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Reforming Higher Education in the Lone Star State
Putting Students First in Texas’ Colleges and Universities
by Ronald Trowbridge, Ph.D.,Visiting Research Fellow

The first in a series of papers on higher education to be published in Spring 2007.

rowing enrollment and increasing costs for

higher education have policymakers in Texas
and around the country looking for ways to both con-
tain costs and meet the growing demand for the col-
lege diploma. In order to consider how well prepared
the state will be to meet these increasing future de-
mands, it is critical to evaluate the state of higher edu-
cation today and make the necessary reforms to ensure
the students of the future have a strong academic envi-
ronment to prepare them for the challenges in both the
United States and the global economy after graduation.

Taking a candid look at today’s institutions of higher
education in general and their capacity to meet the
demands of the future requires examining some of
the persistent myths that surround higher education.
Ultimately, the only way the state will ensure student
access and affordability of higher education is to
start putting students first. This can be achieved by
reforming the state’s system of higher education now
governed by politics and tradition, and replacing it
with a competitive environment where students
demand accountability, value, and performance.

Higher Education in Texas: A Look at
Enrollment

In Texas, higher education enroliment is expected to
increase from roughly 1.17 million students in 2005
to 1.3 million students in 2015.* Of the projected 1.3
million students, the Texas Higher Education Coor-
dinating Board (Coordinating Board) estimates that
approximately 550,700 of them will be enrolled in
public four-year universities, and another 645,200 in
the two-year community colleges and technical
schools throughout the state.? In order to achieve the

Recommendations

Shift state funding to higher education
scholarships, grants, and loans that are
means-tested and performance-based.
Eliminate funding that expressly rewards
or insulates universities from the impact
of changing enrollment.

Require colleges and universities to
establish clear contracts with their
consumers and the taxpayers.

Encourage competition from non-
traditional institutions and create accredi-
tation alternatives based on demonstrated
performance.

Change existing incentive structures in
higher education to reward excellent
teachers.

Appoint regents courageous enough to
propose and implement real reforms that
put students first.

goals established in the Coordinating Board’s plan
“Closing the Gaps by 2015,” the state will need to
enroll an additional half million students over 2000
enrollment levels, which the Coordinating Board
reports it is on track to meet.® The Coordinating
Board notes, however, that Hispanic growth is not
keeping pace and the state will need to enroll an
additional 100,000 Hispanic students by 2015 to
meet all of the objectives established in “Closing
the Gaps.”
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Figure |: Student Enrollment in Texas’ General Academic Institutions
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Enrollment in the state’s four-year colleges grew
steadily over the last decade. As shown in Figure 1,
from 1999 to 2004, the headcount in the state’s gen-
eral academic institutions increased from 407,074
students to 482,124 students.> Almost every institu-
tion recognized growth in enrollment, with Texas
A&M International and the University of Texas at
Brownsville seeing the most significant growth of
any other public, four-year institution of higher edu-
cation from 1994-2004.° Over the same time period,
four public institutions grew by more than 50 per-
cent, six grew by 40-49.9 percent, four grew by 25-
29.9 percent, 10 by 10-24.9 percent, and seven by 5-
9.9 percent.” Only Stephen F. Austin State Univer-
sity, Angelo State University, and Sul Ross State
University lost students over the same period.

Higher Education in Texas: A Look at
Spending

According to the Coordinating Board, funding for
the state’s general academic institutions and the
community and technical colleges are “distributed
through funding formulas designed to allocate funds
equitably.” For the 2006-07 biennium, the 79"
Texas Legislature appropriated roughly $18 billion
in All Funds to higher education, including almost

$11 billion in General Revenue.™ Unlike state agen-
cies receiving a legislative appropriation, institutions
of higher education receive a lump sum appropria-
tion, which allows the institutions to transfer funding
between budget strategies. Tellingly, the Legislative
Budget Board explains that the information strate-
gies in the budget “reflect how state funds are
‘earned,” not how they must be spent.”** With some
exceptions, institutions are limited from transferring
funds between strategies when earmarked for debt
service on tuition revenue bonds, and limited also
from using appropriated funds for construction or
other auxiliary purposes.

Institutions are not limited to the funding they re-
ceive by formula, but have other funding streams
appropriated by the Legislature. While the formulas
are designed to “equitably” distribute funding, the
institutions may also receive hold harmless funding
when enrollment drops or when the student mix
changes, such that there are declines in upper divi-
sion or graduate students, for whom the formulas pay
more.

In addition, all four-year institutions receive special
items funding, which totaled $183.4 million in Gen-
eral Revenue in 2006-07.* According to the Legisla-
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Figure 2: Total Academic Charges by Item Spring 2003-Fall 2006
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tive Budget Board, special items funds are direct
appropriations “to allow each institution to address
its unique needs.”** Among the items funded through
special items funding in the General Appropriations
Act are the El Paso Centennial Museum at the Uni-
versity of Texas at El Paso, receiving approximately
$126,000 over the biennium; approximately $86,000
for World War Il Latino Oral Histories at the Uni-
versity of Texas at Austin; roughly $4 million for the
Institute of Texan Cultures at the University of
Texas at San Antonio; as well as countless small
business development projects, leadership and public
policy projects, economic development projects, and
border initiatives. For comparison, there are only
four institutions whose allocation under the General
Revenue funding formula exceeds the total amount
of General Revenue appropriated for special items
funding: the University of Texas at Austin, Texas
A&M University, the University of Houston, and
Texas Tech University.*

As a result of these arrangements, the institutions of
higher education enjoy unparalleled flexibility in
using their state appropriation. Arguably, however,
the lump sum arrangement makes institutions less
accountable to budget writers and policymakers.

Higher Education in Texas: A Look at
Tuition and Fees

Unquestionably, higher education in Texas is getting
more expensive. From Fall 2003 to Fall 2006, total
academic charges increased an average of 37 percent
statewide.'® Jumping from $1,934 in Fall 2003 to
$2,661 in Fall 2006, the most significant portion of
the increase came in climbing designated tuition
costs, which were deregulated in 2003 by the 78"
Texas Legislature when institutions petitioned for
greater flexibility in setting tuition without the con-
trol of the Legislature. Over this time, statutory tui-
tion grew by 9 percent, mandatory fees grew by 32
percent, and designated tuition grew by 79 percent.*’

Figure 2 illustrates the statewide average of aca-
demic charges each semester from Spring 2003 to
Fall 2006. The University of Texas at Austin and
Texas A&M University, the state’s two flagship in-
stitutions, both exceed the statewide averages in-
creasing from $2,721 in Fall 2003 to $3,992 in Fall
2006, and $2,357 in Fall 2003 to $3,504 in Fall
2006, respectively.®
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Why Reform Higher Education?

In the recently published How College Affects Stu-
dents, its authors offer two assessments on the past
and present of higher education, as well as a charge
for the future. In looking at the past they observed
that there exists “an educational model that put de-
livery of instruction, not student learning, at the cen-
ter of the enterprise dominated American higher edu-
cation.”*® And in looking forward the authors argue
that “at issue is whether colleges and universities of
whatever mission, shape, or size will remain faithful
to the one element common to their missions, to
what defines them as institutions of higher educa-
tion—the education of students.”® Texas might ac-
knowledge the same: for too long the state’s system
of higher education has been built around politics
and tradition to support the institutions, while argua-
bly giving little attention to the students. As such, it
is no surprise that costs have skyrocketed as funding
has focused on the “equitable” allocation of re-
sources to institutions, and that mounting frustration
with higher education and its’ product drive lawmak-
ers and opinion leaders to favor top-down ap-
proaches to measure activity and performance. In-
deed, it is often the institutions and the enterprise of
higher education that stand at the center of higher
education discussions, rather than the students. Why
should higher education put students first, and how
can such a seismic shift in policy be achieved?

For too long the state’s system of higher
education has been built around politics
and tradition to support the institutions,
while arguably giving little attention to the

students.

Why should higher education put students first?
Today, Texas faces a growing population and enroll-
ment pressure in higher education, with students
coming from increasingly diverse economic, cul-
tural, and academic backgrounds. Texas needs a well
trained workforce. It needs citizens who embrace
democratic values, make good moral choices, and
are prepared for rewarding careers. Innovation is the
key to building a strong state economy, which in-
cludes innovation in higher education.

Unfortunately, the higher education system in Texas
does not seem up to the task. For decades the state
has shielded its colleges and universities from the
competitive forces that have made Texas one of the
leading states in the most powerful nation on earth.
We have allowed our colleges and universities to
become insular, outdated and confused about their
mission. As a result, they have become ineffective
and too expensive.

If lawmakers want to ensure students’ access to af-

fordable higher education, they must begin to elimi-
nate the institution-based subsidies that drive higher
education costs up, while insulating the institutions

from the competition and innovation the state must

demand.

How can the state put students first in higher educa-
tion? First and most importantly, the state must
shift its funding structure to support students, not
institutions. The majority of state higher education
funding should go to students in the form of individ-
ual, means-tested and performance-based grants. In
recent years, Texas has added to existing higher edu-
cation funding by providing various grants or loan
forgiveness arrangements to students who graduate
timely, who agree to work in certain underserved
areas, as well as those who maintain a certain grade-
point average. However, the vast majority of higher
education funding flows directly to institutions to
meet institutional demands.

The state’s appropriation serves as a direct subsidy
to the institutions, which can create significant and
detrimental distortions in the marketplace for higher
education. If the state instead took some or all of the
funds it currently allocates directly to universities
through the lump sum appropriation, the institutions
would, at the very least, be introduced to real compe-
tition with a new focus and drive to satisfy their stu-
dent consumers. As it is, the funding formulas in
higher education, along with the hold harmless fund-
ing and special items funding, send cash to the uni-
versities through a political process that has proven
unable to induce real competition and attach value to
each student.

There is no doubt that the subsidy itself can have a
distorting impact on the marketplace.
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Short of doing away with the subsidies
altogether, the Legislature should put the
highest priority in higher education re-
form in shifting away from the “lump
sum” appropriation currently used in the
appropriations process, and attaching

funds to the individual students instead.

As Dr. Richard Vedder, an economist and scholar at
the American Enterprise Institute and author of Go-
ing Broke By Degree: Why College Costs Too Much,
points out, the presence of a third-party payment
subsidy has an inherently distorting result:

When the federal government increases
subsidized student loans, gives a Pell
Grant, or grants a tuition tax credit, it in-
creases the number of students wishing to
attend college at any given tuition fee. In-
deed, that is the idea—the federal govern-
ment wants to provide access to persons
who might not otherwise go to college for
financial reasons. In short, federal policies
increase the demand for education relative
to the supply, which pushes prices or tui-
tion fees up.*

In fact, these third party payments—even in the form
of a subsidy to the student—come with their own
unintended consequences,' but the result of subsidiz-
ing the student rather than the institution promotes
competition in ways the current institution-based
funding formulas cannot. Short of doing away with
the subsidies altogether, the Legislature should put
the highest priority in higher education reform in
shifting away from the “lump sum” appropriation
currently used in the appropriations process, and at-
taching funds to the individual students instead.

Second, when students have purchasing power in
selecting institutions of higher education, the in-
stitutions will seek to meet the students’ needs by
competing with other institutions accordingly.

Again Dr. Vedder explains the benefits of higher
education competition in his testimony to the U.S.
House Committee on Education and the Workforce:

In the private for-profit sector, when the
prices for products rise with increased de-
mand, profit margins widen and this
unleashes a torrent of entrepreneurial activ-
ity, as firms scramble to get a share of the
highly profitable market. The rise in de-
mand induces an increase in supply, which
ultimately leads to prices and profits falling
to a more normal level. This has not hap-
pened in higher education. While it is true
that institutions are competitive with one
another, they do not vigorously compete on
price, as they do not have the profit incen-
tives to induce them to alter their behavior
in response to changing market conditions.
Do you see colleges advertising that they
are 10 percent cheaper than their peer
schools? Or that they are leaving their tui-
tion fees constant while their rivals are
raising them? It is rare indeed.?

In addition, students will have varying needs for
higher education. A majority of current college stu-
dents are adult learners. A minority of college stu-
dents are white, middle class, 18-year olds living on
campus, and the percentage continues to decline
each year. The college student of tomorrow is more
likely to be older, not Caucasian, and working part-
time.?® These students will look for a different higher
education experience, which should be available to
them as competition increases.

As a result of funding students, the students will
demand accountability. As Dr. Vedder points out in
his testimony, schools have little interest or concern
for being accountable to students when the students
do not pay the bulk of the bill. As a consequence, all
of the symptoms of the non-competitive higher edu-
cation marketplace must be dealt with by top-down
regulations, rather than allowing the demands of the
students to act as a sufficient guide for accountabil-
ity. Dr. Vedder points out that, “some states are try-
ing to legislate or regulate university behavior. Ex-
amples include tuition price controls, mandated

"See Neal McCluskey’s, Unintended Consequences, the Scourge of Texas Higher Ed, also to be published by the Foundation in 2007.
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If institutions of higher education are too ex-
pensive, the marketplace will meet student
demand for a lower-cost alternative. If institu-
tions fail to provide students with the tenured
teaching faculty they prefer, the student may
take their business to another institution

where such needs are met.

minimum teaching loads, elimination of low enroll-
ment doctoral programs, and prohibitions on some
forms of conspicuous spending, such as substantial
foreign travel by administrators.”** He observes that
addressing these symptoms rarely works in the cur-
rent situation, no doubt in large part because there is
such limited accountability when the institutions do
not feel the sting of dissatisfied customers like other
producers in the marketplace. These institutions need
consumers who vote with their feet: who leave when
tuition gets too high, who leave when the quality of
teaching is poor, and who leave when waste and
abuse by the institution goes without remedy and
drives up the cost of the education.

This lack of accountability is evidenced best in the
way colleges and universities are run today: by the
tenured faculty who see the “pursuit of knowledge”
as their goal and themselves as the customer. Presi-
dents and regents seldom take any action not sanc-
tioned by the tenured faculty. Tenured faculty are
recruited and rewarded based on their research, and
teaching too often intrudes on the time otherwise
spent on research. As a result, much of the teaching
on university campuses has been handed over to
poorly trained, non-tenure track faculty who are paid
as little as $1,000 per class.”

Vedder also notes this shift away from tenured fac-
ulty teaching, and highlights the growing administra-
tive bureaucracies that have taken shape when stu-
dents do not have the ultimate check on accountabil-
ity. According to Vedder:

*...data provided by colleges and universi-
ties to the federal government reveal that
there has been a significant shift in resources
over the years from instructional purposes to

other things. Some of the other things in-
clude grant-funded research, which at least
is largely self-supporting and in keeping
with a traditional education mission, but
some funding has gone for other things. In
1929, American universities spent about 8
cents of each dollar on administration,
whereas today they spend 14 cents and it has
been rising. The big personnel explosion in
universities has not been in new faculty, but
in non-teaching professionals, many of
whom are bureaucrats who do little to im-
prove learning but who must be paid--by
tuition fees if not third party payments. In
1976, American universities had three non-
teaching professionals for every 100 stu-
dents; 25 years later, they had six.”*

In addition, students will demand options from
greater competition. If institutions of higher educa-
tion are too expensive, the marketplace will meet
student demand for a lower-cost alternative. If insti-
tutions fail to provide students with the tenured
teaching faculty they prefer, the student may take
their business to another institution where such needs
are met. Of course it is possible that some institu-
tions might distinguish themselves as being research-
driven rather than teaching institutions, which would
be equally acceptable if students operating in a mar-
ketplace for higher education made the choice to at-
tend those research-driven schools.

In the end, institutions will compete on quality and
price, making higher education more accessible and
affordable, and presenting alternatives to the current
higher education cartels in most states, which lock-
out non-traditional competitors. Yet, the state must
refocus colleges and universities on the real custom-
ers, rather than appealing to a committee of legisla-
tors to send new cash to keep the lights on.

Conclusions and Recommendations

The number one priority of higher education is to
educate the next generation of Texans. In order to
get there, the state must refocus Texas colleges and
universities on the real consumers, accommodating
the educational choices and demands of students,
parents, and employers, while restructuring higher
education to be more effective and efficient in re-
sponsibly managing the taxpayers’ money by:
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Shifting state funding to higher education scholar-
ships, grants, and loans that are means-tested and
performance-based with embedded incentives to
graduate on time with the right skills and knowl-
edge.

Eliminating funding that expressly rewards or in-
sulates universities from the impact of changing
enrollment (hold harmless funding), or rewards
narrow interests and constituencies of colleges
and universities (special items) without requiring
those institutions to provide demonstrated support
for those items. Shift such funding to individual
student grants.

Requiring colleges and universities to establish
clear contracts with their consumers and with tax-
payers, providing information to compare per-
formance across institutions and hold institutions
accountable for meeting their promises.

Encouraging competition from non-traditional
institutions and creating accreditation alternatives

based on demonstrated performance, in an effort
to remove barriers to competition that will emerge
from student demand.

Changing existing incentive structures in higher
education to reward excellent teachers.

Appointing regents courageous enough to
propose and implement real reforms that put
students first.

Ronald Trowbridge, Ph.D., is a visiting research fellow at
the Texas Public Policy Foundation's Center for Educa-
tion Policy. A former chief of staff to U.S. Supreme
Court Chief Justice Warren Burger, Trowbridge served
as vice president of Hillsdale College in Michigan. He also
was Director of the Bureau of Educational and Cultural
Affairs at the U.S. Information Agency, directing the Ful-
bright Program. He founded the Maine Heritage Policy
Center before moving to Texas.

This paper is the first in a series of publications the Foundation will release on reforming higher
education in Texas. The new Center for Higher Education Policy and its publications will lay out a
new vision for higher education, calling for legislative and executive action in reform, and aiming at
reforming the governance structure of the state’s institutions of higher education. Future publica-
tions will explore placing students as the customers in higher education, the role of academic re-
search, the responsibility of regents, and the benefits of competition from for-profit education.
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