
The Futures Project Policy Briefing #1
Negotiating a New Relationship for the State and Higher Education
Around the country and around the world, public colleges and universities and their states are negotiating a new balance of regulatory autonomy, performance accountability, and public funding.  This transformation has been driven by a variety of factors, including shifts in the revenue streams of public institutions, a political philosophy that uses the market to organize the public sector, and a heightened level of competition between institutions for students, prestige and funding.  The combination of these trends—more competition, more autonomy, more private funding— is pushing more and more public universities and colleges toward privatization and threatening higher education’s mission of serving society’s needs.  
For the last five years, the Futures Project has tracked these changes. Based on our research, we advocate a new framework for colleges and universities that preserves their public missions while meeting demands for performance accountability.  The first—and most critical—step is the development of a statewide compact that clearly defines higher education’s role and how the state will support the system. The second step is negotiating a separate agreement for each institution in the public system, outlining new levels of procedural autonomy and performance accountability customized to each specific role and mission.
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Stories of Reform: Higher Education Steps into Uncharted Territory
All eyes are on Virginia, where the public colleges and universities successfully convinced the legislature to grant them more autonomy in early 2005, including the authority to set tuition.  In the summer of 2004, Colorado introduced vouchers into public higher education, directing state funds to students rather than to the institutions, along with changes that increased the flexibility of colleges and universities that signed performance agreements with the state.
  Following the passage of these reforms, governors and lawmakers in several other states, including Minnesota and West Virginia, publicly commented on their interest in pursuing similar changes, illustrating the rapid spread of policy ideas—even if untested—from one state to the next.  Political and academic leaders should seek out examples of policy change with enough history to demonstrate results.  The Colorado School of Mines is one example of an institution with increased autonomy that has been navigating Colorado’s political and economic realities for several years.
In 2001, the state legislature granted Colorado School of Mines “exemplary” status.  In return for more autonomy in budgeting, tuition setting, and academic programs, the college leadership signed an agreement that set performance goals for the institution as a highly selective engineering college, including increases in graduation rates, employer satisfaction, and pass rates for the Fundamentals of Engineering examination.
 
Early results were positive: applications increased and fundraising reaped strong rewards.  Application, enrollment and retention numbers for students of color made impressive gains.  Mines also partnered with local industry to quickly create several new Master’s programs—a process that would have taken years under the old system.
But there is cause for concern as well.  Despite the detailed nature of the performance agreement, it does not hold Mines accountable for maintaining or increasing enrollments of students of color, and the only financial aid goal is a minimum standard.  The agreement also tightened admissions standards and gave the board of trustees the authority to recommend tuition increases.  The combination results in policies that could make the institution more exclusive absent any incentive or mandate to prevent such an outcome.

It is clear that college leaders have tried to keep Mines accessible to underserved students.  The college sponsors an array of outreach, bridge and retention programs and has pledged to recycle a percentage of tuition increases into financial aid.  In fall of 2003 the enrollment of undergraduate students of color was 378, up from just 192 students in the fall of 1989.  But the School has also started an aggressive recruiting plan that is increasing overall enrollments faster than enrollments for students of color.  As a result, in 2003-2004 the Diversity Committee warned that without intervention, “our minority student numbers may increase slightly, but our percentage will decrease significantly.”

The Colorado School of Mines is a small, specialized institution, but it serves as an insightful case study for all institutional sizes and types.  From the Mines case, we see that autonomy in procedural areas has helped the institution to better serve the citizens of Colorado in many ways.  But when the institution is not held accountable for meeting public purposes in an area as critical as providing opportunity to underrepresented students, there is room for trouble.  At Mines, current leaders have demonstrated their willingness to devote attention to this issue.  But, as a whole, can higher education afford to leave public purposes to chance?  
Why States and their Public Colleges and Universities Need to Craft a New Relationship with Care
For the last decade, public colleges and universities have been competing harder than ever before for students and revenue against other traditional public and private institutions and a host of for-profit and corporate universities, online programs and certificate programs. In this market-driven environment, state institutions have been advocating for more flexibility.  They argue that because the state’s share of their budgets has steadily shrunk, the state should grant the institutions greater autonomy in operational areas such as tuition-setting and program development.  
In 2003, many states faced huge deficits -- and 23 actually cut funding to higher education. In some states, these budget woes have made political leaders receptive to the idea of radically changing their relationship with the state’s public colleges and universities. Some see a trade—autonomy in exchange for accountability—as an opportunity to encourage institutions to be more competitive and entrepreneurial while refocusing higher education on measuring student learning, improving teacher education and controlling costs. 
But enthusiasm for the concept is only a start. A headlong rush to the market and competition can weaken the system it’s intended to invigorate. 
In the 1980s, New Zealand tried to make its universities more competitive by cutting funding, introducing student fees, and basing government aid on enrollment. In exchange, institutions were given freedom to set tuition and spend their funds. The move boosted the number of New Zealanders who went to college, gave students more choice and made universities more entrepreneurial. But tuition skyrocketed, low-quality programs grew and three public institutions -- representing about 8 percent of all higher education institutions in the country – effectively went bankrupt and were merged into other institutions.  In primary and secondary education, market-driven reforms polarized enrollment around race, ethnicity, socioeconomic status and student performance.  By 2000, the government began trying to regain control of the whole education sector and debating ways to roll back many of the market reforms.  

Closer to home, the state legislature in Oklahoma has debated curbing the tuition-setting authority it recently granted to its Board of Regents.  In 2003, the legislature removed a 7-percent cap on resident tuition hikes and allowed state universities to set their own fees and tuitions. After the bill passed, tuition at the University of Oklahoma rose 27.7 percent and Oklahoma State University raised its tuition 26.4 percent. Less than a year later, a bill was introduced to restore legislative oversight.

As mentioned earlier, even the Colorado School of Mines’ carefully crafted performance agreement does not include accountability for maintaining diverse enrollments and lacks a formal mandate to improve opportunity for underserved students.

At least 20 states have already begun to discuss re-engineering their higher education systems.  But, as the preceding examples demonstrate, states should build this new structure with great care. A rush to the marketplace can create more problems than it solves.

The New Competition in Higher Education
For more background on the Futures Project’s research on the new competition in higher education, please see:

· Newman, Frank, Lara K. Couturier and Jamie Scurry.  The Future of Higher Education:  Rhetoric, Reality, and the Risks of the Market.  San Francisco, CA:  Jossey Bass, October 2004.

· Couturier, Lara K. and Jamie Scurry.  “Correcting Course:  How We Can Restore the Ideals of Public Higher Education in a Market-Driven Era.”  Providence, RI:  The Futures Project, 2005.
· Newman, Frank and Lara K. Couturier.  “The New Competitive Arena:  Market Forces Invade the Academy.”  Change 33.5 (September/October 2001):  10-17.

· Liberman, Ellen. “The New Competition for College.”  State Legislatures, May 2002:  12-17.
· Many of the Futures Project’s publications can be downloaded at www.futuresproject.org.

Growth of the For-profits
· There are approximately 625 for-profit degree granting colleges and universities in the US.

· 47% of the 9,485 postsecondary institutions in the US (both degree-granting and non-degree granting) are for-profit.

· For-profits enroll less than 5% of all students, but they are the “fastest growing segment of post-secondary institutions.”

Construction Zone:  How States are Rebuilding Higher Education

A surprising array of new structural approaches for higher education systems has emerged all across the country, from creating charter colleges to talk of privatizing public universities. While the details vary, there are some common characteristics that appear in many—but not all—of the initiatives, such as:  tuition-setting authority, procedural and operational autonomy, an emphasis on generating new revenues, and the introduction of performance standards and accountability measures.  On occasion limitations on funding have been introduced as well, often in the form of level funding from the state (plus inflation).  
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Glossary of Legislative Terms
Decentralization:  increased self-regulation by institutions over areas such as daily operations and spending.

Tuition deregulation:  institutional authority to set and keep its own tuition. 

Negotiated statewide compacts:  agreements between the state and the higher education system that articulate higher education’s responsibilities in fulfilling state needs; institutional autonomy may or may not be included in these discussions.   

Public corporations or state enterprises:  a public, non-profit agency governed like a private corporation while remaining publicly accountable.
Performance contracts or charter colleges:  negotiated agreements providing higher levels of institutional autonomy in exchange for expanded accountability.
Vouchers:  replacing the state appropriation to institutions with aid provided directly to students, who take that funding with them to the institution of their choice.

Privatization:  a change in status of public universities that involves giving up public funding in return for freedom from state regulations. 
This type of restructuring has been talked about or implemented in at least the following states:  Arizona, Colorado, Florida, Hawaii, Illinois, Maryland, Massachusetts, Minnesota, New Jersey, North Dakota, Ohio, Oklahoma, Oregon, South Carolina, Texas, Utah, Virginia, Washington, West Virginia, Wisconsin.
The Futures Project Recommendations
Recommendation 1: Write a Statewide Compact

“The unwritten is being undone.”—Frank Newman
Up until now, the compact between the state and its institutions of higher learning has been implied.  As the competition for revenues and prestige has eroded the core of this relationship, it is time for each state to establish concrete expectations and goals for its higher education system. This new state compact should set the overall structure and policy framework for higher education. The result should be a broader understanding of higher education’s mission in serving the state and clear accountability for that mission, combined with greater freedom for the institutions to manage daily operations as they seek to fulfill their missions.  
The process should be thorough and inclusive.

Representatives from the academic and political communities must identify key stakeholders and survey public opinion to assess the public’s needs. The legislative and academic team must also determine how the compact will be reviewed and approved, how it will be introduced into the mainstream, and who should oversee the process and maintain the compact.
The compact should accomplish three objectives: 

· Compel higher education to rededicate itself to the democratic ideals on which public institutions were founded.

· Clearly define what society needs from higher education, and what higher education needs from society.

· Establish a new relationship between public institutions and the state that balances autonomy with accountability.

The compact should outline specific roles and responsibilities.
Legislators and college presidents must determine who will be responsible for which decisions, which unnecessary regulations should be eliminated and which areas should be subject to state oversight.
Questions to ask:  
· What does the state need from higher education?

· Has conscious diversity of institution-type been built into the system?

· What issues must the state retain some control over and which issues are best left to the institutions or to the market?

· Will greater autonomy help institutions to better serve the citizens of the state by being more flexible, entrepreneurial and responsive?

· How much money does the state give to higher education and what are realistic expectations based on that investment?

· What form of funding is best?  How can the state assure stability of funding?

· What other sources of funding—tuition and fees, research, private gifts (i.e., fundraising), other entrepreneurial activity—are appropriate?

· To what degree has higher education become a private good and should the funding—and structure—reflect this perception?

· How can society ensure that higher education does not drift away from its mission of serving the public good?
Recommendation II:  Write a Separate Agreement for Each Institution
Institutional agreements should delineate each institution’s unique role and mission, the types of autonomy needed to thrive in the future, and the types of accountability that are appropriate, effective, and mutually acceptable.  This helps ensure a range of diverse institutional missions, allows the state and the institution to see how the institution fits into the state-wide system, and engages the state and the institution in a serious discussion about the role of that institution. 
The institutional agreements should accomplish three objectives:

· Articulate a mission statement that reflects the state’s needs and reflects a conscious diversity of institutions.
· Establish operational autonomy that gives institutional leaders the power to spend funds as they see fit, hire staff, streamline procurement and other daily operations, and approve academic programs. Tuition-setting authority is appropriate in some cases, but should be carefully explored.
· Negotiate a performance agreement that holds each institution accountable for fulfilling its mission, with all institutions accountable for two critical areas of performance:  access and academic success for students, and institutional responsibility for quality of learning.
Institutional agreements should be carefully crafted.
Institutional agreements should not be lengthy, bureaucratic documents.  The goal should be to create a concise document that is easy to follow; customized to the institution; flexible enough to respond to changing circumstances; and transparent and jargon-free for public consumption.
Questions to ask:  
· How does the mission of this institution meet the broader goals of the state?

· How does this institution measure mission fulfillment?

· Which state regulations currently in place impede the institution's ability to operate effectively in the new competitive environment?

· How does the institution generate external revenue?

· What accountability models currently in existence would be a good fit for this institution?  How could they be customized?

· How much funding does the institution receive from the state, and what obligations does the acceptance of that money entail?

Conclusion
The Futures Project sees in the inexorable move to a market exciting opportunities for higher education to rebuild itself and forge a new, constructive relationship with the state.  However, absent strategic policy intervention, the market poses great risks to higher education’s ability to meet the public’s needs.

The advantages of renegotiating the relationship between the state and its public institutions are many.  For academic leaders, they can negotiate meaningful freedom from bureaucratic strictures, have a powerful role in creating accountability measures and build a new level of public support.  The society benefits by gaining a higher education system that is focused on serving the public by delivering a high quality, cost-effective education to an ever-expanding share of the population.  
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