Higher Education

CHAPTER 7

tion peaked in 1972. In contrast, Chapter 4 suggested that the fastest employ-

ment growth in Minnesota state and local governments between 1972 and
1992 occurred in higher education. This apparent contradiction was largely the re-
sult of substantial spending for higher education buildingsin the late 1960s and
early to mid-1970s. Capital costs, which were 35 percent of higher education ex-
pendituresin 1972, accounted for only 8 percent of higher education spending in
1992.

I n Chapter 2, we learned that Minnesota’ s spending per capita on higher educa-

In this chapter, we focus on spending changes since 1978. This period of time
was selected for two reasons. First, it enables usto focus on spending changes oc-
curring after the building boom for higher education in Minnesota. Second, data
for analyzing Minnesota spending trends in detail and making certain national
comparisons were not generally available for years prior to 1978.

This chapter addresses the following questions:
What have been thetrendsin higher education spending?
How hasthe financing of higher education changed?
What factorsareresponsblefor spending trends?

How does Minnesota’ s spending on higher education compar e with
other states?

What factor s explain the difference between spending per capitain
Minnesota and spending in other states?

We first examine spending data from the Census Bureau and analyze that data us-
ing enrollment and other data published by Research Associates of Washington for
the period 1978-92.1 These dataenable usto track the effects of growing enroll-
ment, as well asincreasesin spending per student, on trends in spending per cap-
ita. In addition, we can look at how the shares of revenue from student tuition and
public appropriations have changed over time. We aso use data from the Higher
Education Services Office to review trendsin Minnesota through 1994. Second,

1 Research Associates of Washington,Sate Profiles: Financing Public Higher Education, 1978
to 1994, (Washington, D.C., 1994).
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we examine in detail the factors which explain the growth in spending per student
from 1978 to 1992 at the University of Minnesota and Minnesota’ s state universi-
ties, community colleges, and technical colleges. Finally, we compare higher edu-
cation spending per capitain Minnesota with other states and identify the key
factors which explain why Minnesota spends more per capita than the national
average.

TRENDS

Overall Spending Trends

From 1978 to 1992, inflation-adjusted spending per capita on higher education in-
creased 19 percent in Minnesota and 24 percent nationwide. Growth in spending
per student was lower. Spending per student increased 8 percent in Minnesota and
18 percent nationally. AsTable 7.1 indicates:

From 1978 to 1992, more than half of the growth in Minnesota’s
spending per capita on higher education wastheresult of increased
enrollments.

Table 7.1: Higher Education Spending and
Enrollment, Minnesota and the United States, 1978-92

Minnesota United States
Percentage Change in:
Spending per Student 8% 18%
Enrollment per Capita 10 5
Spending per Capita® 19% 24%

Sources: U.S. Census Bureau and Research Associates of Washington.

#3pending was adjusted for inflation using the PGSL.

Higher education enrollment per capita rose 10 percent in Minnesota and 5 per-
cent nationwide. Thus, less than one-fourth of the nationa growth in spending per
capitawas due to increased enrollments.

These results for spending by higher education ingtitutions do not include finan-
cia aid. If financial aid isincluded, the results are somewhat similar. Spending
per capitaincreased 21 percent in Minnesota and 24 percent nationally, while
spending per student rose 10 percent in Minnesota and 18 percent nationwide.

The spending growth in Minnesotais alittle greater if financial aid isincluded, be-
cause financial aid in Minnesota grew faster than other higher education spending.
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Financia aid spending per capitarose 55 percent in Minnesota and 20 percent na-
tionally during this period.2

It should be noted, however, that these results may be sensitive to the time period
examined and the price deflator we used. Using data from the Higher Education
Services Office (HESO), we also examined Minnesota higher education spending
from 1978 to 1994. During this period, instructional expenditures per capitarose
14 percent, while spending per student increased 12 percent and enrollment per
capitagrew only 1 percent. By examining two additional years, we change the
conclusion about how much of the growth was due to increasesin enrollment. For
the period 1978-94, less than 10 percent of the growth in spending per capitawas
due to enrollment increases, while more than half the spending growth from 1978
to 1992 was the result of enrollment growth. This reversal occurred because
higher education enrollment declined about 5 percent over the last two years while
spending increased dightly in constant dol lars.3

The results are also sensitive to the deflator used to adjust for inflation. Consistent
with the remainder of this report, the main results were calculated using the price
deflator for all state and local government services. It could be argued, however,
that higher education spending has experienced higher rates of inflation during the
time period examined because instructional salaries have risen faster nationwide
than other types of salaries. Consequently, we also used the Higher Education
Price Index (HEPI) produced by Research Associates of Washington to deflate
higher education expenditures. Using the HEPI, spending per capitaincreased
only 6 percent in Minnesota and 11 percent nationally from 1978 to 1992. Spend-
ing per student declined 3 percent in Minnesota, while increasing 6 percent nation-
wide. All of the growth from 1978 to 1992 in Minnesota's spending per capita can
be attributed to enrollment growth, if the HEPI is used to adjust for inflation.

Overall Financing Trends

Both in Minnesota and other states, student tuition is financing an increasing share
of the costs of instruction at higher education institutions. Table 7.2 shows that:

State appropriations per student for instructional purposes declined 6
percent in constant dollarsfrom 1978 to 1992, while net tuition
revenue per student rose 79 percent in Minnesota.

On a per capitabasis, state and local appropriations increased 3 percent and net tui-
tion revenue grew 96 percent in constant dollars.* Nationally, appropriations grew

2 Trendsin financial aid spending were calculated using the Census Bureau’ s category of "eda-
tional assistance and subsidies." This category does not include federal Pell grants and cbbge work-
study programs and may include some financial aid to private and parochial schools providignele-
mentary-secondary education.

3 Thedifference in conclusions does not result from the use of the HESO data which, unlike the
Census data, does not include non-instructional operating expenditures and capital expetlitures.
For the period 1978-92, the HESO data also indicate that more than half of the growth in spendign
per capitawas due to enrollment growth.

4 Net tuition is tuition revenues | ess state appropriated financial aid and the amount of tuion
waived by higher education institutions.
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Table 7.2: Higher Education Appropriations and Net
Tuition, 1978-92

Minnesota United States

Percentage Change in:

State and Local Appropriations per Student (-6)% 3%
Net Tuition Revenue per Student 79 57
Appropriations and Tuition per Student 7% 13%
State and Local Appropriations per Capita 3% 8%
Net Tuition Revenue per Capita 96 65
Appropriations and Tuition per Capita 17% 19%

Sources: Research Associates of Washington and U.S. Census Bureau.

alittle faster than in Minnesota and tuition revenue grew slower. Appropriations

per student increased 3 percent nationally, and tuition per student rose 57 percent.
Appropriations and tuition revenue on a per capita basis were up 8 percent and 65
percent respectivel y.5

There has been significant growth in Minnesota in the share of instructional spend-
ing financed by tuition. AsFigure 7.1 shows:

Tuition financed 37 | Figure 7.1: Share of Instructional

per cent of Expenditures Financed by State
instructional Appropriations and Tuition Revenue,
spending in 1994, Minnesota, 1978-94

compared with 22 100%

percent in 1978.

Appropriations
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At the University of Minne-
sota, the percentage of in-
structional spending
financed by tuition hasin-
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creased from 28 to 41 per- 2 S o
cent. Tuition’sshare at
state universities rose from 0% ; ; ;
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23 to 38 percent, whilein-

creas ng from 24 to 38 per- Source: Higher Education Services Office.

cent at Minnesota's

community colleges. The largest increase occurred at the technical colleges,
which once charged no tuition to state residents under the age of 21. The share of
instructional spending financed by tuition increased from 9 to 30 percent at the
technical colleges.

Thisincreased reliance on tuition to finance higher education spending has, for the
most part, been the direct result of state policy set by the Legidature and various

5 The growth rates for combined appropriation and tuition revenues differ somewhat from thosm
Table 7.1 because the figuresin Table 7.2 do not include capital costs and current operatig costs for
certain non-instructional purposes.
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administrations. In a 1994 report, we examined the growth in tuition in greater de-
tail. We found that about 85 to 90 percent of the tuition growth from 1978 to 1992
was due to either inflation or the increased reliance on tuition to fund instructional
activities®

Spending Trendsby Type of I ngtitution

Aswe noted earlier, spending growth can occur because enrollments are increas-
ing or spending per student grows. Figure 7.2 shows how enrollment in Minne-
sota' s higher education

institutions changed be-
tween 1978 and 1994. To-
tal enrollment increased 15
percent, while instructional
expenditures per student in-
creased 12 percent. State-
wide, instructional
expenditures increased 30
percent in constant dollars.  }j00,000 y=w=v—""""v—v=v-

Figure 7.2: Full-Year Equivalent
Enrollment in Minnesota’s Public
Colleges and Universities, 1978-94

00,000

50,000 Total

Four Year & Graduate

Thevarioustypesof higher ||~ |

education institutions were 50,000
affected differently. Atthe
University of Minnesota, en- g97s 1082 1086 1990 1994

roliment fell 10 percent, Source: Higher Education Services Office.

while instructional spend-
ing per student rose 24 percent. Total instructional spending grew 12 percent. As
Table 7.3 shows, other institutions experienced enrollment growth and slower

rates of growth in spending per student. However, because of enrollment growth,

Table 7.3: Trends in Enrollment and Instructional
Expenditures by Type of Institution, 1978-94

Percentage Change in:

Instructional Total
Expenditures Instructional

Enrolliment Per Student® Expenditures
University of Minnesota (-10)% 24% 12%
State Universities 28 17 49
Community Colleges 72 13 94
Technical Colleges 10 8 19
Total 15% 12% 30%

Source: Higher Education Services Office.

2Expenditures were adjusted for inflation using the PGSL.

6 Office of the Legidative Auditor,Higher Education Tuition and State Grants, February 1994.
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total instructional spending rose more at these institutions than at the University of
Minnesota. At the state universities, enrollment grew 28 percent, spending per stu-
dent was up 17 percent, and total instructiona spending increased 49 percent. En-
rollment grew 10 percent at the technical colleges, while spending per student and
total instructional spending increased 8 and 19 percent respectively. The commu-
nity colleges experienced the greatest enrollment growth (72 percent) and total in-
structional spending growth (94 percent). Instructional spending per student
increased 13 percent at the state’ s community colleges.

In the remainder of this section, we examine in greater detail the changesinin-
structional and non-instructional spending at the various types of ingtitutions. Our
focus is on those types or objects of expenditure which explain the real changesin
spending between 1978 and 1992. All expenditures (or revenues) were adjusted
using the PGSL and are expressed in 1992 dollars.

University of Minnesota

Expenditures per student increased at the University of Minnesota from $8,886 in
197810 $11,121in 1992, or about 25 percent. Table 7.4 showsthat:

About 57 percent of the growth in spending per student came from
non-instructional activities, particularly research and financial aid.

Instructional activities accounted for 43 percent of the growth. Both instructional
and non-instructional activitiesin Table 7.4 include a share of overhead costs such
as physical plant, administration, academic support, student services, and libraries.

Table 7.4: State-Funded Expenditures at the
University of Minnesota, 1978-92

Expenditures per

Student®
Percentage of
1978 1992 Overall Growth
Instruction $6,142 $7,095 43%
Research 1,381 2,225 38
Financial Aid b 89 465 17
Continuing Education and Extension 249 420 8
Public Service and Other 626 530 (-4)
University Hospital 378 317 (-3)
Support Services 23 68 _2
Non-Instruction $2,744 $4,026 57%
TOTAL $8,886 $11,121 100%

Source: University of Minnesota.

®Expenditures are in constant 1992 dollars, adjusted using the PGSL. Expenditures for each  activity in-
clude an appropriate share of overhead costs, as well as the direct costs of the activity.

®Includes non-credit continuing education only.
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If these overhead costs are separately examined, they would account for about 20
percent of the real growth in spending per student. Direct instructional costs ac-
counted for 42 percent of the growth, while direct non-instructional costs consti-
tuted 38 percent of the growth in spending per student.

Table 7.5 showsthat total revenues from state appropriations and tuition grew
from $515 million in 1978 to $603 million in 1992, or 17 percent. Tuition and
state appropriations for non-instructional purposes were significant sources of ad-
ditional revenue for the University of Minnesota. In contrast, state appropriations
for instructional activities declined 14 percent in constant dollars from $254 mil-
lion to $219 million.

Table 7.5: State Appropriations and Tuition Revenue
for the University of Minnesota, 1978-92

Revenues (in 1992 dollars)

Percentage of

1978 1992 Overall Growth

Tuition Revenue $102,500,000 $166,000,000 72%
State Appropriations for 253,400,000 218,700,000 (-39)
Instruction

Revenues for Instruction $355,800,000 $384,700,000 33%
State Appropriations for 159,000,000 218,300,000 67
Non-Instruction
Total $514,800,000 $603,000,000 100%

Source: University of Minnesota.

State Univer sities

From 1978 to 1992, enrollment at Minnesota' s state universities grew 40 percent.
Asaresult, the state universities were probably able to achieve some economies
of scale by more fully utilizing previously underutilized classrooms and other fa-
cilities. Infact, the number of staff employed by the state university system per
1,000 students declined 18 percent.

In addition, spending per student declined 2 percent. As Table 7.6 shows, spend-
ing per student declined largely because spending per student on physical plant op-
erations declined 48 percent. Student services and institutional support had
substantial increases (36 percent and 22 percent respectively), while instructional
and department research expenditures per student rose only 2 percent.

AsTable 7.7 indicates:

Fringe benefits experienced the most significant growth in spending
per student at Minnesota’ s state univer Sities.
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Table 7.6: State University Expenditures by Type of
Expenditure, 1978-92

Expenditures per

Student®
Percentage
1978 1992 Change
Instruction and Department $2,699 $2,761 2%
Research
Project Research 19 16 (-16)
Public Service 46 25 (-46)
Academic Support 588 526 (-11)
Student Services 274 373 36
Institutional Support 728 885 22
Physical Plant 696 364 (-48)
Total $5,050 $4,950 (-2)%

Source: State University System.

8n 1992 dollars.

Table 7.7: State University Expenditures by Object of
Expenditure, 1978-92

Expenditures per

Student®
Percentage
1978 1992 Change
Salaries $3,428 $3,185 (-7)%
Fringe Benefits 551 896 63
Non-Personnel 1,071 869 (-19)
Total $5,050 $4,950 (-2)%

Source: State University System.

8n 1992 dollars.

From 1978 to 1992, fringe benefits per student increased 63 percent, while salaries
per student declined 7 percent. Non-personnel expenditures per student fell 19
percent.

The decline in salary expenditures per student does not mean that salaries per staff
member decreased. Average saaries, in fact, increased 14 percent after inflation,
while average fringe benefits per full-time equivalent staff member increased 100
percent. Thedrop in salary expenditures per student resulted because the number
of staff per student declined 18 percent.

Community Colleges

Community colleges may also have been able to take advantage of some econo-
mies of scale, astheir enrollment grew 66 percent from 1978 to 1992. Staffing per
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1,000 students declined 8 percent, and spending per student rose only 4 percent.
Table 7.8 shows that:

Themost significant category of growth wasinstitutional support,
which increased 63 per cent.

Table 7.8: Community College Expenditures by Type
of Expenditure, 1978-92

Expenditures per

Student®
Percentage
1978 1992 Change

Instruction $2,025 $2,020 0%
Community Education 125 137 10
Academic Support 478 535 12
Student Support 782 616 (-21)
Institutional Support” 536 874 63
Plant Operations 503 456 (-9)
Total $4,449 $4,638 4%

Source: Community College System.
&n 1992 dollars.
bExpenditures for 1992 include about $70 per student in early retirement incentives and seve rance pay

and $21 per student in unemployment compensation and workers’ compensation, which should  be dis-
tributed across all affected types of expenditures.

This category accounted for al of the growth in spending per student.” Instruc-
tional spending per student declined dightly.

Table 7.9 examines community college expenditures by object of expenditure.
From this perspective:

Increased spending on fringe benefits accounted for all of the growth
in community college spending per student.

Fringe benefit expenditures per student rose 39 percent from 1978 to 1992. Saary
expenditures per student increased only 1 percent, while non-personnel spending
per student declined 6 percent.

Average saaries per full-time equivalent staff member increased 10 percent after
inflation. The 8 percent declinein staff-student ratios resulted in a1 percent in-
crease in salary expenditures per student. Also, fringe benefits per staff member
increased 51 percent from 1978 to 1992.

7 Institutional support includes top management, institutional services, marketing and polic rela
tions, and development personnel.
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Table 7.9: Community College Expenditures by Object
of Expenditure, 1978-92

Expenditures per

Student®
Percentage
1978 1992 Change
Salaries $2,873 $2,913 1%
Fringe Benefits 536 746 39
Non-Personnel 1,040 979 (-6)
Total $4,449 $4,638 4%

Source: Community College System.

8n 1992 dollars.

Technical Colleges

Comparable expenditure data are not available on technical colleges for the entire
period 1978-92. However, most of the real growth in spending per student during
that period occurred from 1985 to 1992. Asaresult, we examined spending at the
technical colleges during that latter period.

Table 7.10 shows that:

Most of thereal growth in technical college spending per student from
1985 to 1992 was due to non-instructional activities.

Table 7.10: Technical College Expenditures by Type of
Expenditure, 1985-92

Net Expenditures
per Student®

Percentage
1985 1992 Change

Continuous Instruction $2,944 $2,820 (-4)%
Extension Instruction 230 378 64
Management Programs 78 180 131
Media/Library 87 104 20
Farm-Based Management Programs 62 69 11
Research and Other 48 5 (-90)

Instruction $3,448 $3,555 3%
Student Support 544 661 22
Institutional Support 764 966 26
Fixed Costs 61 132 116
Plant Operations and Repairs 680 663 (-2)

Non-Instruction $2,048 $2,423 18%
Total $5,496 $5,978 9%

Source: Technical College System.

3n 1992 dollars.
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Non-instructional spending per student increased 18 percent, while instructional
spending rose only 3 percent. The overall increase in spending per student was 9
percent. Non-instructiona activities showing the largest amount of growth in-
clude ingtitutional support, student support, and fixed costs.

Table 7.11 shows the growth in technical college expenditures per student by ob-
ject of expenditure. Salary expenditures per student grew only 8 percent but ac-
counted over half of the overall real growth in spending per student. Fringe
benefit expenditures per student increased 22 percent and accounted for about 30
percent of the overall growth.

Table 7.11: Technical College Expenditures by Object
of Expenditure, 1985-92

Expenditures per

Student®
Percentage
1985 1992 Change

Salaries $3,331 $3,614 8%
Fringe Benefits 665 813 22
Travel 59 84 42
Purchased Services 605 756 25
Other Expenses 53 86 62
Less: Other Revenue (142) (303) 113

Net Staff Budget $4,570 $5,050 11%
Net Supplies Budget 459 414 (-10)
Net Equipment Budget 465 514 11
Total $5,496 $5,978 9%

Source: Technical College System.

8n 1992 dollars.

The number of staff per 1,000 students increased 5 percent, primarily dueto a21
percent increase in non-licensed staff. Average salaries per staff member rose 3
percent after inflation, while average fringe benefits increased 15 percent.

NATIONAL COMPARISONS

In 1992, Minnesota spent $372 per capita on higher education, or 12 percent more
than the national average of $331.8 Minnesota hasalso spent more on higher edu-
cation in each of the years we examined from 1978 to 1992. Minnesota s spend-
ing per capita has ranged from 10 to 36 percent above the national average over
this period (See Figure 7.3).

8 If financia aid isincluded, Minnesota spending on higher education was 15 percent aboveie
national average.
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As Table 7.12 demon-

Figure 7.3: Percentage Difference strates

Between Minnesota Higher Education
Spending per Capita and the National
Average, 1978-92
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001978 19130 19182 19134 19136 19188 19190 1992 average, while its spending
Source: U.S. Census Bureau. per student was about 6

percent below average.
Larger enrollment relative
to population also explains most of the higher than average spending in other
years since 1978. Between 1978 and 1992, Minnesota s enrollment per capita has
been between 15 and 28 percent greater than the national average. Spending per
student has ranged from 11 percent below to 6 percent above the national average.

Table 7.12: Higher Education Spending and
Enrollment in Minnesota Compared with National
Averages, 1992

Percentage Difference
From National Average

Spending per Student (-6)%
Enrollment per Capita 20
Spending per Capita 12%

Sources: U.S. Census Bureau and Research Associates of Washington.

Minnesota’ s greater than average enrollments can be further analyzed. We found
that:

Minnesota's above aver age higher education enrollments and
spending arelargely dueto the higher than average number of high
school graduates per capita.

9 Datafrom the Research Associates of Washington suggest that instructional spending per st
dent may be larger relative to the national average than indicated by Census data on overaldpend-
ing. These dataindicate that, for Minnesota, instructional revenues per student were 6 peent
above the national averagein 1992. This finding suggests that capital and non-instructioraspend-
ing per student was lower than average.
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Table 7.13 indicates that Minnesota produced 15 percent more high school gradu-
ates per capitathan the national averagein 1992. The larger number of graduates
explained about three-fourths of the difference in higher education enrollments per
capita. The remainder was explained by a greater participation ratio in higher edu-
cation. Enrollment per high school graduate was 4 percent above the national
alverage.10

Table 7.13: High School Graduates per Capita and
Higher Education Participation Ratio in Minnesota
Compared with National Averages, 1992

Percentage Difference
From National Average

High School Graduates per Capita 15%
Participation Ratio® 4
Higher Education Enrollment per Capita 20%

Sources: Research Associates of Washington and the U.S. Census Bureau.

#Higher education enrollment per high school graduate.

The above average number of high school graduatesin Minnesotais the result of
lower than average dropout rates and a higher than average share of school-age
population for elementary-secondary education. Secondary education dropout
rates have historically been lower in Minnesota than in other states. The number
of school age children per capitain Minnesotawas 7 percent above the national
averagein 1992.

SUMMARY

Higher education spending per capita grew 19 percent in Minnesota from 1978 to
1992. Roughly half of that growth was due to increased enrollment, although that
conclusion appears sensitive to the time period we chose to examine. Tuition isfi-
nancing an increasing share of spending in higher education. Net tuition revenue
per student rose 79 percent in Minnesota, while state appropriations for instruc-
tional purposes declined 6 percent in constant dollars.

The national trends are similar, but other states appear to have increased spending
more. Spending per capita grew 24 percent nationally between 1978 and 1992.
The rate of increase in spending per student was 18 percent, compared with 8 per-
cent in Minnesota. Tuition growth was also alittle Slower nationally (57 percent),
while state and local appropriations per student increased 3 percent.

10 According to Research Associates of Washington, Minnesota has produced between 11 and 18
percent more high school graduates per capita than the national average during the years from978
to 1994,
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In Minnesota, the factors affecting spending vary somewhat by type of institution.
For example, there has been considerable variation in enrollment growth since
1978. Enrollment increased significantly at community colleges and state univer-
sities, while declining at the University of Minnesota.

The factors affecting spending per student vary aswell. At the University of Min-
nesota, more than half of the real growth in spending per student between 1978
and 1992 was due to increases in hon-instructional spending on activities such as
research and financial aid. Fringe benefits, aswell as ingtitutional support and stu-
dent services, showed substantial growth at the state universities. Fringe benefits
and ingtitutional support also grew fast at Minnesota' s community colleges. Mean-
while, spending per student on plant operations declined at both the state universi-
ties and community colleges. Non-instructional expenditures also accounted for
most of the growth in spending per student at Minnesota’ s technical colleges from
1985 to 1992.

Minnesota has generally spent more per capita than other states on higher educa-
tion. In 1992, Minnesota s spending was 12 percent above the national average.
However, most of the difference in spending has resulted from Minnesota’ s higher
than average number of high school graduates per capita and higher participation
ratesin higher education. The higher number of high school graduatesis dueto
Minnesota’ s lower than average dropout rates and a higher than average number
of school-age children per capita.



