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In an effort to redress the mechanical 40-40-20 legacy allocations of Iowa Board of Regents budgeting for the three state universities, a blue ribbon commission headed by David Miles has come up with a replacement. Their plan has the objectives of supporting Iowa residents, focusing on minorities and low-income applicants, achieving higher graduation rates, realizing job market placement success and increasing the total number of degrees awarded.
The idea is to develop “virtual prices” that will encourage the universities to direct their efforts toward activities that are important to the regents and the Iowa Legislature. At one level, the plan makes sense, but there are consequences, some intended and some probably unintended.
I think the major flaw in the proposal is the uniform subsidy applied to all residents, regardless of where or what they choose to study.
If students entering low-cost undergraduate programs receive the same subsidy as those entering a high-cost professional program, the weighting encourages and rewards universities to enroll more resident undergraduates and fewer graduate students.
At the University of Iowa for 2013, the budget allocation per full-time enrollment was $5,768 in the College of Liberal Arts and $69,103 in the College of Dentistry. The average subsidy per resident student at the UI was $12,555. The average tuition paid by residents was $8,315 (non-residents paid an average tuition of $17,366).
If you are deciding between enrolling an undergraduate student who will major in political science and a dental student, both of whom will receive the average state subsidy of $12,555, the regent-suggested price weights will favor enrolling the undergraduate. Maybe this is an intended consequence.
Since Iowa State University and the University of Northern Iowa have neither dental, legal nor medical programs, and UNI has a small graduate program, the allocation scheme favors their programs. This is recognized by Miles, who said, “I think this will make a huge difference for these (ISU and UNI) institutions.”
He apparently doesn’t believe that it will matter that much to the UI, but it does. If larger percentages go to ISU and UNI, then a smaller share comes to the UI. Is this justified?
Very high research universities (as classified by the Carnegie Foundation), including both the UI and ISU, have higher costs per student than do universities that place less emphasis on research. In College Measures, the UI reports an annual cost per full-time student of $20,713; ISU reports $13,333; and UNI reports $12,329. These costs reflect differences in program mix, areas of research emphasis and competitive compensation of faculty. There is no question that a uniform subsidy per resident will favor those institutions with the lower costs and a reduced research emphasis.
Other major public universities and systems have struggled with the issue of how best to allocate public resources.
The University of California System recently completed a “rebenching” exercise. To assign the state appropriation, they recommended different funding weights across academic programs that would apply to all campuses: undergraduate, post baccalaureate, graduate professional and graduate academic master’s students were weighted at 1, doctoral students at 2.5 and health sciences students at 5. In their scheme, a dental student would receive 5 times the subsidy of a typical undergraduate.
The University of Florida implemented a budgeting process that depended on the costs of program delivery. Essentially, student credit hours generated by each program were weighted by their respective cost of delivery to determine the budget allocations to various academic programs. Under this scheme, the internal subsidies flowed from low-cost toward high-cost programs.
Back to Iowa: It makes little sense to establish the same admission standards and to charge identical (now frozen) tuitions to all resident undergraduates at three quite different public universities. Clearly, there are differences among these universities in both willingness to pay and instructional costs.
Some high-quality programs, like those in engineering, dentistry, medicine and veterinary medicine, also have high delivery costs. Differences in tuitions charged do not compensate for these cost differences. If these programs are not offered, there are no costs to contend with. Taking cost differences into account, if the annual regent allocation to the UI, ISU and UNI were based on their reported relative costs per full-time student, the budget split would be 45-29-26, respectively.
When tuitions are frozen and the state subsidy is allocated by a formula that favors admission of low-cost undergraduates over high-cost professional and graduate students, a distinctive public research university is restricted from competing effectively with its peers. It is hampered in its ability to offer its particular kind of education to all students.
Each of the regent universities aspires to compete against a different set of peers, and each has a legitimate and distinctive positioning agenda. To enforce even more funding homogenization, the Miles Commission proposes providing an identical subsidy to every resident regardless of their choice of university or their selected area of study.
A high-quality education at a major research university is not inexpensive, nor is it for everyone. Trying to level the playing field to make it so can do real harm to unique public institutions.
THE AUTHOR:
GARY FETHKE was dean of the University of Iowa’s Tippie College of Business from 1993-2006 and was interim president of the UI from June 2006 to September 2007. Contact: gary-fethke@uiowa.edu.

