural support on the research and to absorb a supplemental
infusion of university funds to pay for the shortfall in their indirect
costs. The net income of scientific research appears in most cases to
be negative.

When allis said and done, enrollment-based funding is the only plau-

220z ¥snbny 91 uo 3senb Aq ypd-ddplaymaN90-£0-280TV/¥69Z6E/ L L 9/€/28/Pd-8oie /21Nl |-UBdLIBWE/NPS ssaldnaxnp peal//:dly wolj papeojumoq



628 American Literature

sible source of revenue for filling in science and engineering’s perma-
nent shortage of extramural support for the indirect costs of extramu-
rally funded research. The way to find teaching money in sufficient
quantities is to take it from high-enrollment fields with low teaching
costs. Furthermore, the enrollment money required to support high-
cost SE fields cannot be found in the (generally less numerous) high-
enrollment SE disciplines like biology, since their teaching funds
are already being used in part to cover their own unfunded research
costs. There is a clear institutional logic that compels universities to
use social sciences and humanities teaching revenues to support the
unfunded costs of science and engineering research. At the university
represented by the above table, the revenue is not a small slice—it is
half of the humanities instructional money and close to two-thirds of
the social sciences money.

This calculus causes problems for both sides of campus. Universi-
ties have perverse incentives to minimize research in high-enrollment
departments in the humanities and social sciences. The revenue sur-
plus generated there can be used to support indirect costs in science,
engineering, and medicine only if little of the surplus is absorbed by
these high-enrollment departments. Federal research expenditures for
the humanities in 2005-6 came to an astonishingly small 0.45 percent
of the federal total (AAAS, Figure IV-10a).*® This means that beyond
a limited number of individual fellowships and text projects, there is
effectively #o outside research funding in the academic humanities.
There is thus nothing to compete with the sciences for claims on
teaching revenues from humanities and social science departments.
And yet all is not well in the sciences either. At the same time, the
false belief that scientific research pays for itself has enabled the con-
tinuous underfunding of research. Federal agencies and private com-
panies short campuses on indirect costs,* causing the understaffing of
grants and other problems that are veiled by blanket AFM assurances
that “entrepreneurial” activities run in the black.

There are some immediate conclusions to draw from this case
study, and then I will finish with some larger ones. If we assume that
this table can be generalized,* these immediate conclusions are as
follows: (1) departments in the humanities and social sciences do not
keep the instructional funding attached to their students; (2) some
portion of that enrollment money is transferred to departments that
conduct expensive science and engineering research; (3) as state
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funding is gradually replaced by student tuition, students are increas-
ingly subsidizing both federal and private research. My own view is
that these cross-subsidies are generally good—students get a great
deal out of attending research universities and should help support
them; scientific research should have more money, not less. What is
completely unacceptable is the concealment of the subsidies; what is
unacceptable is the desperate financial in-filling also required of sci-
ence and engineering faculty; what is also unacceptable is the blan-
ket denial of the financial contributions that the “cheap” programs in
the humanities and social sciences make to the university in general
and to expensive science and engineering programs in particular. No
improved university community can be built on the denial of what we
all do for each other. The denial of the financial contributions of the
humanities and social sciences has to stop.

Next Steps

The humanities are vitally important to the future of knowledge and
society, and getting them back on their financial feet should be a pri-
ority. Yet we need to think about the university as a whole as an inte-
grated, massively multidisciplinary site of innovation, imagination,
and transformation. Here my message is dire: we are looking at the
end of the American university as we know it. Our public system has
seen an erratic but relentless erosion of its funding base, and liter-
ally thousands of public colleges and their faculty and staff struggle
to provide at least the shadow of the dream of personal development
and workforce readiness a college degree has traditionally prom-
ised. The elite private universities have been reconnected to the eco-
nomic reality that they had temporarily escaped with exotic invest-
ment strategies, and will be lowering their sights as well. The results
of our dependence on the current AFM are visible in stagnant college
attainment, declining global competitiveness, growing disservice to
today’s students—in short, the devolution of U.S. higher education
and society alike.

What can we do about this trend? The current crisis has convinced
me that we cannot look to higher education leaders for answers or
action. A hallmark of higher education’s past two terrible years is
that its leaders have not put forward twenty-first-century educa-
tional goals—types of learning, percentages of the population attain-
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ing specified levels of achievement, new modes of instruction, new
prospects for research—and then assessed their floundering funding
model in this context. Educational administrators should take the edu-
cational goals defined by the university community —particularly its
faculty—and seek the revenue streams and financial structures that
would support those goals. But that is not what they have been doing.
Their job is not to prop up the current funding model with more bor-
rowing and tuition increases, but that is largely what we have seen.

At the same time, administrators need much more pressure and
guidance from the faculty than they have been getting. If we expect
administrators to find the funding for our educational goals, we have
to articulate the goals we want them to support. We can certainly criti-
cize what administrators are currently doing, and point out that in
administration-controlled exercises like the University of California’s
Commission on the Future, faculty are being roped into downsizing
educational goals to fit the current resources of the existing funding
model. But the faculty need to do the constructive work as well. It will
be up to faculty to identify the educational goals and then push for the
budgetary transparency and the specific funding structures that will
support those goals. So far, few faculty have taken on this job.

What would allow faculty to recover their leadership role? Greater
technical knowledge about their own institutions will be essential,
and I have written extensively about that, but more profoundly, fac-
ulty need to adopt, espouse, and live a new mission for public higher
education. We have allowed ourselves to become isolated from edu-
cation’s various publics. On the crucial social matter of access and
attainment, we faculty are associated with the great false solution of
selectivity —of ranking, of rejection, of one long academic campaign of
denial of access. On the crucial social matter of advanced research, we
faculty are associated with special privileges, with private rather than
public purposes. The truth is that we are generally elitist in practice
and adhere to narrow rather than democratic meritocracy: we identify
quality with selectivity. We identify success with our side deals and
hidden subsidies. | am myself an example of what I criticize. I recently
caught myself being pleased that my campus, UC Santa Barbara, was
fourth in admission selectivity rates among the nine UC general cam-
puses, not far behind the perennial flagships. And I happily accept
extraordinary research funding for a humanist from an National Sci-
ence Foundation research center whose existence depends on a sub-
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sidy—required of UCSB by the NSF—that is taken from funds that
could otherwise end up in many classrooms. We have, as I say, become
compromised in our public mission.

The good news is that this compromise is not only wrong, but also
unnecessary. What works for higher education works for the general
public as well. What works in both cases is egalitarianism. The grossly
unequal infrastructural funding inherent in the AFM has lowered
the country’s educational attainment. The AFM’s unequal funding of
research has lowered overall research output, obviously in the social
and cultural fields that address vital social needs, but also in science
and engineering. Faculty can and must now honestly say to the pub-
lic, the principle of our maximum development is the same as the
principle of yours. The principle is equality, mass quality delivered
through equality, the opposite of what you have been told, and the
long road toward our mutual and reciprocal development. The faculty
needs to see itself not as a set of isolated and beleaguered technicians,
but as a movement, the permanent movement of universally diffusing
knowledge. The faculty, if it develops a passion for equality, can tie
itself to the fate of society in the only gesture that will rebuild public
support for higher public funding, precisely by abandoning the fund-
ing model that has forced us, against our will, to reduce our services
to that public.

I end by saying to the many publics inside and outside the walls: We
do not consent to these reductions. We shall rebuild. We rebuild for us,
and equally, for you.

University of California at Santa Barbara
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Should Support Research at Public Universities,” Chronicle of Higher
Education, 3 January 2010.

Having seen the institutional logic behind culture subsidizing science, do
we know that table 1 can be generalized to research universities nation-
wide? We do not know this for sure. No national study of interdivisional
funding transfers has been conducted, and internal budgetary figures are
hard to obtain. But I have sought at least informal validation of these data
by showing them to administrators at about a dozen universities, private
and public; the table itself was first published in 2008. While two adminis-
trators have remarked that “we don’t calculate this way here,” no one has
provided alternative data or calculations. No one has rejected or falsified
the data or the analysis. Unless that happens, I suggest that the case [ am
constructing here should be the default interpretation of standard inter-
divisional funding transfers, with the usual caveats about enrollment and
research funding variations across campuses.
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